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The Asia-Pacific region alarmed with North Korea’s missile tests, especially after the latest hydrogen bomb
test, its sixth and most powerful nuclear test (ten times as big as any of its previous ones).The US verbal tone
escalated notably and defense secretary Mattis stated that “any threat to the US or its territories including
Guam, or our allies, will be met with a massive military response.” President Trump claimed that US is
considering all available options including trade restrictions with North Korea. China condemned the tests
but it is reluctant to take measures beyond the support of the UN Security Council resolutions. The Kurdish
independency referendum did not gain support from regional and major powers so its fate is uncertain. In
addition, the US-Russia diplomatic crisis is still alive with risks of escalation.

North Korean Crisis worsened with potential trigger effects
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Tensions between US — North Korea scalated with
the lastest and most prowerful nuclear test

The Asian regime launched its largest nuclear test ever.
Retailatory effects from US and North Korea’s response
could trigger further tensions.

ISIS is losing ground in Ragga and Tal Afar

US, Syrian Regime and Iraqi forces continued to contain
and cleanse ISIS from the region. New operations have
been initiated in Irag and Syria.

Iragi Kurdish Government’s plan for independency
referendum triggers tensions

Iragi Kurdish Regional Government announced that
there will be an independency referendum in September.
All regional powers and the US are against it.

The BBVA Research World Conflict Intensity Index* increased during August. The main developments were:

e The crisis between the US and North Korea sharply escalated as the regime released its largest nuclear
test ever (out of six since 2006). The last test launched a hydrogen bomb capable of being fitted to an
intercontinental ballistic missile which was the most powerful one, ten times as big as any previous one. It has
provoked an answer from the US and South Korea. US claimed that “there will be a massive military response to
any threat to the US or its territories or our allies”. The crisis escalation could have also important effects of trade
after President Trump claimed that “US is considering, in addition to other options, stopping all trade with any
country doing business with North Korea”. On the other hand, South Korea responded to the test carrying out a
simulated attack on North Korea’s nuclear test location and approving the complete deployment of a US anti-
missile system as a show of force. The conflict escalation is triggering instability with potential risks of intensifying

1: Details about methodology can be found in the following link: Methodology, tracking protests and conflicts.
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after South Korea stated that there are sings that North Korea is planning to launch more ballistic missile tests.
China has not decided additional measures beyond the support of the UN Security council resolutions.

e The campaign for Ragga continued, but the pace of the cleansing the city of ISIS was slow due to fierce
resistence of ISIS terrorists. In the meantime, Syrian regime forces continued to seize critical areas
between Homs and Deir-ez-Zour. The aim is to reach Deir-ez-Zour and to break ISIS siege there. These are the
only remaining areas of ISIS including Raqga city center. In addition, the Iraqgi forces initiated an operation to
seize Turkmen town of Tal Afar located west of Mosul. When all these operations accomplished in Iraq and
Syria, ISIS would be defeated on the ground except some areas near Iraq-Syria border.

e Iragi Kurdish Regional Government (KRG) will hold an independency referendum on 25 September.
Although there is no clear sign of withdrawal from the plan, its fate is uncertain as regional and major powers
are against it with various extents. These powers include US, Turkey and Iran warned that the referendum
could trigger intra-state tensions within Irag. The diplomatic talks between KRG and Iraqi Government failed but at
the same time Turkey and the US boosted diplomatic initiations to prevent the referendum.
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Social unrest also rose during the month

The World Protest Index increased during August (as shown by our BBVA Research World Protest Intensity
Index®). According to the BBVA Research World Protest Intensity Map, the key takeaway facts were:
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Summary

North Korean crisis alarmed the entire world as regional countries concerned given North Korea’s latest missile test.
Risks of escalation are alive and should be closely monitored. Meanwhile, operations against ISIS in Syria and Iraq
are positive, but the possibility of ISIS retaliations should not be ruled out. The Kurdish referendum could dominate the
next month’s agenda as regional powers increase diplomatic initations to prevent the referendum.

2: Details about methodology can be found in the following link: Methodology, tracking protests and conflicts.
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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.

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.

In 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 in 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. It is forbidden its reproduction, transformation, distribution,
public communication, making available, extraction, reuse, forwarding or use of any nature by any means or process, except in
cases where it is legally permitted or expressly authorized by BBVA.
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