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Global growth under suspicion

Economics Analvsis The underlying theme of the strength in the global recovery came to the fore this week. Most macro
y indicators came on the positive side and, at some points, helped contain negative market currents.

Financial Scenarios However, on Friday, the US labor report was a negative surprise —admittedly after several positive
Daniel Navia news in previous months— and highlighted the fragility of the situation. This report is so far the most
daniel.navia@grupobbva.com relevant piece of evidence that the cycle is losing momentum. This was to be expected but, against the
+34 91 537 83 51 background of very negative financial conditions, markets had probably turned increasingly reliant on
Marcos Dal Bianco good economic indicators to sustain confidence.
marcosjose.dal@grupobbva.com
+34 91 538 63 49 All eyes on the strength of the US recovery
Mari A In the US, retail sales and consumer confidence gain particular relevance after the slowdown in the labor
aria Martinez Alvarez L X . . .
maria.martinez alvarez@grupobbvacom  Market. In Europe, industrial production and exports are worth watching, but given the dependence on
+34 91 537 66 83 external demand, US data will be more important than domestic indicators.
lgnacio GonzalezPanizo China on track for soft-landing
E’;TQE‘;”;;’Z@";S‘Z"@Q"J"" YA Chinese PMIs came mostly in line with our forecast of a moderation, but they increased market fears
of an abrupt slowdown. Hopefully, we see some upside risks to Friday’s loan growth data.
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Markets Highlights
>
Highlights . . P .
5 US and EMU labour market: looking inside the figures
The most recent labor market releases show weaknesses in the US, where markets had discounted too much
Calendar improvement over the short term.
> S . .
Markets Data EMU: liquidity issues to dominate ECB meeting

> Liquidity issues are likely to stay at the centre of the debate as long-term auctions expire and bond purchases a
clear focus of market attention. Regarding the macro outlook, the ECB will barely lift its growth projections.

China: growth moderating as expected
China’s PMI declined as expected, signaling the authorities are successfully cooling the economy. Further tightening
measures are likely, but only as authorities gauge the impact of previous ones and of global risks.
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Financial fragility continues

The ECB'’s financial stability report released at the beginning of the week, warning of the damaging
effects of high tax deficits on risk premiums and economic growth received a far from warm welcome,
especially in the case of the banking sector. The market interpreted the slight drop seen in China’s PMI
as a sign of European economic difficulties being passed through to the global economy. Nonetheless,
in our view, China’s figures suppress concerns about “overheating”. However, markets reinforced their
negative sentiment on Friday following a lowere-than-expected non-farm US payroll and comments
from Hungarian warning that the previous Hungarian government left a worse-than-reported fiscal

situation, having not included some expenditure in the budget deficit and having set out a difficult to
achieve revenue target.

The Portuguese and Spanish 3-year auctions (June 9, 10) will focus
attention

Recent days have seen a resurgence in pressure on certain sovereign spreads. Spain stands out
here, not only because its spreads have already widened to new highs around 200bp, but because
it has been the worst-performing issuer. All of which shows that the market is still a long way from
reversing its perception of risks to Spain, amid a wave of less than positive news: recent downgrade
by Fitch, bank restructuring and its relationship with the refinancing of the sector and the global impact
of Hungarian events. Looking ahead, we see valuation risks to these assets remaining high given
scheduled issuance, particularly given the precedent set by Portugal’s bill issue last week (rate of 1.6%
compared to a previous average of 0.73%). Tomorrow, market participants’ attention will turn to the
3-month bill auction by Hungary.

We find a positive sign in the market: volatility

Despite current spread levels and although there have been no rises in either equity markets, or the
eurodollar market... implied volatility levels have in fact fallen. Albeit NPF and Hungary news are
increasing the preassure again, the VIX (S&P volatility index) well above 40% two weeks ago, is
currently around the 35% zone, 3m IV of the eurodollar has decreased from 17% to 15%. The short
term in swaptions have also recorded modest declines in normalised volatility,... However, even though
levels are not at highs, they remain fairly extreme as is to be expected in the current climate of heavy
uncertainty. Basically, current scenario is similar to having a theta-positive position in derivatives: the

mere passing of time, all other things being equal, is positive and will allow us to continue seeing drops
in volatility.
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(+34) 01 537 37 76 US labor market: slow recovery confirmed
Agustin Garcia Serrador May‘s non-farm payroll data raised questi(?ns about thfe. pace of the recovery of the labor market.
agustin.garcia@grupobbva.com  While total payrolls rose 431K, they were driven by the hiring of 411K temporary Census workers. The
(+34) 9137479 38 concern in May'’s report lies in the private sector, which added only 41K jobs, well below consensus
. expectation of 180K jobs, and April's 218K jobs. Of the 37K jobs created in the private services providing
Elvira Prades . . . . . . .
elvira.prades@grupobbva.com sector, 31K came from temporary help services, illustrating that private companies are still hesitant to
(+34) 91 537 79 36 commit to permanent employees. The construction sector dropped 35K jobs following two months of
o ) increases, which highlights that this sector is not out of the woods yet. The unemployment rate dropped
Sﬁg'ﬂi‘i"anw 2pp to 9.7%, but it was primarily due to a decline in the labor force participation rate. May’s data is a
daniel.navia@grupobbva.com reality check after two stronger than expected months. This release confirms our expectation that the
(+34) 91 537 83 51 employment situation will continue to improve at a slow pace and the unemployment rate will remain
above 9% for the duration of 2010.

