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Worries spread

Recent economic indicators and reports intensified worries about the global growth outlook. Renewed
pessimism was driven by a bleaker US outlook signalled by the Fed (‘significant downside risks” cited in
FOMCss statement), and weaker survey results for China and the Eurozone in September. Concerning the
latter, flash PMIs were weaker than expected, with readings from core countries (France and Germany)
lower than anticipated. Although the Fed did not disappoint and delivered the already priced in attempt
to flatten the yield curve (‘Operation Twist”), market worries increased due to a combination of factors:

a) the expectation that the impact from this new measure will be small, b) the fear that the Fed has

little room to counteract the shortage of demand (both because of political pressures to avoid another
round of easing from the Fed and given that even if the Fed eventually leans to implement QE3, its
impact might be small, especially as additional funds are not likely to be channelled to risky assets in
times of extreme uncertainty), and ¢) the structural weakness of the US economy cited by the FOMC

in its statement. As perceived risks heightened, risky assets suffered a lot. This was driven not only by

the bleaker growth outlook in the US and the Eurozone, but also because the deterioration of financial
conditions in the EZ spread to all risky assets. These fears were also fuelled by S&P's downgrade to A
from A+ of the Italian rating. Emerging market currencies depreciated sharply this week. The Central
banks of Peru and Brazil announced measures to provide USD funding to reduce pressure on their
currencies. Regarding the European debt crisis, the new measures announced by the Greek government
may open the way to the disbursement of the 6th loan tranche of €8bn. This could reduce fears about a
disorderly Greek default, but will not dissipate uncertainties. At most it will temporarily reduce panic until
the 7th tranche has to be disbursed. Furthermore, although the probability of the German parliament
passing the EFSF amendment has increased, the risk lies in other small countries such as Slovenia where
the government was ousted in a confidence vote, delaying the approval of the EFSF.

As regards to G20’s pledge: action speaks louder than words

Given the need to address the ‘renewed challenges facing the global economy” G20 policymakers
pledged “to take all necessary actions to preserve the stability of banking systems and financial markets”.
The statement also cited that central banks will continue to provide liquidity as required and will continue
to support the economic recovery. Market reaction to such pledge was mild as markets are expecting
concrete actions rather than promises from policymakers. Meanwhile, central Banks were very active this
week. Not only did the FED announce its “Operation Twist”, but it was more aggressive than the market
expected, in both scale and in the reinvestment of non-Treasury securities in agency MBS. Meanwhile,
BoE's minutes showed that the likelihood of another round of asset purchases increased substantially
and if financial conditions persist one more month it is likely. The problem is that neither pledges nor
actions from central banks are diminishing fears or regaining any confidence.

Next week Germany parliament votes EFSF amendment.

Chart1 Chart 2
Bonds volatility (30d MA) Risk has spread to emerging markets
% 2
B 9
150
50 130
40 110
90
30 20
20 50 |
10 T 5T 5 5 5 5 5T 95 7
0' c Qo E ‘5_ > c = [=)] Q
30.0ct08 7May.10 ~ 1Nov.0  15Sep.i 2 £ = < 2 3 =5 2 &
—— Asia Averge 5y CDS, CH, KOR, INDO, May, THay.
USA = EMU —— Latam averge 5y CDS :BRL, MX, CH, PER

Source: Bloomberg

Highlights

Growth forecasts revised downwards, especially in advanced economies

Several factors such as downward surprises on growth of developed economies, the intensification of
EZ sovereign debt woes and renewed concerns about bank solvency have cut growth expectations.

Source: Bloomberg and BBVA Research
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Interest Rates: the twist is here

The measures announced by the Fed yesterday were in line with what the market had been
anticipating in the preceding weeks: a new round of straightforward intervention in the Treasury
market. More specifically, it announced that from now and until the end of June 2012 it will buy
USD400bn of Treasury securities with remaining maturities of 6 years to 30 years and sell an
egual amount of Treasury securities with remaining maturities of 3 years or less. The distribution
of these purchases is detailed in the Table 1.

Initial reaction in the curve up to the 10Y segment was in line with what could be expected: only 2bp
up the 2Y and around 8bp down in the 10Y. Our assessment is that most of the potential directional
impact of this strategy on the curves has already been priced in by the market since the end of August
(when an action similar to this one started to be anticipated by the curves). Since then 10Y vields have
corrected around 40bp whereas the 2Y has remained relatively flat at around 0.20%. From this point of
view, we consider that yields in the 10Y sector should not show additional major reactions to this new
program: the area around 1.75/170% should serve as a floor for 10Y yields.

