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Asian growth ever more important
Increasing risks in developed countries... 
Over the week, incoming data still suggested that US risks are tilted to the downside, as highlighted by 
IP and retail sales data and further in the FOMC minutes, which might lead to adjustments in monetary 
policy going forward. In Europe, macro data is obviously expected to be of secondary importance as the 
stress tests will be published, but the message remains that Europe is vulnerable in its internal demand 
and increasingly dependent on external purchases. That said, negative surprises in US housing data 
or Europe’s PMI could still derail markets in anticipation of the CEBS results.  

...put the focus on the resilience of Asian growth
The latest macro releases in Asia point to further strong growth momentum, at a gradually slowing 
pace. China’s much-anticipated GDP release for the second quarter, confirmed continued strong 
growth momentum in line with an expected soft-landing in the second half of the year, as the authorities 
recent tightening measures appear to be successfully damping domestic demand pressures. Other 
export-oriented economies in the region are still booming, such as Singapore which posted another 
quarter of rapid GDP growth, raising risks of overheating despite concerns about the global outlook.

Chart 1

USA: Retail sales  
excluding motor vehicles (m/m %; sa)

Chart 2

China: GDP growth and inflation (in %)
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Highlights
USA: a more cautious Fed highlights
Fed members expressed new concerns to the outlook and revised slightly downwards its forecast for 
2010. to top 3.5%. We expect  low rates for a extended period of time.

Policy tightening is succeeding in emerging Asia 
The Chinese economy is on track on a policy-driven soft landing as the 2Q10 GDP slowed to 10.3% 
y/y from 11.9% in 1Q10, in contrast overheating pressures continue to be present in the rest of Asia as 
it is reflected in the Singapore’s growth (19.3% y/y in 2Q10).

Growth perspectives for the US and EMU in the second half of 2010
Recent data is showing a slowdown in growth in the 2H10 with respect to 1H10 in the two major 
regions of the world, deceleration that is consistent with our below-consensus forecasts.
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The market is starting to differentiate between peripheral countries 
while it waits for the results of the stress tests
Markets will be waiting for the results of the stress tests which will be published on Friday, following a 
reduction in the risk premium applied to Spain this week. The success of the 15-year bond issue was 
reflected in the maximum amount being placed (EUR3bn), a high bid-to-cover ratio (2.57 vs. 1.57), 
and the rally seen on the secondary market following the auction, allowing the Spanish 10-year spread 
to settle below 200bps. Meanwhile, Ireland and Portugal spreads rose, so the market’s attention will 
be focused on the Irish issues of 6 and 10-year bonds next week. In Portugal, Moody’s credit rating 
downgrade of the country by two notches had more of an impact than the fact that more debt was 
issued than expected, and the 6.1% increase in tax revenue in the first half of the year. 

Corporate earnings support equity indexes 
The focus of stock markets is shifting from European financial risk to US cyclical risk. Attention is 
therefore centred not only on macroeconomic data, and its downside risks, but also on US corporate 
earnings. In general, companies are following a positive trend, because the international exposure 
that many multinationals have is still acting as a driver, partially shielding them from a weak domestic 
market (this is also true for European and Spanish companies). Until now in the US, 14 companies 
have published 2Q10 results, and 12 of them have exceeded expectations. If this tone is maintained, 
we think this could cushion the negative impact of macroeconomic data, strongly supporting the 
market, despite occasional profit-taking following the rally of the last few days.

The dollar’s recent depreciation appears to be coming to an end
The dollar has continued to fall, in terms of both Effective Exchange Rate (now at April levels) and 
especially vs. the euro (now at 1.29). This profile continues to reflect high sensitivity on the market 
to US macro data, accompanied by (in the cross vs. the euro) the interest rate spread factor (the 
2Y spread has continued to widen in favour of the euro). Meanwhile, the short end of euro curves 
have continued to rise, in line with Euribor rates, and US rates remain affected by a curve which has 
continued to flatten. In our opinion, there is limited room for these trends to continue and they should 
end up inverting: the “cyclical risk” in the US will not prevent the country from growing at a rate of 
around 3% this year (vs. 0.9% for the Eurozone). Furthermore, the rise in euro rates has a built-in limit 
in the form of ECB rates. Under these circumstances, the dollar should find room to move towards 
levels we would be more comfortable with (closer to 1.25 dollar/euro).

Chart 3

Core/Non Core 10Y Govt Spread
Chart 4

Euro/EEUU 2Y Govt Rate vs EURUSD
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USA: a more cautious Fed highlights  
According to the minutes from the last FOMC meeting, Fed members expressed new concerns to the 
outlook and revised slightly downwards its forecast for 2010. GDP growth is now projected to top 3.5% 
in 2010, below the 3.7% that they estimated in April, mainly driven by emerging risks to global financial 
markets from European sovereign debt problems. Participants are concerned about persistent labor 
market weakness and they considered that the unemployment rate could remain well above its long-
run sustainable level for several years, which partly guides policy decisions. This downward revision 
in economic prospects could lead the Fed to return to exceptional measures to support the economy, 
“the Committee would need to consider whether further policy stimulus might become appropriate if 
the outlook were to worsen appreciably”. This context of moderate economic growth is in line with our 
projection that Fed will maintain rates low for an extended period of time, as markets now anticipate. 