Ignacio Gonzalez-Panizo
Ignacio.gonzalez-panizo@grupobbva.com
(+34) 91 538 63 50

EMU: liquidity issues to dominate ECB meeting

us

Nathaniel Karp The focus of ECB’s June meeting will be what Trichet says about bond purchases, as recent declarations

?f:r;a;r;'gl'gg;pa@szgvacompass'Oom among council members have been far from uniform on this issue, with some suggesting that it is a
key element for financial stability, and others clearly against the program. On the key issue of liquidity

Kristin Lomicka after the expiration of the € 442bn 1 year auction at the end of this month, we do not foresee the ECB

kristin.lomicka@bbvacompass.com

(+1) 713 881 0655 taking further action (apart from the 3m auction planned for June 30th), and therefore quantities in the

deposit window will fall sharply, which could make more difficult the sterilization of bond purchases.

Asia The meeting will also bring new quarterly projections for the Eurozone. Although Trichet has recently
Sttephhe“ Src]hwr?"z bb e suggested that growth is coming out better than expected in the second quarter and we think euro
S(fgss)n%%zwngs@ va.com. depreciation will lift exports even further, we think the ECB will put enough weight on the effect of

the sovereign crisis on confidence and on financing costs for domestic demand and will barely lift its
growth projections.

China: Monetary tightening pulls down signs of overheating

China’s PMI for May fell to 53.9 in May from 55.7 in April, in line with expectations, signaling that
the authorities’ tightening measures to prevent risks of overheating may be successfully cooling the
economy. We view the slowdown as a healthy sign given risks of overheating, and it is consistent with
our 2010 growth projection of 9.8%. Together with the recent moderation in credit growth, slowdown in
fixed asset investment, and rapid fall in property sales, the PMI reading suggests that recent tightening
measures are having an effect. Further tightening measures are possible during the remainder of the
year. These could include additional quantitative measures to rein in credit growth such as hikes in
reserve requirements, open market operations, and modest interest rate hikes. We continue to expect
currency appreciation, although the timing appears likely to be delayed until later in the year due to
uncertainties in the global environment. A property tax is under discussion for large cities, but further
actions will depend on the assessment of the impact of existing measures and global risks.
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Calendar: Indicators

USA: Retail Sales, Excluding Autos (May, June 10th)
Forecast: 0.4%, 0.3% Consensus: 0.2%, 0.1 Previous: 0.4%, 0.4%

Commentary: The fundamentals for consumer spending are beginning to solidify; the job market is
improving, consumer confidence and personal income from wages and salaries are improving. Market
Impact: While risks are tilted to the upside, a negative surprise in the data would have the greatest market
impact as it would raise questions regarding the strength of private demand and its ability to support the
recovery.

Germany: Industrial Production Index (April, June 8th)

Forecasts: 0.6% m/m Consensus: 1.5% m/m Previous: 4.0% m/m

Commentary: German IP growth will moderate in April after the significant increase recorded in March.
Nevertheless, we continue to expect the industrial sector to gain momentum in coming months, driven by
strong exports that are being boosted by euro depreciation, while domestic orders should remain weak.
Market impact: Risks are tilted to the downside, which could weigh on markets after manufacturing PMls
also fell in May.

Germany: Exports (April, June 8th)

Forecasts: -2.2% m/m Consensus: -3.5 % m/m Previous: 10.8% m/m

Commentary: Similar to IP, exports in Germany are expected to decline slightly in April after their strong
increase in March. Market impact: Weak data could put under some stress the view that Germany (and
Europe) will be able to benefit from global demand.

Mexico: CPI (May, June 9th)
Forecast: -0.3% m/m Consensus: -0.4% Previous: -0.3%

Commentary: Inflation will consolidate recent downside surprises. Agricultural prices and electricity
tariffs are behind the fall in inflation, but core component will maintain a subdued path. Market impact:
An (unlikely) upward surprise could have a relevant impact, given how good recent data have been.

Brazil: GDP (Q1, June 8th)
Forecast: 2.6% q/q Consensus: 2.9% q/q Previous: 2.0% q/q

Commentary: Brazil's growth has sped up instead of having moderated as expected some months
ago. Market impact: risk of a positive surprise are limited in view of the adjustment in consensus
expectations, but it would probably increase the bets of a 100bps hike in the SELIC rate in the next
monetary policy meeting and the chances of new tightening measures (higher reserve requirements,
cuts in public expenditure).

China: Loan growth (May, June 11th)

Forecast: Rmb 560 billion (21.3% yly) Consensus: Rmb 600 billion (21.4% yly)
Previous: Rmb 774 billion (22.0% yly)

Commentary: New loans are expected to fall in line with the full-year target of Rmb 7.5 trillion (18.8%
yly) as the authorities seek to prevent overheating. We also expect urban fixed asset investment to
slow. Market impact: despite the deteriorating external environment, risks are tilted to the upside.
This could raise market expectations of further tightening and alleviate recent concerns of an abrupt
slowdown.
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Close Weekly change Monthly change Annual change
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)
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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
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”.



