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Inflation is still not taking off, but central banks are
starting to restrict liquidity

In a week when almost all countries in the region reported their inflation rates, it became
clear that it still rather subdued, at least in countries with inflation targets. In fact, Colombia
and Mexico reported inflation figures below expectations. However, the central banks of
Brazil and Peru raised interest rates to dampen a potentially-dangerous pace of domestic
demand growth. Chile’s activity figures also point in that direction and the Central Bank
should hike rates next week.

High volatility on the markets of the region ends on a positive note
The markets were in step with global trends, with a lot of volatility, but ending on a positive

note supported by improvements in commodity prices and news economic activity better
than expectative. Currencies tend to rise and equity markets are also following an upward
course.

Chart 1
VIX vs. BRL and MXN Implied Volatility (1M)
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Highlights
Bearish supply-side shocks put a brake on inflation.
Surprising upward activity reports in Chile.

The Central Bank began operations in the band-based system with foreign currency
bonds in Venezuela.

Peru: Central Bank raises its official rate by 25 BP, in-line with expectations
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The region’s monetary policy and economic activity lead to a
favourable outcome for Fixed-income markets

The week saw renewed flows from high-risk instruments towards the fixed income market
as a result of: (1) monetary policy movements’ in-line with expectations both in Brazil and
Peru, and (2) expectation-beating economic activity data, which moderated risk premiums.
The week ahead is expected to bring consolidatation of fixed-income markets at current
levels, as a consequence of reports on recovery. In particular, Chile’s monetary policy
decision (analysts forecast a 25 BP increase, while the swap curve predicts a likely MPR
increase of 50 BP), and this could bolster expectations of hikes defying previous
expectations, a situation replicating that of other countries in the region (e.g. Brazil and
Peru). Finally, markets will pay attention to the Minutes of the COPOM meeting on Brazil,
and the Monetary Policy Report (MPR) in Chile because this will provide more clues on
the potential direction of the respective funding rates.

Foreign exchange shows greater differentiation in the region

The past week was distinguished by several events relating to domestic markets: in
Argentina, the Central Bank (BCRA) decided that companies and individuals who
purchase more than $250,000 per year must submit evidence of their assets, while
monthly purchases exceeding $20,000 should be developed via a bank transaction. The
measure involves greater tax control, rather than an increase of controls on capitals (the
existing purchase limits remain unchanged). However, the surprise measures temporarily
impacted foreign exchange markets.

In Brazil, the 75 BP increase of the SELIC rate, together with expectations regarding the
issue of state debt on the Bovespa, could promote a positive bias for the Real. Markets
will therefore keep a close eye on the dollar-buying levels of the Central Bank (to be
published on Wednesday 16). In Peru, the monetary tightening cycle was in-line with
market expectations, and we do not expect large scale movements over the coming days.
Following a positive week for most currencies in the region, we expect further
consolidation at levels slightly below resistance levels, based on a reduction of risk
premiums, a fact evidenced by the decline in implied volatility of most exchanges. If there
are no surprises, we do not expect a significant reaction of CLP and MXN to monetary
policy decisions ahead. COP will continue with relative strength in the face of the
expectation of favorable cyclic data (e.g. industrial production and retail sales). If the
economic recovery environment is supported by the series of data released this week in
the U.S. and Europe, we could see a shift in currencies to levels of USDMXN 12.65,
USDBRL 1.78, USDCLP 530, and USDCOP 1.919. In the case of USDPEN, we maintain
stability expectations in the region of 2.84-2.85.

Chart 3
LatAm: Weekly changes in MSCI indices

Chart 2
LatAm: Weekly changes in 5-year CDS
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Bearish supply-side shocks put a brake on inflation.

In May, surprising downward inflation figures were reported in Mexico (-0.6%) and Colombia (0.1%),
inflation slowed in-line with expectations in Brazil (0.4%) and Venezuela (2.6%), while Chilean
figures remained stable, in-line with expectations (0.4%). Lower or stabilizing food prices played an
important role in several countries.

Surprising upward activity reports in Chile

IMACEC grew 4.6% (yly) in April, well above market expectations. Meanwhile, the change
in the seasonally-adjusted series was 8.2%, mom. Growth was driven by the trade and
services sectors, and a recovery of industry after the fall reported in March. We can thus
see that demand is still the driving force behind growth and that effects of the earthquake
will be temporary and less significant than expected.

