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Highlights
FOMC Minutes: Timely Communication Set at the Core of Successful Exit Strategy

— The release of the minutes from the April FOMC meeting unveiled lengthy discussions on topics related to
Fed’s policy normalization and what the Committee called “prudent planning.” Careful to highlight that the
discussion on Fed’s exit strategy “did not imply that normalization would necessarily begin sometime soon,” the
Committee members plan to keep this conversation open and revisit it each subsequent meeting. At the same
time, FOMC’s main concern is to set the market expectation on the right path with timely and clear
communication regarding its approaches to policy normalization stating that communication should start “well
before the first steps in normalizing policy become appropriate,” and “enhance the clarity and credibility of
monetary policy.”

— Opverall, the Fed continues to make gradual progress towards its dual mandate. Downside risks to inflation are
abating but once the transitory factors unwind it is still likely that the Fed will undershoot its inflation goal in
near-term. The perception of sizeable labor market slack, uncertainty over the effectiveness of managing short-
term interest rates with beta tools, and the fact that the minutes reemphasized that economic conditions may
warrant keeping short-term rates low for longer than normal suggests the Fed will remain cautious of tightening
too soon. Thus, our expectations for future path of the fed funds rate are unchanged and that first rate increase
will occur in mid-2015.

Existing Home Sales Uptick Slightly in April

— Existing home sales rose 1.3% MoM in April, jumping to 4.65 million on a seasonally-adjusted annualized
basis. However, sales are down 6.8% on a YoY basis. Now that weather has improved nationwide and sales
are still sluggish, it has become apparent that elevated mortgage rates continue to exert substantial downward
pressure on home sales. 30-year mortgage rates have risen from 3.6% in May 2013 to 4.3% in April, while the
pace of sales was down 9.7% over the same time period. Additionally, median sales prices advanced for the
third consecutive month, jumping 7.3% since January, further hurting affordability and driving some potential
homebuyers out of the market. On a brighter note, despite the pickup in existing home sales, the supply for
existing home sales jumped from 5.1 to 5.9 months, which should point to a bump in future sales as more
houses are made available in the market.

— After falling for seven of the previous eight months, the slight uptick in existing home sales is certainly
welcome. Despite the pickup in consumer demand over the past year, the sales rate is still significantly below
the 2013 rate, a sign that consumers are sensitive to mortgage rate movements and overall affordability.
However, the conforming 30-year mortgage rate has steadily begun to decline, falling below 4.2% today.
Additionally, summer months have been traditionally positive for the housing market. Furthermore, the labor
market continues to show stark improvement, and as workers become more confident in the security of their
jobs, they will be more willing to purchase a home. Thus, looking ahead, we remain cautiously optimistic about
the housing sector and believe the market will regain strength in the coming months.
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Week Ahead

Durable Goods Orders, Ex Transportation (April, Tuesday 8:30 ET)
Forecast: 0.1%, 0.4% Consensus: -0.7%, -0.1% Previous: 2.5%, 2.1%

Durable goods orders are expected to rise for April, though we expect it to decelerate from the previous month. New
orders have risen by well over 2% for two consecutive months, likely due to a rebound coming off the seasonal
factors faced in the winter; thus, a slowdown in growth is expected and should leave the component relatively
unchanged in April. With regards to the transportation component, aircraft parts posted growth of 13.5% and 5.1% in
February and March, respectively, so we look for a pullback in that component this month. Still, motor vehicles and
parts should provide an upward boost to new orders in anticipation of future demand, as auto sales have gained
strength over the past couple of months. Overall, we do not expect to see significant change in durable goods orders
for April.

GDP, Preliminary (1Q14, Thursday 8:30 ET)
Forecast: 0.7% Consensus: -0.5% Previous: 0.1%

Despite some calls for a downward revision to 1Q14 GDP growth, we expect to see a slight upward shift for the
second estimate. Most data released since the initial GDP figure hint at better-than-expected activity for the quarter,
though still relatively weak due to the impact from severe winter weather across the nation. Important indicators for
1Q14 were revised up, including industrial production in March as well as business inventories and personal
consumption in February. Personal consumption expenditures were also stronger than expected in March, rising at
the fastest monthly pace of the recovery thus far. Residential investment did not fare so well, with construction
spending revised lower for February but fortunately offsetting these losses in March. Although trade data was not so
encouraging for March, exports did rebound enough to more than offset February’s decline, so we don’t expect this to
put much downward pressure on the GDP revision. Thus, we expect to see a modest improvement to GDP growth for
the first quarter but still holding near the lowest QoQ SAAR rate in more than a year.

Personal Income and Outlays (April, Friday 8:30 ET)
Forecast: 0.2%, 0.1% Consensus: 0.3%, 0.2% Previous: 0.5%, 0.9%

Personal income and outlays are expected to increase again in April as the winter weather effects subside moving
into the second quarter. Both indicators were surprisingly healthy in 1Q14 despite the fact that growth for the quarter
was extremely slow. For April, various indicators point to another month of relatively healthy activity for the consumer,
though likely at a slower pace compared to March. With the employment situation improving gradually, we could start
to see some upward pressures on wage growth, though still very minimal for the time being. Similarly, consumers are
continuing to take advantage of the low inflationary environment when it comes to spending. Therefore, we expect
consumer activity to remain supportive of the economic recovery as overall growth accelerates throughout the rest of
the year.

