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The current state of play:

The news flow this week has been relentless. The COVID-19 outbreak means that uncertainty and caution remain
the name of the game. In places like Spain and Italy, data appear to indicate that the outbreak may still have a few
weeks to run before it peaks, and we do not know what the curve will look like thereafter. However, in other
countries (the US), the curve seems to be ramping up (and steeply) and some scenarios are now reportedly being
discussed of the peak not being reached until late April . In terms of the economic impact, we have yet to see how
harsh the downturn may be, and it may be some months before we see the bottom of the trough.

As for this week’s data, the question is not whether data will be negative but how bad it will be: the first inflation
figures for March in the Eurozone will be released with a c.0.4/0.5pp deceleration to be expected (to levels around
0.8% YoY for the EMU); confidence indicators (EC economic climate , PMls) will also depict a rather negative
scenario as a drop to historical lows will very likely be registered across all economies (the sharp drop in services
indicators will combine with the already weak manufacturing component and push the composite reference to levels
close to 30). Regarding the US, a sharp drop in monthly payroll figures should also be expected following the
spectacular rise seen in the last weekly jobless claims.

Fiscal issues: funding the extra bill will not be a problem in the short term, but medium-term challenges persist

As positive as our reading of the latest market developments is (particularly regarding the periphery), we have to
consider what is at stake now.

i.  The supportive effect thus far has come solely from the ECB’s PEPP (nothing so far from common EU
political/fiscal institutions). This sort of intervention by the ECB is particularly helpful for flows: the
PEPP implies a material change in the supply-demand balance of sovereign debt, but within a
particular time frame. By guaranteeing that it can cope with whatever may be needed in terms of asset
purchases, the ECB is acting to significantly reduce the risk of “accidents” in 2020 overall.

In this sense, the PEPP is a rather powerful instrument within the framework it has been assigned. As
we stated in our special note, “PEPP: flexibility may be as important as size” (see here): i) the foreseeable
increase in government debt issuance will be covered/countered (and even in some cases outpaced)
by the ECB’s increase in purchases. Thus, bond issuance net of redemptions and ECB purchases
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(including the APP+ envelope and the PEPP) would not increase significantly; in fact, they may drop in
YoY terms; and ii) this would be especially relevant for those countries that are heavily exposed to
increasing their issuance levels. In the particular case of peripheral countries, the net issuance scenario
after the latest announcement could be similar to the scenario seen in 2016-17. As a result, we expect
this announcement to be supportive for peripheral assets.

Nonetheless, we recall that this support is focused on the “flow” side of the market (2020 being
apparently “nailed down”) but it does not reverse the deterioration in the fiscal metrics. All the fiscal
packages that have been put to work and the fiscal impact of the automatic stabiliser now unfolding in
most EU countries will leave a mark on the deficit and debt figures across the board: in a few cases an
increase of at least c.5pp of GDP in the deficits and public debt figures from pre-crisis estimates could be
the best-case scenario for this year.

As risky as this may be on a medium-term perspective, it does not seem to have sparked any feeling
amongst EU members that some sort of EU joint fiscal approach (debt burden sharing, fiscal solidarity,
etc) is now warranted. In fact, the focus for some core members is apparently more on the moral hazard
consequences of any such action, rather than the need for emergency joint action.

Our view on this remains unchanged: only ESM standard intervention (with precautionary credit lines
as the main candidate) is within reach at this stage and will finally be triggered by a number of members.
Similarly, the likelihood that any sharing of the debt burden will become politically palatable for core
member states still appears rather remote, in our view.

