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The Euro “under review”

Reading the impact of Europe on markets is becoming increasingly difficult. Pessimists argue (correctly)
that market reaction to rumors on China’s reserve management and contagion to financial systems is
evidence of a highly unstable situation. Optimists can comfort (correctly, too) from the fact that critical
levels were not breached and that markets were able to recover after official reassurance. It all seems
to depend on policy decisions right now and implementation is the key to success or failure.

The cycle still supportive, but beware of initial confidence impacts

In the US, data on claims suggests the labor market remains the weakest link on a increasingly convincing
recovery. Next Friday’s labor report will be, as usual, highly relevant and we are moderately optimistic
(even if still below consensus). In Europe, PMIs came in line but some of the improvement in household
optimism of late 2009 is fading, and that is something to watch carefully. Inflation for the Euro area next
week should increase slightly, but a negative surprise there could also be damaging to markets.

Emerging markets confirm softer stance on tightening

Asian and Latin America activity data were strong during the week. Markets are increasingly comfortable
with the idea that the Chinese authorities will delay any movement (particularly after Geithner’s visit).
We expect a moderation, but if China’s PMI surprises on the upside this comfort may prove short-lived.
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Highlights

US Financial Reform Reaches Conference Committee
By July, we expect a relatively moderate reform. In particular, limited impact on swaps desks, no prohibition of non-
traditional activities (but higher costs) and no substantive harm of consumer credit reform.

How to get there? UK, Italy and Germany release initial fiscal details
The path of fiscal tightening is progressively clearer across Europe. The UK, Italy and Germany released additional
details of their austerity plans. Italy is focusing on expenditure cuts, and overall.

How could the European crisis alter the Brazilian monetary cycle?
Our call for BACEN is below consensus on account of European risks and of our more optimistic view on inflation.
If the former continue, inflation would moderate faster, making likely a softer approach by BACEN.
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If there is to be a sustained market recovery, the credit market must
open and the interbank market must stabilize...

Markets will continue to pay close attention to the performance of the interbank market and the
speeding up of the consolidation in the Spanish banking sector. The market has responded positively
to newsflow from China, rebutting a review of euro-denominated assets. This supported the euro and
fuelled the equity rally. In our view, the opening of the credit market would be one of the positive signs
that would mark an end to this correction in equities, together with more stable debt markets.

...but at present there are still no signs of activity on the primary credit
market...

Credit market spreads are still very tight, with sovereign CDS trading wider than corporate debt CDS
(SovX 142 bps vs. iTraxx Main 118 bps). Financials are also wider than non-financials (iTraxx Fin
Senior 163 bps. vs. iTraxx No-Fin 105 bps).

In the short term, we are unlikely to see a major change of trend mostly because primary markets are still
closed and there is still plenty of funding that the public sector and financials need to get done this year.
The plans approved by European countries to cuts their deficits have failed to ease market uncertainties;
in fact, many investors are concerned about the impact of government expenditure cuts in 2011.

In sum, we think that markets’ concerns are overstated, as we believe the EU strategy (strong support,
plus strong fiscal adjustment) offers a solid pillar for the medium term. In the recent crisis, purchase
programmes from central banks, e.g. the TARP by the Fed, the APS by the BoE or the covered bond
scheme by the ECB have been very successful in order to open primary markets and to provide a
major floor to valuations. Therefore, we are constructive in the medium and long term for credit markets
but keeping a neutral stance in the near term.

...and although there is some degree of stabilization in debt rates,
market uncertainty still reigns

The 17 bps rise in the dollar 10Y government and the rise of 13 bps in Europe suggest that the aggressive
flows into safe-haven assets could be easing somewhat, pointing to a bullish movement in yields in the
short term, with targets in the region of 3.50% for the 10Y Govt USA and 2.85/2.90% for the 10Y Govt
Eur (still below 3%, the breach of which coincided with the current risk perception phase on markets).

One element which is sustaining scepticism is the tightening in the bank funding market, especially
as regards access to funding by European banks. LIBOR 3M rates remain particularly high (above
0.50% in dollars and 0.70% in euros) and have hardly shown any positive sign of contagion from the
improvement in other markets. No substantial improvement in asset-swaps either, especially in the
Eurozone and in short terms (still around 80bps for 2Y yields). A correction in this regard would be key
to a substantial, consolidated improvement in the perception of banking risk and also of global risk.

Chart 4
Chart 3 Interbank markets: 3 month rates
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Miguel Jiménez

mymene2@grupopbya.com US Financial Reform Reaches Conference Committee

Agustin Garcia Serrador After the successful passage of the Senate’s version of financial regulation last week, members from
agustin.garcia@grupobbva.com  both wings of Congress must now meet to decide on a final version of the bill to be passed and
(+34) 9137479 38 eventually signed into law. Although the House and Senate versions of financial reform are mostly
. similar, the remaining details are doggedly contested. The main issues in contention revolve around
Elvira Prades ! . . L \ . . .
elvira.prades@grupobbva.com the Volcker Rule, derivatives and consumer protection. A binding constraint on the discussions will be
(+34) 91 537 79 36 the tenuous balance of 60 votes required in the Senate and moderate Senate Republicans will find
nancial S ) themselves extremely popular over the next few weeks. Both televised and closed-door meetings will
Zzzrgfgofzrﬂ:_spanizo occur throughout the month of June and eventual signing by the President in July. Our expectation is
Ilgnacio.gonzalez-panizo@grupobbva.com  1OF Standardized derivatives to shift to central clearinghouses, but without a forced spin-off of swaps

