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Outlook of recent economic indicators

« Economic growth slowed in 2Q16 by 0.2pp to +0.3% QoQ. Investment continued very weak and
stagnated in Q2, partly offset by strong net exports and the moderate increase of consumption

 Our MICA-BBVA indicator estimates quarterly GDP growth to decelerate slightly again to
+0.2% QoQ in 3Q16

« Confidence data so far suggest some resilience of the eurozone after Brexit, but still weak
global demand and the moderate euro appreciation could put a brake on the industrial sector

« Hard data in July point to a slightly gloomier outlook. Both industrial production and exports
disappointed, increasing concerns about the recovery of investment and the support from net
exports, while the strong increase in retail sales points to private consumption as the main
driver of growth

« Subdued but stable core inflation combined with lower declines in energy prices led inflation
to positive rates in recent months. Easing energy base effects from a year ago might increase
inflation in coming months to rates slightly below 1% in December

 The ECB barely changed its projections over the forecast horizon and kept monetary policy
stance unchanged in September. Before the year end, an extension of QE (+6 months) is very
likely combined with some technical adjustments to cope with scarcity of German bonds
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Economic recovery should continue in 3Q16 but at
slower pace

» During 2Q16 GDP growth reflected the lack of fixed investment and a poor contribution from both private and public
consumption, that was only partially offset by a boost from external demand, particularly in Germany and Spain

» Incoming data suggest a further moderation in GDP growth in 3Q16 (+0.2% QoQ after +0.5% in Q1 and +0.3% in Q2), once again
signalling weakness in gross investment added to a slightly lower contribution from external demand that should balance a mild
increase in private consumption

GDP (% Qo0Q), contribution by components (pp) GDP and MICA forecasts (% QoQ)
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A slowdown In Germany Is expected during 3Q16,
while slight growth could return in France and Italy

» Data for 3Q16 anticipates some growth slowdown in Germany (BBVAe: +0.2% QoQ after +0.4% QoQ) in the back of declining

investment, while France and Italy would return to slight GDP growth rates (BBVAe: +0.2% and +0.1% QoQ, respectively after

flat figures in 2Q16)

» Spain continues to outperform GDP growth in the region (BBVAe: +0.8% QoQ) driven by both private consumption and external

demand

GDP (% QoQ), contribution by component (pp) and forecasts
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PMIs and ESI confidence indicators remained in
positive ground after Brexit, but declined in August

Confidence data showed some resilience after Brexit, but manufacturing confidence points to a gloomier outlook, while confidence in
services remained stable over the last quarter

PMI and GDP (% QoQ) ESI and GDP (% YoY)
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Across countries, manufacturing PMIs fell in Italy and
Spain, while services weakened in Germany

PMI (level)*
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Decline in industrial production at the beginning of
3016

Industrial production disappointed in July, raising doubts about the sustainability of the sector recovery after failing to grow in
2Q16

Despite positive but mild prospects for external demand and stable capacity utilization, declining production of intermediate and
capital goods posit challenges for sustainable investment recovery

Industrial production (% QoQ) IP Capital (% Qo0Q), investment in machinery and

IP (level) equipment (% QoQ) and utilization capacity (%)
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Across countries, the sluggishness of the industrial
sector Is widespread

Industrial production (% QoQ)
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Positive retall sales in July point to private
consumption remaining as the main driver of growth

Beyond volatility over 1H16 -linked to terrorist attacks-, retail sales increased strongly in July after the significant moderation in
2Q16 and suggest that private consumption could remain robust in 3Q16 (so far +1.1% QoQ)

Retail sales (% QoQ) and consumer confidence Retail sales and total wage bill (% YoY)*
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Positive unemployment and employment dynamics,
while wages moderate in 2Q16

Unemployment continues to fall while employment growth keeps rising beyond 1.5%. Labour costs have moderated significantly in
Q2 to below 1% due to a lower wage component

Employment (% YoY) and unemployment rate (%) Total labour costs (% YoY)
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July data point to a lower contribution of net exports Iin

3016

Trade balance (€ bn, % GDP)
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Subdued but stable core inflation combined with lower
drops in energy prices led inflation to positive rates

Easing energy base effects from a year ago might increase inflation in the coming months from the current +0.2% YoY to rates

slightly below +1% in December

Eurozone: Inflation (% YoY) and contribution of
components (pp)
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Inflation is picking up slightly in most countries during
course of 3Q16

Headline and core inflation (% YoY)
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ECB kept monetary policy stance unchanged in
September, not extending QE beyond March’'17

BBVA EZ Inflation Monitor Index
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September meeting: ECB disappointed by not
announcing new stimulus

- The Staff barely changed its projections over
the forecast horizon

- The Governing Council tasked the relevant
committees to evaluate the options available

Before the year end: an extension of QE (+6
months) is very likely, combined with some
technical adjustments to cope with the scarcity
of German bonds.

- More likely a fine-tuning in QE before any
change in capital key (political decision)

- Cut in depo rate very unlikely

- Increase the amount of QE, unlikely for now
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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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