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Key takeaways

The situation in the region remains complex.
Conflict is close to reach historical peaks

Some advances in Tunisia and Libya, but
ISIS’ pressure into failed states will continue

Syrian conflict escalates after Russia entered
in the conflict

Iraqi situation is still fragile

Iran is ready to open to the world

Turkish new Government’s challenges

Europe is not immune and will have to be
involved in the region

The US is losing “soft power” in the region

Cyber activity is pretty active in the conflict
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The Middle East Conflict Map

BBVA Conflict Heatmap in 2015

(Number of conflicts / Total events)
Source: www.ddelt.org & BBVA Research

- : The Syrian war remains
L] . oy o
4 | \ complex with no transition plan

The Russian-Turkey tension
escalates

Iraq is still in a fragile situation

o R,

ISIS tries to destabilize failed
states in some regions

» ol o The proxy war continues in
- Yemen
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The refugees crisis poses some
risks for Europe. .
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The Social Unrest Map: some new hot spots

World Protest Intensity Map Jan 2013 - November 2015

(Number of protests / Total events. Dark Blue: High Intensity)
Source: & BBVA Research
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w l' i New signs of problems in some

Bosnia
Montenegro
Hungary
Bulgaria
Romania
Croatia
Turkey
Russia
Ukraine
Georgia
Kazakhstan
Moldova
Azerbaijan
Armenia
Morocco
Algeria
Tunisia
Libya

Egypt
Israel
Jordan
Syria

Iraq

Iran

UAE
Yemen
Bahrain
Qatar
Oman
Saudi Arabia

Balkan countries

EM Europe & CIS

Also new, but mild, signs in the
Caucasus

Some revival of unrest in North
Africa

Together with those with
chronical instability
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The Conflict Map: A permanent crisis

World Conflict Intensity Map Jan 2013 - November 2015

(Number of conflicts / Total events. Dark Blue: High Intensity)
Source: & BBVA Research

| 2008 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014 | 2015 |

Bosnia
Montenegro
Hungary

Bulgaria
Romania

Croatia

Turkey

Russia -
m

Incipient signs of conflict in the
Balkans

Russia and Turkey maintain high
levels of conflict intensity

EM Europe & CIS

Ukraine
Georgia
Kazakhstan
Moldova
Azerbaijan
Armenia
Morocco
Algeria
Tunisia
Libya
Egypt
Israel
Jordan
Syria

Iraq

Iran

UAE

N |
Yemen

A really complex situation, not
only in Syria, but in many
countries in MENA

Chronic crisis in Syria and Iraq

Qatar Saudia Arabia‘s situation should

o Arabi o am mmm) be monitored

Conflict Intensity: Low S 1igh 5
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The current instability is reaching non

precedent levels

BBVA Research Social Unrest Index in MENA BBVA Research Conflict Index in MENA
(Protests/ total events) (Conflicts/ total events)
Source: www.gdelt.org & BBVA Research Source: www.gdelt.org & BBVA Research
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= North Africa =Middle East = North Africa ==Middle East
The Arab Spring supposed an structural change in More worrisome is the evolution of the conflict in the
the instability level, both in the Middle East and region, which has surpassed the conflict intensity
North Africa. The situation shows some histeresys. levels assisted some decades ago. 6
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News about Tunisia and Lybia are promising, but
uncertain. Western countries should give support

North Africa: Conflict Intensity Map

(Conflicts/ total events)
Source: & BBVA Research
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North Africa remains fragile and I1SIS is trying to destabilize the “failed states” and
countries in transition
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State Response
Coercion

to Social Unrest

Cooperation
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The Buffer to cope with the crisis is now lower

Fiscal revenues - state response - social unrest Impact of Lower Prices on Fiscal balances 2014-15
degree relatioship (% GDP)
Source: www.gdelt.org & BBVA Research Source: www.gdelt.org & BBVA Research
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Syria: escalation after Russia entered in the game

Control of Terrain and strikes in Syria »  Most of the Russian attacks have been delivered in

Aleppo (SIS and Syrian Rebels), Homs (Syrian
rebels) and more recently in Raqqga (ISIS) together
with the International Coalition.

* ISIS lost some provinces in northern Syria and in lraqg,
but intensified its attacks both in the rest of Syria
and in the global realm.

