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The European election results were less negative than feared by pro-European parties, but it is still too soon to
determine the changes that may come about in terms of economic policy. Currently, they are contributing to the
aggravation of political problems in some countries.

The election resulted in a more fragmented European Parliament, in line with trends that had been observed in EU
countries, but with a less-than-expected advancement of more Eurosceptic movements, which were still divided
enough to bring about a significant change in economic policy. Pro-European parties are still the majority, with
traditionally centrist parties (PPE and the social democrats, which no longer have a majority together) losing
ground in favour of the liberals and greens. Nevertheless, this fragmentation, with more disparate stances in terms
of both economic and social and environmental policies, may hinder the election of the top jobs in the European
institutions and could delay the agenda of reforms required to deepen the integration of the region, such as the
completion of the banking and capital markets union, and progress towards a common fiscal policy.

At European level and in the short term, there is increased concern that this new scenario will endanger the
consensus reached to date in Europe on crucial issues such as Brexit and trade disputes with the United States.
Equally significant is the change of direction that could be brought about by the new president of the European
Central Bank, given the important role of monetary policy during the crisis. The prolonged uncertainty regarding the
UK's exit and the possible increase of US tariffs for the automotive industry could derail growth in the eurozone,
following the slowdown observed since the second half of last year due to the poor performance of world trade and
the industrial sector in particular. This, added to less room for manoeuvre and a lack of co-ordination between
monetary policy and national fiscal policies, continues to be a risk for European growth, which could reach around
1% in 2019 and 1.3% in 2020, amid a context of slowing global demand and much more uncertainty.

At national level, the election results have exacerbated political problems in some countries. In Germany, the poor
results achieved by the Social Democrat party could endanger the sustainability of the coalition government, which
may constitute a significant drawback when having to co-ordinate many important decisions at European level in
the second half of the year (key appointments, Brexit policy, reaction to potential tariffs). In Italy, the strong support
secured by Lega and the decline of the Five Star Movement has sharpened the differences between the two
parties, which govern in coalition, with an early election not being ruled out. This climate of political instability, along
with Lega's more radical position against compliance with European fiscal rules, which has not waned since the
end of the electoral campaign, has increased Italian risk premium to levels of around 280 basis points (bp). In this
context, confrontation with the European Commission has reopened, with the EC having taken the first step
towards including Italy in the corrective process after verifying that it had failed to meet the public debt target in
2018 (132% of GDP) and will also fail to do so in 2019 and 2020 unless strong savings measures are put in place
(such as increasing VAT rates). Moving beyond the economy's cyclical situation and the need for fiscal stimuli, as
well as the possible fine for Italy, the most concerning issue continues to be low potential growth, along with an
increased financial burden. Another issue at risk is the capacity of European fiscal rules to reduce country risks,
which for the time being seems to be a necessary condition to start to agree on common stabiliser mechanisms in
the eurozone.

In short, as has been the norm in recent years, the main risks of the economic scene will continue to be
predominantly those of a political nature.
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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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