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expectations jumped during this week
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e A spate of hawkish comments from Fed officials during the week contributed to bolster expectations

of a rate hike in the March FOMC meeting, with the probability of rate hike reaching levels close to 90%.
Robert Kaplan (see), Patrick Harker (see), John Williams (see), James Bullard (see), William Dudley
(see), Lael Brainard (see) and Jerome Powell (see) indicated that a March hike is on the table and that
interest rates may rise sooner. In this context, Yellen’s speech later today is crucial, as she may give
definitive clues to the FOMC’s next move. On the other hand, the statement of US President Trump
during his address to a joint session of Congress (see) did not unveil any significant news or reveal policy
details, although he did soften his stance on protectionism.

The Fed’s hawkish comments boosted US sovereign bond yields the length of the yield curve, also lifting
sovereign yields across the board. The USD also strengthened during the week. Moreover, higher
expectations of interest rates in the US also reshaped expectations on the first ECB tightening, with
markets pricing in a 40% probability of a rate hike in April 2018. European core yields led the increases,
while peripheral risk premiums declined as French political jitters eased, after polls pointed to an
increase in the probability of Macron winning the presidential election (___see). Furthermore, Eurozone
flash inflation reached 2% YoY in February (the ECB target), favoured by energy components.
However, there were no significant changes in the market’s inflationary expectations in the EZ.

In equity markets, investors showed a risk-on mood during the week, despite the sharp increase in yields,
underpinned by China’s official manufacturing PMI for February, which was better than expected
(see), and ongoing expectations of US fiscal stimulus. Furthermore, expectations of higher interest rate
also boosted the banking sector and dragged down EM currencies, which also suffered from the
significant decline in oil prices during the week (see), amid doubts regarding additional OPEC production
cuts and rising US oil production.

ECB March meeting; what to expect?

e At the 9 March meeting, we expect the ECB to remain on hold. The Governing Council (GC) will

continue to emphasize that the underlying inflation dynamics remain subdued, despite the continued
increase in headline inflation up to 2%, as core inflation remains stable at 0.9%. Moreover, the GC will
probably retain a balance for risk bias to the downside as the EZ still faces marked uncertainty both
domestically - mainly derived from the electoral calendar - and externally - due to the possible rate hike
by the Fed and policy measures from the new US administration. Thus, despite the encouraging signs
from the macro data, the ECB will probably wait a few more months (until June) before making
significant changes to its discourse.

¢ Since the last ECB Staff macroeconomic projections, the economy has performed broadly in line
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with expectations. The recovery proceeded at a steady and solid pace in 4Q16 (1.7% in 2016), while
improving confidence across sectors and countries in early 2017 suggests that activity could be gaining
momentum in 1Q17, driven by increasing foreign demand. Still, while soft data paint a very positive
outlook over the last months, hard indicators continue to be somewhat less upbeat. Overall, we do not
expect major changes in the ECB Staff projection on activity, with a steady GDP growth of around
1.7% over the forecast horizon.

Regarding prices, the increase in inflation over recent months has been somewhat higher than
expected, reaching 2% in February. The underlying drivers continue to be energy, especially, and
food prices, with core inflation remaining stable at 0.9%. In addition, higher inflation figures observed
in recent months along with higher oil prices and futures envisaged in December forecasts might
lead to a significant upward revision of the inflation projection above 1.5% in 2017, but still below
the ECB target. Some ECB members have a more hawkish view on the inflation outlook. The
Bundesbank president, Jens Weidmann argued for an increase in headline inflation projections
"Assuming that oil prices do not rise any further ... inflation this year is likely to be well in excess of the
figure projected to date; for Germany, an upward revision of around one-half percentage point is
expected, and this might also be the case for the euro area as a whole," Our forecasts suggest that
inflation should remain below 2% in 2017-18, reaching the peak over the first half of this year, before
reverting to somewhat lower levels once the base effect from energy prices subsidies. Overall, the ECB
analysis on prices should not be changed and the key, in this sense, will be to observe how core
inflation evolves in coming months, after being stable below 1% for many months now. We expect it to
increase gradually to around 1.5% by the end of the forecast horizon.

Against this background, risks continue to be tilted to the downside, especially those related to the
political calendar. In our view the ECB is correct in remaining “patient” despite the recent upturn of
headline inflation.

