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e Financial markets rallied early this week boosted mainly by the decrease in concerns about French
politics, while the ECB also contributed to the risk-on mood as it said it saw the risk to growth more
balanced. The rebound in European inflation and the announcement of the US tax cut plan had a mild
effect on financial markets. Nonetheless markets have been steady at the end of the week ahead of
next week’s FOMC meeting and the US payrolls release.

e Emmanuel Macron, the pro-EU candidate, won the first round of the French election (see results), easing
concerns about a potential Frexit, as it is widely-expected that Macron will comfortably beat Le Pen.
As a result, investors wound down the cautious stance of the last few weeks, thereby dragging down
European core bond yields and boosting both European stocks and European peripheral debt, with a
significant narrowing of peripheral risk premiums. The EUR also appreciated significantly (see). European
stocks increased (especially French stocks and the banking sector), driving German stocks to all-time
highs (see).

e ECB keeps monetary policy stance unchanged (see). The central bank left key policy rates as they
were and confirmed that the monthly asset purchases of €60 billion were intended to run until the end of
March 2017, or beyond, if necessary. Although, in the short term, perhaps at the June meeting, it is
probable that it could adopt a neutral bias regarding interest rates (removing the downward bias) but
maintaining a very cautious approach. The ECB statement seems to have been perceived as slightly
more dovish than expected given the market reaction, as European sovereign bond yields (and
peripheral risk premiums) declined and the EUR depreciated.

e EZ inflation accelerated in April, driven mostly by higher prices of services (Easter effect), reversing
the recent easing in inflation. Moreover, core inflation also accelerated, beating expectations, which may
exert additional pressure on the ECB to remove its downward bias earlier. Following the release, the
EUR appreciated and European sovereign bond yields increased across the board.

e U.S. Treasury Secretary Steven Mnuchin confirmed that the Trump administration’s tax plan will
include a 15% corporate tax rate (see), although financial markets received the announcement in a
muted way as investors remained cautious, waiting for the official details of the tax overhaul and US
lawmakers’ final approval of the proposed reforms. Moreover, US 1Q17 GDP surprised to the downside
ahead of next week’s FOMC meeting.

¢ In these circumstances, EM currencies mainly depreciated on the back of lower oil prices. Nonetheless,
the volatility in the Mexican peso increased during the week in line with some erratic declarations
regarding the US commitment to NAFTA. Finally the announcement by the White House that it will not
abandon the NAFTA agreement shored up the MXN. Meanwhile the TRY appreciated, supported by
slight central bank tightening.
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https://www.theguardian.com/world/ng-interactive/2017/apr/23/french-presidential-election-results-2017-latest
http://www.reuters.com/article/us-global-forex-idUSKBN17P12R
http://uk.reuters.com/article/uk-europe-stocks-idUKKBN17Q167
https://bbva.research.com/wp-content/uploads/2017/04/0417-ECB-Watch1.pdf
http://www.reuters.com/article/us-usa-tax-idUSKBN17S1CE

BBVA Research’

Flash

FOMC preview

¢ The FOMC’s discussion at the May 2nd-3rd meeting will likely focus on the evolution of the labor market,

balance sheet normalization strategy, and risks from abroad. With the unemployment rate at 4.5%, the
uptick in labor force participation and global economic vulnerabilities contained (China and elections in
Europe), there is a strong possibility that the topic of accelerating the pace interest rate increases will be
brought up. The hawk’s will have leverage to strengthen their argument for rapid removal of policy
accommodation position in the not-too-distant future, if they can make a case that the economy is at full
employment, and as more than a handful of inflation indicators are trending above the committee’s target.

That being said, we do not anticipate the committee to raise interest rates. The statement should reflect
the committee keen awareness of the downside risks to miscommunicating or rushing the exit strategy
(Taper Tantrum), suggesting only a slightly more hawkish bias. As such, we do not anticipate the
committee will discontinue its reinvestment policy, as the FOMC will continue crafting a strategy to be set
in motion at the end of the year. Markets will likely have to wait for the minutes to pull back the curtain on
the committee’s discussion on the timing, composition, magnitude and ending point of the balance sheet
normalization.

BBVA Research suggest the following reading list:

= Theory and evidence for the last two decades of tariff reductions (see)
= An upswing in the world economy is not sustained growth (see)
= |t is premature to abandon global reflation theme (see)

Update 18:00 CET 28 April, 2017
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http://voxeu.org/article/theory-and-evidence-last-two-decades-tariff-reductions#.WQA05GxgsyA.twitter
https://www.ft.com/content/9a2afd3e-2686-11e7-a34a-538b4cb30025?segmentId=7d033110-c776-45bf-e9f2-7c3a03d2dd26
https://www.ft.com/content/e2a7bc5e-0d78-3b2c-ada0-24af67960a7e
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Source: Bloomberg, Datastream and Haver
* With one day delay

DISCLAIMER

This document and the information, opinions, estimates and recommendations expressed herein, have been prepared by Banco Bilbao
Vizcaya Argentaria, S.A. (hereinafter called “BBVA”) to provide its customers with general information regarding the date of issue of the
report and are subject to changes without prior notice. BBVA is not liable for giving notice of such changes or for updating the contents
hereof.

