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It is still too early to take stock of the year but, with a little more than a month to go until it ends, everything
indicates that 2018 will have been the year in which the financial markets ran head on into reality. In 2017 a very
positive tone dominated the markets, due to a combination of factors that shaped a very favourable global
environment: global growth remained robust and financing conditions were still very accommodative. This context
provided a sense of security — underpinned by an environment of liquidity as abundant as it was unusual — that
encouraged investors to explore investment alternatives in order to achieve that extra return that was no longer
being offered by the safer assets. As a result, risk appetite intensified, materialising in a massive flow of capital to
funds that invested mostly in equities and emerging markets.

There is an underlying swell that shows the environment in 2018 is rather less benevolent. Firstly, the central banks
of Europe and the United States have remained steadfast in their normalisation process. In Europe, the ECB is
going to stop injecting liquidity into the system and will be ending its asset purchase programme after four years. In
the US, the Federal Reserve is going to raise interest rates by another 25 basis points in December, bringing the
figure to 100 basis points for the year as a whole. This, together with a stronger dollar, has led to a significant
tightening of global financial conditions. Secondly, the global economic cycle is already giving us the first signs of
deceleration, clearer in China and in Europe, while in the US they could become more evident next year. And,
finally, there are the latent risk factors that are looming over the global scenario. These include the trade tensions
between the US and China and the uncertainty in Europe associated with Italy and Brexit, elements that do not
seem likely to dissipate any time soon and that will surely take their toll on growth.

The recomposition of portfolio flows and recent movements in the prices of financial assets tend to support this
view. Cash flows are registering moderate outflows after a year in 2017 that was marked by massive inflows of
capital. In recent months some markets have already been experiencing turbulence. First in the emerging markets,
which have been stymied by the rise in global interest rates and the appreciation of the US dollar. Although, on this
occasion, they have shown themselves to be more resistant since investors have clearly been differentiating
between them, penalising the most vulnerable. More recently, developed markets have also suffered sharp falls in
their stock indices, although in perspective, it seems an adjustment to valuations which are more consistent with
higher interest rates and a heightened perception of global risk.

In short, markets are moving from optimism — in some cases even complacency — towards caution, thus aligning
themselves with a more uncertain economic environment.
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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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