(+34) 91 538 63 50 desks. We also expect higher capital and liquidity requirements for nontraditional banking activities
Us rather than outright bans. In our view, consumer financial protection as described in the House version
Nathaniel Karp of the financial reform will not substantively harm the financial industry.

nathaniel.karp@bbvacompass.com
(+1) 713 881 0663

How to get there? UK, Italy and Germany release initial fiscal details

Jeff Herzog

zf:f)";?gzgia@ggxgcompass'com During the week, we got some details of how European nations plan to get their deficits on track. UK
Chancellor Osborne provided the details of the 6bn GBP savings for this fiscal year, mainly based on

Brazil expenditure reductions, to be complemented by more drastic measures to attain a target deficit of 160

5:;stgfgigzn?:s%‘;srupobbva wom DN GBP for this year. In Italy, austerity measures are more defined: the reduction in the deficit will be

(+34) 915376887 ' around 24 bn EUR (1.5% of GDP) equally distributed between 2011 and 2012, with measures tilted

towards expenditure. This announcement does not seem to change the pace of consolidation already
announced in the SGP last January. Germany also joined the wave of announcements of austerity
policies this week with the intention of becoming an example to the rest of euro area members. The
target is to reduce the deficit by half in four years. Details are expected by the end of June, and the task
will be complicated by the unexpected fall in tax collections.

How could the European crisis alter the Brazilian monetary cycle?

Given the dynamism of activity and the surge in inflation, the Central Bank was forced to adjust interest
rates up by 75bps to 9.5% in April. This adjustment is expected to continue in the next meeting, where
we see an increase of 75bp. From then on, we expect only 125bp additional tightening in the reminder
of the year, below consensus, because the economic growth and inflation is expected to moderate and
because of increasing financial risks related to Europe. Although the depreciation of the Real could
help to drive inflation up, the direct impact of lower commodity prices on domestic prices is expected
to predominate over the pass-through effect. Because of this, if European woes continue, inflation in
Brazil is likely to move downwards faster, which could moderate the monetary cycle even below our
current forecast.

Chart 5
Interest Rates - SELIC (yearly rate)
15.00
14.00 -
13.00
12.00
11.00 - S
10.00 -} .
9.00 N_—
8.00
g 8 8 '8 g '8 g8 '8 2 ¢ "2 '¢

Source: BBVA Research

PAGE 3



BBVA Research Weekly Watch

Madrid, 28 May 2010

Calendar: Indicators

USA: ISM Manufacturing Index (May, June 1st)
Forecast: 59.9% Consensus: 59.5% Previous: 60.4%

May’s regional manufacturing indices pointed that the pace of expansion in manufacturing could slow
slightly. The ISM may fall back to 59.9 from 60.4, but the level will still remain above the historical average
of 52.0. A positive surprise in this index would be a good sign that business spending is firming in 2Q10
and strengthen the Fed’s view of sustainability in the recovery.

USA: Non-Farm Payrolls and Unemployment Rate (May, June 4th)
Forecast: 375K, 9.9% Consensus: 500K Previous: 290K, 9.9%

The labor market is expected to gain momentum in May as job creation accelerates in the private sector and
the Census adds additional temporary jobs. Nevertheless, the unemployment rate is expected to remain at
9.9% due to an influx of new labor market participants as formerly discouraged workers resume their job
search. Consumers have been reacting well to the payroll data, so a positive surprise in this report could
significantly boost consumer confidence and consumer spending.

Euro zone: Flash HICP (May, May 31st)
Forecasts: 1.6% yly Consensus: 1.7% yly Previous: : 1.5% yly

Annual inflation rate is expected to increase slightly by 0.1pp to 1.6% y/y in June, due to higher prices
of both food and energy. The flash estimate will not provide details on the evolution of core inflation, for
which we expect to remain stable at 0.7% y/y, even in coming months. We estimate that there are some
downside risks to our forecast as a result of the observed weakness in private consumption and the
deterioration in consumers’ confidence in H210 due to widespread uncertainty in financial markets and
the strong fiscal adjustment.

Euro zone: Unemployment rate (April, June 1st)

Forecasts: 10.1%yly Consensus: 10.1% yly Previous: 10.0% yly

In April, the unemployment rate may increase slightly to 10.1%. Looking forward, we also expect
unemployment rate to deteriorate further. On the other hand, next week the detailed results of eurozone’s
Q1 GDP will be released. Flash data showed that GDP grew by 0.2% g/q in Q1. We estimate that this
increase should be driven by public consumption and inventories, which offset the slightly decline in
private consumption and the fall in investment (although at slower pace). As a result, domestic demand
should contribute positively to GDP growth, while net exports contribution should be flat.

Peru: Monthly inflation (May, June 1st)
Forecast: 0.1% m/m Consensus: 0.17% m/m Previous: 0.03% m/m

May’s inflation rate is expected at 0.1%, resulting from a downward correction in food prices and a
cutback in regulated electricity tariffs. On a yearly basis, the inflation rate is expected at 0.9, below
the inflation target settle by the Central Bank. Nonetheless, inflation expectations are progressively
heading up mainly due to a faster than expected recovery in real activity and an upward swing in
domestic fuel prices.

China: PMI (May, June 1st)
Forecast: 54.1 Consensus: 53.8 Previous: 55.7

China’s PMI is expected to slip from the previous three-month high of 55.7 in April. Both our forecast
and the consensus expect a weaker reading due to the government’s tightening measures to reduce
the risks of overheating and the spillover effects from the European debt crisis. An upward surprise in
this indicator would reinforce market concerns about further tightening measures.
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Table 1
Market movements
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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”.



