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The ECB warned that risks to the inflation outlook are tilted to the upside
The ECB seems much more open now to accelerate policy normalization in the coming meetings

The ECB left all its key monetary policy settings unchanged today, in turn confirming the decisions taken at the
previous meeting, but clearly sounded more concerned about rising upside risks to the inflation outlook.
Any immediate policy reaction to these risks was, however, discounted by President Lagarde, who preferred not to
rock the boat at least until March, when the ECB would revise its growth and inflation projections and greater data
availability would enable a more thorough analysis of the situation. The June meeting was also stressed as being
critical in the context of more decisive policy changes.

The ECB struck a cautious tone on near term growth prospects in the wake of new virus variants and related
containment measures, high energy costs and shortages of labor, equipment and material, which, together, is holding
back the services recovery. This notwithstanding, the central bank expects an activity rebound over the course of
this year as domestic demand remains robust underpinned by policy support, favorable financing conditions and a
global recovery. Overall, risks to the economic outlook remain broadly balanced.

On inflation, the ECB acknowledged recent surprises and flagged clear upside risks, especially in the short
term, and an uncertain medium-term outlook. Against this background, the ECB for the first time since 2014
reintroduced the phrase that “risks to the inflation outlook are tilted to the upside”. Mrs. Lagarde said that there
was unanimous concern within the Governing Council about inflation figures: while the increase is mainly due to
energy, a more broad based increase of prices across components has been seen and inflation is now expected to
remain elevated for longer than previously expected but to decline over the course of the year. However, Mrs Lagarde
said that despite the fact that the labor market is back to levels where it was pre-covid, there has not seen significant
movement in terms of wage increases either in terms of wage negotiations.

Any further adjustments to monetary policy or forward guidance would have to wait at least until the next
meeting in March, when the ECB has additional data and will be able to make a thorough assessment again. Mrs.
Lagarde refused to confirm that rate hikes are “very unlikely this year”, as she did several times before. Having
said that, she emphasized that they are going to proceed in a gradual manner - the ECB will not rush -, step by
step, and confirmed the sequence already defined, i.e. firstly ending the PEPP, then deciding on the APP
(speed/path of asset purchases reduction, opening the door to a faster tapering) and shortly after on rates.
Meanwhile, the conditions underlying the TLTROs and the tiering multiplier for ECB deposits were not a topic of
discussion at today’s governing council meeting.

The hawkish tone dominating President Lagarde’s post policy press conference had clear spillovers on markets today
as Eurozone yields rose significantly across the board, mainly those in the periphery, while the EURUSD appreciated
by 1% to 1.14.
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PLEASE NOTE: TRACKING CHANGES IN FOLLOWING STATEMENTS

in black, wording common to both the current and previous statements, in light grey and crossed,
A previous wording that was replaced by new wording, in blue and underlined (YES, TRACK CHANGES
ARE THERE ON PURPOSE).

1.1. Christine Lagarde, President of the ECB,

Luis de Guindos, Vice-President of the ECB

Frankfurt am Main, 16-December20213 February 2022

Good afternoon, the Vice-President and | welcome you to our press conference.

The euro area economy centinuesis continuing to recover and the labour market is improving_further, helped by ample policy
support. Growth-is-mederating-but-we-expect-activity-But growth is likely to remain subdued in the first quarter, as the current
pandemic wave is still weighing on economic activity. Shortages of materials, equipment and labour continue to hold back output
in some industries. High energy costs are hurting incomes and are likely to dampen spending. However, the economy is affected
less and less by each wave of the pandemic and the factors restraining production and consumption should gradually ease,

aIIowmq the economy to pICk up agarn strongly in the course of nextthe year lheJatest—pandenac—wa«%rd—the@meren—vanant

Inflation has risen sharply ewi
in recent months and it has further surprlsed to the upsrde in Januarv Thls is prlmarllv driven by hlqher energy costs that are
pushing up prices across many sectors-, as well as higher food prices. Inflation is expectedlikely to remain elevated in-the-near

term—but—sheuwld—easefor Ionqer than prewously expected but to decline in the course of ne*t—year—'Fhe—rnﬂatren—eutleelehas—been

