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Stranger Things

Sonsoles Castillo / Julian Cubero

Diario Expansién (Spain)

2016 has been a year of surprises. First came the surprise result of the UK referendum in favour of leaving
the EU, to be followed a few months later by the US presidential elections. Both events mark the end of the
status quo. It remains to be seen whether they signal the start of a new paradigm, but they certainly raise
some big questions. Which makes it all the more surprising that the markets should have reacted relatively
calmly to the great uncertainty characterising the global environment. For rather than going into a general
downward spiral of asset prices as we have seen with previous shocks, this time the markets have reacted
with short-lived dips, i.e. the losses have reversed more or less quickly. At year-end, financial risk indicators
such as volatility in both developed and emerging stock markets and credit spreads are lower than they were
at the beginning of the year; except for continental Europe the main stock market indices are higher; and US
interest rates are picking up again, not just because of the outlook on inflation but also due to expectations
of greater growth, which are at 3.8% for 4Q16 on an average worldwide basis according to BBVA Research
estimates. So have we witnessed in 2016 a manifestation of “the upside-down”, the parallel universe of the
hit TV series “Stranger Things™? It is too early to say: it may be that we will only be able to assess the
implications of the events of 2016 with the passage of time.

Neither the Brexit vote nor Trump’s victory were really events likely to lead to generalised risk aversion.
While the results were admittedly unexpected, they were nonetheless very much on everyone’s radar. Which
was not the case in the summer of 2015 when China’s central bank suddenly changed its policy on the
currency’s trading band. Due to the lack of credible communication on the part of the authorities, we had to
wait two months for the data to confirm that no sudden and intense adjustment to the real economy was
taking place. In the next few weeks we will have to stay alert to any new bouts of volatility stemming from the
rebalancing of China’s economy, which is under strain from having to continue growing while maintaining
social peace and at the same time correcting the excessive debt and inefficient allocation of resources which
are secondary effects of its having stretched out its expansive monetary policies. A difficult balancing act, set
to continue in 2017.

The immediate negative impact of the Brexit vote was partly mitigated by the active role played by the Bank
of England and the implicit support of other central banks. However, monetary policy is not the appropriate
instrument with which to react to the challenges looming for the EU, and particularly for the UK: negotiation
of the break from the EU, trade treaties with third countries, the impact on financial flows deriving from the
change of status of the City, London’s financial centre, etc.

As for Trump’s victory, apparently a politically conciliatory and economically reflationary acceptance speech
was enough to spread optimism. And this encouraged investors to take more risk, moving out of fixed
income into equities, which are buoyed by expectations of increased earnings. Yet much remains to be
seen, not least the trade policy that the new administration will implement. The statements made so far, with
a mercantilistic view of trade, have questioned agreements with major trading partners and ignored the role
of global value chains. If confirmed, this policy could lead to quite the opposite of what is intended, namely
more uncertainty, lower growth and less employment in the US and in the rest of the world.

In summary, in 2016 we witnessed strange events, the dénouement of which remains to be seen, so 2017
gets off to a very uncertain start both politically and in terms of economic policies to be implemented. We
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should keep our eyes on the West Wing of the White House - another great series. Happy 2017
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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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