So far this lack of commitment has only created some underlying political noise, but it has not been
particularly negative for the market (mainly as it is the ECB’s PEPP that has taken centre stage for
now). However, it is the timeline rather than the size of the debt that is being softened, and
consequently, as has happened before, we will continue to be exposed to episodes when investors will
ask the questions about how and when the bill will be paid, who will foot it and/or how bad all this may be
in terms of credit rating issues (Italy’s rally last week was partially hampered by mounting rumours that a
rating downgrade is imminent - see our view on this in the Periphery section below). We cannot yet
definitely draw a line under the considerations about fiscal metrics, debt-sustainability analysis and how
dependent the highly leveraged economies are on the ECB ‘s accommodative policy (will the PEPP end
up turning into the APP3.0?).
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Week ahead
Weekly Calendar
Country Monday Tuesday Wednesday Thursday Friday
Spain Flash Inflation (Mar): Budget execution 2019  Spain bank lending (Feb  Labour force survey Final services and
February headline Current Account (Jan ): (Mar): Unemployment Composite PMI (Mar):
inflation: 0.7% YoY Previous EUR2.21bn fell by 7.8k in February.  Services (Bloomberg
Forecast EUR-0.37bn consensus: 25.5; Feb:
Final GDP (4Q19): 52.1) and Composite
3Q19 was 0.4% QoQ (Bloomberg consensus:
and 1.9% YoY 31.0; Feb: 51.8)

Italy Flash Inflation (Mar): Final services and
February Composite PMI (Mar):
inflation:-0.1% YoY Services (Bloomberg

consensus: 22.5; Feb:
52.1) and Composite
(Bloomberg consensus:
25.0; Feb: 50.7).
Budget execution 2019
Portugal Flash inflation (Mar): Bank new lending (Feb)
-0.6% YoY in February General government
debt (Mar)
EMU Asset Purchase Flash Inflation (Mar): DBRS Rating
Programme February headline
inflation:1.2% YoY with
core inflation at 1.3%

Germany S&P Rating (AAA)

France S&P Rating (AA)

Other UK Final GDP (4Q19) US employment

Source: BBVAGMR
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Important Disclosures

The BBVA Group companies that have participated in preparing or contributed information, opinions, estimates, forecasts or
recommendations to this document are identified by the location(s) of the author(s) listed on the first page as follows: 1) Madrid, London or
Europe = Banco Bilbao Vizcaya Argentaria, S.A., including its E.U. branches (hereinafter called 'BBVA'); 2) Mexico City = BBVA Bancomer,
S.A. Institucién de Banca Multiple, Grupo Financiero BBVA Bancomer (hereinafter called ‘BBVA Bancomer’); 3) New York = BBVA
Securities, Inc. (hereinafter called "BBVA Securities"): 4.) New York Branch = BBVA, New York branch: 5.) Lima = BBVA Continental; 6.)
Bogota = BBVA Colombia S.A;; 7.) Santiago = BBVA Chile S.A;; 8.) Hong Kong = BBVA, Hong Kong branch, 9.) Istanbul = Garanti Securities.
For recipients in the European Union, this document is distributed by BBVA, a bank supervised by the Bank of Spain and by Spain’s Stock Exchange
Commission (CNMV), and registered with the Bank of Spain with number 0182.

This document shall be treated as a marketing communication for the purposes of Directive 2014/65/EU.

Although this communication does not constitute an investment report (Research), of the type described in the MiFID regulation, it may have been prepared
by financial analysts or Sales & Trading personnel.

In the event that this document is prepared by Analysts: All Analysts are subject to following BBVA’'s Corporate Procedures for “Financial Research Activity
and the Regime Applicable to Research Analysts. Published recommendations are opinions of analyst about market conditions.

In the event that this document is prepared by Sales and Trading Personnel, the opinions reflected herein may differ from those contained in an investment
report (Research).

BBVA has established reasonable physical and informational barriers, along with compliance reviews and policies, to minimize potential conflicts of interest.
BBVA Group has a Conflicts of Interest Policy, aimed at preventing any Conflicts of Interest from being detrimental to the interests of its customers. In
addition, with the aim of resolving potential Conflicts of Interest of any type, the procedures of each of the areas in BBVA Group whose activities may give
rise to potential conflicts of interest, must be in line with the provisions of the Standards for Prevention of Conflicts of Interest of BBVA and the Code of
Conduct of BBVA Group, and guarantee sufficient prevention and management of such Conflicts of Interest.