FeduetrenThe Governlnq Council therefore conflrmed the decisions taken at its monetarv DO|ICV meetlnq last December as detalled
in the_press release published at 13:45 today. Accordlnqlv, we WI|| continue reducrnq the pace of our asset purchases tep by
step over the coming quarters-—B o
target-over-the-medivm-term-, and will end net purchases under the pandemlc emergency purchase programme (PEPP) at the
end of March. In VIeW of the current uncertalnty, we need more than ever to malntaln erX|b|I|ty and optionality in the conduct of
monetary policy. A ’
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The Governing Council stands ready to adjust all of its instruments, as appropriate-and-in-either-direction, to ensure that inflation
stabilises at its two per cent target over the medium term.

I will now outline in more detail how we see develepmenis-in-the economy and inflation—}_developing, and will then euthinetalk
about our assessment of financial and monetary conditions.

1.2. Economic activity
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weakened to 0.3 per cent in the final quarter of thelast year-and-this-slewer
is-H i . A . Nevertheless, output te-exceedreached its pre-pandemic
Ievel at the end of 2021 Economlc act|V|tv and demand WI|| Ilkelv remain muted in the firstquarterof 2022-

5 ighterearly part of this year for several
reasons. Frrst, contalnment measures—'lihrseeutd-detawhereee\,cery are affectlnq consumer services, especially in-travel, tourism,

hospltallty and entertalnment IheAIthouqh |nfect|on rates are st|II very high, the |mpact of the pandemlc rswe+gh+n§ron consumer
irgeconomic life is now

proving less damaqrnq Second hlqh energy costs are arheadwndrfepeensumpnea

Shertagesreducing the purchasing power of households and the earnings of businesses, which constrains consumption and

investment. And third, shortages of equipment, materials and labour in some sectors are-hampering-continue to hamper the

production of manufactured goods, causing-delays-in-delay construction and slowing-dewnhold back the recovery in seme-parts

of the serviceservices sector. TheseThere are signs that these bottlenecks will-stilmay be with-usstarting to ease, but they will
still persist for some time-but-they-should-ease-during-2022.

Lookrng ahead—weexeeetbeyond the near term, growth toshould rebound strongly over the course of 2022—Qur—new—Euresystem

Targeted-and-growth-friendly, driven by robust domestic demand. As the labour market is improving further, with more people
having jobs and fewer in job retention schemes, households should enjoy higher income and spend more. The global recovery
and the ongoing fiscal and monetary policy support also contribute to this positive outlook. Targeted and productivity-enhancing
fiscal measures sheuld-continueand structural reforms attuned to the condltlons in different euro area countries, remain key to
complement our monetary policy- vill-a : : 2 at-a NE

and—mereeven—reee%ry—aeres&eareere&eeuntneswy

1.3. Inflation

Inflation increased furtherto 4-95.1 per cent in Nevember—ltwillremain-abeve-tweJanuary, from 5.0 per cent for-most-of2022.
Inflatien-in December 2021. It is expectedlikely to remain elevatedhigh in the near term;-butwe-expectit, Energy prices continue
to decline-inbe the eoursemain reason for the elevated rate of next-year

TFhe-upswing-in-inflation-pri
direct impact accounted for mere—thanover half of headllne mfIatron—Demanel— in Januarv and enerqgy costs are also eentrnaes—te
outpace-constrained-supply-in-certainpushing up prices across many sectors. Fhe-consequences-are-especialy-visible-inFood

prices have also increased, owing to seasonal factors, elevated transportation costs and the higher price of fertilisers. In addition,
price rises have become more wrdespread with the prices of durable-a Iarqe number of qoods and theseueensumer—servrces that

enty—untrlhavrnq mcreased markedly. Most measures of underlvlnq |nflat|on have risen over recent months, although the end—ef-

