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Economic data and news this summer in Europe are disappointing; not so much because of the expected
moderation of growth but because of the signs of vulnerability of the more open economies following the slight fall
in production in Germany and the fading expectations that the main risks, the trade war and Brexit would diminish
in the second half of the year. This has contributed to confidence being further deteriorated and felled doubts on
how long strong domestic demand (the main growth factor) will last.

Trade tensions between the US and China continue to escalate, with a threat to raise tariffs on all US imports and
the ensuing risk that China could respond with a sharp depreciation of its currency, which, in turn, would be
indirectly detrimental to European exports. In addition to being caught in this crossfire, Europe still faces the US'
threat of higher tariffs on car imports from the US since November, which would worsen the situation mainly related
to structural demand factors.

In Europe, Brexit negotiations remain blocked after the new government rejected the current deal and Europe
maintains its firm position not to reopen it. This could lead to a no-deal Brexit at the end of October or at least
ongoing uncertainty if the process were to end in elections or a new referendum.

The impact of both protectionism and Brexit is on supply (disruption of production chains and reallocation of
resources), and more time will be needed to assess these and adopt long-term structural measures. All Europe
would need to do is ensure its demand policies receive greater support in the coming months. The ECB paved the
way in July, signaling further rate cuts as early as September; its commitment to keep these at low levels for longer;
and relaunching the program for asset purchases. However, given the ECB's little leeway and the possible lower
marginal effectiveness of monetary stimuli, it would seem inevitable to complement these with expansionary fiscal
measures if uncertainty and risks continue to worsen. A coordinated response in Europe is unthinkable, particularly
following the rise in political fragmentation. However, the most affected and marginalized countries — principally
Germany — will have to overcome political reluctance to implement a fiscal impulse and prevent the worsening
economy from spreading across the region. And they seem to be working on it.

That said, we are yet to see political decisions that no longer interfere with growth and counter the effect of these
possible stimuli.
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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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