 ISIS launched strikes near Aleppo, Hama and
Homs, which attracted more Russian airstrikes
conducted from its Syrian and outer bases.

Abu Kamal 8% : @/

-+ M Al-Nusra Front control

Za » ISIS lost provinces in Ramadi and Sinjar in Iraq.
= B Regime control
.~ Rebel control . . . .
« Attacks in Ankara, Beirut and Paris are the sign of
M Hezbollah presence ) .
1S contit ISIS’s global pursuit of power.
IS/rebel contested . .
B Kurdish control « ISIS threatens other Western countries, escalating
N its attacks.
UK Other Coalition Russian
) From1Dec- @ From 1 Dec- @ rrom1Dec-  Violence in Europe and in the Middle East will

@ 30Septto 30 Nov (@ 30 Sept to 30 Nov change the course of the war against ISIS. 7
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Turkey maintains its idea a no-fly zone, but

Turkey’s safe-zone plan

(The only part of Turkey-Syria border held by ISIS and free from YPG)
Source: NY Times & BBVA Research
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= PYD/YPG

Russians insist in support Al Assad

Turkey wants to open a land corridor free from its
enemies through the Arab world.

Syrian refugees could be hosted within this safe zone.

Turkey could make a military intervention if the YPG
marches through the west of Euphrates.

Turkey offered to take part of a Grand Coalition to push
for these plans above, but not with its own (Gyria:
Pressure to act in Syria increased after Paris). Turkmen
rebels’ boots would be on the ground.

Russian/Regime operations against Turkmens in Syria
and recent crisis with Moscow endangered Turkey’s safe
zone plan (Syria: Russian airstrikes woes).
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Turkish and Russian Flights Paths on November 24

(According to Turkish Authorities)
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There are some alternatives for Turkey to cope
with energy problems

Approximate routes of competing Pipelines

(Political Economy of Syrian Proxy War)
Source: BP, Gazprom & BBVA Research

Romania @\w

* Proxy warring parties in Syria were also the sponsors
of competing pipeline projects (Syria: Pipeline wars).

