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Highlights

Preliminary GDP Estimate Revised Downward

— The BEA’s preliminary estimate of 1Q14 real GDP showed contraction in economic growth compared to the
advance estimate of only modest expansion. The report noted that economy contracted 1.0% on a QoQ
seasonally adjusted annualized basis, the biggest quarterly drop in three years. The reason for the steep
downward revision was mostly due to the change in private inventories, which subtracted 1.6pp from GDP
growth after the advance estimate of only -0.6pp. Another factor dragging on GDP was gross private domestic
investment, which tumbled 11.7% in the first quarter, the biggest dive since 2Q09, compared to the initial
estimate of a 6.1% drop. On a positive note, personal consumption expenditures were revised up slightly to a
3.1% rate through 1Q14, driven by a 4.3% surge in services spending, the highest since 2000. The services
component may be a product of increased spending on healthcare over the first quarter as the Affordable Care

Act comes into play, and will be an important component to watch moving forward.

— Though the slower-than-expected GDP estimate for 1Q14 is disappointing, we remain optimistic about
economic growth moving forward. Our bullish stance on housing leads us to conclude that residential
investment will bounce back in the coming quarters. Additionally, inventories appear to have bottomed out, and
it is unlikely that there will be another significant negative inventory figure to bias GDP downward through the
rest of the year. With regards to our 2014 forecast, the 1Q14 figure exerts downward pressure on our initial
projection for 2.5% growth, but we maintain our projection as it stands under the assumption that activity will

accelerate throughout the rest of the year.
Personal Consumption Slows, but Income Growth Remains Strong in April

— Personal consumption expenditures fell by 0.1% in April following eleven straight months of gains. The drop
was driven by a combination of dips in both goods and services, both falling by 0.1%. Though the decline is
disappointing, consumer spending remains strong thus far this year. First quarter spending rose 3.1% QoQ
SAAR in 1Q14, so the latest move appears to be a blip rather than a negative sign of things to come. On the
other hand, personal income rose by 0.3% in April and has now averaged growth of 0.4% MoM this year. The
growth in income could be fueled by payroll additions in recent months, specifically in April, when the economy

added 288K jobs.

— The drop in consumption is not concerning and should not be cause for worry over the long run. Despite the
drop, YoY growth in April was 4.3%, the highest since April 2012, so spending is still healthy when looking at
the bigger picture. We remain optimistic about spending moving into 2Q14 and expect to see it steadily regain
momentum in the quarter. With respect to income, we expect continued job growth to exert upward pressure

on personal income growth, which should further encourage expenditures.
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Week Ahead

ISM Manufacturing Index (May, Monday 10:00 ET)

Forecast: 55.3 Consensus: 55.5 Previous: 54.9

The ISM manufacturing index should show a slight uptick in activity from April. The index has now risen for three
consecutive months and is up 7.0% for the year. Specifically, the inventories index had jumped from 44.0 to 53.0
between January and April, and we expect the component to put upward pressure on the overall index in the coming
months as companies begin to restock in anticipation of stronger demand. After the Beige Book released last month
provided positive insight on manufacturing activity across several districts, the ISM release will provide an update on
the status of the sector from industry participants. Looking ahead, we fully expect the manufacturing index to show
expansion (50+) in the wake of increased business activity.

Construction Spending (April, Monday 10:00 ET)
Forecast: 0.7% Consensus: 0.5% Previous: 0.1%

After a few weak months of growth, we expect construction spending to jump in April. The housing market has been
slow to start the year, but we remain bullish on the market moving forward as we enter the summer months. The 30-
year mortgage rate has been quietly trending downward, moving below 4.2% in May, which should incentivize
prospective homebuyers to make their purchase. Additionally, housing starts data for April surpassed forecasts,
jumping 13.2% from the previous month to 1.07M, and housing permits gained 8.0% in April, a positive sign for
construction spending in future months. Therefore, construction spending will likely show a spike for April and begin
trending upward through the rest of the year.

International Trade Balance (April, Wednesday 8:30 ET)
Forecast: -$40.0B Consensus: $-41.0B Previous: $-40.4B

As global demand continues to gradually pick up, we expect that the trade deficit will narrow slightly but remain
insignificantly changed for April. In March, imports rose by 1.1% while exports increased 2.1% due to a jump in
demand overseas. Domestic demand has rapidly picked up in 2014 and is expected to boost import activity moving
forward. We expect that an equivalent increase in global economic demand will likely offset a large share of import
activity. However, a slowdown abroad, particularly China, remains the biggest threat to U.S. exports. With regards to
economic growth, the widening of the trade deficit over the first three months of the year deducted from GDP, but
moving ahead, we project that increased energy production will boost exports and provide an upward bias. Overall,
we expect that petroleum exports will be the main catalyst in steadily narrowing the trade gap through 2014.

