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All key benchmark interest rates were hiked by 50 bps, larger than previously signaled, justified by
high inflation risks, and introduction of a new policy tool

The Transmission Protection Instrument (TPI) was introduced to address fragmentation risk. All
countries will be eligible under four conditional criteria.

Economic outlook has evolved towards deceleration, while inflation pressures have broadened. But a
potential recession is yet not included for neither this year nor the next one

The ECB, in a bold and unanimous decision, announced a 50 bps rate hike across all its key benchmark
interest rates today and introduced a new anti-fragmentation tool, the Transmission Protection Instrument
(TPI), aimed at ensuring effective monetary policy transmission across the entire Euro Area. The
motivation to depart from ECB’s June signal of a 25 bps hike today followed by a possible larger hike in
September was, as explained by President Lagarde, twofold. First, a clear realization of upside risks to
inflation - elevated and broadening price pressures alongside a sharp depreciation of the Euro which has
implications on inflation outlook. Second, the reassurance provided by the ECB’s now enhanced toolkit of
instruments, with the addition of the TPI, besides the extant PEPP reinvestment flexibility and the Outright
Monetary Transactions (OMT) to address potential concerns over fragmentation risks. Lagarde clearly
linked both decisions, as the insurance that TPI provides for unwarranted/disorderly market dynamics
allows for a faster pace of interest rate hikes.

Today’s big move, however, does not change the terminal benchmark rate. The ECB will henceforth
calibrate its rate decisions based on incoming data, on a meeting by meeting basis with much more
flexibility and not offering forward guidance of any kind. President Lagarde acknowledged that while the
ultimate goal of progressively achieving interest rates to neutral setting is unchanged, neutral setting is
unknown given the underlying uncertainty. Nonetheless, she recognized that the ECB is accelerating the
exit and following the path of normalization that it has charted out.

Regarding the TPI, it came broadly in line with what we expected. All countries will be eligible under this
new instrument, and it will make it possible to purchase unlimited quantities of both public bonds (with
maturities ranging from 1 to 10 years) and private sector securities, although without any explicit mention
of sterilization measures for now. Besides, four eligibility criteria will apply: 1) compliance with the EU fiscal
framework, 2) absence of severe macroeconomic imbalances, 3) sustainable trajectory of public debt
(according to both ECB and other institutions’ analysis), and 4) sound and sustainable macroeconomic
policies (compliance with the RRF and the EC’s European Semester). Moreover, it will be used in
combination with the flexibility of the PEPP reinvestment policy, and as a second line of defense. In
principle, the idea is that the TPI is a backstop that will not be necessarily used.
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The ECB expects further deceleration in the Euro Area economic outlook, with the effects of the Ukraine
war and its implications on energy supply and related costs as the main source of downside risks to growth.
That said, the strong labor market, underlying fiscal support, built up savings and economic reopening post
pandemic provide some elements of growth support. In this context, the ECB does not see recession in
the Euro Area neither this year nor the next year under its baseline scenario. Meanwhile, inflation
pressures have broadened and most measures of underlying inflation have risen further, exacerbated by
the undesirable second round impact of energy costs and a depreciating Euro. ECB sees risks to the
medium term inflation outlook emanating from a durable worsening of production capacity, inflation
expectations rising above target and higher than anticipated wage rises. This means inflation would remain
undesirably high and expectedly remain above ECB’s target for some time. However, a weakening in
demand could reduce pressures on prices.

All'in all, there is a clear frontloading of interest hikes in exchange of the TPI, which is positive in some
aspects (unanimity and unlimited quantities) but undefined on others (how to exactly measure
conditionality and details on sterilization). This combination of faster rate hikes and a new instrument is
most welcome as it signals ECB’s decisive yet prudent approach to monetary policy making in a limiting
and highly uncertain environment.
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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

Amsterdam-9-June Frankfurt am Main, 21 July 2022

Good afternoon the Vice- Pre5|dent and I welcome you to our press conference 4—weu+d4444e494ham<—|2res+dem_l4net—for—h45-kmd

High-inflatien-is-a-majorchallenge for-all-of us-TheToday, in line with our strong commitment to our price stability mandate, the

Governing Council wilitook further key steps to make sure thatinflation returns to our two per cent target over the medium term.
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have-b j raise the three key ECB interest rates by
255 O basis pomts a%eamulymene{awpeheymeemand approved the Transm|55|on Protection Instrument (TPI)

The Governing Council judged that it is appropriate to take a larger first step on its policy rate normalisation path than signalled

at its previous meeting. This decision is based on our updated assessment of inflation risks and the reinforced support provided
by the TPI for the effective transmission of monetary policy. It will support the return of inflation to our medium-term target by
strengthening the anchoring of inflation expectations and by ensuring that demand conditions adjust to deliver our inflation target
in the medium term.