The 2 to 30Y segment may still benefit somewhat from this surprising bias in the Fed's targeted
pattern for reinvestments. The immediate reaction has been a 20bp downward shift in the 30Y
yield and a flattening of around 15bp in the 10/30Y. This may well be the pattern we are most likely
to see in this part if the cure in the next few months, mainly as it can be considered part of the
Fed's strategy: by maintaining such relatively and absolutely low levels for these rates it is seeking
to support the mortgage markets. From this point of view, 2.80% for the 30Y could be feasible in
the short term but not in the medium to long term.

Forex: themes to watch in Latam FX

As EM FX is materially offered, there are numerous key issues we are watching in the Latam
market with two in particular. The first is clearly how global risk sentiment will continue to affect
flows into EM FX and particularly Latam FX. Here, we believe the recent sell-off appears overdone
and with BBVA's Economics team calling for a successful resolution to the European peripheral
debt crisis, we can see Latam FX generally appreciating once this current bout of risk aversion
finishes. The second key issue is surrounding new macro prudential measures and intervention
in the FX market. This year has seen a number of attempts to impose new regulatory frameworks
in order to try and cease local currency appreciation; Brazil is the clear standout here. Given
recent retracements in spot prices, imminent new macro prudential measures are now likely

on the back burner. Additionally almost all of the major Latam central banks (CB's) have directly
intervened in FX markets, some in good size, this year. Given the recent reversal in spot prices, a
key theme to watch will be if Latam CB's will try to quell volatility even when domestic currencies
are depreciating or are CB's content enough with the directional change? Generally we would
expect most Latam CB's not to try and quell FX volatility if their domestic currency continues
depreciating, given many officials have perceived Latam FX as overvalued for quite a while.

Credit: volatility in credit markets continues

This week we have seen an increase in volatility in credit markets, following the brief respite of the
previous week. Recent newsflow (disappointing operation “Twist”, ratings agencies actions..) has
not helped improve the situation, which has led to a generalised widening in the synthetic indices,
with the iTraxx Main and the iTraxx Financial Senior surpassing the 200bp and 300bp barriers,
respectively. That being said, the iTraxx Main widened 22bp to 200bp, while the iTraxx SovX
widened 33bp to 357bp. In financials, the iTraxx Financial Senior and Subordinate have widened
by 39bp and 77bp, respectively, to 304bp and 542bp.

Table1
A rundown of the Fed’s Treasury portfolio under the new program

0-3Y 3-6Y 6-8Y 810Y 10-20Y 20-30Y

Investment distribution in new program* -100% 0% 32% 32% 4% 29%
Amount to purchase (USD bn) -400 0 128 128 6 ne
Current SOMA holdings (USD bn) 527 466 303 94 87 74
% ot total outstanding 15% 25% 39% 18% 32% 14%
Amount outstanding off-Fed (USD bn) 2756 1394 460 408 181 423
Future SOMA Holding (USD bn) 127 466 431 222 103 190

* Remaining 3% in 6-30Y TIPS
Sources: Federal Reserve and BBVA Research
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Growth forecasts revised, especially in advanced economies

In August, there were three major shocks that substantially altered our forecasts. The first of these shocks
was a number of downward surprises in developed economies growth in the first and second quarter.
In particular, historical US. growth figures were revised down (including, importantly, the first quarter of
20M), indicating that the structural situation of the US. economy is seemingly weaker than thought at the
beginning of the summer. In addition, downward revisions of growth in the first part of the year have a
significant base effect on the 2011 and 2012 averages.

The second shock is related to the intensification of European sovereign debt woes. Although the July

21 summit exceeded expectations in terms of governance reforms in the EU (eg. improvements to the
EFSF), markets still have serious doubts about the implementation of these agreements and the ability of
the EFSF to address a problem that now extends to Italy (and Spain).

The third element relates to renewed concerns about bank solvency, as a result of the fallout from the
sovereign debt crisis in Europe. The perceived risk in European banks has increased, many of them being
highly exposed to government debt from countries with high risks of default. This has raised doubts
about the solvency of some banks and has significantly hindered bank financing, including credit lines in
US dollars.

These three factors have led to increased risk premiums in peripheral countries, but also in Spain and
[taly. It has also led to an increased global risk premium, widespread adjustments in stock markets and a
strong refugee effect, which has driven American and German bond yields to record lows. Finally, there
has been a marked deterioration in consumer and business confidence in August, especially in Europe,
including core countries.

