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Industrial Production (IP) declined by 1.3% yoy in calendar adjusted terms in May, slightly better than market
expectation (-2%). Hence, the annual contraction in IP (c.a.) decelerated further from -4.7% in 1Q19 to -2.6% in the first
two months of 2Q19. Besides, May IP increased by 1.3% mom in calendar and seasonal adjusted terms, signaling that
the moderation observed in April could be temporary. Our monthly GDP indicator confirms this trend as it nowcasts a
growth rate of 0.4% yoy in May (91% of info) and 1.2% yoy in June (32% of info). Despite the downside risk on the back
of long Bayram holiday in June (-4 working days in supply side indicators), high frequency indicators began to
reconfirm the recovery trend as of June and reducing the likelihood of a “W” pattern . On top of that, strong base
effects of the second half of the year and expected easing in both external and internal financial conditions would
support the economic activity in the coming period. However, the complacency should be ruled out with prudent and
comprehensive policies to enhance confidence as the geopolitical and policy uncertainties still remain. In absence of
new shocks, we maintain our GDP growth forecast at 0.3% for 2019.

IP confirmed the gradual recovery is on the right track

The monthly improvement in IP supported by all main sub-indices except consumption good production, is a good signal for the
near future production. On the sectorial side, though the recovery realized in most of the sectors, some certain sectors,
especially other transportation manufacturing (2 pp contr. to IP in May) continued to outperform. Nevertheless, the annual
contraction in 3 month moving average of IP(c.a) retreated further from 4.7% in 1Q19 to 2.4% in May, which was much better in
unadjusted figure thanks to the favorable calendar effect. Our monthly GDP indicator supports this recovery trend for May but
could slightly be reversed in June on less working days due to the long Ramadan holiday. Our nowcasting demand
subcomponents (see graphs 6-8) also enhanced the promising realization as the investment expenditures began to accompany
the already improving private consumption and the still high positive contribution of net export despite some stabilization.
Looking ahead, the improvement in HF indicators in June, our Big Data Retail Sales Indicator, electricity production, capacity
utilization and PMI, signal the gradual recovery is well alive despite the further deceleration in credit growth and some
deterioration in intermediate goods import. Taking into account the positive base effects in the second half of the year and better
expectation on external and internal financial conditions in the coming period, we think positive growth is highly likely for 2019
under the assumption of no additional shocks.

Chart 1. Activity Indicators (3MA, YOY)* Chart 2. BBVA Research monthly GDP (3ma, yoy)*
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The complacency should be ruled out by a prudent and comprehensive policy mix

Despite the limited downside risks stemmed from geopolitical and policy uncertainties on activity, the current positive
momentum, expected easing in financial conditions and favorable base effects from now onwards could weigh more. Hence,
under the assumption of no additional shock, we expect 0.3% GDP growth for 2019.
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Chart 3. BBVA-GB Big Data Retail Sales index (yoy) Chart 4. IP & Capacity Utilization (3ma, YoY)
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Chart 5. Ind.Production & Credit (3mav & fxadj yoy) Chart 6. BBVA Monthly Consumption Nowcast(3m yoy)
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Chart 7. BBVA Monthly Investment Nowcast (3ma yoy) Chart 8. BBVA Monthly Net External sector (contrib.)
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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.

Any 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.

With 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 on 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. Reproduction, transformation, distribution, public
communication, making available, extraction, reuse, forwarding or use of any nature by any means or process is prohibited,
except in cases where it is legally permitted or expressly authorised by BBVA.
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