At our upcoming meetings, further normalisation of interest rates will be appropriate. The frontloading today of the exit from
negative interest rates allows us to make a transition to a meeting-by-meeting approach to our interest rate decisions. Our future
policy rate path will continue to be data-dependent and will help us deliver on our two per cent inflation target over the medium
term. In the context of our policy normalisation, we will evaluate options for remunerating excess liquidity holdings.

We assessed that the establishment of the TPI is necessary to support the effective transmission of monetary policy. In particular,
as we continue normalising monetary policy, the TPI will ensure that our monetary policy stance is transmitted smoothly across
all euro area countries. The singleness of our monetary policy is a precondition for the ECB to be able to deliver on its price

stability mandate.

The TPI will be an addition to our toolkit and can be activated to counter unwarranted, disorderly market dynamics that pose a
serious threat to the transmission of monetary policy across the euro area. The scale of TPI purchases depends on the severity
of the risks facing policy transmission. Purchases are not restricted ex ante. By safeguarding the transmission mechanism, the
TPI will allow the Governing Council to more effectively deliver on its price stability mandate.

In any event, the flexibility in reinvestments of redemptions coming due in the pandemic emergency purchase programme (PEPP)
portfolio remains the first line of defence to counter risks to the transmission mechanism related to the pandemic.
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The decisions taken today are set out in full-in-a pressreleasepress release available on our website._The details of the TPI are
described in a separate press release to be published at 15:45 CET.

I will now outline in more detail how we see the economy and inflation developing; and will then explain our assessment of
financial and monetary conditions.

1.2. Economic activity

t-thenearterm,-we-expect-Economic activity 2
uneertamtyand—theﬂadvepsels sIowmq Russia’s umustlﬁed aggression towards Ukralne is an onqomq draq on growth. The |mpact
of high inflation on i W W 3-hay adepurchasing
power, continuous supply bettleneeles—wer—se—agam—As-constralnts and hlqher uncertalntv are havmq a resuh—ﬁrmsrdamgenmg
effect on the economy. Firms continue to face higher costs and disruptions in their supply chains, and-theiroutlock forfuture
output-has-deterorated-

However;although there are alse-tentative signs that some of the supply bottlenecks are easing. Taken together, these factors
supperting-are significantly clouding the outlook for the second half of 2022 and beyond.

At the same time, economic activity and-these-are-expectedcontinues to strengthen-overbenefit from the menthstocome-The
reopening of these-sectors-mostaffected by the pandemic-and-the economy, a strong labour market,~with-mere-_and fiscal policy
suDDort In Dartlcular the full reopening of the economv is suDDortlnq spending in the services sector. As people in-jobs,—will
2 2 2 2 ated-start to travel again, tourism is expected to help
the economy in the third quarter of thls year. Consuthlon is belnq suDDorted by the savings that households built up during the
pandemic areand by a bufferstrong labour market.

Fiscal policy is helping to cushion the impact of the war- 2
Ukraine for those bearing the brunt of higher energy prlces—wh#e—lmtme TemDorarv and tarqeted measures should be tallored

so as to limit the risk of aelelmg—te uelllng |anat|0nary pressures Ihe—sm#%mplementatreweﬁh&mvestmentand—stm%reﬁerm

eeenemy—te»grew-fastemscal polrcres in all countrles should aim at preserving debt sustalnabllltv as well as raising the qrowth
potential in a sustainable manner and-become-mereresilientto-global shoeksto enhance the recovery.

1.3. Inflation

Inflation roseincreased further to 8. b ! e
inflation;6 per cent in June. Surging energy prices stand%Q—Z—pe#eem—abeve—themtevets—e%—yeapagewere again the most
important component of overall inflation. Market-based indicators suggest that global energy prices will stay high in the near term
but-will- then-mederate-to-seme-extent., Food pricesinflation also rose 7-5Sfurther, standing at 8.9 per cent in MayJune, in part
reflecting the importance of Ukraine and Russia ameng-the-main-glebalas producers of agricultural goods.
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2 ; wedPersistent supply bottlenecks for industrial goods and because-of
recovering demesﬂc—demand espeC|aIIy in the services sector, as-ourecenomy-reopens-are also contributing to the current high
rates of inflation. Price risespressures are becoming-mere-widespreadspreading across sectors-more and more sectors, in part
owing to the indirect impact of high energy costs across the whole economy. Accordingly, most measures of underlying inflation

have beenrisingrisen further.

