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Fedspeak Mixed Leading up to June FOMC Meeting
- The latest speeches from the Federal Reserve suggest mixed responses to extremely weak labor market

data. Charles Evans, the Chicago Fed President, stands on the dovish end of the spectrum calling for more
immediate accommodation, although he is not currently in a voting position for the FOMC. Janet Yellen,
Vice Chairman of the Fed, was less adamant about immediate intervention but noted that preventative
measures have become more appropriate.

James Bullard, the St. Louis Fed President, has reasserted the Fed’s statement released prior to the
employment report that the data have not yet significantly changed their outlook on the economic recovery.
Bullard argues that the Fed still has time to wait a bit more before deciding on further action. In regards to
Europe, Bullard noted that “This is a problem for Europe and it has to be solved by Europeans, so | don't
think the Fed should get involved. U.S. banks are much better prepared for a possible financial meltdown
in Europe than they were a few years ago.”

Ben Bernanke’'s speech to Congress gave little details about whether or not we should expect any
accommodative action in the next meeting. He confirmed the Fed’s previous statement that QE is still on
the table as an option and that they are ready to adjust the balance sheet if necessary. In addition,
Bernanke mentioned that long-term rates could increase before 2014 if the economy returns to normal.

Data released since the last FOMC meeting suggest an increased probability of more immediate Fed
action. The most likely scenario would be an extension of Operation Twist, which is scheduled to expire at
the end of this month, since it would be easy to communicate and would not change the amount of liquidity
in the market. This would have a small impact on the rates and economic activity but could be a tailwind to
financial markets since the policy action would indicate that the Fed is ready to act whenever it is needed.
With 10-year rates at all-time lows, there will be difficulties in stimulating matters further unless the Fed
gets creative.

Trade and Consumer Credit Data Support Slowing Activity in 2Q12
- The international trade balance narrowed slightly to $50.1bn in April from $52.6bn in the previous month.

Slowing exports, which declined 0.8% for the first time in five months, may finally be showing some impact
from the European crisis. Businesses may also be cutting back, with imports down 1.7% on account of a
sharp drop in capital goods excluding autos. Although exports did decline, the slight improvement in the
trade balance should have a positive impact on GDP growth in 2Q12.

Seasonally-adjusted consumer credit increased $6.5bn in April, a significantly slower pace compared to the
previous few months. Nonrevolving credit growth accelerated slightly to $10bn, while revolving declined
$3.4bn for the first time in three months. Benchmark revisions dragged down data for March, from $21.4bn
to $12.4bn, mostly on the nonrevolving side. Strength in student loans continues to drive the headline
figure, with government credit up $6.1bn on a non-seasonally adjusted (NSA) basis. Outside of this
component, nonrevolving credit has been flat throughout the recovery period and hints at a less-than-
encouraging view of consumer activity.



Week Ahead

Retail Sales, Ex Auto (May, Wednesday 8:30 ET)
Forecast: -0.1%, 0.0% Consensus: -0.2%, 0.0% Previous: 0.1%, 0.1%

Retail sales growth decelerated significantly in April and is expected to slow once again in May. Auto sales for the
month dropped 4.0% to the lowest annual rate of the year, while falling gasoline prices should again weigh on the
headline figure. While easing at gas pumps may have encouraged increased discretionary spending for May,
consumer confidence reports were mixed. Weekly reports of retail sales have noted significant weakness compared
to April, with chain store sales data suggesting minimal improvement for the core figure. In general, we expect that
European worries and weakening employment conditions limited consumer willingness to spend in May.

Consumer Price Index, Core (May, Thursday 8:30 ET)
Forecast: -0.2%, 0.2% Consensus: -0.2%, 0.2% Previous: 0.0%, 0.2%

Consumer price inflation is expected to ease again in May on account of further declines in energy prices. In
particular, crude oil prices have dropped significantly from April's levels, while other commodity price indices have
fallen less dramatically. Natural gas prices for the month increased 30%, which may partially offset some of the other
energy price declines. Weakening consumer activity may limit upward pressure on core prices, and overall consumer
inflation expectations are down for one and five-years ahead. Still, food, medical care, and shelter prices continue to
increase at a steady pace.

Empire State Manufacturing Survey (June, Friday 8:30 ET)
Forecast: 13.00 Consensus: 13.50 Previous: 17.09

The Empire State Manufacturing Index is expected to decline slightly in June but remain well above the expansionary
threshold. The index jumped significantly in May despite mixed reports from other manufacturing data. Production
and new orders rebounded from slowing in the previous months, though the trends may decelerate again slightly on
account of lingering economic uncertainties. Although overall nonfarm payroll growth has been extremely weak in
recent months, the employment component of the index continues to indicate strength in hiring for the manufacturing
sector.

Industrial Production (May, Friday 9:15 ET)
Forecast: 0.2% Consensus: 0.1% Previous: 1.1%

Industrial production rebounded significantly in April following a contraction in the previous month. For May, we
expect that output will continue to expand but at a much slower pace. Utilities output, which drove growth in April,
appears to be returning to a healthy trend for the spring and summer months. The mining sector will likely continue to
recover from two months of declines in 1Q12, while manufacturing growth should remain positive despite mixed
regional reports on the sector. Weak employment growth in the various sectors suggests that activity in May was
modest at best.

