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e The new measures of the incoming US administration and disputes between the US and Mexico
were among the most important drivers in financial markets, in the wake of the US presidential
inauguration speech, stressing his protectionist stance and repeating the proposal of a “border tax” (see).
This risk could intensify given the today’s 4Q US economic growth releases, that disappointed (1.9%
QoQ annualized, consensus 2.2%) on the back of higher imports while domestic conditions remained

solid (see).

e Equity indices rose in the week, with the Dow Jones Index breaching the 20,000 points for the first
time ever, supported by optimism generated by additional measures approved by the US president
seeking to reduce regulation (see) and foster infrastructure (see). Equities were also supported by
positive corporate earnings reports, especially in the banking sector.  The mood in the EZ also was
positive on the back of supportive economic indicators, despite the PMI flash (see) and IFO halting their
significant recent improvement. Bond yields increased across the board, especially in France and ltaly,
underscoring political uncertainty in these two countries (see)

e The US president signed an executive order to build a physical wall on the US border ___  (see).
Disputes between Mexico and the US regarding who is going to pay for the wall caused the cancellation
of the scheduled meeting between the Mexican president, Pefia Nieto, and Trump. After that, Trump
threatened to impose a 20% tax on Mexican imports (see) but the US administration said that it was an
option still under consideration.

e The GBP appreciated significantly following a barrage of events related to Brexit. The UK Supreme
Court ruled on the Brexit case (see), declaring that parliamentary approval will be necessary before
triggering Article 50. Meanwhile the UK government gave in to the opposition’s demands that it publish a
“white paper” outlining the plans for Brexit (see).

e Greek sovereign bond yields declined significantly during most of the week amid reports that the long-
awaited relief measures for short-term Greek debt had been approved by the ESM (European Stability
Mechanism). These measures are expected to improve Greek debt sustainability (see). However, yields
rebounded sharply at the end of the week, as there is still no agreement on the next tranche.

e The debate about inflation in the euro zone is still alive, with  ECB board member Sabine
Lautenschlager stating that the preconditions for a stable upward trend in inflation are in place (see)

Fed preview

¢ Although labor market fundamentals are in line with Fed targets and inflation is firming up, we expect the
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https://www.bloomberg.com/politics/articles/2017-01-23/trump-said-to-meet-with-dow-ceo-liveris-labor-leaders-on-monday
https://www.bea.gov/newsreleases/national/gdp/2017/gdp4q16_adv.htm
https://www.whitehouse.gov/the-press-office/2017/01/24/presidential-memorandum-streamlining-permitting-and-reducing-regulatory
https://www.whitehouse.gov/the-press-office/2017/01/24/executive-order-expediting-environmental-reviews-and-approvals-high
https://www.markiteconomics.com/Survey/PressRelease.mvc/3435cccc786b48909b912f9a0b146c1a
https://www.ft.com/content/576ce4d7-bf99-33d7-aa1b-6aa808ff476d
https://www.whitehouse.gov/the-press-office/2017/01/25/executive-order-border-security-and-immigration-enforcement-improvements
https://www.bloomberg.com/politics/articles/2017-01-27/u-s-edges-toward-trade-war-as-trump-clash-with-mexico-escalates
https://www.supremecourt.uk/cases/docs/uksc-2016-0196-press-summary.pdf
https://www.bloomberg.com/news/articles/2017-01-25/theresa-may-accepts-demands-from-lawmakers-to-publish-a-brexit-plan
http://www.reuters.com/article/us-eurozone-greece-idUSKBN15724L
https://www.ecb.europa.eu/press/key/date/2017/html/sp170124_1.en.html
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Fed to pause in its normalization cycle at its February 1st meeting, leaving the target rate at
0.75%. Moving too quickly after the renormalization in December would be a departure from their
strategy of measured approach, which could destabilize financial markets at a time when policy
uncertainty remains high. Furthermore, when they meet, the Trump administration will have only been at
the wheel for less than two weeks, meaning that the committee will have little more insight into the
likelihood and magnitude of the fiscal policy agenda. As a result, the Fed, like most market participants,
will remain cautious until greater clarity on the impact of the policies from the new administration

Further, most of the current tax and infrastructure proposals are ambitious, but the likelihood of the mix
and magnitude being circulated by the GOP and the White House happening is at best a coin flip. With
this in mind we see risks to any major overshooting of the inflation target in the short-run as being
balance which implies two rate increases in 2017. However, given that the slack in the labor market is
moderate by historical standards, any major effort to boost job creation above its current trend could
produce significant wage pressures and major overshooting of the inflationary target, leading to an
accelerated pace of normalization. Although possible, the likelihood remains low, implying a path of two
rate hikes per year through 2020

BBVA suggest the following reading list:

Low inflation in the euro area: Causes and consequences (see)

Plans for Renegotiation of NAFTA: Five Ways to Improve the Agreement (see)

Shrinking the Fed’s balance sheet (see)

Re-evaluating the result that the costs of ‘leaning against the wind’ exceed the benefits (see)
Sterling’s future under a ‘clean’ Brexit (see)