For recipients in Hong Kong, this document is distributed by BBVA, which Hong Kong branch is supervised by the Hong Kong Monetary Authority.
For recipients in Mexico, this document is distributed by BBVA Bancomer, a bank supervised by the Comision Nacional Bancariay de Valores de México.

For recipients in Peru, this document is distributed by BBVA Continental, a bank supervised by the Superintendencia de Banca, Seguros y Administradoras
Privadas de Fondos de Pensiones.

For recipients in Colombia, this document is distributed by BBVA Colombia, a bank supervised by the Superintendencia Financiera de Colombia.
For recipients in Singapore, this document is distributed by BBVA, which Singapore branch is supervised by the Monetary Authority of Singapore.

Research on swaps is being distributed by BBVA, a swaps dealer registered with and supervised by the Commaodity Futures Trading Commission (‘CFTC").
U.S. persons wishing to execute any transactions should do so only by contacting a representative of BBVA. Unless local regulations provide otherwise,
non-U.S. persons should contact and execute transactions through a BBVA branch or affiliate in their home jurisdiction.

BBVA and BBVA Group companies or affiliates (art. 42 of the Royal Decree of 22 August 1885 Code of Commerce), are subject to the BBVA Group Policy
on Conduct for Security Market Operations which establishes common standards for activity in these entities’ markets, but also specifically for analysis and
analysts. This BBVA policy is available for reference at the following web site: www.bbva.com.

BBVA is subject to an Internal Standards of Conduct on the Security Markets (ISC), which details the standards of the above-mentioned overall policy
for the EU. Among other regulations, it includes rules to prevent and avoid conflicts of interests with the ratings given, including information barriers.
This Internal Standards of Conduct on the Security Markets is available for reference in the ‘Corporate Governance’ section of the following web site:
www.bbva.com. In addition, the ISC has developing regulation such us The Manual for the Control of Inside Information and the Manual ON
Own-account trading that operationalize the ISC. Furthermore, in practice controls on own account trading and controls separates areas are carried
out, in order to impede the flow of information between separated areas in which a conflict of interest may arise.

BBVA Bancomer is subject to a Code of Conduct and to Internal Standards of Conduct for Security Market Operations, which details the standards of
the above-mentioned overall policy for Mexico. Among other regulations, it includes rules to prevent and avoid conflicts of interests with the ratings
given, including information barriers. This Code and the Internal Standards are available for reference in the ‘Grupo BBVA Bancomer’ subsection of the
‘Condcenos’ menu of the following web site: www.bancomer.com.

BBVA Continental is subject to a Code of Conduct and to a Code of Ethics for Security Market Operations, which details the standards of the
above-mentioned overall policy for Peru. Among other regulations, it includes rules to prevent and avoid conflicts of interests with the ratings given,
including information barriers. Both Codes are available for reference in the ‘Nuestro Banco’ menu of the following web site:
https://www.bbvacontinental.pe/meta/conoce-bbva/.

BBVA Securities is subject to a Capital Markets Code of Conduct, which details the standards of the above-mentioned overall policy for USA. Among
other regulations, it includes rules to prevent and avoid conflicts of interests with the ratings given, including information barriers.

Exclusively for Recipients Resident in Mexico

BBVA Bancomer, and, as applicable, its affiliates within BBVA Bancomer Financial Group, may hold from time to time investments in the securities or
derivative financial instruments with underlying securities covered in this document, which represent 10% or more of its securities or investment portfolio,
or 10% or more of the issue or underlying of the securities covered.
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DISCLAIMER

This document is for information and discussion purposes only and does not take into account specific circumstances of any recipient. The information
contained herein does not constitute a personalized investment recommendation. Investors should seek independent professional advice and draw their
own conclusions regarding suitability of any transaction including the economic benefits, risks, legal, regulatory, credit, accounting and tax implications.