On the implementation of QE, bond scarcity problems have returned, especially regarding the German
bond market, with the 10Y asset swap spread widening 10 bps, led by scarcity problems, while German
repo interest rate inched down from very low levels. Thus much attention will be paid to any change in
the communication regarding the ECB trade-off between buying bonds below the deposit facility rate and
allowing a wider deviation from the capital key to solve scarcity problems. The minutes of January’s
monetary policy meeting outlined the importance of the PSPP’s sticking to the ECB’s capital key rule but
allowing some deviation.
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France 59 19 -15.1 -3 6
Italy 176 67 254 9 16
Portugal 360 30 145 14 i
2-yr sovereign spread vs Germany
France 33 2.5 9.8 9 23
Ttaly 76 6.2 221 0 15
o . b
5-yr sovereign CDS *
Brazil " Li 24 50
L. —__—_
Peru 5 3 9 6
Venezuela 24 32 160 578
= o2 5
Turkey 0 9 22 30
China 1 3 23 28
Volatilty indicators () level  Daily Weekly Monthly YTD
VIX 1 3.9 1
e [E T P
Doler/euro volatiity 7 6.3 8 6 -28
EM FX volatility index 10 0.7 0 9 13
Credit spread (BAA) (bps) 214 2.9 9 7 13
e o A o
Banking 5y CDS (bps) * level Daily Weekly Monthly YTD
EzZ 109 1.7 9 4 1
UK al 3.0 11 12 19
Large Spanish 104 3.0 9 6 -13
e [ S
EZ Non-financal 96 1.7 9 -4 1
UK Non-financial 110 1.3 3 7 15
T
EONIA Index 0.35 0.00 0.0 0.0 0.0
Eurbor 3m 0.33 0.00 0.0 0.0 0.0
Euribor 12m -0.11 0.00 0.0 0.0 0.0
EZTED spread 3m 52.2 0.30 2.4 0.7 -14.2

Micex (Russia) 2,057 1.7 8 9
1se 100 (Turkey) 89,722 1.7 3 18
MSCI EM Asia * -1.0 3 7
Jakarta (Indonesia) 5,391 0.5 0.3 2 2
P R T
JPM 925 0.4 2.4 9 6
Citi 60.9 0.5 23 9 1
BoA P 1.1 53 11 1
2529 0.7 23 10 4

EZbanks 102.7 26 9.3 1 3
Deutsche Bank 19.2 1.2 5.6 0 5
INC 139 29 6.6 3 0
- S ————
UK banks 89.4 0.4 18 4 2
HSBC 668.5 0.7 28 -1 0
Ll 68.4 0.7 1.2 5 6
Large Spanish banks 79.7 23 6.6 4 2
Medium Spanish banks 733 15 59 0 o
Caixabank 35 21 76 2 6
opular 09 0.5 89 8 12
Sabadell 15 2.4 9.0 7 10
Fd non
Bankia 1.0 1.6 6.7 0 5

Currencies (%, red for currency depreciation)
Developed level Daily Weekly Monthly Year
EURUSD 1.05 0.4 0.2 21 1
GBPUSD 1.22 .2 1.7 33 1
usDJPY 114.65 0.2 2.3 1.2 2
DXY 101.89 0.3 0.8 2.3 1
USDARS (Argentina) 15.47 04 0.0 21 4
s e D —
USD CLP (Chile) 1.8 1.6 2
USD COP (Colombia) 3.4 29 -1
USDMXN (Mexico) 14 5.2 8
o R
USDPLN (Poland) 0.2 -2.0 2
USDRUB (Russia) 0.2 2.7 3
USDTRY (Turkey) 33 1.2 -4
USDINR (India) 0.0 1.0 2
USDIDR (Indonesia) 0.4 0.1 [
ADXY 0.7 -0.3 1
3

Daily Weekly Monthly Year
Brent 1.0 0.6 -2 -1
i w0
Gold -2.6 1 5
S&P Spot commodity * 396 1.4 1 0
S&P Brent Spot * 469 2.2 3 2
o e, R
S&P Agricultural * 309 09 1 3
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Source: Bloomberg, Datastream and Haver

* With one day delay

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 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
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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 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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