This document and its contents do not constitute an offer, invitation or solicitation to purchase or subscribe to any securities or other
instruments, or to undertake or divest investments. Neither shall this document nor its contents form the basis of any contract,
commitment or decision of any kind.

Investors who have access to this document should be aware that the securities, instruments or investments to which it refers may not
be appropriate for them due to their specific investment goals, financial positions or risk profiles, as these have not been taken into
account to prepare this report. Therefore, investors should make their own investment decisions considering the said circumstances
and obtaining such specialized advice as may be necessary. The contents of this document are based upon information available to the
public that has been obtained from sources considered to be reliable. However, such information has not been independently verified
by BBVA and therefore no warranty, either express or implicit, is given regarding its accuracy, integrity or correctness. BBVA accepts
no liability of any type for any direct or indirect losses arising from the use of the document or its contents. Investors should note that
the past performance of securities or instruments or the historical results of investments do not guarantee future performance.

The market prices of securities or instruments or the results of investments could fluctuate against the interests of investors. Investors
should be aware that they could even face a loss of their investment. Transactions in futures, options and securities or high-yield
securities can involve high risks and are not appropriate for every investor. Indeed, in the case of some investments, the potential
losses may exceed the amount of investment and, in such circumstances; investors may be required to pay more money to support
those losses. Thus, before undertaking any transaction with these instruments, investors should be aware of their operation, as well as
the rights, liabilities and risks implied by the same and the underlying stocks. Investors should also be aware that secondary markets for
the said instruments may be limited or even not exist.

BBVA or any of its affiliates, as well as their respective executives and employees, may have a position in any of the securities or
instruments referred to, directly or indirectly, in this document, or in any other related thereto; they may trade for their own account or for
third-party account in those securities, provide consulting or other services to the issuer of the aforementioned securities or instruments
or to companies related thereto or to their shareholders, executives or employees, or may have interests or perform transactions in
those securities or instruments or related investments before or after the publication of this report, to the extent permitted by the
applicable law.

BBVA or any of its affiliates” salespeople, traders, and other professionals may provide oral or written market commentary or trading
strategies to its clients that reflect opinions that are contrary to the opinions expressed herein. Furthermore, BBVA or any of its affiliates’
proprietary trading and investing businesses may make investment decisions that are inconsistent with the recommendations
expressed herein. No part of this document may be (i) copied, photocopied or duplicated by any other form or means (ii) redistributed or
(iii) quoted, without the prior written consent of BBVA. No part of this report may be copied, conveyed, distributed or furnished to any
person or entity in any country (or persons or entities in the same) in which its distribution is prohibited by law. Failure to comply with
these restrictions may breach the laws of the relevant jurisdiction.

In the United Kingdom, this document is directed only at persons who (i) have professional experience in matters relating to
investments falling within article 19(5) of the financial services and markets act 2000 (financial promotion) order 2005 (as amended, the
“financial promotion order”), (ii) are persons falling within article 49(2) (a) to (d) (“high net worth companies, unincorporated
associations, etc.”) Of the financial promotion order, or (iii) are persons to whom an invitation or inducement to engage in investment
activity (within the meaning of section 21 of the financial services and markets act 2000) may otherwise lawfully be communicated (all
such persons together being referred to as “relevant persons”). This document is directed only at relevant persons and must not be
acted on or relied on by persons who are not relevant persons. Any investment or investment activity to which this document relates is
available only to relevant persons and will be engaged in only with relevant persons. The remuneration system concerning the analyst/s
author/s of this report is based on multiple criteria, including the revenues obtained by BBVA and, indirectly, the results of BBVA Group
in the fiscal year, which, in turn, include the results generated by the investment banking business; nevertheless, they do not receive
any remuneration based on revenues from any specific transaction in investment banking.

BBVA is not a member of the FINRA and is not subject to the rules of disclosure affecting such members.

“BBVA is subject to the BBVA Group Code of Conduct for Security Market Operations which, among other regulations, includes rules to
prevent and avoid conflicts of interests with the ratings given, including information barriers. The BBVA Group Code of Conduct for
Security Market Operations is available for reference at the following web site: www.bbva.com / Corporate Governance”.

BBVA is a bank supervised by the Bank of Spain and by Spain’s Stock Exchange Commission (CNMV), registered with the Bank of
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