Consumer Sentiment (May, Friday 9:55 ET)

Forecast: 82.2 Consensus: 82.5 Previous: 81.8

We look for consumer sentiment to increase marginally for May. Jobless claims did rise to 326K last week, but overall
the 4-week average for jobless claims is still hovering just above 320K, close to post-recession lows; therefore,
jobless claims should continue to exert a slight upward bias on consumer sentiment. Gas prices should not have
much sway, as average prices at the pump have averaged around $3.60 for the month and remain stable.
Additionally, the major stock indices have held at all-time highs over the last month, but have shown little movement
up or down in recent weeks. Thus, we look for consumer sentiment to bump up only slightly from the preliminary
report.

Market Impact

This week will be a short one for the market, and we do not expect significant movement as investors finish digesting
earnings data released over the past several weeks. Market spectators want to keep an eye on the preliminary GDP
report for 1Q14 released Thursday in case there is a major revision from the advance estimate.



Economic Trends
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BBVA US Weekly Activity Index
(3 month % change)

Graph 4
BBVA US Monthly Activity Index & Real GDP
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Financial Markets
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Financial Markets
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Interest Rates

Table 1 Table 2
Key Interest Rates (%) Key Interest Rates (%)
4-Weeks 4-Weeks
Last Week ago ago Year ago Last Week ago ago Year ago
Prie Rate 305 395 395 3.05 1M Fed 0.09 0.09 0.09 0.09
. . 3M Libor 0.23 0.22 0.23 0.27
Credit Card (variable) 14.82 14.82 14.82 1410 6M Libor 0.32 0.32 0.32 0.42
New Auto (36-months) 2.79 258 2.56 2.29 12M Libor 0.54 0.54 0.55 0.68
Heloc Loan 30K 525 520 5.16 534 2yr Swap 0.50 0.51 0.54 0.47
5/1 ARM* 2.96 3.01 3.03 2.90 5yr Swap 1.62 1.65 1.80 1.23
15-year Fixed Mortgage * 3.25 3.29 339 3.3 10¥r Swap 261 262 2.7 2.33
30-year Fixed Mortgage * 414 420 43 3% 30yr Swap 335 332 344 520
"yeartixe gage ' ' ' ' 30day CP 0.12 0.12 0.11 0.12
Money Market 0.40 0.40 0.41 0.46 60day CP 0.11 0.11 0.11 0.15
2-year CD 0.81 0.80 0.79 0.70 90day CP 0.12 0.13 0.13 0.17
*Freddie Mac National Mortgage Homeowner Commitment US Source: Bloomberg & BBVA Research

Source: Bloomberg & BBVA Research

Quote of the Week

John Williams, Senior Vice President of Federal Reserve Bank of San Francisco
At the Bush Institute, Dallas, Texas
19 May 2014

"Everything depends on what happens, but | don't see it as appropriate given where inflation is, where the labor market
is, given the various risks to the outlook, | don't think it's appropriate to start raising interest rates until the second half
of next year.”

Economic Calendar

Date Event Period Forecast Survey Previous
27-May US Durable Goods New Orders Industries MoM SA APR 0.1 -0.7 29
27-May US Durable Goods New Orders Total ex Transportation MoM SA APR 0.4 -0.1 2.4
27-May oS&P/Case-ShiIIer Composite-20 City Home Price Index SA MOM MAR 050 070 076

% Change
27-May S&P/Case-Shiller Composite-20 City Home Price Index YoY MAR 11.6 11.8 12.9
27-May Conference Board Consumer Confidence SA 1985=100 MAY 82.6 83.0 82.3
27-May DaII?§ Fed Manufacturing Outlook Level Of General Business MAY 106 92 17
Activity
29-May US Initial Jobless Claims SA MAY 24 320 318 326
29-May US Continuing Jobless Claims SA MAY 17 2650 2655 2653
29-May GDP US Chained 2009 Dollars QoQ SAAR 1Q8 0.7 -0.5 0.1
GDP US Personal Consumption Chained 2009 DIrs % Change
29-May from Previous Period SAr,’T\‘I; ¢ 1as 31 31 30
29-May US GDP Price Index QoQ SAAR 1Q8 1.3 1.3 1.3
29-May US GDP Personal Consumption Core Price Index QoQ % SAAR 1QS 1.3 1.3 1.3
29-May US Pending Home Sales Index MoM SA APR 0.8 1.0 34
29-May US Pending Home Sales Index YoY NSA APR -9.1 -8.9 -7.4
30-May MNI Chicago Business Barometer (sa) MAY 62.00 60.75 63.00
30-May Univgrsity of Michigan Survey of Consumer Confidence MAY E 82.2 825 818
Sentiment
30-May US Personal Income MoM SA APR 0.2 0.3 0.5

30-May US Personal Consumption Expenditures Nominal Dollars MoM SA APR 0.1 0.2 0.9



Forecasts

2015 2016
Real GDP (% SAAR) 1.8 2.8 1.9 2.5 2.5 2.8 2.8
CPI (YoY %) 3.1 21 1.5 1.8 2.2 2.3 2.4
CPI Core (YoY %) 1.7 21 1.8 1.9 2.1 2.3 2.4
Unemployment Rate (%) 8.9 8.1 7.4 6.6 5.9 5.6 5.2
Fed Target Rate (eop, %) 0.25 0.25 0.25 0.25 0.50 1.50 2.50
10Yr Treasury (eop, % Yield) 1.98 1.72 2.90 3.41 3.80 4.10 4.34
US Dollar/ Euro (eop) 1.31 1.31 1.37 1.35 1.32 1.37 1.36

Note: Non-bold numbers reflect actual data. Forecast revisions pending.
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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.

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”), (ii)
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 persons. 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 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.



