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e Cautious sentiment in financial markets despite support signals from the Chinese authorities and
the latest developments on Italy’s budget. Moreover, an eventful week will come: the ECB, Turkey’s
and Colombia’s Central Bank meetings (we do not expect any change in any of them), while investors’
focus will remain on Brexit talks and the S&P sovereign credit rating for Italy at the end of this week.

e Core yields remained broadly steady: the UST 10Y yield continued close to the 3.20% level, while the
10Y Bund yield inched up but still remained below 0.50% ahead of next Thursday’'s ECB meeting in
which markets do not expect any change (see ECB preview below).

e Very high volatility in Italy’s sovereign yields as the flow of news continued. ltaly’s risk premium
narrowed to less than 310 bps from its recent high of around 370 bps, despite Friday’s downgrade of
Italy’s credit rating by Moody’s. As ltaly retains a stable outlook, the odds on its losing the investment
grade in the short term seem to have diminished according to market reaction _(see). Today’s response
from ltaly, rejecting the EU’s demands and sticking to its budget proposal caused a new spike, but
it stayed well below its recent highest level (see). Portugal and Spain also benefited from the narrowing
of Italy’s risk premium.

e Chinese equity markets outperformed, favoured by the China’s authorities commitment to
helping its economy in a context of trade tensions (see) despite an unexpected slowdown in China’s
economy (see). The sharp rebound of Chinese markets was not enough to boost developed equity
indices, and both US and European decreased today.

e The USD appreciated slightly against its main peers, and the euro continued close to but below the
1.15 USD/EUR level. The GBP continued to suffer as Brexit negotiations remained in the spotlight.
Meanwhile, EM FX markets were mixed: The COP and the MXN depreciated, the former ahead of its
Central Bank meeting this Friday and the latter due to the cut in Pemex’ rating outlook by Fitch (see). The
TRY depreciated ahead of a central bank decision this Thursday. The BRL and ARS outperformed other
Latam currencies today.

e Crude prices remained hovering around $80 per barrel as cautious tone in this market remained due
to potential US sanctions on Saudi Arabia.

ECB Preview
The ECB is expected to leave monetary policy unchanged at its October meeting. It will confirm its
expectation of ending QE by December and maintaining interest rates at their current level through
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https://www.reuters.com/article/us-italy-ratings-moodys/moodys-downgrades-italys-debt-rating-says-outlook-stable-idUSKCN1MT2YC
https://www.reuters.com/article/us-italy-budget-letter-plans/italy-tells-eu-no-change-to-budget-but-will-keep-eye-on-debt-deficit-idUSKCN1MW1CT
https://www.reuters.com/article/global-markets/global-markets-asia-shares-rally-as-china-surges-on-stimulus-hopes-idUSL3N1X21KG
https://www.bbvaresearch.com/en/publicaciones/china-growth-slowdown-in-q3-calls-for-more-easing-measures/?utm_source=instant&utm_medium=enlace%20publicaci%C3%B3n&utm_campaign=20181019&utm_content=China%20%7C%20Growth%20slowdown%20in%20Q3%20calls%20for%20more%20easing%20measures&cid=eml:oem:oth:----china_growth_slowdown_in_q3_calls_for_more_easi_211561--:::lnkpubl:::20181019::oth:instant:
https://www.reuters.com/article/mexico-peso/mexicos-peso-falls-to-lowest-level-in-5-weeks-on-pemex-outlook-idUSL2N1WZ0X8
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the summer of 2019.

The habitually cautious tone can be reinforced on the back of growing risk due to lingering concerns about
protectionism, recent stock market correction and renewed bond sell-off in Italy. In this regard, we do not
expect the strategy on QE to be altered at all.

On monetary policy, it should give some clues about how the reinvestment framework will be instrumented
as the APP will end in December. While moving forward, the focus will turn to the pace at which interest
rates will rise. So far, the ECB seems comfortable with market expectations.

Economic indicators over the last month and a half point to the euro zone economy having broadly
stabilised at lower levels (0.4% QoQ) in the third quarter. The decline in confidence seen in the early
part of this year seems to have halted in recent months and is consistent with still resilient but more
moderate growth. In addition, hard data in August improved slightly, partly reversing previous falls, and
suggest that domestic demand should remain supportive, while net exports could continue to weigh on
growth. The recent rise in oil prices could keep inflation at around 2% for the remainder of the year,
but core inflation remains broadly stable at low levels, despite incipient signs of inflationary pressures
stemming from input prices and a tighter labour market. All in all, incoming data so far are broadly in line
with the ECB’s macro view in September, but domestic uncertainty has intensified recently,
especially in Italy, with potential spillover to other peripherals, in addition to increasing protectionism and
stress in emerging markets, which could lead the ECB to reassess the balance of risks to the
downside and reinforce its cautious mode going forward.

Table 1
Update 17:55 CET October 22



BBVA Research’

Flash

loped Markets

us

GER (2-yn)

o

T

o

Portugal

e

=

Emerging Markets

=

Mexico

e

T

s

.

