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Evolution of recent indicators

« GDP growth in the Eurozone has returned in 2Q16, according to our estimates, to the moderate pace of the
recovery of the last two years, following its strong upturn in the first quarter to 0.6% QoQ

« The MICA-BBVA model estimates growth of around 0.4% QoQ in 2Q16. This rate should continue going
forward, but downward biases have increased until the uncertainty over the process of the United
Kingdom’s withdrawal from the EU is cleared up

 Industrial production and retail sales anticipate moderate growth in domestic demand, mainly in private
consumption (especially in France and Germany)

* Exports are showing more optimistic signals after the very weak rates of previous months, in line with
improving global trade. Together with the smaller increase in imports, net exports could contribute to growth in
2Q16

» Confidence remained stable in 2Q16, but we do not yet have data to assess the impact of Brexit. By country,
the same trend towards stability is generally being observed, although doubts remain about the recovery in France
and Italy

» Core inflation remains stable at around 0.8% YoY in June, and headline inflation is still very low (0.1% YoY).
Rising oil prices should lead to a gradual increase in headline inflation during the rest of the year
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GDP growth in the Eurozone slows down in 2Q16 to the
moderate pace of the recovery of the last two years

* Increased growth in 1Q16 (0.6% Qo0Q) was due to a strong increase in domestic demand, especially because of the upturn in
private consumption, which responded to temporary factors. Aggregate investment still did not clearly take off, but machinery and
equipment continued growing at annualized rates of around 4%. Exports increased slightly despite the doubts about global demand

» For the second quarter, the short-term MICA-BBVA model estimates growth of around 0.4% QoQ

GDP (% Qo0Q), contribution by components (pp) and GDP and its components (1Q08=100)
MICA BBVA forecast
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This slowdown is widespread among large countries except

Spain

» The more moderate growth of domestic demand in Germany and France should be reflected in the slowdown of GDP growth in
2Q16, which would be partly offset by increased support from the improvement in external demand

* In Italy and Spain growth remains relatively stable, with the former still growing somewhat below the growth rate in the whole of the
euro area, while Spain maintains a strong positive differential

GDP (% Qo0Q), input by component (pp) and forecasts
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Confidence stable in 2Q16, but more data needed to assess
Brexit

The stability of the PMI and ESI indicators in 2Q16 hides an improvement in manufacturing confidence, reflecting the somewhat
more optimistic signs of world trade, and a slight deterioration in confidence in the services sector, especially in June
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By country, confidence points toward growth rates similar to
those of last year, according to PMIs

Eurozone Watch July 2016

The better exports prospects were reflected in manufacturing confidence in Germany and Italy, while in France and Spain improvements
in the services sector were noted, due to domestic factors
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The ESI by country continued showing doubts about the
recovery in France and Italy

By country, economic confidence rose significantly in June in Germany, Finland and the Netherlands, while in Portugal, Spain and

Austria confidence moderated. On the other hand, Italy and France suffered substantial drops in confidence levels between May and
June

ESI (level)
110 108.6 110
108 . 1 I 108
o 106.4 06.5 106.1 105.9106
104.4 || 04.8 _ )
104 - _ _ 104
102 ] 101.0 ] 102
99.8 I
100 - = 100
_ 98.0
98 98
96 96
94 94
92 92
90 90
< w0 [{e}N{o}(e] < w0 ©O OO < w0 © OO < 0 [{eJ{oxe] < 0 [{eJ{o}e] < w0 [{eN{o}(e] < w0 [{e}{o}(e] < w0 © OO < w0 © OO < 0 [{e}
ror G A i I i S A o I ;B b I A S e A S S A b I 6 S A b IR b S I A cirr S B DS c Arrl I En Y,
cc 5 >c cc 5 >c cc 5 >c cc 5 >c cc 5 >c cc 5 >c cc 5 >c cc 5 >c cc 5 2>c cc =
33 <83 | 33 283 | 33 <83 | 33 <83 | 33 <83 | 33 <83 | 33 <E3 | 33 <E3 | 33 &3 | 33 <&
Eurozone Germany France Italy Spain Portugal Austria Belgium Finland Netherlands

Source: Eurostat and BBVA Research



BBVA | reseeece

Eurozone Watch July 2016

Industrial production decreases in May, in a period of wild
volatility

Industrial production decreased in May by 1.1% MoM after increasing by 1.4% in April. The fall was widespread by sector, especially
in the production of consumer durables and capital goods

The progressive increase in capacity utilization during the last year and a half, together with better prospects for external demand,
point to the consolidation of the recovery in equipment and machinery investment

IP Capital (% QoQ), Investment in machinery and

Industrial production (% QoQ) equipment (% QoQ) and utilization capacity (%)
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Different pace of recovery of the industrial sector by country,
but widespread moderation in 2Q16

May data for several countries again point to a certain weakness, with falls in industrial production in 2Q16 in Germany, Belgium and the
Netherlands

Industrial production (% QoQ)

