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Political brinksmanship likely to impact passage of debt legislation

President Obama’s endorsement of a $3.7tr debt reduction and debt ceiling package proposed by
the “Gang of Six” led to a bounce-back in the financial markets on Tuesday, with the S&P 500 up 21
points (1.6%). The momentum slowed, however, after House Republicans remained firm on
avoiding tax increases. Currently, details suggest the bill will cut $1.4tr in discretionary spending
and $740M in entitlements. In addition, the plan proposed tax revenue increases that would
expand the tax collection base and abolish the alternative minimum tax. An alternative plan
passed by the House included a constitutional debt limit amendment. The ultimate ratification is
improbable because the democratic majority in the Senate would likely block its passage and the
bill is almost assured a presidential veto. The procedural implications of House and committee
approval are increasing the political brinksmanship, with little time to accommodate such
opposition. It appears any long-term plan will be unattainable due to committee and budgetary
procedural requirements. However, the White House softened its stance in regards to short-term
solutions, which opened the possibility for a debt ceiling agreement by next week.

Housing starts exceed consensus, existing home sales effectively unchanged
Once again, the housing market indicators offer opposing views in the short term but are
consistent with positive long-term growth prospects. Tuesday’s monthly housing starts release
exceeded expectations, increasing 14.6% MoM to 629k new housing starts for June (also up 16.7%
YoY). As expected, starts of 5 or more units led the group with 15k more units than the previous
month. Strong rental demand suggests the trend in multi-unit housing starts should continue. In
addition, future homebuilder expectations are high, suggesting that builders are incorporating
strong forthcoming residential demand into today’s construction. However, existing home sales
declined to an annualized rate of 477M for June, implying demand for existing inventories is still
low. As for future market expectations, it is important to remember the bifurcation in the housing
market between distressed and non-distressed. Existing home sales should slow as the inventories
of distressed properties grow. However, indications of increasing demand for new homes could
foreshadow strong housing starts in the 2h11.
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Week Ahead

Consumer Confidence (July, Tuesday 10:00 ET)

Forecast: 579 Consensus: 583 Previous: 585

Consumer confidence is expected to decline in July for the third consecutive month, mainly
due to the unenthusiastic employment outlook. Less favorable labor market conditions are
likely to weigh on personal spending habits, with fewer consumers foreseeing improvements
over the next six months. Falling gas prices may help to balance the impact of the
disappointing employment situation, however we expect that uncertainty regarding future
earnings will drive down overall consumer activity.

Durable Goods Orders (June, Wednesday 8:30 ET)

Forecast: -0.1% Consensus: 0.3% Previous: 19%

Significant headwinds in the manufacturing sector, along with historically high inventories,
which jumped 132% in the past 12 months, suggest that new durable goods orders will slow in
June. Auto supply disruptions and commodity prices jumps in June, will also add to the MoM
decline. However, new orders for airplanes could offset some of the negative factors. The
general 2Q11 economic slowdown suggests there could be a slowdown in new orders, but does
not suggest a negative growth trajectory for the 2hT11.

Employment Cost Index (1Q11, Friday 8:30 ET)

Forecast: 0.5% Consensus: 0.5% Previous: 0.6%

The Employment Cost Index is expected to increase slightly from 1Q11 for the 3-month period
ending June 2011. However, the discouraging employment conditions are likely to contribute to
slower QoQ growth compared with last quarter. Wages and salaries, which make up 70% of
total compensation costs, have remained relatively unchanged in the second quarter, while
benefits have been on an upward trend. We expect the index to stay in line with our baseline
inflation outlook in which labor costs are stable.

Gross Domestic Product, Advanced (2Q11, Friday 9:30 ET)

Forecast: 1.7% Consensus: 1.8% Previous: 19%

The deteriorating economic condition suggests slower growth in 2Q11. Consumer indicators
including confidence survey'’s, retails sales, and personal consumption expenditures were down
from 1Q11 readings. In addition, manufacturing survey reports were below 1Q11 levels, and
combined with slow residential investment and moderated core capital goods production,
point to QoQ deceleration in private investment. Furthermore, public investment will continue
to decline as state and local governments address budgetary issues and federal debt policies
restrict fiscal spending. In regards to net exports, we expect the continued expansion in
imports to offset the acceleration in exports in the 2Q11.

Market Impact

The GDP report will be the central focus of this week’s releases. Slow 1Q11 growth and
struggling labor markets shifted growth expectations. A strong GDP report could ease worries
and offset some of the uncertainty surrounding the debt negotiations. In addition, markets will
have more information with regard to consumer demand expectations.

REFER TO IMPORTANT DISCLOSURES ON THE LAST PAGE OF THIS REPORT PAGE 2
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Financial Markets

Graph 3
Stocks (Index, KBW)

Graph 4
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Graph 10
Graph 9 BBVA US Monthly Activity Index & Real Gross Domestic
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Graph
BBVA US Surprise Inflation Index
(Index 2009=100)
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Graph 12
BBVA US Surprise Activity Index & 10-yr Treasury (Index
2009=100 & %)
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Graph 13
BBVA US Leading Inflation Index & Core Inflation (QoQ
% change)

Source: Bloomberg & BBVA Research

Graph 14
BBVA US Recession Probability Model
(Recession episodes in shaded areas, %)
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Yield Curve and Interest Rates

Table 1 Graph 15
Key Interest Rates, % Treasuries Yield Curve, %
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“Too many Americans are still suffering from the pain of the financial crisis. We owe them a financial
system with better protections against abuse and catastrophic risk.”

Economic Calendar

19-Jul S&P/CS Composite-20 YoY MAY -4.4% -4.6% -4.0%

19-Jul Consumer Confidence JuL 57.9 56.0 58.5

20-Jul New Home Sales MoM JUN 4.1% 0.9% -2.1%

21-Jul Durables Ex Transportation JUN -0.2% 0.5% 0.6%

21-Jul Initial Jobless Claims 22-Jul 415K 415K 418K

21-Jul Pending Home Sales MoM JUN 0.0% -2.0% 8.2%

21-Jul Employment Cost Index 2Q 0.5% 0.5% 0.6%

21-Jul Personal Consumption 2QA 2.0% 0.9% 2.2%

21-Jul Core PCE QoQ 2QA 2.4% 2.2% 1.6%

21-Jul U. of Michigan Confidence JUL F 65.0 64.0 63.8
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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) (@) 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.