This document and its contents do not constitute an offer, invitation or solicitation to purchase or subscribe to any securities or other instruments, to
undertake or divest investments, or to participate in any trading strategy. 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 document.
Therefore, investors should make their own investment decisions considering the said circumstances and obtaining such specialized advice as may be
necessary. Other than the disclosures relating to BBVA Group, 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 or any of its affiliates and
therefore no warranty, either express or implicit, is given regarding its accuracy, integrity or correctness. To the extent permitted by law, BBVA and its
affiliates accept no liability of any type for any direct or indirect losses or damages arising from the use of this 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, derivatives, options on securities or highyield 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 initial
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
securities. Investors should also be aware that secondary markets for the said instruments may not exist. Before entering into transactions in futures,
derivatives, or options, investors should review all documents on disclosures for risks of investing in options and/or futures at the following websites:
Options - https://www.finra.org/rules-guidance/notices/13-39

Futures - https://www.finra.org/investors/learn-to-invest/types-investments/security-futures

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 (i) redistributed or (iii) quoted, without the prior written consent of BBVA. No part of this document
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. More specifically, this document is in no way intended for, or to be distributed or used by an entity or person resident or located in a
jurisdiction in which the said distribution, publication, use of or access to the document contravenes the law which requires BBVA or any of its affiliates to
obtain alicence or be registered. 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.

BBVA Hong Kong Branch (CE number AFR194) is regulated by the Hong Kong Monetary Authority and the Securities and Futures Commission of Hong
Kong. In Hong Kong this document is for distribution only to professional investors within the meaning of Schedule 1 to the Securities and Futures
Ordinance (Cap 571) of Hong Kong.

This document is distributed in Singapore by BBVA's office in this country for general information purposes and it is generally accessible. In this respect, this
document does not take into account the specific investment goals, the financial situation or the need of any particular person and it is exempted from
Regulation 34 of the Financial Advisors Regulation (“FAR”) (as required in Section 27 of the Financial Advisors Act (Chapter 110) of Singapore (‘FAA”")).
Garanti Securities headquarters is in Istanbul, Turkey and is regulated by Capital Markets Board (Sermaye Piyasasi Kurulu - SPK, www.spk.gov.tr).

BBVA, BBVA Bancomer, BBVA Chile S.A., BBVA Colombia S.A., BBVA Continental, BBVA Securities and Garanti Securities are not authorised deposit
institutions in accordance with the definition of the Australian Banking Act of 1959 nor are they regulated by the Australian Prudential Regulatory
Authority (APRA).
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INTERNET ACCESS

In the event that this document has been accessed via the internet or via any other electronic means which allows its contents to be viewed, the following
information should be read carefully:

The information contained in this document should be taken only as a general guide on matters that may be of interest. The application and impact of laws
may vary substantially depending on specific circumstances. BBVA does not guarantee that this report and/or its contents published on the Internet are
appropriate for use in all geographic areas, or that the financial instruments, securities, products or services referred to in it are available or appropriate for
sale or use in all jurisdictions or for all investors or counterparties. Recipients of this report who access it through the Internet do so on their own initiative
and are responsible for compliance with local regulations applicable to them.

Changes in regulations and the risks inherent in electronic communications may cause delays, omissions, or inaccuracy in the information contained in this
site. Accordingly, the information contained in the site is supplied on the understanding that the authors and editors do not hereby intend to supply any form
of consulting, legal, accounting or other advice.

All images and texts are the property of BBVA and may not be downloaded from the Internet, copied, distributed, stored, re-used, re-transmitted, modified
or used in any way, except as specified in this document, without the express written consent of BBVA. BBVA reserves all intellectual property rights to the
fullest extent of the law.

Creating Opportunities
European Periphery Macro Weekly / 30 March 2020 P.6