In this context, the main change from our July forecast reflects a sharp downward revision in US. growth,
largely driven by the base effects mentioned above. This adjustment also affects economies, like Mexico,
which are closely related to the American business cycle. Also in Europe and Spain there are downward
revisions in growth, more moderate than in the US, due to the impact of financial stress and weak activity
data in the second quarter. In all three cases (US, Europe and Mexico), weaker activity means central
banks will delay further interest rate increases until 2013 at least.

In other regions (Asia and South America), adjustments to our growth projections are lower, reflecting a
lower trade and financial exposure to Europe and increased reliance on the prospects in China, with few
changes with respect to August.

Table 2
GDP Forecasts
Current Previous
2001 201 20m 2012
us 16 23 25 27
EZ 17 10 20 13
Spain 08 10 09 13

Source: BBVA Research
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Eurozone: Flash HICP inflation (September, September 30th)
Forecast: 2.8% y/y Consensus: 2.5% yly Previous: 2.5% y/y

Comment: We expect inflation to increase by around O3pp to 2.8% v/y in September, driven by a
rebound in prices on non-energy industrial goods due to methodological changes in the treatment

of seasonality, while prices of energy and food are also expected to increase slightly. Given the limited
information available to model this methodological change, there is high uncertainty around the
forecast of industrial inflation this year. We continue to expect headline inflation to moderate by the end
of the year, driven by favorable effects in energy prices, and reverting to below the ECB target at the
beginning of 2012. Regarding core inflation, we expect it to hover around 18% for the remainder of 2011,
moderating somewhat afterwards. Market Impact: Although the acceleration of inflation in September
should be temporary, it could surprise markets, and thus increase concerns that ECB monetary policy
may return to a more hawkish tone.

Eurozone: Unemployment rate (August, September 30th)
Forecast: 10.0%; Consensus: 10.0%; Previous: 10.0%;

Comment: We expect the unemployment rate to remain stable in August, as observed since

the beginning of the year. Nevertheless, increasing uncertainty about the economic outlook in
coming quarters combined with disappointing activity data for Q2 and Q3 have weighed on hiring
intentions, which worsened in July and August according to the EC survey, and therefore the risks
to unemployment are on the upside for coming months. Market impact: Given the lag between
growth and employment, we do not anticipate major changes in unemployment, although a
worse than expected outcome would increase the concerns of a return to recession.

Gross Domestic Product, Final (2Q11, September 29th)
Forecast: 1.2% Consensus: 1.2% Previous: 1.0%

Comment: The final estimate for 2Q11 GDP is expected to be slightly higher than the preliminary
figure. Although not much new data for Q2 was released since the last report, business inventories
and durable goods orders were revised upward for June. Furthermore, the international trade
balance was revised up, from -$531bn to -$51.6bn, mostly due to a reduction in imports. While
economic activity has remained sluggish, we expect Q2 GDP to remain in line with our baseline
scenario for modest growth in 2011. Market Impact: Markets are not overly concerned with the
final GDP estimate for the second quarter given that much of the relevant data has already been
released. However, increasing uncertainties regarding the future outlook have caused markets to
become very sensitive to worse-than-expected economic reports.

Personal Income and Outlays (August, September 29th)
Forecast: 0.1%, 0.1% Consensus: 0.1%, 0.2% Previous: 0.3%, 0.8%

Comment: Personal income and outlays are expected to grow in August but at a slower MoM
pace. Weak employment conditions continue to weigh on personal income, with the August report
indicating no job growth and a reduction in average earnings. Continued declines in consumer
confidence and flat retail sales for the month suggest conservative spending, particularly after
July’'s surprising jump. Although higher food and energy prices may have contributed to growth in
nominal terms, we expect real growth to be minimal. Market Impact: Modest growth in personal
income and spending will warrant little reaction from markets, although better-than-expected
reports could signal a much-needed boost in consumer demand and activity.

China: PMI for (September, October 1st)
Forecast: 51.6 Consensus: n.a. Previous: 50.9

Comment: Activity indicators have held up well so far, in line with our expected soft landing
scenario. However, with downside risks to global demand increasing, markets will be watching the
forthcoming monthly Purchasing Managers' Index (PMI) for signs of a more significant slowdown.
A flash estimate of the private sector PMI for September (Markit) suggests some weakening of
manufacturing sentiment. Nevertheless, with recent activity data continuing to show strength, we
expect the official PMI for September to increase from last month, although this mainly reflects
seasonality (despite the statistic agency'’s efforts to de-seasonalize the series). Market impact: A
lower-than-expected reading, especially a decline from the previous month or an outturn below
the 50+ expansion threshold, could dent sentiment about the growth outlook.
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DISCLAIMER

This document and the information, opinions, estimates and recommendations expressed herein, have been prepared by Banco Bilbao Vizcaya Argentaria, S.A.
(hereinafter called "BBVA) to provide its customers with general information regarding the date of issue of the report and are subject to changes without prior
notice. BBVA is not liable for giving notice of such changes or for updating the contents hereof.