Nonfarm Payrolls and Unemployment Rate (May, Friday 8:30 ET)
Forecast: 205K, 6.4% Consensus: 218K, 6.4% Previous: 288K, 6.3%

As the labor market continues to gain momentum, we expect nonfarm payrolls to add over 200K jobs for the fourth
consecutive month. Jobless claims data continue to remain at post-recession lows, with the monthly average in May
falling just under April’s level. Health care jobs have been a catalyst as of late, averaging 27K job additions per month
over the last three months, and we expect this to become an ongoing trend as the baby-boomer generation rapidly
enters retirement. The housing data for April showed signs of life in the sector, so we expect a pickup in activity to
boost construction payrolls moving into the summer months. Though the unemployment rate dropped from 6.7% to
6.3% in May, the dip was largely attributed to workers exiting the labor force, and as workers re-enter the force, we
project that unemployment will tick up slightly. Looking ahead to the coming months, we expect that nonfarm payrolls
will continue to add about 200K per month backed by stable economic growth.

Market Impact

Stocks continue to break records and trend near all-time highs. This Friday, investors will want to eye the May jobs
report to grasp a pulse on the labor market. Outside of the employment situation, there should not be significant
market-moving data, though investors may want to look at the ISM-data to get a better idea on the health of the
manufacturing sector.



Economic Trends
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BBVA US Weekly Activity Index
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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
Key Interest Rates (%)
4-Weeks
Last  Weekago  ago Year ago

Prime Rate 3.25 3.25 3.25 3.25
Credit Card (variable) 14.82 14.82 14.82 14.10
New Auto (36-months) 2.80 2.79 257 246
Heloc Loan 30K 514 525 513 535
5/1 ARM* 2.96 2.96 3.05 2.90
15-year Fixed Mortgage * 3.21 3.25 3.38 3.23
30-year Fixed Mortgage * 412 414 429 3.9
Money Market 040 040 040 0.46
2-year CD 0.81 0.81 079 0.69

Table 2
Key Interest Rates (%)
4-Weeks
Last Week ago ago Year ago

1M Fed 0.09 0.09 0.09 0.09
3M Libor 0.23 0.23 0.23 0.27
6M Libor 0.32 0.33 0.32 0.41
12M Libor 0.53 0.53 0.55 0.69
2yr Swap 0.51 0.51 0.56 0.47
5yr Sw ap 1.61 1.62 1.75 1.25
10Yr Swap 2.58 2.62 2.70 2.34
30yr Swap 3.30 3.36 3.37 3.26
30day CP 0.11 0.12 0.1 0.12
60day CP 0.11 0.1 0.1 0.15
90day CP 0.12 0.13 0.13 0.15

*Freddie Mac National Mortgage Homeowner Commitment US
Source: Bloomberg & BBVA Research

Quote of the Week

Source: Bloomberg & BBVA Research

Dennis Lockhart, President and CEO of Federal Reserve Bank of Atlanta

At Louisiana State University

27 May 2014

"On the question of the timing of liftoff, let me make a few points. At any given juncture, absolute certainty of the
economy’s direction is not achievable. As I've suggested, | feel the need to see confirming evidence in the data
validating the view that above trend growth is occurring and is sustainable, and that the FOMC is closing in on its policy
objectives. One quarter’'s data isn't enough. | expect it will take a number of months for me to arrive at conviction on

that account.”

Economic Calendar

Date Event Period

2-Jun  ISM Manufacturing PMI SA MAY

2-Jun  Census Bureau US Construction Spending MoM SA APR

3-Jun  US Auto Sales Total Annualized SA MAY

3-Jun  US Auto Sales Domestic Vehicles Annualized SA MAY

3-Jun  US Manufacturers New Orders Total MoM SA APR

4-Jun ADP National Employment Report SA Private Nonfarm Level MAY
Change

4-Jun  US Trade Balance Balance Of Payments SA APR

4-Jun  ISM Non-Manufacturing NMI NSA MAY

5-dun  US Initial Jobless Claims SA MAY 31

5-Jun  US Continuing Jobless Claims SA MAY 24

6-Jun  US Employees on Nonfarm Payrolls Total MoM Net Change SA MAY

6-Jun US Employees on Nonfarm Payrolls Total Private MoM Net MAY
Change SA
US Employees on Nonfarm Payrolls Manufacturing Industry

6-J MAY

""" Monthly Net Change SA

6-Jun U-:? US Unemployment Rate Total in Labor Force Seasonally MAY
Adjusted

6-Jun US Average Hourly Earnings All Employees Total Private Monthly MAY
Percentage Change

6-Jun US Average Hourly Earnings All Employees Total Private Yearly MAY
Percent Change SA

6-Jun  US Average Weekly Hours All Employees Total Private SA MAY

6-Jun  Federal Reserve Consumer Credit Total Net Change SA APR
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Forecasts

2015 2016
Real GDP (% SAAR) 1.8 2.8 1.9 25 2.5 2.8
CPI(YoY %) 3.1 21 1.5 2.3 24 24
CPI Core (YoY %) 1.7 2.1 1.8 2.3 2.4 2.3
Unemployment Rate (%) 8.9 8.1 7.4 6.7 6.2 5.7
Fed Target Rate (eop, %) 0.25 0.25 0.25 0.25 0.50 1.50
10Yr Treasury (eop, % Yield) 1.98 1.72 3.03 3.41 3.80 4.10
US Dollar/ Euro (eop) 1.31 1.31 1.37 1.35 1.32 1.37

Note: Non-Bold numbers reflect actual data.

Michael Soni
Michael.Soni@bbvacompass.com
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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.






