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Home prices are falling again

Despite there being signs of recovery in the US economy, this week’s housing market data highlighted
the downsize risks to growth. Home prices are falling again: the S&P/Case-Shiller 20-City Home Price
Index was weaker than expected and fell 1.0% in October, the fourth consecutive monthly decline. In
addition, mortgage foreclosures jumped in the third quarter. Meanwhile, for the second time since the
bond-buying programme was launched in May, the ECB was not able to fully sterilize its bond purchases
(the ECB intended to absorb €73.5bn, it was short by almost €13bn). The ECB is likely to reabsorb the
required amount next week, after the year-end period, when bank’s liquidity needs increase.

Highlights

China raises interest rates again

The Chinese authorities announced a 25bp interest rate hike on Christmas Day, the second such move since
October. While the timing may have taken markets by surprise, the measure itself had been widely anticipated.
The rate hike is part of an aggressive monetary tightening campaign in recent months. The campaign aims
to rein in rapid credit growth and prevent economic overheating in light of continued strong activity indicators
and an acceleration of inflation to 5.1% y/y in November. We anticipate further monetary tightening measures
in 2011, including additional rate hikes of 75bps and increases in required reserve ratios (RRR) of up to
150bps by end-2011 (on top of the 300bp RRR increases already implemented). Given the current strength
of economic momentum and a supportive fiscal stance, however, we do not expect the tightening measures
to undermine the growth outlook materially, and we maintain our baseline scenario of 9.2% growth in 2011.
Should higher interest rates encourage capital inflows, we would expect the authorities to tighten their already-
stringent capital controls and, possibly, allow a marginal acceleration in the pace of currency appreciation.
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The year draws to a close with latent sovereign risk

Sovereign risk, along with the rise in interest rates in China and the country’s limit to vehicle sales have
pushed stock markets down in Europe (especially the Auto and financial sectors). As for currencies, the slight
rally seen in the euro and the pound vs. the dollar could have some life left in it, despite the fact that the ECB
has not completely sterilised the accumulated sovereign debt purchases. However, the underlying trend is
for dollar appreciation. As far as interest rates are concerned, bond auctions have set the trend. In Europe,
Italian debt has been under some pressure due to the auctions. Moreover, we are starting to receive more
information vis-a-vis sovereign financing needs for 2011. For example, Portugal announced that it will issue
between EUR18bn and EUR20bn in 2011, with a large part of these issues taking place in the first quarter.
This is combined with the fact that other countries also have their sovereign debt issues concentrated in
the first quarter, which is why the schedule of Treasury bond issues will remain a market driver. In the USA,
attention has been focused on the 2Y, 5Y and 7Y auctions, something which has led to yields rising throughout
the curve in the US as well as a widening of the US/Germany spreads.
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Calendar: Indicators

Eurozone: Flash inflation estimate (December, January 4t)

Forecast: 2.2% yly Consensus: 2.0% yly Previous: 1.9% yly

Comment: Headline inflation is expected to accelerate again to 2.2% y/y in December, as energy
prices are projected to increase at a higher rate as a result of euro depreciation and a more expensive
barrel of Brent. As a consequence the increase in headline inflation of around 0.3pp is expected to be
mainly driven by a higher contribution of the energy component. Additionally the upward trend observed
in non-processed food inflation is expected to continue. Regarding core inflation, it is expected to
increase marginally, thus rising from 1.1% y/y to 1.2% yl/y due to rounding. This marginal increase is
expected to be caused by a slight acceleration of service inflation, while both non-energy industrial
goods and processed food prices are projected to be stable. Market impact: We see some upside
risks to our projection as fuel prices have been rising during the first few weeks of December. A positive
surprise could significantly affect markets, as they may fear a more hawkish attitude from the ECB.

Eurozone: Retail sales (November, January 6t")

Forecast: 0.2% m/m Consensus: 0.1% m/m Previous: 0.1% m/m

Comment: Retail sales are expected to rise marginally in November, after their monthly growth was revised
downwards in October (from 0.5% m/m to 0.1% m/m) and thus result in a slight deceleration in retail sales
growth in these two months over Q3. Nevertheless, soft data showed that consumer confidence has remained
slightly above its historical average in recent months, so retail sales are likely to increase further in December.
Overall, the 3-month moving average of retail sales up until November shows more evidence that consumer
spending remains modest but resilient, suggesting that private consumption should contribute positively, for
the fifth quarter in a row, to quarterly GDP growth in Q4. Market impact: No major surprises are expected. A
negative surprise would be interpreted as a sign of renewed downward pressure in economic activity.

