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Eurozone: Weak momentum persists in early 2019, as global
headwinds weigh on export orders and industrial sector

Flash estimates reveal that . While the
preliminary GDP data lacks detail, we expect
Our MICA

estimates that Eurozone growth for 1Q19 will maintain at around 0.2% q/q.

. Industrial production declined further, dragged by continued
decline in capital goods orders, particularly related to investments. However, nominal exports
consolidated their recovery while retail sales picked up.

slipping further into contraction levels in Germany. Slowing manufacturing activity
presents an increasing risk of negative spillover effect on still resilient services sector.

for 2019-20,
while core inflation is likely to gradually trend upwards.

. The risk of is higher
given the close deadline. Other risks include political (government stability and euroscepticism) and
policy uncertainty (deficit compliance, structural reforms), banking concerns as well as

. Itis unlikely that the US increases tariffs suddenly but it may choose to keep the
threat alive so as to obtain trade concessions from the Eurozone.
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Italy slips into recession while Germany narrowly avoids it, France improves
and Spain holds steady

Eurozone GDP growth in 4Q18 disappointed expectations of a rebound following a weak Q3 in wake of
regulatory changes in the automotive sector

GDP and expenditure contribution by country
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Weak momentum persists in early 2019, as global headwinds weigh on export
orders and industrial sector

National figures show still strong domestic demand, but easing support from net exports. Increasing concerns

on the effects of trade tensions and global slowdown. The deterioration of confidence seems to have halted,
although only in services and consumers.

GDP, contribution by components GDP and MICA forecasts
(%, QoQ) (%, QoQ)
1.0
08
0.6
0.4
' ' 02
0.0
0.2
n L0 (e} (o] N~ N~ [e0] 0 ()]
I IR IR i R I 9 % & ¢ 5 5 8 5 3
olieodeNeoNodeoNeNoNodoNeNo oo oo Moo 5 = S = 5 = = 2 =
A N M < 4N MO < 4N OO - 4N O < s % s o s o s N s

Private consumption Public consumption

|
GFCF W |nventories EmCl20% mmmCl40% Cl 60% Observed
Net Exports Real GDP

Source: Eurostat and BBVA Research



BBVA Research — Eurozone Economic Watch | February 2019

Industrial production fell in December, led by capital goods; it suggests that the
investment recovery could lose steam in coming quarters

Industrial production continues its decline although it seems to have moderated. However, the continued fall
in capital goods does not seem to augur well for new investments in the sector.

Industrial production
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Export growth consolidated towards year end after a weak start

Export growth consolidated towards the end of 2018 after a weak start, supported by higher demand from

within the EU as well as the US.

Trade balance
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Exports by destination
(%YoY; pp)
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The unemployment rate remained broadly unchanged in December

Despite significant differences across countries, the tightening of the labour market could put some upward
pressure on wages in coming quarters.

Unemployment rate by country

Annual unemployment change by gender and age
(%) (Million)
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Slowing headline inflation driven by soft oil prices and steady core inflation at
low levels

Brent oil prices will tilt inflation down in coming months, to levels clearly below the ECB’s target, while core
inflation is likely to trend upwards very gradually.

Inflation contribution of components Core and trimmed-mean inflation
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Retail sales slowed in December, led by waning Black Friday effect

Moderating retail sales growth in December partly reflected the waning Black Friday effect. However, a
recovery in January consumer confidence bodes well for retail sales growth in early 2019.

Retail sales and consumer confidence Retail sales and total wage bill
(%Qo0Q, level) (%YoY; pp)
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Resilient services sector is underpinning economic sentiment, in turn
offsetting continued weakness in manufacturing activity

ESI and PMI tell a similar message: a divergence between weak manufacturing and resilient services. GDP
during 1Q19 may improve, but is unlikely to return to previous rates.

PMI and GDP EC confidence survey
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Uptick in February Eurozone composite PMIs was led by services sector,
which offset extended weakness in manufacturing activity

Latest PMIs are consistent with a Q1 GDP growth rate about 0.1% QoQ in the Eurozone and 0.2% in
Germany. For France, Q1 GDP growth seems to be set to stagnate or even contract slightly amid weak
demand, as reflected by a decline in new orders for two straight months.
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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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