This document and its contents do not constitute an offer, invitation or solicitation to purchase or subscribe to any securities or other instruments, or to
undertake or divest investments. Neither shall this document nor its contents form the basis of any contract, commitment or decision of any kind.

Investors who have access to this document should be aware that the securities, instruments or investments to which it refers may not be appropriate for
them due to their specific investment goals, financial positions or risk profiles, as these have not been taken into account to prepare this report. Therefore,
investors should make their own investment decisions considering the said circumstances and obtaining such specialized advice as may be necessary. The
contents of this document is based upon information available to the public that has been obtained from sources considered to be reliable. However, such
information has not been independently verified by BBVA and therefore no warranty, either express or implicit, is given regarding its accuracy, integrity or
correctness. BBVA accepts no liability of any type for any direct or indirect losses arising from the use of the document or its contents. Investors should note that
the past performance of securities or instruments or the historical results of investments do not guarantee future performance.

The market prices of securities or instruments or the results of investments could fluctuate against the interests of investors. Investors should be aware
that they could even face a loss of their investment. Transactions in futures, options and securities or high-yield securities can involve high risks and are
not appropriate for every investor. Indeed, in the case of some investments, the potential losses may exceed the amount of initial investment and, in such
circumstances, investors may be required to pay more money to support those losses. Thus, before undertaking any transaction with these instruments,
investors should be aware of their operation, as well as the rights, liabilities and risks implied by the same and the underlying stocks. Investors should also
be aware that secondary markets for the said instruments may be limited or even not exist.

BBVA or any of its affiliates, as well as their respective executives and employees, may have a position in any of the securities or instruments referred to, directly
or indirectly, in this document, or in any other related thereto; they may trade for their own account or for third-party account in those securities, provide
consulting or other services to the issuer of the aforementioned securities or instruments or to companies related thereto or to their shareholders, executives or
employees, or may have interests or perform transactions in those securities or instruments or related investments before or after the publication of this report,
to the extent permitted by the applicable law.

BBVA or any of its affiliates ~ salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to its clients that
reflect opinions that are contrary to the opinions expressed herein. Furthermore, BBVA or any of its affiliates’ proprietary trading and investing businesses may
make investment decisions that are inconsistent with the recommendations expressed herein. No part of this document may be (i) copied, photocopied or
duplicated by any other form or means (i) redistributed or (i) quoted, without the prior written consent of BBVA. No part of this report may be copied, conveyed,
distributed or furnished to any person or entity in any country (or persons or entities in the same) in which its distribution is prohibited by law. Failure to comply
with these restrictions may breach the laws of the relevant jurisdiction.

In the United Kingdom, this document is directed only at persons who (i) have professional experience in matters relating to investments falling within article
19(5) of the financial services and markets act 2000 (financial promotion) order 2005 (as amended, the “financial promotion order”), (i) are persons falling within
article 49(2) (a) to (d) ("high net worth companies, unincorporated associations, etc.”) Of the financial promotion order, or (iii) are persons to whom an invitation
or inducement to engage in investment activity (within the meaning of section 21 of the financial services and markets act 2000) may otherwise lawfully be
communicated (all such persons together being referred to as “relevant persons”). This document is directed only at relevant persons and must not be acted
on or relied on by persons who are not relevant persons. Any investment or investment activity to which this document relates is available only to relevant
persons and will be engaged in only with relevant personsThe remuneration system concerning the analyst/s author/s of this report is based on multiple
criteria, including the revenues obtained by BBVA and, indirectly, the results of BBVA Group in the fiscal year, which, in turn, include the results generated by
the investment banking business; nevertheless, they do not receive any remuneration based on revenues from any specific transaction in investment banking.

BBVA is not a member of the FINRA and is not subject to the rules of disclosure affecting such members.

“BBVA is subject to the BBVA Group Code of Conduct for Security Market Operations which, among other regulations, includes rules to prevent and avoid
conflicts of interests with the ratings given, including information barriers. The BBVA Group Code of Conduct for Security Market Operations is available
for reference at the following web site: www.bbva.com / Corporate Governance”.

BBVA is a bank supervised by the Bank of Spain and by Spain’s Stock Exchange Commission (CNMV), registered with the Bank of Spain with number 0182.



