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Market Comment | Hopes for easing US-China
trade woes reinforced positive mood in markets
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02 Nov 2018

e After a couple of weeks in which volatility on the financial markets and sharp falls in risk assets were the
main highlights, major markets seem to have recovered some of their lost ground this week. US-
China trade remained in the spotlight in a week full of economic releases in developed markets.
Regarding central banks, waiting for next week’s FOMC meeting in the US, the uneventful Bank of
Japan meeting had only a slight impact on markets, while the latest Bank of England meeting - along with
fresh news regarding Brexit negotiations - had a material impact on the GBP.

e Equity markets recovered this week across the board as US-China trade tensions seemed to
recede after the latest comments from the US president_(see). Moreover, China vowed to cut taxes and
step up support to the private sector, in an effort to curtail the negative impact from US tariffs, which is
currently materializing in worsening confidence data (see). The release of positive earnings reports for
companies in developed markets (US and EZ) also supported the recovery in developed equity markets.

e Coreyields also have reflected the improving conditions in global trade, and the UST 10Y
approached 3.20%, while the German Bund also returned above the 0.40% threshold during the week.
The ongoing upward trend in yields was also boosted by today’s better-than-expected US job
creation data (nonfarm payrolls) which continued to reinforce the approach of gradual tightening by the
Fed (see) and contributed to offset partially the worse-than-expected confidence data in the US (see)
which cast some early doubts on the health of the US economic cycle.

e Meanwhile, the release of economic data in the EZ was mixed: on the one hand, the disappointing
release of preliminary 3Q18 GDP growth data (see) and today’s PMI manufacturing data (also below
expectations) (see); on the other hand the inflation figures (see) and unemployment rate (see) which did
not miss market expectations.

e Against this backdrop, peripheral risk premia narrowed this week. Last Friday, S&P left Italy’s credit
rating unchanged at BBB (two notches above junk status) but cut its outlook to negative (from stable)
(see). Despite the uncertainty surrounding Italy’s 2019 budget plan, the Italian 10Y yield declined sharply,
leading the Italy’s risk premium to position below 300 bps.

¢ In this context the cyclical risk premium and demand for safe-haven currencies has decreased:
the USD depreciated slightly (although today’s release of US job creation data boosted the US dollar),
and the JPY depreciated even more in the week in which the Bank of Japan kept its benchmark interest
rate unchanged and continued with its debt purchases to maintain long-term rates around 0%. The GBP
appreciated strongly, favoured by the hawkish tone of the Bank of England (see) and the flow of news
regarding Brexit negotiations (see).
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https://www.reuters.com/article/us-usa-trade-china-ministry/china-says-xi-trump-call-was-quite-positive-idUSKCN1N70IQ
https://www.bloomberg.com/news/articles/2018-10-31/china-manufacturing-pmi-worsens-in-october-as-trade-war-bites
https://www.reuters.com/article/us-usa-economy/u-s-job-growth-jumps-annual-wage-gain-largest-since-2009-idUSKCN1N70AJ
https://www.cnbc.com/2018/11/01/october-ism-and-september-construction-spending.html
https://uk.reuters.com/article/uk-eurozone-economy/mood-sours-as-euro-zone-economic-growth-slows-while-italy-stagnates-idUKKCN1N415W
https://uk.reuters.com/article/uk-eurozone-economy-pmi/euro-zone-factory-growth-slowed-again-in-october-in-latest-sign-of-weakness-pmi-idUKKCN1N70YQ
https://ec.europa.eu/eurostat/documents/2995521/9350648/2-31102018-AP-EN.pdf/e9247a24-0358-4a07-a9de-a9bb99d73307
https://ec.europa.eu/eurostat/documents/2995521/9350663/3-31102018-BP-EN.pdf/64eda794-2c0a-434e-952f-ded23f894d48
https://www.reuters.com/article/eurozone-bonds/update-1-sp-ratings-relief-lifts-italys-bond-market-idUSL8N1X91GV
https://www.cnbc.com/2018/11/01/bank-of-england-monetary-policy-rate-decision-in-november-2018.html
https://uk.reuters.com/article/uk-britain-sterling/sterling-has-second-biggest-rise-in-2018-on-brexit-optimism-dollar-woes-idUKKCN1N6409
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¢ In EM FX markets, some currencies benefited from the USD’s weakness.  The TRY appreciated this

week despite the Turkish Central Bank’s increasing its inflation forecast (see) and the release of fresh
fiscal measures (see), while Latam currencies were mixed, driven by idiosyncratic factors. Last
weekend’s victory of Bolsonaro in the Brazilian presidential elections boosted the BRL (see), but as the
week went by the BRL trimmed gains and ended down against the USD. The MXN underperformed
other EM currencies, dragged down by the cancellation of the new airport after public consultation (see)
, and the cut in Mexico’s credit rating outlook to negative (from stable) by Fitch (see). Finally, the COP
remained steady after the Central Bank of Colombia left its interest rate unchanged, as expected (see).

Crude oil prices declined sharply in the week despite US oil inventories being below expectations
(see). The US announced today that some countries could continue to buy Iranian oil after its sanctions
on Iran take effect in the next few days (see), a fact that could anchor oil prices in their recent lower
bound (around 70USD per barrel).
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https://www.reuters.com/article/turkey-cenbank-inflation/update-2-turkey-central-bank-sharply-raises-inflation-forecasts-idUSL8N1XB26F
https://www.dailysabah.com/economy/2018/10/31/minister-albayrak-announces-tax-reductions-to-revive-economy-reduce-inflation
https://www.reuters.com/article/us-brazil-election/far-right-bolsonaro-rides-anti-corruption-rage-to-brazil-presidency-idUSKCN1N203K
https://www.reuters.com/article/mexico-airport-peso/mexicos-peso-falls-to-4-month-low-after-vote-to-cancel-new-airport-idUSL2N1X90NB
https://www.fitchratings.com/site/pr/10050514
https://www.reuters.com/article/colombia-rates/update-1-colombia-central-bank-holds-key-lending-rate-at-425-pct-as-expected-idUSL2N1X61C4
https://af.reuters.com/article/commoditiesNews/idAFL2N1XB0ZX
https://www.bloomberg.com/news/articles/2018-11-02/u-s-said-to-give-eight-nations-oil-waivers-under-iran-sanctions
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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’
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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
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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