Policy tightening has resumed in emerging Asia 
Chinese data shows that the economy is on track for a policy-driven soft landing as 2Q10 GDP 
slowed to 10.3% y/y from 11.9% in 1Q10, below our (10.8%) and consensus (10.4%) expectations. 
These figures remain broadly consistent with our 9.8% y/y growth projection for 2010 which builds in 
a further slowdown in 2H10. Price data also shows that the government is succeeding in its objective 
of preventing “overheating” as June’s CPI inflation declined to 2.9% from 3.1% in May well below 
expectations (BBVA: 3.7%, Consensus 3.3%). Overheating pressures continue to be present in the 
rest of Asia as it is reflected in the impressive Singapore’s growth (19.3% y/y in 2Q10). Also this week 
the Bank of Japan revised its growth forecast to 2.6% for fiscal 2010 (BBVA 2.3%) raising from the 
1.8% it predicted in April arguing, “Japan’s economy shows further signs of a moderate recovery, 
induced by improvement in overseas economic conditions”.

Growth perspectives for the US and EMU in the second half of 2010
Recent data is showing a slowdown in the pace of growth in the two major regions of the world, 
deceleration that is consistent with our below-consensus forecasts, as we repeatedly commented in 
past issues of the global weekly. In the second half of the year we continue to expect a further easiness 
in US growth momentum with respect to the 1H10, as fiscal policy will continue its easing and private 
demand will fail to fully replace public stimulus. In particular, we expect US GDP growth to slow from 
+0.8% q/q in 2Q10 to +0.6% q/q in 3Q10 and to 0.5% q/q in 4Q10. As a result, GDP in 2H10 in the US 
will be 1.3% higher than in 1H10. In the EMU GDP growth will be more anemic in 2Q10 and 3Q10 than 
in the US and is also expected to decelerate on quarterly basis in 3Q10 and 4Q10, resulting in a 2H10 
only 0.4% higher than 1H10. 

Chart 5

United States:  
implicit official rate in Fed Funds futures 

Chart 6

US and EMU:  
GDP growth in 2010 (q/q, in %)
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Calendar: Indicators 
USA: Housing Starts (June, July 20th)
Forecast: 582K                     Consensus: 585K                       Previous: 593K 

Comment: Builders’ confidence cooled in June as indicated by the NAHB Index, which dropped five 
points. Builders have seen a sharp decline in demand following the expiration of the home buyers’ tax 
credit and are uncertain about the future. As a result, ground breaking on new homes will drop in June. 
Market Impact: A greater than expected decline would indicate serious weakness in the residential 
construction sector, which would lead to further job losses and worries about the pace of recovery.

USA: Existing Home Sales (June, July 22nd)
Forecast: 5.39M                     Consensus: 5.22M                       Previous: 5.66M 

Comment: Existing home sales are expected to drop in June, but they are still benefiting from the 
home buyers’ tax credit, which requires all sales to be completed by June 30th. The largest downward 
adjustment for this series will take place in July. Market Impact: A negative surprise would indicate 
significant weakness in housing demand. As a result, builders’ confidence and residential investment 
would drop even further.  

Eurozone: PMI Composite (July, July 22nd)
Forecast: 55.3                     Consensus: 55.2                       Previous: 56.0 

Comment: As both the debt crisis and the strong fiscal retrenchment in European countries continue to 
erode economic agents’ confidence, we expect the PMI composite to decline further in July for the third 
month in a row, although the fall should not be too strong, in line with recent positive economic data, 
especially manufacturing sentiment. Market Impact: A large negative surprise could have a significant 
market impact as it would be interpreted as a sign that there could be a significant slowdown in 2H10.

Eurozone: Industrial new orders (May, July 22nd)
Forecast: -0.1% m/m                     Consensus: -0.2% m/m                       Previous: 0.6% m/m 

Comment: Industrial new orders in the eurozone are expected to stagnate in May, after the strong 
upward trend observed since mid-2009 and linked in part to the strong and temporary inventory 
rebuilding process. This goes in line with the assessments of order books levels from the EC confidence 
survey. Market Impact: A negative surprise would rise concerns about the sustainability of industrial 
sector recovery and thus about the fragility of the economic recovery.  

Taiwan: Export Orders (July 20th)
Forecast: 22.1%                     Consensus: 21.8%                       Previous: 34.0% 

Comment: Taiwan is well-integrated into the global supply chain and its export orders—a 1-3 months 
leading indicator of actual exports—is a good gauge of global demand. We expect export orders to 
ease in June weighed down by weaker global demand. Market Impact: A significantly weaker reading 
could jolt markets by intensifying concerns about a global slowdown.

Mexico: CPI, 1st half of July (%, July 22nd)
Forecast: 
0.3% over 2nd half of June                     

Consensus: n.a.                       Previous: 0.0% 

Comment: July could be the first period with CPI increase after three consecutive monthly. The middle of 
the year should show the 2010 bottom on annual inflation. Market Impact: inflation downward surprise 
has been one of the main factors behind curve flattening. Considering the impact on markets from 
volatile non-core component of CPI, the reaction to possible upwards surprises has to be monitored.
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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.

This document is provided in the United Kingdom solely to those persons to whom it may be addressed according to the Financial Services and Markets 
Act 2000 (Financial Promotion) Order 2001 and it is not to be directly or indirectly delivered to or distributed among any other type of persons or entities. 
In particular, this document is only aimed at and can be delivered to the following persons or entities (i) those outside the United Kingdom (ii) those with 
expertise regarding investments as mentioned under Section 19(5) of Order 2001, (iii) high net worth entities and any other person or entity under Section 
49(1) of Order 2001 to whom the contents hereof can be legally revealed.

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 and the rest of entities in the BBVA Group which are not members of the New York Stock Exchange or the National Association of Securities Dealers, 
Inc., are 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 
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