3 3,3 IP (level) 110
108
2 106
1 104
102
0 J 100
98
B 0,7 96
2 94
IP (% QoQ) 92
-4,6
-3 90
0 wmLw oo 0N wmLw o o nww o o 0 wmLw o o 0N wmwLwwo o 0N wmLw oo 0 wmLw oo nwmwwo o 0 wmLw o o
D e B e I | e B I | L e e | L e e I e | e I | S e B e I | L e I | L e I | D e B I |
coooo oooCoco ocoooo coooCo ooooco coooo ododo oMo ocoooo [ododoNoNe/
N M < N N M < N N M < N N M < N N M < N N M < N N M < N N M < N N M < 1 N
Germany France Italy Spain Portugal Austria Belgium Finland Netherlands
s P (% QoQ) =——IP (2012=100)

* 2Q16 calculated using data for April and May for Germany, France, lItaly, Spain, Portugal, Finland and the Netherlands. For Austria and Belgium only data for April
Source: Eurostat and BBVA Research 9



BBVA | reseeece

Eurozone Watch July 2016

Retall sales growth moderated until May, after the temporary
upturn of 1Q16

Until May retail sales growth moderated significantly (0.1% QoQ after 0.7% QoQ in 1Q16) after a temporary upturn in the first quarter,
so a slowdown in private consumption is expected in the second quarter

Retail sales (% QoQ) and consumer confidence
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Slowdown or reduction in retall sales in 2Q16 in almost all

countries

Retail sales have increased so far this quarter in France, Italy, Spain, Austria and Belgium; but decreased in Germany, Portugal, Finland

and the Netherlands
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Increase in exports in April and better expectations for global
trade

» Although very preliminary and only with information for April, national data suggest that the significant increase in exports was due to
the sales of goods, and the improvement in those sales destined for European and Asian countries

Moreover, the increase in imports was much more moderate, while the fall in export prices suggests a greater increase in real terms
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The role of exports in the recovery has decreased, but

remains key

The slowdown in exports growth in 2H15 and 1Q16 was partly offset by increased domestic demand in most countries

Exports by countries (level)
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The gradual reduction in the unemployment rate continues, up
to 10.1% in May in the Eurozone

» Despite the moderate growth of the economic recovery, job creation is still somewhat stronger than after previous crises, contributing

to a reduction in the unemployment rate

* The increase in labour costs remains moderate, although it accelerated slightly in the first quarter

Employment (% YoY) and unemployment rate (%)
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Further reduction in the unemployment rate in the periphery
over the last three years

In Germany and the northern countries, the unemployment rate is very low and labour costs continue to rise. Structural reforms in the
periphery should favour the continued containment of labour costs and improve competitiveness

Unemployment rate (%) and labour costs (level; 1Q13, 1Q15, 1Q16)
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prices (-6.5% YoY; in May: -8.1% YoY)

Eurozone Watch July 2016

Low but stable core inflation over the past year. Energy prices
explains why the headline inflation rate is still at 0% YoY

lower inflation of non-energy industrial goods (-0.1 pp up to +0.4% YoY)

EMU: Inflation (% YoY) and contribution of
components (% pp)
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According to the provisional figure for June, inflation rose by 0.2 pp to +0.1% (YoY) mainly due to the slowdown in the fall of energy

Core inflation rate remained stable (+0.8% YoY) because the slight increase in services inflation (+0.1pp to 1.1% YoY) was offset by
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The main differences in inflation by country lie in their energy
dependence and the weakness of the economic cycle

In May, inflation increased in Germany, France, Italy, Spain, Belgium, Finland and Greece; stabilized in Ireland; and decreased in
Portugal, Austria and the Netherlands

Headline and core inflation (% YoY)
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Disclaimer

This document has been prepared by BBVA Research Department, it is provided for information purposes only and expresses data, opinions or
estimations regarding the date of issue of the report, prepared by BBVA or obtained from or based on sources we consider to be reliable, and have
not been independently verified by BBVA. Therefore, BBVA offers no warranty, either express or implicit, regarding its accuracy, integrity or
correctness.

Estimations this document may contain have been undertaken according to generally accepted methodologies and should be considered as
forecasts or projections. Results obtained in the past, either positive or negative, are no guarantee of future performance.

This document and its contents are subject to changes without prior notice depending on variables such as the economic context or market
fluctuations. BBVA is not responsible for updating these contents or for giving notice of such changes.

BBVA accepts no liability for any loss, direct or indirect, that may result from the use of this document or its contents.

This document and its contents do not constitute an offer, invitation or solicitation to purchase, divest or enter into any interest in financial assets or
instruments. Neither shall this document nor its contents form the basis of any contract, commitment or decision of any kind.

In regard to investment in financial assets related to economic variables this document may cover, readers should be aware that under no
circumstances should they base their investment decisions in the information contained in this document. Those persons or entities offering
investment products to these potential investors are legally required to provide the information needed for them to take an appropriate investment
decision.

The content of this document is protected by intellectual property laws. It is forbidden its reproduction, transformation, distribution, public
communication, making available, extraction, reuse, forwarding or use of any nature by any means or process, except in cases where it is legally
permitted or expressly authorized by BBVA.
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