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The adjustment that took place in financial markets towards the end of 2018 was mainly brought about by worsening
macroeconomic data at the global level, particularly in the manufacturing sector, and much influenced by the trade
tensions between the US and China. The signs of weakness this time also included the US, and this led to doubts as to
whether the world economy was perhaps slowing down faster than had been foreseen and whether the US Federal
Reserve’ s monetary policy of continuing to raise interest rates at a steady rate in 2019 might not exacerbate the
process. The adjustment has partly corrected since the beginning of the year, following a more conciliatory response
from the Fed and a fairly optimistic tone on the trade negotiations. Even so, the debate on the degree of deterioration of
the world economy continues, and this week it was one of the subjects for discussion in the Davos meetings. At what
rate will the world economy slow in the next two years? Is there a real danger of recession in the US? What is
happening in China’ s economy, and how much room for manoeuvre does it have? How will the main factors of
uncertainty (protectionism, Brexit, etc.) evolve next year?

In the new BBVA Research global macroeconomic forecasts we are assuming that some of the uncertainties currently
plaguing the global economy will largely dissipate in the next few months. One of the main keys is to be found in the
trade negotiations between the US and China, which will probably come to a satisfactory conclusion by 2 March, the
deadline for the further increase on import duties on Chinese goods. Until now, the impact of the trade war has been
moderate, but a new round of tariffs (up to 25% on a large volume of goods) would have a direct impact on trade, not to
mention the effect on confidence and investment. The US authorities are well aware of this; hence the good
atmosphere that seems to prevail in the negotiations. In any case, uncertainty persists, given the volatility to be
expected nowadays from the US authorities, to put it mildly.

The issue of Brexit has become spectacularly more complicated in the past few weeks; it remains gridlocked, and the
prime minister’ s strategy of threatening a no-deal exit to force a vote in favour of the current plan is a risky one.
However, it seems that there is movement in the UK Parliament and the EU to arrive at alternative solutions. Any
solution that avoids an abrupt exit on 29 March will be welcome.

A third element that it is reasonable to assume is that the major central banks will continue to be prudent on the path of
normalisation of their monetary policies. The Fed will possibly raise interest rates again this year (perhaps even twice),
but it will pay close attention to data and markets. The ECB may delay the rate hikes until after the summer.

With these assumptions, it is logical to suppose that the global economy will continue to slow gently. Our predictions
are for world growth of 3.5% in 2019 and 3.4% in 2020. The fiscal stimulus in the US will start to fade from this year,
and the absence of inflationary pressures should avoid an abrupt rise in rates, which is the typical trigger for recessions
in the absence of significant financial shocks. The US should grow by around 2.5% in 2019. China will continue to
apply the brakes in the context of a structural change, high levels of debt and a narrower margin for stimulus policies
than in the past. The euro zone, although still having a margin to exhaust the cycle, and with solid fundamentals, will be
affected by the lower volumes of world trade and by significant structural problems and political uncertainties, so it too
will slow, to around 1.4%, not far from its potential.

All'in all, a relatively moderate scenario, but encircled by numerous downside risks, although it should be possible to
control them if reasonable economic policies are applied.
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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 and estimates at the date of issue of the report, prepared by BBVA or obtained from or
based on sources we consider to be reliable, but not independently verified by BBVA. Therefore, BBVA offers no
warranty, either express or implicit, regarding their accuracy, completeness or correctness.

Estimates this document may contain have been made in accordance with generally accepted methodologies and
should be considered as forecasts or projections. Results obtained in the past, whether 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. Nor shall this document or its contents form the basis of any
contract, commitment or decision of any kind.

With regard to investment in financial assets related to economic variables this document may cover, readers
should be aware that in no circumstances should they base their investment decisions on the information contained
in this document. 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. Its reproduction, transformation, distribution,
public communication, provision, extraction, reuse, forwarding or use of any nature by any means or process is
forbidden, except in cases where it is legally permitted or expressly authorised by BBVA.
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