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1. Editorial

Most people would agree that the current expansion cycle has been anemic. Since 2010, average real GDP growth has
been 2.1%, significantly lower than 3.2% between 1992 and 2007. Over time, the cumulative difference between the two
paths could be quite dramatic. After 15 years, the average person would be 17% less wealthy and 38% poorer after 30
years. Since GDP growth can be broken down into labor, capital and productivity, most explanations focus on one or more
of these categories. The persistent slowdown in labor force growth and the participation rate amid aging population are
commonly used to explain a lower contribution from labor. The shift toward the digital economy is also advanced as a
reason for weaker investment. With a growing number of people working from home, shopping online or relaying on video
conference calls, there is less need of large-scale structures like highways, shopping malls or airports. In addition,
globalization, offshoring and a greater share of service sector output are blamed for stagnant real wages, a slowdown in the
demand for low-skilled workers, worsening income inequality and diminishing working space. However, the biggest
challenge is explaining the significant slowdown in productivity growth, which averaged 0.4% since 2011, one-fourth the
rate between 1950 and 1979 and one-half the growth between 1980 and 2007. Perhaps, high productivity growth should be
considered atypical, as extraordinary inventions like antibiotics, the combustion engine and the personal computer had
gargantuan and long-lasting effects across the economy, something that text messages, smartphones and Wi-Fi may never
accomplish. In addition, investment and innovation may be constrained by the lack of free markets and competition. A
reduced number of large and powerful companies, mainly interested in maximizing quarterly financial results and obtaining
benefits through rent seeking discourage new entrants and reduce the incentives to start a business or invest in R&D.

Since productivity is unobservable, its estimation is conditional on the quality of measures used for output, labor and
capital. Estimating these variables is not always easy, particularly when the economy is more dependent on service sector
output, endures one of the deepest financial crisis, experiences demographic changes, undergoes a profound technological
transformation, and implements some of the most dramatic regulatory changes in modern history; all with spiraling political
polarization and policy uncertainty. At first glance, the data would suggest that economic stagnation is happening. However,
while demographics, digitalization and weaker institutions are having tremendous effects, the slowdown in productivity may
be less dire than what it appears, particularly if output is underestimated. First, weaker GDP growth in the current cycle can
be attributed almost entirely to the negative contribution from government spending and weaker growth in personal
consumption of services. The former reflects the outcome of bitter political negotiations in the aftermath of the crisis aimed
at avoiding a default on public debt and reducing real federal spending. While the latter can be explained by unusual
weakness in personal spending on services not traded in the market place and thus are imputed, such as rental costs of
owner-occupied housing, financial services furnished without payment and expenditures of nonprofit institutions serving
households.

Since the calculation of these non-observable spending components is highly sensitive to financial variables and healthcare
costs, the plunge in housing prices, sharp declines in bank loans and credit quality, ultra-low interest rates and the
Affordable Care Act had an unprecedented effect on total spending and thus GDP. For example, between 2010 and 2015,
nominal spending on financial services furnished without payment increased 27%, yet real spending declined 5%. In fact,
the sum of these non-observable categories explain almost 60% of the drag to real GDP growth in 2010-2015, and
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excluding them would yield annual average growth of 3.5% in the same period. This rate is similar to 1992-2007. Second,
the post crisis period has exhibited sharp movements in commodity prices, the value of the U.S. dollar, miles driven and
consumption of motor vehicle fuels. When commodity prices were high and the dollar weak, investment in mining
exploration, railroad equipment, and agricultural and oilfield machinery skyrocketed, net exports grew faster and people
drove less and bought more energy efficient cars. When commodity prices declined and the dollar strengthened,
investment plummeted, the trade deficit widened and people increased fuel consumption and miles driven. For example,
between 2009 and 2013, real investment on mining exploration, shafts and wells increased almost 70%, adding 0.1% to
real GDP growth each year. However, between 2014 and 2016, it declined more than 60%, subtracting 0.3% to real GDP
growth in both 2015 and 2016.

Figure 1.1 Real GDP growth (YoY, %) Figure 1.2 Contribution to real GDP growth (pp)
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For the most part, these trends do not reflect lack of innovation, competition or entrepreneurship, or the collapse of our
institutions and business sector; quite the opposite. For example, between 2007 and 2016, motor vehicles fuel efficiency
increased 24% while CO2 emissions declined 19%. Meanwhile, productivity per new oil well increased by a factor of 18 in
10 years and stands at record-high levels. Since autos and crude oil are major components of inventories, large fluctuations
in stocks may not be unusual as companies implement better supply-management processes. Further adjusting GDP for
these effects yields a growth rate of 3.2% in 2016, twice as much as the official figure. This does not mean that we should
ignore the slowdown in GDP growth and low productivity, nor dismiss official statistics of GDP. However, it does suggest
that concerns surrounding stagnation and the digital transformation may be overblown. Particularly since many of the
components that explain weaker GDP growth are not traded in the market place and are subject to brinkmanship and
commaodity prices volatility. If an adjusted measure of output yields higher growth, productivity growth would also be higher,
all else equal. Nevertheless, this should not deter policymakers from focusing on the pressing challenges of growing
income inequality, deteriorating education quality and elevated healthcare costs while maintaining fiscal stability, supporting
competitiveness and achieving sustainable high growth rates.
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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 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 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, S.A. is a bank supervised by the Bank of Spain and by Spain’s Stock Exchange Commission (CNMV), registered with the Bank of Spain
with number 0182.
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