The Central Bank began operations in the band-based system with
foreign currency bonds in Venezuela.

The market for buying and selling foreign currency sovereign bonds regulated by the
Central Bank (BCV), opened trading with a band system with maximum and minimum
caps for implied exchange rates of 4.3 BsF/USD and 5.3 BsF/USD. On the first two days,
the amounts traded were very low, at USD 5.0 MM and USD 10.9 MM, respectively, due
to strong bureaucratic constraints to access this market. The implied exchange rate of
transactions developed showed a tendency towards the band’s upper limit, averaging 5.3
BsF/USD. An influx of demand is expected over the coming weeks.

Peru: Central Bank raises its official rate by 25 BP, in-line with
expectations

The BCRP raised its official rate to 1.75%, in-line with expectations, in response to strong
growth in internal demand.

Chart 4 Chart 5
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Calendar: indicators

Argentina Date Period Forecast Consensus  Previous Comment

Consumer Confidence 17-Jun Jun 48.61

Industrial Production (y/y) nsa 18-Jun May 10.2% We expect confirmation of

GDP Q 18-Jun 10 2 6% strong gr(()jwth of domestic
emand

Current Account - (USD) 18-Jun 1Q $1584M

Brazil Date Period Forecast Consensus Previous Comment

CAGED Creation formal employment  14-18 Jun May 305,068

COPOM Mon. Policy Meeting Minutes ~ 17-Jun Minutes COPOM might

FGV inflation IGD-10 (m/m) 16-Jun Jun 1.11% give signs on the future

Retail Sales (m/m) 16-Jun Apr -1.1% 1.6% course of the monetary

CPI FIPE - weekly 17-Jun  15-dun 0.08% policy

Tax revenue 17-Jun May 70906M

Colombia Date Period Forecast Consensus  Previous Comment

Trade Balance 16-Jun Apr $98.7 The information should

Industrial Production (y/y) 18-Jun Apr 6.4% show that the recovery

Retail Sales (y/y) 18-Jun Apr 9.3% takes force

Mexico Date Period Forecast Consensus Previous Comment

Vehicles production (AMIA) 14-Jun May 170,277

Retail Sales (INEGI) 18-Jun Apr 5.7% 2.3%

Peru Date Period Forecast Consensus  Previous Comment

GDP Q (y/y) nsa. 15-Jun Apr 8.7% 8.8% Growth remains strong and

Unemployment 15-Jun May 9.0% above potential

Venezuela Date Period Forecast Consensus  Previous Comment

Lending (m/m) 16-18 Jun May 3.1%

Calendar: events

Chile: Monetary Policy Rate (June, June 15)

Forecast: 0.75% Consensus: 0.75% Previous: 0.5%
We forecast a rise of 25 BP, with the rate reaching 0.75%. However, we do not rule out a rise of 50 BP.

Colombia and Mexico: Central Bank Committee (June, June 18)

Consensus: 3.00 and 4.50%, resp. Previous 3.00 and 4.50%, resp.

Next Friday June 18 Colombia and Mexico will hold monetary policy meetings to establish the level of
benchmark rates. In both cases the forecast is that central governments will maintain the current rate at 3%
in the case of Colombia, and at 4.5% in the case of Mexico.

Calendar: holidays

There will be no holidays in Latin America next week.
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Table 1
Market data

Close  Weekly change Monthly change Annual change
. 3-month Libor rate 0.54 0 10 -9
(2]
) W 2-vr vi R -
b4 _g- g 2-yr yield 0.74 2 8 52
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%
3 g 3-month Euribor rate 0.72 1 4 -55
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- L .
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35
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Peru (Nuevo sol-dollar) 2.84 -0.1 0.3 -4.4
Japan (Yen-Dollar) 91.62 -0.2 -1.3 -6.8
-g Korea (KRW-Dollar) 1247.35 1.9 10.3 -0.7
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Charts 6 & 7
Stock exchanges (base index Jan09=100)
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Charts 8 & 9
Exchange rates (base index Jan09=100)
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Charts 10 & 11
Credit Default Swaps (levels)
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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 (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
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”.
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