Indonesia: CPI Inflation for December (January 3™)

Forecast: 6.5% yly Consensus: 6.7% yly Previous: 6.3% yly

Comment: Indonesian inflation has been picking up, driven by increases in food prices. November
inflation rose to 6.3%, well above Bank Indonesia’ (Bl) target range of 4% to 6%. Bl has downplayed
inflationary concerns, pointing to stable core inflation (ex-food and administered prices) at just 4.3% in
November. We expect inflation to pick up in coming months, and for Bl to begin raising interest rates in
Q1 of 2011 (the next policy meeting is scheduled for January 5). Market impact: Indonesia has been
one of the few countries in Asia (along with the Philippines) to have kept interest rates unchanged
despite signs of rising inflation. A higher-than-expected inflation outturn would increase expectations
of early rate hikes, and could weaken the stellar performance of Indonesia’s bond and equity markets.

FOMC Minutes (December 14, Tuesday 14:00 ET)

Forecast: - Consensus: - Previous: -

Comment: The Federal Open Market Committee (FOMC) held its final monetary policy meeting in 2010 on
December 14, 2010. The statement indicated no major changes to the current monetary policy stance. As a
result of the slow progress towards achieving its dual mandate, the FOMC decided to continue its November
decision to purchase an additional $600bn in Treasury securities by the end of 2011Q2 and to hold the Fed
Funds rate at 0 to 0.25 percent. Although the minutes may give more detail about the FOMC'’s decision, we
do not expect any surprises in the minutes. Market impact: Any new information in the minutes indicating that
the Fed may change its current monetary policy would increase volatility in the financial markets.

Nonfarm Payrolls (December, Friday 08:30 ET)

Forecast: 105K Consensus: 111K Previous: 39K

Comment: IIn November, the U.S. nonfarm payrolls rose 39K following a 172K increase the previous
month. Private nonfarm payrolls also increased slightly by 50K. In 2010, the private sector has created
an average of 106K additional jobs, but total non-payroll employment has increased by 86K per month
on average since December 2009, a level which is lower than the historical averages in recovery
periods. The unemployment rate jumped 0.2pp and reached 9.8% in November. This is the highest
unemployment rate since April 2010. We expect the unemployment rate to remain high both in the
short- and mid-terms due to a moderate recovery, weak real estate markets and an increase in the
participation rate in the coming months. Market impact: Weak nonfarm payroll employment could
upset the markets and further increase worries about the current conditions of labour markets.
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Close Weekly change Monthly change Annual change
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@ Argentina (peso-dollar) 3.98 0.1 -0.2 4.7
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g C2 Mexico (peso-dollar) 12.38 0.2 -0.6 -5.3
Hl Peru (Nuevo sol-dollar) 2.81 0.4 -0.8 -2.6
Japan (Yen-Dollar) 81.75 1.4 2.2 -12.2

:t'% Korea (KRW-Dollar) 1130.15 -1.8 -2.4 -2.4

Australia (AUD-Dollar) 1.012 0.8 5.4 12.7

E- S Brent oil ($/b) 93.3 -0.5 8.5 19.7
g %v Gold ($/ounce) 1406.3 1.8 1.5 28.2
o - Base metals 579.7 0.3 5.2 19.9
o Ibex 35 9865 -2.4 6.4 -17.4

3| EuroStoxx 50 2805 2.0 5.8 54

USA (S&P 500) 1259 0.2 6.6 12.9
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E e © Brazil (Bovespa) 69423 1.4 2.5 1.2
é 2 % Colombia (IGBC) 15516 -1.0 3.9 33.7
% g E Chile (IGPA) 22979 0.3 0.2 38.2
% C) Mexico (CPI) 38345 0.7 4.2 19.4
Peru (General Lima) 23250 2.0 11.5 64.1

Venezuela (IBC) 65595 0.6 -0.8 19.1

© Nikkei225 10229 -0.5 2.9 -3.0

2 HSI 22999 0.7 0.0 5.2

5 Itraxx Main 106 0 -12 30

=1 itraxx Xover 439 0 -83 7

CDS Germany 58 0 2 31

CDS Portugal 498 2 -45 407

- CDS Spain 350 5 -16 239

« & ¥ cDsusa 41 0 -1
K i | cDS Emerging 202 4 42 .56
© § 2 cDSArgentina 602 3 -133 -313
< E’ CDS Brazil 112 -3 -12 -1

@ CDS Colombia 114 3 12 29

CDS Chile 87 -2 -6 19

CDS Mexico 115 -2 -1 -19

CDS Peru 114 -5 -18 -9

Source: Bloomberg and Datastream
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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 (ii) redistributed or (iii) 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.

This document is provided in the United Kingdom solely to those persons to whom it may be addressed according to the Financial Services and Markets
Act 2000 (Financial Promotion) Order 2001 and it is not to be directly or indirectly delivered to or distributed among any other type of persons or entities.
In particular, this document is only aimed at and can be delivered to the following persons or entities (i) those outside the United Kingdom (ii) those with
expertise regarding investments as mentioned under Section 19(5) of Order 2001, (iii) high net worth entities and any other person or entity under Section
49(1) of Order 2001 to whom the contents hereof can be legally revealed.

The 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 and the rest of entities in the BBVA Group which are not members of the New York Stock Exchange or the National Association of Securities Dealers,
Inc., are 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”.