Developed Markets level Daily Weekly Monthly YTD

10-yr sovereign spread vs Germany

2-yr sovereign spread vs Germany

5-yrsovereign CDS *

=

:
9
:
:
:

Credit spread (BAA) (change in bps) 193 0.6 4 16

US bonds volatility index 1

52 0.6 3
U5 Infon Gpmctom (5Y5V) FE I N —
£ nfoton apectors GY5Y) Y T
Banking 5y CDS (bps) * level  Daily Weekly Monthly YTD
57 0.2 15
103 1.2 25
o o8 "
80 05 17
o 20 s
PR T—

US Nonfinancial 166 0.2

EZ Non-irancal 84 12 0 25 64
UK Non-financial 104 12 2 8
interbank markets (%, changes in bp)

EONIA Index [ o o
Eurbor 3m 032 0 o o 1
Euribor 12m 015 0 1 2 4
Uibor 3m 1 a

2 5

ficaii P R S
Merval (Argentina) 28,533 05 3.6 173 8
Poland 2193 0.2 1.1 29 -1
Ise 100 (Turkey) 94,682 18 4.0 1.5 -19
MSCI EM Asia * 796 0.1 1.3 7.9 14
ot Sl
o TR T
e
o e —
Bardlays 1.2 12 5.1 -19
oo F TR
Large Spanish banks 62.2 1.4 37 -10.1 -27
Medium Spanish banks 62.3 3.3 8.7 16.3 -19
o

usDJPY 11277 02 09 02 o

DXy 9602 03 10 22 s
USDARS hrgertine) 3648 02 06 47 50
USDERL Grach a9 07 14 106 12
USDCLP Chi 6164 01 07 18 A1
USDCOP (Colormbi) a9 03 02 28 5
USDMXN o) 1938 05 28 29 1
us > 333 01 01 a1 2
et 5601 02 04 26 2
o 374 03 05 26 8
USDRUB Russiy 614 05 08 18 12
USDTRY Turkey) 569 08 18 91 34
USDCNY (Chine 695 03 04 14 7
USDINR (i 7356 03 04 6 4
USDIDR Gndonest) 15007 00 02 22 M
AoxY 1036 02 02 3 6

Brent 797 13 20
wix 6 01 38 3 14
Copper 281 16 14 3 4
Gold 1221 04 05 1 7
&P Spot commaodiy * 475 04 A9 1 7
S&P Brent Spot * 675 06 A5 1 19
S&P Metals Spot * 341 00 A1 1 a3
S&P Agriculural 201 03 a8 4 2
* Vith one day delay

Source: Bloorberg, Datastreamand Haver



BBVA Research’

Fuente: BBVA Research

Flash



BBVA Research’

Flash

Dl markets (10Y, bp
Developed Markets level  Daily  Week Month YTD
Us @y 29 04 45 10 %
us 3.19 0.6 31 12 72

2-yrsovereign spread vs Germany

5-yrsovereign CDS *

e 2
A S

=

| Volatilty indicators (change in pp) level  Daily Weekly Monthly YTD

EMEFT volatifty Index 0 7 9

e ——

EM FX volatility index 0 2 2

Credit spread (BAA) (change in bps) 4 8 16

US bonds volatity index 52 0.6 1 3

5
US fion apecitons 5Y5Y) R

£ oo apecatons GY5) N
Banking 5y CDS (bps) * Daily Weekly Monthly YTD
us 0.2 2 " 15
E2

UK

Dow Jones
FISE100
E 50
1BEX
DAX
cAC
MiB
ASE Athens
MSCl Latam *
i Braz
Mexbol (Mexico)
Merval (Argenina)
MSCI EM Europe *
Poland
Micex 10 (Russia)
15100 (Turkey)
MSCIEM Asia
Shanghai Com (China)
Jakarta (ndonesia)
[Banking sector
banks 1367 16 10 8
M 1069 10 05 99 1
cii 675 20 25 98 9
BoA 278 18 04 109 7
Ms 456 18 49 86 13
s 2235 45 38 59 13
EZbanks 809 12 32 120 26
BND 483 09 24 11 22
Creédit Agricole M8 11 29 90 16
Deutsche Bank 94 A1 13 94 4
NG 104 16 38 98 32
Intesa 20 08 36 185 29
56 341 10 35 100 21
Unicredito M3 19 51 195 28
UK banks 761 06 12 72 A7
HSEC 6241 06 07 62 A8
RES 2350 02 33 94 15
Barclys 1653 12 12 51 19
Loyds 564 05 23 84 17
Large Sparish banks 622 14 37 01 27
Santander a1 06 31 99 25
VA 51 21 42 103 28
Medium Spanish banks 623 323 &7 163 19
bank

Currencies (

GePusD 10 08 43 22 5
usDIPY 1277 02 09 02 o
oxv 9602 03 10 22 s
USDARS (hrgentin) 3648 02 06 47 50
USDERL Gracid a9 07 14 106 2
UsDCLP il 62164 01 07 8 1
USDCOP Colormbia 300 03 02 28 5
USDMXN Ot 05 28 29 1
USDPEN 01 o1 aa1 3
el 0z o4 26 12
uso 03 09 26 8
USDRUB Qs 05 08 18 12
USDTRY (Turkey) 08 18 o1 34
USDCNY (china 03 04 14 7
USDIN () 03 04 s 4
USDIDR tnconesi) 00 o0z 22
ADXY 02 02 13 6
Daily  Weekly Monthly YTD
Bren 01 A3 120
wWix 01 3 3w
Copper w16 11 3 4
Gold 21 04 05 1 7
S6P Spotcommadty * a5 04 a9 1 7
S6P rentSpot * &5 06 45 1 19
S6P MealsSpot * o0 a1 1 3
S6P Agriuural* 91 03 a8 4 2

*With one day delay
Saurce: Bioonberg, Datastreamand Haver



BBVA Research’

Flash

Fuente: BBVA Research

Fuente: BBVA Research
Fuente: BBVA Research

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
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(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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