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In economics, as in other sciences, history helps us anticipate the shocks that might derail expansion phases such
as the current one. Some of the biggest crises have originated with US Federal Reserve rate hikes. This time
around, normalisation is being carried out gradually and steadily, with communication geared to avoiding
unnecessary scares. But the risk of accident increases as the costs of financing reach levels that start to
compromise debt servicing.

The world is much more heavily indebted now than it was in 2007, and there is a high degree of dependence on
financing in dollars in the majority of emerging countries. A misstep by the Federal Reserve would impair global
financial conditions and affect US domestic demand just as the country seems to be entering the final straight of its
expansive cycle. The scenario is further complicated by the fading of the fiscal stimulus in 2020 and the
deterioration in the indebtedness indicators (in which context particular attention should be paid to the credit
market) and consequently a significant slowing of US growth emerges as one of the main potential sources of risk.

Another eventuality that we need to envisage is that of a de facto trade war among the major economic blocs. Its
effects may not be immediate like those of the aforementioned scenarios, but in the medium term they may be
more disruptive, due to inefficiencies in the allocation of resources.

Furthermore, the need to combat the protectionist risk may cut short the path embarked upon by China to clean up
its corporate sector. The ratio of private debt to GDP started to increase again at the beginning of 2018, and the
recent measures in support of lending point to further increases. Household and local government debt continues
to grow, and the real estate market is showing signs of overheating. Turning once more to history, there are several
examples that might lead us to suppose that an orderly adjustment, without a banking crisis, is unlikely. China is a
special case. It has the tools with which to avoid a hard landing, but the clean-up will have to be carried out sooner
or later, and then the world will feel its ripple effects.

Closer to home, political uncertainty (Brexit, Italy) continues to head the balance of risks. A renewed flare-up of
tensions in the peripheral bond markets cannot be ruled out, and is shaping up as the latest of the major global risk
events.

Itis in this context that the emerging market crisis should be seen: we do not consider it a global risk factor per se,
but the result of the partial materialisation of some of the events referred to. There is a high degree of
interconnection among global risks, so we need to identify their triggers and transmission paths if we are to have
any hope of combating them when the time comes.

Creating Opportunities

Press Article — 8 October 2018 1



BBVA Research

DISCLAIMER

This document, prepared by the BBVA Research Department, is informative in nature and contains data, opinions
or estimates as at the date of its publication. These derive from the department’ s own research or are based on
sources believed to be reliable, and have not been independently verified by BBVA. BBVA therefore makes no
guarantee, either express or implied, as to the document's accuracy, completeness or correctness.

Any estimates contained in this document have been made in accordance with generally accepted methods and
are to be taken as such, i.e. as forecasts or projections. Historical trends in economic variables (positive or
negative) are no guarantee that they will move in the same way in the future.

The contents of this document are subject to change without prior notice, depending on (for example) the economic
context or market fluctuations. BBVA does not give any undertaking to update any of the content or communicate
such changes.

BBVA assumes no liability for any loss, direct or indirect, that may result from the use of this document or its
contents.

Neither this document nor its contents constitute an offer, invitation or solicitation to acquire, disinvest or obtain any
interest in assets or financial instruments, nor can they form the basis of any contract, undertaking or decision of
any kind.

In particular as regards investment in financial assets that could be related to the economic variables referred to in
this document, readers should note that in no case should investment decisions be made based on the contents of
this document; and that any persons or entities who may potentially offer them investment products are legally
obliged to provide all the information they need to take such decisions.

The contents of this document are protected by intellectual property law. The reproduction, processing, distribution,
public dissemination, making available, taking of excerpts, reuse, forwarding or use of the document in any way
and by any means or process is expressly prohibited, except where this is legally permitted or expressly authorised
by BBVA.
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