BBVA

Research

Economic Analysis

United States: volatility will continue, but the easing
cycle will start soon
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In recent weeks, financial variables in the United States and, therefore, in much of the world have shown very high
levels of volatility. For example, while the yield on ten-year US Treasury bonds was at 4.2% in mid-March, in the first
weeks of April, it reached 4.7% and is now at 4.3%. Likewise, stock markets fell 4% between March and the first
days of April, then recovered and reached current levels that represent historical highs. What explains this volatility?

When the inflation data for March was released in April, which showed a slight rebound and, above all, that the
disinflationary process that had been taking place last year stagnated during the first quarter of this year, the markets
assumed that the Federal Reserve (the Fed) would no longer cut rates as sharply as previously thought. Some
maintained that there would be no cuts in all of 2024. Some economists, such as Larry Summers, former Secretary
of the Treasury, stated that the next move could even be an increase. This perception that the easing cycle would
not be as marked as thought and that the Fed would likely not relax its stance throughout the year is what led to the
decline in the stock markets and the increase in long-term bond yields.

However, data has subsequently been released that suggests that the economy is slowing, which may lead to the
reactivation of the disinflationary process and the Fed starting an easing cycle this year.

Firstly, the president of the Fed, Jerome Powell, after announcing a few days ago the decision to continue with the
monetary pause, stated that the possibility of a rate increase was very low.

Secondly, April job creation data showed an evident slowdown. While 300,000 places were created in March, only
175,500 were created in April. In the period between January and April of this year, 18% fewer jobs were created
than in the same period of the previous year. A weaker labor market will reduce inflationary pressures.

Thirdly, demand for merchandises fell 0.4% in the first quarter, which also supports the idea that the economy is
slowing down and that it will be difficult for prices to continue increasing at the same magnitude.

Fourth, a study by the San Francisco Federal Reserve shows that the excess savings that households accumulated
in the post-pandemic period, which allowed families to maintain their consumption levels despite higher rates of
interest, have finally run out.

Finally, inflation for the month of April was announced yesterday. The data shows that this fell again after the
stagnation of the first quarter. It seems to me that the most likely scenario is that it will continue to fall in the coming
months, both because of the slowdown that aggregate demand is beginning to show and because, to a large extent,
the high inflation is explained by the owners equivalent rent component, which is estimated through surveys and is
usually a lagging indicator. If we look at the behavior of observed rents, which is the leading indicator, we see that
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they have fallen markedly, which allows us to assume that there is a high probability that owners equivalent rents will
converge downwards in the coming months.

Because all of the above, the Fed will most likely begin reducing interest rates this year, possibly in September. This

measure, which would be well received by the markets, would significantly reduce the possibility of observing a
recession later.
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DISCLAIMER

The present document does not constitute an “Investment Recommendation”, as defined in Regulation (EU) No 596/2014 of the
European Parliament and of the Council of 16 April 2014 on market abuse (“MAR”). In particular, this document does not
constitute “Investment Research” nor “Marketing Material”, for the purposes of article 36 of the Regulation (EU) 2017/565 of 25
April 2016 supplementing Directive 2014/65/EU of the European Parliament and of the Council as regards organisational
requirements and operating conditions for investment firms and defined terms for the purposes of that Directive (MIFID II).

Readers should be aware that under no circumstances should they base their investment decisions on 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.

This document has been prepared by BBVA Research Department. It is provided for information purposes only and expresses
data or opinions 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.

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.

The content of this document is protected by intellectual property laws. Reproduction, transformation, distribution, public
communication, making available, extraction, reuse, forwarding or use of any nature by any means or process is prohibited,
except in cases where it is legally permitted or expressly authorised by BBVA on its website www.bbvaresearch.com.
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