role of temporary pandemic factors means that the year

TFhere-is-uncertainty-as-to-howlongit-will-take-for-persistence of these issues-to-resolve-Butjincreases remains uncertain. Market-
based indicators suggest a moderation in energy price dynamics in the course of 2022, -we-expect-energy-prices-to-stabilise;

consumption-patterns-to-nermalise; and price pressures stemming from global supply bottlenecks teshould also subside.
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Labour market conditions are improving further, although wage growth remains muted overall. Over time, the gradual-return of
the economy to full capacity and-furtherimprevements-inthe-labour-market-should support faster growth in wages. Market-ané
survey-based measures of longer-term inflation expectations have remained broadly stable at rates just below two per cent since
our last monetary policy meeting-in-OctoberButoverallthese-have-meved-closerto, The latest survey-based measures stand
at around two per cent-ir-recent-months. These factors will also contribute further to underlying inflation and will help urderhying

inflation-to-move-up-and-bring-headline inflation up-teto settle durably at our target-overthe-medium-term-

Qu#newetaﬁ—proreeﬂe%#erese&anm&a#mﬂaﬂo#&—%@—pe#een%m%@%%two per cent +n—292—2—1—8—per—eent—rn—2@23—and—l—8

m—theéeptember—pre}eetrons arget.

1.4. Risk assessment

We_continue to see the risks to the economic outlook as broadly balanced--Econemic-activity over the medium term. The economy
could eutperform-our-expectations-perform more strongly than expected if censumershouseholds become more confident and
save less than expected. By contrast, the-recentworsening-ofalthough uncertainties related to the pandemic-including-the spread

of-new-variants—_have abated somewhat, geopolitical tensions have increased. Furthermore, persistently high costs of energy
could beexert a more—persistentstronger than expected drag on grewth—TFhefuture—path-of-energy—pricesconsumption and
theinvestment. The pace at which supply bottlenecks are resolved are-is a further risk to the outlook for growth and inflation.
Compared with our expectations in December, risks to the recovery-and-to-the-cutlook-ferinflation-inflation outlook are tilted to
the upside, particularly in the near term. If price pressures feed through into higher than anticipated wage rises or the economy
returns more quickly to full capacity, inflation could turn out to be higher.

1.5. Financial and monetary conditions

Market interest rates have remained-broadly—stableincreased since the-Octeber-Governing-Ceunellour December meeting.

However, bank funding costs have so far remained contained. Bank lending rates for firms and households remaincontinue to
stand at historically low levels—Gverall;_and financing conditions for the economy remain favourable. Lending to firms is-parthy

elrwenhas plcked up, supported by both short and Ionqer term tundmg4reeds—stemmrng—frem—suppl+betﬂeneeks—that—rnerease
: a loans-remains-moderate-because-of

is sustalnlnq Iendlnq to households Banks are now as profitable as they were before the pandemlc%ankﬁfundmgﬁeendrtrens and
their balance sheets remain faveurable-overalisolid.
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According to our latest Bank Lending Survey, loan demand by firms increased strongly in the last quarter of 2021. This was driven

by both higher working capital needs, stemming from supply bottlenecks, and increased financing of longer-term investment. In
addition, banks continue to hold an overall benign view of credit risks, mainly because of their positive assessment of the economic
outlook.

1.6. Conclusion

Summlng up, the euro area economy contrnues to recover, desprtea—stewdewabut growth i is expected to remain subdued in the

quarter Whrle the outIook for |nflat|on—mﬂauenwutremam—abe¥eeur—targeﬁewnesee%922—but— is uncertarn |nflat|on is I|ker to

easeremain elevated for longer than previously expected, but to decline in the course of rexithis year. At-the-same-time,givenWe
will remain attentive to the pregress-en—eeenenmereeevery—and—tewards-eur—lncomlnq data and carefullv assess the |mp||cat|ons

for the medium- term |nﬂat|on a

]

approprrate to ensure that mﬂatron stabilises at its two per cent

ouroutlook. We stand ready to adrust all of our mstruments a
inflation-target over the medium term.
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DISCLAIMER

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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