Market Impact

Markets will be looking closely at this week’s data for any signs that may indicate whether or not the Fed will
announce further monetary interventions in the upcoming meeting. Despite the expected decline in inflation, levels
should remain within the Fed’s targets and are unlikely to directly influence any action at this point. However, an
unexpected drop in manufacturing activity, along with slowing retail sales consumer activity, may be more of a
significant factor in judging how slowly the economy is growing.



Economic Trends
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BBVA US Weekly Activity Index
(3 month % change)
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BBVA US Monthly Activity Index & Real GDP

(4Q % change)
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Graph 5
BBVA US Surprise Inflation Index
(Index 2009=100)
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BBVA US Surprise Activity Index & 10-yr Treasury
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Graph 7
Equity Spillover Impact on US
(% Real Return Co-Movements)

Source: Bloomberg & BBVA Research

Graph 8

BBVA US Recession Probability Model
(Recession episodes in shaded areas,%)
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Financial Markets
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Financial Markets
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Currencies 6-Month Forward Exchange Rates
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Interest Rates

Table 1 Table 1
Key Interest Rates (%) Key Interest Rates (%)
4-Weeks  Year Week 4-Weeks Year
Last Weekago  ago ago Last ago ago ago
Prime Rate 305 305 305 3.5 1M Fed 0.16 0.16 0.15 0.09
Credit Card (variable) 1410 1410 1410 1373 M Libor 0.47 0.47 047 025
ed ' ' ' ' 6M Libor 0.74 0.74 0.73 0.40
New Auto (36-months) 3.09 3.09 3.13 3.70 12M Libor 1.07 1.07 1.05 072
Heloc Loan 30K 5.56 5.53 5,51 5.50 2yr Swap 0.58 0.63 0.61 0.60
5/1 ARM* 2.84 2.84 281 3.28 5yr Sw ap 1.02 0.99 1.10 1.80
15-year Fixed Mortgage ¥~ 2.94 2.97 3.05 3.68 10Yr Swap 1.83 1.67 1.98 3.08
30-year Fixed Mortgage * 367 375 383 449 30yr Swap 2.52 2.28 2.73 3.93
Money Market 0.72 0.72 0.72 0.61 7day CP 0.24 024 018 013
ney ' ' ' ' 30day CP 0.34 0.35 0.31 0.17
2-year CD 0.90 0.90 090 109 60day CP 0.42 0.43 0.40 0.19
90day CP 0.48 0.46 0.44 0.28
*Freddie Mac National Mortgage Homeowner Commitment US Source: Bloomberg & BBVA Research

Source: Bloomberg & BBVA Research

Quote of the Week

Charles Evans, Federal Reserve Bank of Chicago President
Fed's Evans Redoubles Push for More Easing
5 June 2012

“With huge resource gaps, slow growth and low inflation, the economic circumstances warrant extremely strong
accommodation. The damage intensifies the longer that unemployment remains high. Failure to act aggressively now
will lower the capacity of the economy for many years to come.”

Economic Calendar

Date Event Period Forecast Surve Previous
12-Jun  Import Prices (MoM) MAY -0.50% -1.00% -0.50%
12-Jun  Export Prices (MoM) MAY 0.00% -- 0.40%
13-Jun Producer Price Index (MoM) MAY -0.40% -0.60% -0.20%
13-Jun PPl Ex Food & Energy (MoM) MAY 0.10% 0.20% 0.20%
13-Jun Advance Retail Sales MAY -0.10% -0.20% 0.10%
13-Jun Retail Sales Less Autos MAY 0.00% 0.00% 0.10%
13-Jun Business Inventories APR 0.20% 0.30% 0.30%
14-Jun  Consumer Price Index (MoM) MAY -0.20% -0.20% 0.00%
14-Jun CPl Ex Food & Energy (MoM) MAY 0.20% 0.20% 0.20%
14-Jun Initial Jobless Claims 9-Jun 375K 375K 377K
14-Jun  Continuing Claims 2-Jun 3275K 3270K 3293K
15-Jun  Empire State Manufacturing Survey JUNE 13.00 13.50 17.09
15-Jun  Industrial Production MAY 0.20% 0.10% 1.10%
15-Jun  Capacity Utilization MAY 79.20% 79.20% 79.20%

15-Jun  U. Michigan Consumer Sentiment JUNE 77.00 77.50 79.30



Forecasts

2011 2012 2013 2014
Real GDP (% SAAR) 1.7 2.3 2.2 25
CPI (YoY %) 32 25 22 24
CPl Core (YoY %) 1.7 1.9 1.8 1.9
Unemployment Rate (%) 9.0 8.2 7.8 7.4
Fed Target Rate (eop, %) 0.25 0.25 0.25 0.50
10Yr Treasury (eop, % Yield) 2.0 2.2 2.7 3.1
US Dollar/ Euro (eop) 1.31 1.25 131 1.31

Note: Bold numbers reflect actual data
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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”),
(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 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.
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