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The global scenario was shaped, during the first two months of 2016, by the drop in riskier assets, such as
equity markets, corporate and bank bonds in markets across the globe and all types of assets in the
emerging markets. The rise in the risk premium merely reflects the considerable uncertainty concerning the
economic scenario in which three main factors interact. In first place, the doubts about the strength of the
economic cycle and the direction of the reform policies in China, the world’s growth driver over nearly two
decades. In second place, the drop in commodity prices, steep and sustained since the second half of 2014,
due to the combination of deteriorating demand expectations and changes in the market strategy of the
dominant players, and which has intensified again. Lastly, the divergence between the monetary policies of
the Fed -raising interest rates-, and the ECB, BoJ and the PBoC-implementing accommodative measures-
show at the same time that the growth and earnings cycle that support the value of assets, is, at the very
least, weak and disparate across the globe.
In the last few weeks, risk-on sentiment has returned, which is good news for the downbeat economic
outlook, on the back of positive developments in the three factors mentioned above. This is a favorable trend
given that, at the very least, it interrupts the vicious cycle of drops in the markets, deteriorating household
and company expectations and the negative impact on spending and investment decisions which, in turn,
drive down the valuations of financial assets and sour risk appetite. However, this improvement in markets is
not supported by factors we would consider solid.
China has implemented fresh monetary and fiscal measures and authorities have concentrated on 
managing their currency. And that sums up the main doubt about the Chinese economy over the medium to
long term: the delicate balance between controlling the economic situation, achieving a “soft landing” with
the support of demand-side policies, and the la liberalization that would help improve efficient allocation of
available resources, capital and employment, thereby reducing imbalances that are not sustainable over the
long haul. Said balance will remain uncertain and going forward it will be a source of market volatility.
As for oil prices, the recent rises are particularly driven by expectations that agreements will be reached on
controlling production, as well as the weak dollar, but they don’t reflect a solid improvement in demand
expectations. 
Furthermore, the problems piling up on the balance sheets of oil-producing economies are far from being
solved. And, as for the central banks, the markets believe the Fed will be very careful raising rates, given
that helping the valuation of risky assets is, in turn, a way of recognizing the lack of positive surprises in
economic growth.
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This document has been prepared by BBVA Research Department, 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.
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