Update 17.00 CET 27 January, 2017

Table 1


https://www.ecb.europa.eu/pub/pdf/scpops/ecbop181.en.pdf
https://www.wilsoncenter.org/article/trump-to-announce-plans-for-renegotiation-nafta-five-ways-to-improve-the-agreement
https://www.brookings.edu/blog/ben-bernanke/2017/01/26/shrinking-the-feds-balance-sheet/?utm_campaign=Economic+Studies&utm_source=hs_email&utm_medium=email&utm_content=41408852
http://voxeu.org/article/leaning-against-wind-re-evaluating-evidence
https://www.ft.com/content/60c23bd8-dd16-3b07-9d8a-62ed73557cd7
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Source: Bloomberg, Datastream and Haver
* With one day delay

Source: Bloomberg, Datastream and Haver

* With one day delay

DISCLAIMER

This document and the information, opinions, estimates and recommendations expressed herein, have been prepared by Banco Bilbao
Vizcaya Argentaria, S.A. (hereinafter called “BBVA”) to provide its customers with general information regarding the date of issue of the
report and are subject to changes without prior notice. BBVA is not liable for giving notice of such changes or for updating the contents
hereof.

This document and its contents do not constitute an offer, invitation or solicitation to purchase or subscribe to any securities or other
instruments, or to undertake or divest investments. Neither shall this document nor its contents form the basis of any contract,
commitment or decision of any kind.

Investors who have access to this document should be aware that the securities, instruments or investments to which it refers may not
be appropriate for them due to their specific investment goals, financial positions or risk profiles, as these have not been taken into
account to prepare this report. Therefore, investors should make their own investment decisions considering the said circumstances
and obtaining such specialized advice as may be necessary. The contents of this document are based upon information available to the
public that has been obtained from sources considered to be reliable. However, such information has not been independently verified
by BBVA and therefore no warranty, either express or implicit, is given regarding its accuracy, integrity or correctness. BBVA accepts
no liability of any type for any direct or indirect losses arising from the use of the document or its contents. Investors should note that
the past performance of securities or instruments or the historical results of investments do not guarantee future performance.

The market prices of securities or instruments or the results of investments could fluctuate against the interests of investors. Investors
should be aware that they could even face a loss of their investment. Transactions in futures, options and securities or high-yield
securities can involve high risks and are not appropriate for every investor. Indeed, in the case of some investments, the potential
losses may exceed the amount of investment and, in such circumstances; investors may be required to pay more money to support
those losses. Thus, before undertaking any transaction with these instruments, investors should be aware of their operation, as well as
the rights, liabilities and risks implied by the same and the underlying stocks. Investors should also be aware that secondary markets for
the said instruments may be limited or even not exist.

BBVA or any of its affiliates, as well as their respective executives and employees, may have a position in any of the securities or
instruments referred to, directly or indirectly, in this document, or in any other related thereto; they may trade for their own account or for
third-party account in those securities, provide consulting or other services to the issuer of the aforementioned securities or instruments
or to companies related thereto or to their shareholders, executives or employees, or may have interests or perform transactions in
those securities or instruments or related investments before or after the publication of this report, to the extent permitted by the
applicable law.

BBVA or any of its affiliates” salespeople, traders, and other professionals may provide oral or written market commentary or trading
strategies to its clients that reflect opinions that are contrary to the opinions expressed herein. Furthermore, BBVA or any of its affiliates’
proprietary trading and investing businesses may make investment decisions that are inconsistent with the recommendations
expressed herein. No part of this document may be (i) copied, photocopied or duplicated by any other form or means (ii) redistributed or
(iii) quoted, without the prior written consent of BBVA. No part of this report may be copied, conveyed, distributed or furnished to any
person or entity in any country (or persons or entities in the same) in which its distribution is prohibited by law. Failure to comply with
these restrictions may breach the laws of the relevant jurisdiction.

In the United Kingdom, this document is directed only at persons who (i) have professional experience in matters relating to
investments falling within article 19(5) of the financial services and markets act 2000 (financial promotion) order 2005 (as amended, the
“financial promotion order”), (ii) are persons falling within article 49(2) (a) to (d) (“high net worth companies, unincorporated
associations, etc.”) Of the financial promotion order, or (iii) are persons to whom an invitation or inducement to engage in investment
activity (within the meaning of section 21 of the financial services and markets act 2000) may otherwise lawfully be communicated (all
such persons together being referred to as “relevant persons”). This document is directed only at relevant persons and must not be
acted on or relied on by persons who are not relevant persons. Any investment or investment activity to which this document relates is
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available only to relevant persons and will be engaged in only with relevant persons. The remuneration system concerning the analyst/s
author/s of this report is based on multiple criteria, including the revenues obtained by BBVA and, indirectly, the results of BBVA Group
in the fiscal year, which, in turn, include the results generated by the investment banking business; nevertheless, they do not receive
any remuneration based on revenues from any specific transaction in investment banking.

BBVA is not a member of the FINRA and is not subject to the rules of disclosure affecting such members.

“BBVA is subject to the BBVA Group Code of Conduct for Security Market Operations which, among other regulations, includes rules to
prevent and avoid conflicts of interests with the ratings given, including information barriers. The BBVA Group Code of Conduct for
Security Market Operations is available for reference at the following web site: www.bbva.com / Corporate Governance”.

BBVA is a bank supervised by the Bank of Spain and by Spain’s Stock Exchange Commission (CNMV), registered with the Bank of
Spain with number 0182.
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