bia Turkish Stream

[

W
.  Advocates of Qatar-Turkey Pipeline: Saudi Arabia,
Turkey | Turkey, Qatar.
...... ‘ (o t
& « Tehran « Advocates of Iran-Iraqg-Syria (IIS) Pipeline: Russia, Iran,
an-lraq-Syria Pipeline i -
el (i . Irag, Syria (al-Assad).
..........  Qatar-Turkey Pipeline would serve Saudi Arabia to
~~~~~~ bypass Iranian threats to block the Persian Gulf and
........ would also serve Turkey to decrease its dependence on
Russian gas.

« |IS Pipeline would serve Iran to sell gas from an allied
territory and would serve Russia to sustain its patronage
over Syrian economic interests.
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Iraq control of terrain (November 2015)

Source: ISW
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Iraq Map Legend
= ISF Control Zone
ISF and heavy presence of Iragi Shi‘a militias
= Joint ISF - Sunni Tribal Fighters Control Zone
Populated areas under ISF control
m (SIS Control Zone
@ ISF-held location
@ I5IS-held location

@ ISF-held military base 100km

Kurdish Areas Map Legend

= KDP Peshmerga Control Zone
Populated areas under KDP

Peshmerga control
m PUK Peshmerga Control Zone

.. Populated areas under PUK
~ Peshmerga control
Iraqi Kurdistan regions under
Peshmerga control
= Populated areas under
PKK/YPG control
o Populated areas under KDP
Peshmerga/PKK/YPG control
@ PUK Peshmerga-held location
@ KDP Peshmerga-held location
Joint ISF-KDP Peshmerga-held
location
5 Kurdistan Workers’ Party (PKK)
Headquarters Site
Mixed PUK Peshmerga-Militia
Controlled Location
(o) Mixed KDP Peshmerga/
PKK/YPG-held location
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The situation on Iraq is still fragile

and pressured by the proxies

PM Abadi pushed for reforms under Grand Ayatollah Al
al-Sistani's coverage, who is a leading Shia cleric ([rag: On
the brink of a political crisis favoring ISIS).

But Iran proxies in Iraq utilizes the political/military
crisis in Iraq (depleting oil revenues and ISIS) to topple PM
Abadi and reinstate VP Maliki the President.

Recent gains in Ramadi and Sinjar will give a way to
liberate the Mosul from ISIS, which will provide a
strategic upper hand to the Iragis.

However, Iraq has deeper problems. Contested areas
captured by Kurdish Peshmerga like Kirkuk and Shia
fighters: dominance in fight against ISIS may create ethnic
and sectarian discomfort in the country.

As Kurdish Region of Irag’s importance is increasing for
Turkish energy security after the tension with Russia,
Turkey’s intervention into the region may intensify and
this will escalate the crisis between Ankara and
Baghdad.
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Iran economic pulse
(Tone of the economy in Iran. Lower values indicates a worse perception)
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Main powers are facing the new situation in a
divergent way... Iran is adapting well to it

Iran Oil Crude Production

(in million of barrels per day )

04/02/2013
05/13/2013
06/18/2013

vw.gdelt.org & BBVA Research Source: EIA
Forecast
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In Turkey, elections finally supported a new

Turkey: Elections Polls and Results

(%vote intention and final vote)
Source: BBVA Research and official election results

276

3

@ June Elections
O October Avg

Results November

AKP

317

CHP

134

@)
B =
MHP HDP
40 59

* 330 seats needed to call a referendum

Majority for the AKP

Turkey: Key Issues of the new legislative period
Source: BBVA Research

The constitutional reform & the potential
change in the Presidential System

The Kurdish question and the possibility
of a renewal of the “peace process”

Uncertainty on the new Government and
the Economics Team has finished...

... but more important will be the economic
policies and reforms to implement

A redefinition of the Foreign Policy... and
new challenges to cope with the Middle
East situation

A new approach to the EU y
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The refugee crisis is still unsolved and has the

BBVA Research Refugees Flows Map in 2015

(Number of media citations about refugees’ inflows and outflows)

Source: www.gdelt.org & BBVA Research
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potential to create new tensions

Main sub-routes used by non-regional
migrants through the Western Balkans

(Number of media citations about refugees’ inflows and outflows)

Source: Frontex

Wester Balkans subroutes®

Land borders
Subroute

Subroutez
Subroute 3

# = Total number of detections
9 5 Trend from the same period
last year
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Some of the initiatives can revive the EU-Turkey

enlargement process

The Turkey-EU Deal Media sentiment on Turkey - European Union relationship
Source: EU and Turkish Authorities Lower values indicate a deterioration of Turkey-EU relations
Source: & BBVA Research
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What it is clear is that is no longer a problem of
the far East

Europe: Conflict Intensity Index during 2015 ISIS linked Events in Europe (jan 2014 - December)

(Number of conflicts / Total events) source: ISW & BBVA Research
Source: www.gdelt.org & BBVA Research
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Turkish foreign policy still more valued in the
East than in the West

Turkey’s perception in the world

(Average tone* of Turkey’'s perception in the world-confidence bands- with
respect to different focal areas -timelines)
Source: & BBVA Research
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*We use the " " of the world's news media coverage of the perception of Turkey in different countries. (higher numbers indicate more positive tone and a better perception,
while negative numbers indicate more negative tone and worse perception.).

* The Gulf Countries’ perception Index includes all countries in the Persian Gulf (Saudi Arabia, Kuwait, Irag, Bahrain, Qatar, UAE, Oman) weighted by their population.
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The US administration “soft power” on the
Middle East is weakening

Obama Administration’s perception on foreign affairs

(Average tone* of the Middle East's perception in the world-confidence bands- with
