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Market Comment | Politics in Europe worsen
while markets give a break to emerging assets

Global Financial Markets Unit
25 May 2018

* The positive mood in developed financial markets moderated significantly this week as the
uncertainty on global issues intensified (geopolitical and global trade (see)). The political outlook in
Europe worsened today as uncertainty in Spain added to an already difficult situation in Italy. In this
context, core sovereign yields went down this week and lost some key levels. Meanwhile there  was a
mild recovery of emerging markets (with some exceptions) despite the drop in oil prices. The release
of “dovish” FOMC minutes and worse-than-expected confidence data in Europe were other key events
this week.

e The release of FOMC minutes (see) paved the way for a June rate hike, however they were read as
“dovish” by financial markets. Consequently, the probability that markets give to three additional hikes
within this year decreased from 43% to 31% and the US 10Y Treasury yield stepped back below the 3%
mark.

* Appetite for safe-haven assets weighed on European bond markets as political outlook worsened: the
German 10Y sovereign bond went below the 0.50% threshold also dragged down by worse-than-
expected PMI in the euro area (see). The ECB minutes (see), without any significant novelty, did not
impact financial markets.

e Peripheral risk premia increased this week: the Italian premium continued to increase, while political
tension emerged in Spain today. In Italy the government coalition proposed its candidate to prime
minister while rating agencies started to warn about the effect of expansionary policies on an already
highly indebted country _ (see). Meanwhile, i n Spain, the government will face a no-confidence

vote(see)

and its risk premium, which remained partially contained during the week, increased sharply today.

¢ This uncertainty is one of the main reasons for the weakness of the euro, which reached its lowest
level of this year against the USD, which remained mainly stable during the week.

e Against this backdrop, equity indices showed a poor performance across the board, with volatility
increasing in the main equity markets. Among developed indices,  losses were concentrated in the
euro area due to the perceived political risk, which particularly hampered Spain’s indices today.

e Regarding EM assets, they recovered some ground this week despite the sharp drop in oil prices.
The main exception was the Turkish assets as the hike of the interest rate (300 bps) was not enough to
stop its rapid depreciation against the USD (see).


https://www.bloomberg.com/news/articles/2018-05-23/trump-s-shifts-on-china-underscore-fragile-state-of-trade-talks
https://www.marketwatch.com/story/fed-minutes-show-support-for-june-hike-and-calm-about-inflation-outlook-2018-05-23
https://www.reuters.com/article/us-eurozone-economy-pmi/euro-zone-business-slowdown-suggests-best-days-may-be-over-idUSKCN1IO184
https://www.reuters.com/article/us-ecb-policy/further-moderation-in-euro-zone-growth-possible-ecb-minutes-idUSKCN1IP1QN
https://www.ft.com/content/bbcf4afe-5cf8-11e8-ad91-e01af256df68
https://www.politico.eu/article/spanish-socialists-calls-no-confidence-vote-in-mariano-rajoy/
https://bbva.research.com/wp-content/uploads/2018/05/Policy-Pulse_Monetary-Policy_May2018.pdf
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Brazi 1098 127 367 107 72
Chie 458 00 00 19 6
Coombia 657 08 415 10 12
Medco 765 36 454 9 7
Peru 537 05 05 42 50
Poland 321 06 125 10 10
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USDARS (Argentina) 2459 00 07 214 34
USDBRL (Braz) 66 04 20 51 a2
USDCLP (Chie) 62553 01 18 35 3
USDCOP (Colombia) 2887 12 12 26 2
USDMXN (Mexico) 1958 00 13 33 0
USDPEN (Peru) 327 00 06 40 4
Lt 5013 06 15 67 7
USDPLN (Potand) 370 06 13 64 7
USDRUB (Russis) 6219 10 03 04 8
USDTRY (Turkey) 472 03 51 56 25
USDCNY (China) 639 02 02 40 2
USDINR India) 67277 08 04 A3 7
USDIDR (indonesia) 14125 01 02 45 5

XY 00 00 08 0

ly Weekdy Monthly YTD

rent 5 26 23 4 15
Wrx 32 40 1 13
Copper 06 05 2 -
Gokd 09 1 Bl
‘S&P Spot commadity * 491 07 05 4 1
S&P Brent Spot * 611 13 04 8 18
S&P Metais Spot * 38 05 07 1 Bl
S&P Agricultural* 313 03 21 3 10
* With one day delay

Source: Bloomberg, Datastream and Haver
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USDMXN (Mexico) 1958
USDPEN Peru) 327
Lct 50.13
USDPLN Pokand) 370
USDRUB Russia) 62.19
USDTRY (Turkey) a72
USDCNY (China) 639
USDINR (ndia) 67.77
USDIDR (Indonesie) 14,125
109.3
Commodities
level
76.7
68
307
1304
6P Spot commodity * 491
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* With one day delay

Source: Bloomberg, Datastream and Haver
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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
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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
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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