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Is this the beginning of the end? Fears that the answer may be yes, due to the US economy’ s going into recession
and a marked slowdown in China’ s growth, both in 2020, explain the sharp correction in financial markets at the end
of 2018. Historical experience shows the predictive power of falls on the stock exchange and especially of flattening
interest rate curves to anticipate possible recessions, although this time around there are a few specific features that it
is worth looking at more closely.

«

As regards the low slope of the interest rate curve, account must be taken of the effect of the strong preference for
safe” assets over long-term bonds yields, which is different from other low-slope phases. If the flattening were a
reaction to an abrupt rise in Federal Reserve rates or a sharp decline in long-term rates, the concern would be greater.

To the extent that the financial markets have already factored in the expectations of lower economic growth, we could
see financial volatility being contained, and this in turn would limit the potential negative impact of tighter financing
conditions on the real economy. Based on this assumption, the financial markets will have anticipated some
deterioration in the global activity, which the growth data will in due course reflect.

However, volatility tends to increase whenever there is real uncertainty, meaning that agents are not sure what to
expect or how likely things are to occur. This kind of uncertainty is currently running particularly high, given the
accumulation of risks affecting systemic countries all at the same time. The possible “pause” of the Federal Reserve
and the “targeted” stimulus measures from the Chinese authorities may protect their respective economies from an
abrupt adjustment in the short term, but the risk of this event exists, in a context by protectionist threats in an
unfavourable and unpredictable political climate in the United States. The lower room for manoeuvre available to
monetary policy for kick-starting the economy compared with previous recessions (the average rate cut was 5 points) is
another element of uncertainty.

The probability of unexpected shocks occurring and heightening the financial tensions from the current level, with a
negative effect on growth, has increased. The risks faced by the world are greater than in the past few years and, as in
other similar situations, the central banks will have much to say.
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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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