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ECONOMIC ANALYSIS

Global | “Brexit” triggers uncertainty ahead and puts a
downward bias in the global growth scenario

BBVA Research

The unexpected Brexit victory triggers a period of global uncertainty that financial markets are
screening. Volatility has rebounded across the board (Graph 1) and the preference of investors for safe-
haven assets has driven bond yields to record low levels® in the days after the referendum. The sell-off of
risky assets has hit especially European assets and, in particular, equity markets, peripheral debt and banks.
The resilience of EM markets is in part due to the fact that Brexit is a risk event more focused on Europe and
also because of the relief in EM debt and currencies provided by the expectation of a more gradual Fed
tightening.

All the uncertainties about the following negotiating process between the UK and the EU do not help
to anchor expectations. After his defeat, PM Cameron resigned and left the responsibility to invoke article
50 of the Lisbon Treaty to trigger the exit negotiations to the next PM, who will be chosen in Septemberz.
However, the possibility of early elections, the potential consequences of the vote for “remain” in Scotland
and Northern Ireland and even the calls made to reverse the decision® do not favour clarity in the UK political
scenario, needed to start to negotiate with the EU. Hence uncertainty is expected to settle in economy over
the coming months.

Graph 1 Table 1
Volatility in the financial markets Estimated impact of Brexit on GDP growth in 2017
Equity market implied volatility (%) (pp). Baseline scenario (transitory impact)
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Source: BBVA Research & Bloomberg Source: BBVA Research

The effects of this uncertain environment on expenditure decisions explain the downside bias that
affects our global growth forecasts (Table 1). Under our baseline scenario, the Brexit impact should be
contained and transitory, slightly more intense in EZ countries than in the rest of the world. All in all, we think
that the current level of global volatility in financial markets, well above their long term average and
comparable to peaks registered in August-15 and January-16 (uncertainties linked to China), might finally

1. 36% of the total outstanding of developed sovereign bonds is at negative yield.

2. After that, a two-year period is open to negotiate with the EU the terms of separation, and especially the new agreements that will rule the relationship
between the UK and the EU.

3. Signatures are being collected to repeat the referendum (here the Petition to the UK Government and Parliament: already 4.0 million).
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https://petition.parliament.uk/petitions/131215
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vanish next fall. The channels of impact are mainly (lower) confidence, (heightened) uncertainty and (lower)
asset prices impacting on investment and consumption. Apart from the expected activism from the BoE, a
more dovish Fed (coherent with the current weakness of the domestic environment in the US) and the ECB
current purchases program will contribute to soften the impacts. All in all, the negative bias for the global
GDP growth might be around -0.2pp (vs. 3.4% GDP growth in 2017 previously expected).

However, the impact of uncertainty could be less transitory, coherently with a worsened political
scenario coming from heightened stress in the negotiating process between the UK and the EU or due to
political uncertainty as regards the EU future. In that scenario, the upsurge of stress in the European banking
system and a feedback loop sovereign-banking might not be discarded. In that case, higher and less
transitory negative impact on GDP will happen across the board.
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DISCLAIMER

This document has been prepared by BBVA Research, 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.