We expect inflation to remain undesirably high for some time, owing to continued pressures from energy and food prices and
pipeline pressures in the pricing chain. Higher inflationary pressures are also stemming from the depreciation of the euro exchange
rate. But looking further ahead, in the absence of new disruptions, energy costs should stabilise and supply bottlenecks should
ease, which, together with the ongoing policy normalisation, should support the return of inflation to our target.

The labour market continues-to-improve with-unemployment remaining-at-itsremains strong. Unemployment fell to a historical

low of 6.86 per cent in AprilMay. Job vacancies across many sectors show that there is robust demand for labour. Wage growth,
including-in-also according to forward-looking indicators, has started-te-pick-upcontinued to increase gradually over the last few
months, but still remains contained overall. Over time, the strengthening of the economy and some catch-up effects should
support faster growth in wages. \While-mestMost measures of longer-term inflation expectations derived-from-financial-markets

and-from-expert-surveyscurrently stand at around two per cent, initial-signs-efalthough recent above-target revisions in-these
measuresto some indicators warrant elesecontinued monitoring.

1.4. Risk assessment

Risks relating-to-the-pandemic-have declined-butA prolongation of the war continues-to-be-ain Ukraine remains a source of
5|gn|f|cant downside risk to growth%paﬁmwapawaiepnslemﬂd—bearﬁmhe%mpnenmm&: especially if energy supply-te

A war-supplies from Russia
were to esealate—eeeﬂew&sammeneeeeHQAA;epse#be dlsruoted to such an extent that it Ied to rationing for firms and
households. The war may also further dampen confidence and aggravate supply-side constraints-could-increase—and, while
energy and food costs could remain persistently higher than expected._A faster deceleration in global growth would also pose a
risk to the euro area outlook.

The risks surroundingto the inflation are-primarily-outlook continue to be on the upside_and have intensified, particularly in the
short term. The risks to the medium-term inflation outlook include a durable worsening of the production capacity of our economy,
persistently high energy and food prices, inflation expectations rising above our target and higher than anticipated wage rises.
However, if demand were to weaken over the medium term, it would lower pressures on prices.

1.5. Financial and monetary conditions

Market interest rates have increased-inrespense-to-the changing-eutleok-for-inflatienbeen volatile as a result of the pronounced

economic and menetary—poliey—With-benchmark-interest ratesrising,—bankgeopolitical uncertainty. Bank funding costs have
inereased;-and-thisrisen in recent months, which has increasingly fed into higher bank lending rates, in particular for households.

NeverthelesslendingWhile the vqume of bank Iend|nq to households remalns strong, |t is expected to decline in view of Iower
demand. Lending to firms pi A .
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has also been robust as high production costs, persisting-supply-bettlenecksinventory building
and lower reliance on market funding—Lending-te-househelds-also-increased reflecting_have created a continued need for credit

from banks. At the same time, demand for loans to finance investment has declined. Money growth has continued rebust-demand

fer-mertgagesto moderate owing to lower liquid savings and lower Eurosystem asset purchases.

Our most recent bank lending survey reports that credit standards tightened for all loan categories in the second quarter of the
year, as banks are becoming more concerned about the risks faced by their customers in the current uncertain environment.
Banks expect to continue tightening their credit standards in the third quarter.

1.6. Conclusion

Inflation-isbe undesirably high and is expected to remain above our target for some time. We-willmake sure thatinflationreturns
toThe latest data indicate a slowdown in growth, clouding the outlook for the second half of 2022 and beyond. At the same time,

this slowdown is being cushioned by a number of supportive factors.

The Governing Council has today decided to raise the key ECB interest rates and approved the TPI. At our upcoming meetings,
further normalisation of interest rates will be appropriate. Our future policy rate path will continue to be data-dependent and will

help us dellver on our two per cent |nflat|on target over the medlum term —Aeee#dmgly—we—dee@ed—te—take—fmther—steps-m

We stand ready to adjust all of our instruments within our mandate-incerporating-flexibility ifwarranted; to ensure that inflation
stabilises at our two per cent target over the medium term._Our new TPI will safequard the smooth transmission of our monetary
policy stance throughout the euro area as we keep adjusting the stance to address high inflation.
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DISCLAIMER

The present document does not constitute an “Investment Recommendation”, as defined in Regulation (EU) No 596/2014 of the
European Parliament and of the Council of 16 April 2014 on market abuse (“MAR”). In particular, this document does not
constitute “Investment Research” nor “Marketing Material”, for the purposes of article 36 of the Regulation (EU) 2017/565 of 25
April 2016 supplementing Directive 2014/65/EU of the European Parliament and of the Council as regards organisational
requirements and operating conditions for investment firms and defined terms for the purposes of that Directive (MIFID II).

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.

This document has been prepared by BBVA Research Department. It is provided for information purposes only and expresses
data or opinions 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.

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.

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 on its website www.bbvaresearch.com.
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