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Eurozone | GDP growth still slows gradually, but
high uncertainty could take its toll

a GDP growth could grow by around 0.4% QoQ in 4Q18 as one-off factors ease,
but lower global demand and high uncertainty are also weighing on activity.

a Hard data improved in October to halt previous signs of a marked slowing,
supported by the strength of domestic factors. The improvement of retail sales
is driven by lower inflation and higher wages, while the strong recovery of
capital goods production suggests that investment growth should continue in _
coming quarters. On the other hand, exports edged up again in October to maintain the upward trend so
far this year, but failing to support activity as in the last two years.

a A further worsening of confidence has extended to the service sector, as high and protracted uncertainty
could be weighing on spending, although the PMIs fall in December has been exacerbated by protests in
France and still weak demand for autos. This contrasts with a broadly steady composite indicator in
Germany and improving confidence in Spain, but more worrying signs stem from the weakness in Italy.

a Beyond recent volatility, the Eurozone recovery seems to loose steam gradually, putting a slight
downward bias to our growth forecast of 2% in 2018 and 1.7% in 2019.

a The sharp fall of oil Brent will shape inflation down in coming months clearly below the ECB’s target in
early next year, while core inflation is likely to trend upward very gradually.

a The ECB ends net asset purchases this month, but remains cautious about the future.
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Larger-than-expected slowdown in 3Q18 driven by one-off effects in
Germany, but also by the Italian GDP contraction

Regulatory changes in the car industry partly explain the fall in output, especially in Germany, but
also lower global demand. In contrast, growth rebounded in France and remained steady in Spain.

GDP and expenditure contribution by country
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GDP growth around 0.4% QoQ in 4Q18, returning to the previous
moderate pace

Although temporary factors are fading, there are more enduring drivers (lower global demand and
confidence) preventing the rebound in activity. French riots could have also weighed on growth.

GDP, contribution by components GDP and MICA forecasts
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Further worsening of confidence extended to the service sector, as
high and protracted uncertainty could end weighing on spending

PMIs extended their downward trend in December, mainly due to the sharp fall in services’
confidence, while the deterioration in manufacturing seems to hold back.
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The PMIs fall in December is likely exacerbated by protests in France
and still weak demand for autos

The sharp fall in French PMIs contrasts with a broadly steady composite indicator in Germany and
improving confidence in Spain. More worrying signs stem from the weakness in Italy.
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Industrial production grew in October to offset previous declines,
supported by strong growth in capital goods’ output

Strong capital output along with increasing production in both intermediate and durable consumer
goods point to ongoing investment recovery in coming quarters amid declining idle capacity.

Industrial production
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Exports edged up again in October to maintain the upward trend so far
this year, although failing to support activity as in the last two years

Net exports are likely to weigh on growth again in coming quarters due to larger increase of imports
supported by the strength of domestic demand.
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The unemployment rate remained broadly unchanged in October

Despite significant differences across countries, the tightening of the labour market should result in
upward wage pressures in coming quarters.

Unemployment rate by country Annual unemployment change by gender and age
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Slowing headline inflation driven by lower oil prices and steady core

inflation at low levels
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The sharp fall of oil Brent will shape inflation down in coming months clearly below the ECB’s target
in early next year, while core inflation is likely to trend upward very gradually.

Inflation contribution of components
(%YoY, pp)
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Retail trade increased in October to halt the markedly slowing in
recent quarters

Lower inflation and higher wages will continue to support households’ spending, although likely at a
more moderate pace due to worsening consumers’ confidence.

Retail sales and consumer confidence Retail sales and total wage bill
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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 and estimates at the date of issue of the report,
prepared by BBVA or obtained from or based on sources we consider to be reliable, but not independently verified by BBVA. Therefore, BBVA offers no warranty, either express or implicit,
regarding their accuracy, completeness or correctness.

Estimates this document may contain have been made in accordance with generally accepted methodologies and should be considered as forecasts or projections. Results obtained in the
past, whether 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. Nor shall this document or its
contents form the basis of any contract, commitment or decision of any kind.

With regard to investment in financial assets related to economic variables this document may cover, readers should be aware that in no circumstances should they base their investment
decisions on the information contained in this document. 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. Its reproduction, transformation, distribution, public communication, provision, extraction, reuse, forwarding or use of
any nature by any means or process is forbidden, except in cases where it is legally permitted or expressly authorised by BBVA.
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