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Poor data adds to recession fears

Most data surprised largely on the downside this week. EZ GDP growth slowed in Q2 while US data
point to risks of further slowing in growth. The steep drop in the Philadelphia Fed index to -30.7 in
August - a worrying level only seen around recessions - led to an intense risk-off mood. But not only
mounting recession fears are contributing to safe-haven buying, concerns that the sovereign debt
crisis in the EZ will continue to escalate along with rising fears about the funding of EZ banks have also
contributed. Something is clearly wrong with EZ bank funding - banks are dependent on ECB liquidity
provision and are hoarding funds rather than lending to each other - but signs of liquidity stress have
been exacerbated by cycle-related market fears.

Highlights

Eurozone: Sharp slowdown, no firm decisions to solve sovereign debt crisis

EZ GDP slowed in Q2 somewhat more than expected. The surprise came mostly from France and
Germany, which barely grew, increasing concerns about the outlook. Are these fears realistic? On the
one hand, data in Germany and France suggest that private consumption slowed down even though
investment could have increased further, a possible sign that domestic demand is not yet strong enough
to take over from exports to lead the recovery and make it more sustainable. Still, drivers of private
consumption in core countries continue to be positive, suggesting that the fall could have been due to

a drop in consumer confidence. On the other hand, the recent slowdown in US growth also fed fears of

a fading support of external demand, but emerging economies continue to grow robustly. Overall, the
key for coming quarters is the sovereign debt crisis in the eurozone, which could continue weighing on
confidence if it is not tackled satisfactorily. In the shorter term, available data for Q3 is still limited, but July’s
numbers suggest that weakness continues. Our MICA model now predicts that EZ GDP will grow around
01:0.2% g/q in Q3 and Q4, resulting in an annual growth of around 18% in 2011, similar to that of 2010,

Chart 2
Signs of liquidity stress due to cycle-related fears

Chart 1
EZ banks are worried about lending to each other
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Markets

More stimuli from central banks?

In Europe the market maintains its expectation of cuts to rates in coming months. In the US, we are
seeing a decoupling between nominal and real interest rates. The latter have climbed 20bp in the 5Y and
10Y since last week's pledge by the Fed (no rate hikes until mid-2013), despite the sharp fall in nominal
rates, prompting a major pullback in inflation expectations. This movement may be in part a response

to the fact that the market expected a QE3 announcement and was somewhat disappointed that none
was forthcoming. If this is the case, the movement should be limited until Bernanke's press conference in
Jackson Hole (26 August), since the market may begin to price in an announcement of further monetary
stimulus. In our view, this is unlikely, as Fed members appear divided on the issue. In equity markets,
doubts over the recovery and the lack of concrete proposals to deal with the debt crisis, together with the
burden of a mixed corporate earnings season in Europe point to high volatility in the short term. In forex,
the absence of key messages in Europe might have the potential to keep a moderate offered-tone for
EUR. Finally, in credit markets we maintain our cautious tone as we still do not foresee any major trigger
for spread tightening in the near term.

Source: Bloomberg and BBVA Research
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Calendar: Indicators

Eurozone: Flash PMI composite (August, August 23rd)
Forecast: 50.1 Consensus: 50.3 Previous: 511

Comment: we expect the composite PMI to decline again in August, though not as sharply as in the
past three months, suggesting that the eurozone economy could be close to stagnation in the current
quarter. In particular, the industrial PMI should indicate that this sector could be contracting slightly in
Q3, while sentiment in the service sector is expected to continue pointing to a slight expansion. The
recent increase in uncertainty linked to the sovereign debt crisis combined with concerns about more
marked slowing of global growth is clearly weighing on confidence. This declining trend is expected
to be observed across member states, but while PMI could still indicate modest growth rates in core
countries, peripheral economies could have moved into contractionary territory. Market Impact: a
sharp drop in PMIs in core countries could signal the return to recession in the eurozone.

Eurozone: Money Supply (July, August 26th)
Forecast: 2.2% yly Consensus: 2.3% y/y Previous: 21% y/y

Comment: Eurozone lending data for July are expected to reflect a still sluggish credit performance,
although recent drops in economic sentiment could have negatively affected both supply and
demand for credit and thus result in more negative figure. M3 growth is projected to have remained
broadly stable in July, hovering around 2% as it has done since late 2010. Across its counterparts, loans
to households are expected to have increased further, but at a more modest pace than in recent
months, while loans to non-financial corporations are likely to continue at their subdued pace. Market
impact: worse than expected outcomes could be received as further evidence about the fragility of
the eurozone recovery, but they would also deprive the ECB of arguments to continue tightening.

US: Gross Domestic Product, 2nd estimate (2Q11p, August 26th)
Forecast: 11% Consensus: 1.1% Previous: 1.3%

Comment: the combination of lower-than-expected exports and greater-than-anticipated imports
suggests that the 2Q11 preliminary release will be revised down. The advanced forecasts released by

the BEA anticipated a jump in exports with slowed import growth, however recent releases are pointing
to both increased imports and decreased exports. The negative trade headwinds could be offset by
increased inventories, although evidence from the Census Bureau suggests that inventories could be less
than initially forecasted. As for consumption, weak labor markets and slowed retail sales coincide with low
consumer expenditure and therefore the probability of an upward revision to consumption is low. Market
Impact: after last month's significant revision to 1011 GDP, markets will be watching the more validated
second release. Current volatility swings suggest any significant downward revision will likely result in the
similar flight to risk-free assets.

US: Consumer Sentiment (August, August 26th)
Forecast: 55.5 Consensus: 56.0 Previous: 54.9

Comment: preliminary estimates for consumer sentiment in August surpassed historical lows,
suggesting a discouraging outlook for the final report. Growing uncertainties regarding future earnings
have weakened consumer activity and increased expectations for a continued slowdown. The string
of debt ceiling negotiations followed by the US. credit downgrade in early August triggered a growing
lack of confidence in the political systerm and likely had a lasting impact on consumers. Although

the employment situation has improved slightly, as suggested by declines in initial jobless claims, we
expect consumer sentiment in August to remain low. Market Impact: continued declines in consumer
confidence will lead to negative reactions in an already volatile market.

Singapore: CPl inflation for July (August 23rd)
Forecast: 5.1% yly Consensus: 5.0% y/y Previous: 5.2% y/y

Comment: after rising at its fastest pace since January, inflation is expected to remain elevated in July

on rising transportation and housing costs. Recent indicators show that domestic demand is holding

up, and that inflationary pressures from the demand side are still evident. However, given its small size
and export-dependence, Singapore’s economy is especially vulnerable to a possible weakening of

global demand. Market impact: given downside risks to the global economy and the recent decline in
exports (:2.8% yoy in July), markets do not expect an increase in the pace of appreciation at the Monetary
Authority of Singapore’s next policy meeting in October; however, a higher-than expected inflation
outturn could change these expectations and set the stage for further regional currency appreciation.
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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 (i) redistributed or (i) 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 personsThe 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.



