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2. Global outlook

Robust and steady global growth, with some rebalancing across major areas

After a pickup in global growth in 1Q17, the expansion has stabilized. As a result, our new forecasts are for global growth to
stay at 3.3% for 2017 and 3.4% for 2018, based on an upward revision for both China (in both years) and Europe (in 2017)
and a modest downward revision in the U.S. In Latam, deteriorating commodity prices and heightened uncertainty in
several countries have delayed the exit from recession. Forecasts indicate that in the coming quarters emerging economies
should make up ground on the advanced countries and China, which have led the recent upturn.

The drivers behind the recent pick-up will remain in place, albeit with slight variations: Monetary policy accommodation will
ebb as the process of normalisation unfolds while oil prices are set to continue their upward trajectory albeit with greater
volatility. The flurry of geopolitical events could impact economic confidence and markets, although these headwinds are
expected to moderate throughout the year.

The tone in financial markets has been upbeat, with volatility at historic lows in spite of the persistent economic, political
and geo-political uncertainty, as well as the correction to expectations of fiscal stimulus in the U.S. As a result, long-term
interest rates have remained low, while pressures on the dollar have eased somewhat. This financial climate of low volatility
and interest rates, combined with a weaker dollar and better economic conditions have boosted equities while benefiting
emerging markets. European assets, including the euro, have also become more appealing, following the French elections
and better economic performance in Europe, attracting capital inflows into the Eurozone.

Figure 2.1 World GDP growth (QoQ, %) Figure 2.2 Regional GDP forecasts
Forecasts based on BBVA-GAIN (YoY, %)
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In Europe, economic growth has continued to pick up momentum in the first half of the year, with slightly better than
expected GDP performance, standing above 2% in annualized terms. Moreover, the improvement has been broad-based,
across both demand components and countries. Stronger global demand has underpinned the rebound in exports, which
together with improved confidence, is spurring investment and employment. For this reason, we have revised upwards our
growth forecasts in 2017 by three tenths to 2%, which means above-potential growth for the third year in a row. Inflation
eased in the second quarter due to energy price base effects, while core inflation rose by two tenths and is hovering at
around 1%. The smaller oil price rise, along with a stronger euro, lead us to revise our forecast slightly downwards for
headline inflation by around two tenths to 1.6% in 2017 and 1.4% in 2018.

The European Central Bank (ECB) is holding interest rates unchanged and sticking to the asset purchasing programme.
We expect that the ECB will take a further step by announcing a reduction in its purchasing of assets at the September
meeting, which would be implemented from January 2018 onwards. Assuming that the central bank does not change the
exit sequence, interest rate increases would take place by late 2018.

In China, after the rebound in growth observed earlier this year, the latest figures point to a more gradual slowdown than
previously expected. Behind this performance lies the support from a prudent monetary policy and fiscal stimulus, which
have boosted credit and investment. In addition, the improvement of the external environment and the depreciation of the
real effective exchange rate have buoyed economic conditions. In this context, the authorities are still balancing growth, an
orderly deleverage and fending off financial weaknesses. As such, we have revised upwards our GDP growth forecasts by
0.2pp in 2017-18, which would mean achieving the official target of 6.5% in 2017, although we continue to expect a
slowdown to 6% in 2018.

This improving environment, which mainly affects advanced economies, is being accompanied by a rebalancing in the
United States and in Europe, both in terms of activity and on the political front. In contrast, the emerging economies have
performed poorly, with a slower than expected exit from the recession in Latam. The key question is whether markets are
too complacent considering that policy uncertainty remains elevated. Still, the world has lived with elevated uncertainty for
several years while avoiding another crisis, fundamentals appear stronger than in previous years, institutions in the
developed world have managed to overcome ongoing attacks and markets have found new alternatives to hedge risks.
This doesn’t mean that we can rule out episodes of elevated volatility going forward, particularly as major central banks
continue moving forward with an unprecedented normalisation process.
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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.

United States Economic Outlook / 3" Quarter 2017 34



BBVA ’ Research

This report has been produced by the U.S. Unit

Chief U.S. Economist
Nathaniel Karp
nathaniel.karp@bbva.com
+1 713 881 0663

Filip Blazheski Kan Chen Boyd Nash-Stacey Marcial Nava
filip.blazheski@bbva.com kan.chen@bbva.com boyd.stacey@bbva.com marcial.nava@bbva.com

Shushanik Papanyan
shushanik.papanyan@bbva.com

CONTACT DETAILS:
BBVA Research USA
2200 Post Oak Blvd.
Houston, TX 77025
United States.

Email: bbvaresearch_usa@bbva.com
www.bbvaresearch.com
www.bbvacompass.com/compass/research/
twitter.com/BBVAResearchUSA
bbvaresearchusa.podbean.com

BBVA Research

Group Chief Economist
Jorge Sicilia Serrano

United States of America South America Macroeconomic Analysis Financial Systems & Regulation
Nathaniel Karp Juan Manuel Ruiz Rafael Doménech Santiago Fernandez de Lis
Nathaniel.Karp@bbva.com juan.ruiz@bbva.com r.domenech@bbva.com sfernandezdelis@bbva.com
Spain & Portugal Argentina Global Macroeconomic Scenarios Countries Coordination
Miguel Cardoso Gloria Sorensen Miguel Jiménez Olga Cerqueira
miguel.cardoso@bbva.com gsorensen@bbva.com mjimenezg@bbva.com olga.gouveia@bbva.com
Mexico Chile ) Global Financial Markets Digital Regulation
Carlos Serrano Jorge Selaive Sonsoles Castillo Alvaro Martin
carlos.serranoh@bbva.com jselaive@bbva.com s.castillo@bbva.com alvaro.martin@bbva.com
Turkey, China & Geopolitics Colombia Global Modelling & Long Term Analysis Regulation
Alvaro Ortiz Juana Téllez Julian Cubero Marfa Abascal
alvaro.ortiz@bbva.com juana.tellez@bbva.com juan.cubero@bbva.com maria.abascal@bbva.com
Turkey Eii:;:) Perea Innovation & Processes i‘:;gi‘;'()sﬁlems
Alvaro Ortiz hperea@bbva.com Oscar de las Pefias bi bb
alvaro.ortiz@bbva.com P ’ oscar.delaspenas@bbva.com arubiog@bbva.com
China Venezuela Financial Inclusion
Le Xia Julio Pineda David Tuesta
juliocesar.pineda@bbva.com david.tuesta@bbva.com

le.xia@bbva.com

United States Economic Outlook / 3 Quarter 2017 35


mailto:miriam.montanez@bbva.com
mailto:bbvaresearch_usa@bbva.com
http://www.bbvaresearch.com/
http://www.bbvacompass.com/compass/research/
mailto:Nathaniel.Karp@bbva.com
mailto:alvaro.ortiz@bbva.com
mailto:le.xia@bbva.com
mailto:olga.gouveia@bbva.com
mailto:david.tuesta@bbva.com