respect to US, EU and China -timelines)
Source: & BBVA Research

L
/\;
N
25
>
2

While the US strategy to

Middle East continues to
deteriorate

MmN O Nm o NN O 9 9 T SN TS TS ST NN NN N W W0 WNn NN

S TS Y RS ddgdgddgdadddddAdddddgddAdd

cC S wa+s >0 Co =5 >c 5 WMo E >0 c o= 8 >c S wa v > 9
3 Q Q © c 2 © 3 35 o [T T QL @© 3 o =

[] Perception of US == Perception about = Perception about the Perception about the
foreign affairs in the Middle East Russia-Ukraine conflict Southeastern Sea China
general conflict. Disputes.

*We use the "

" of the world's news media coverage of the perception of the Middle East in different regions. (higher numbers indicate more positive tone and a better 20
perception, while negative numbers indicate more negative tone and worse perception).
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The “cyber” option is being intensive in the

Middle East

Cyber Map Project

News on cyber warfare, cyber attacks, data breaches or another other issues relating to computer and online security. The

interactive dynamics would link in each particular georeferenciated point to individual news.
Source: www.gdelt.org & BBVA Research
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The Geopolitics in the Middle East

The geopolitics of the Middle East

Source: BBVA Research
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Middle East Leader Tone

World Leader Tone index (Evolution from Jan 2014 to Mar 2015)

(Evolution of the “Tone” of world leaders)
Source: & BBVA Research
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*We use the " " of the world's news media coverage of the leaders as a sort of popularity index that might give us insights into their respective futures . it's closer to an

assessment of his strength as a leader. (higher numbers indicate more positive tone, while negative numbers indicate more negative tone).
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Methodology:
Tracking Protests and Conflicts

We have developed a tracking of protest and conflict indexes for every country in the world since 1 January 1979 through present
day with daily, monthly, quarterly and annual frequencies. To construct this, we use a rich ‘big database’ of international events
(GDELT at www.gdelt.org) which monitors the world's events covered by the news media from nearly every corner of the world in print,
broadcast, and web formats, in over 100 languages, every moment of every day updated every 15 minutes.

BBVA Protest Intensity Index: We collect every registered protest in the world for a particular time which are separately collated under
the various headings of the CAMEO taxonomy as: demonstrate or rally, demonstrate for leadership change, demonstrate for policy
change, demonstrate for rights, demonstrate for change in institutions and regime, conduct hunger strike for leadership change,
conduct hunger strike for policy change, conduct hunger strike for rights, conduct hunger strike for change in institutions and regime,
conduct hunger strike not specified before, conduct strike or boycott for leadership change, conduct strike or boycott for policy change,
conduct strike or boycott for rights, conduct strike or boycott for change in institutions and regime, conduct strike or boycott not
specified before, obstruct passage or block, obstruct passage to demand leadership change, obstruct passage to demand policy change,
obstruct passage to demand rights, obstruct passage to demand change in institutions and regime, protest violently or riot, engage in
violent protest for leadership change, engage in violent protest for policy change, engage in violent protest for rights, engage in violent
protest for change in institutions and regime, engage in political dissent not specified before.

BBVA Conflict Intensity index: In the same way, we collect every registered conflict in the world for a particular time considering a wide
variety of conflicts under the CAMEO taxonomy headings as: impose restrictions on political freedoms, ban political parties or
politicians, impose curfew, impose state of emergency or martial law, conduct suicide, carry out suicide bombing, carry out car
bombing, carry out roadside bombing, car or other non-military bombing not specified below, use as human shield, use conventional
military force not specified before, impose blockade, restrict movement, occupy territory, fight with artillery and tanks, employ aerial
weapons, violate ceasefire, engage in mass expulsion, engage in mass Killings, engage in ethnic cleansing, use unconventional mass
violence not specified before, use chemical, biological, or radiological weapons, detonate nuclear weapons, use weapons of mass
destruction not specified before.

Using this information, we construct an intensity index for both events. The number of protests and conflicts each
day/month/quarter/year are divided by the total number of all events recorded by GDELT for that day/month/quarter/year to create a
protest and conflict intensity score that tracks just how prevalent protest and conflict activity has been over the last quarter-century,
correcting thus for the exponential rise in media coverage over the last 30 years and the imperfect nature of computer processing of the
news.
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Methodology: emotional indicator
and coding system in GDELT

The GDELT database offers several mechanisms for assessing the “importance” or “impact” of a particular event. The most common
measures are:

Goldstein Scale. This is a widely used scale in geopolitics that maps WEIS event codes onto a number representing level of conflict or
cooperation. Each CAMEO event code is assigned a numeric score from -10 to +10, capturing the theoretical potential impact that
type of event will have on the stability of a country. This is known as the Goldstein Scale. This field specifies the Goldstein score for
each event type. NOTE: this score is based on the type of event, not the specifics of the actual event record being recorded. Thus two
riots, one with 10 people and one with 10,000, will both receive the same Goldstein score. This can be aggregated to various levels of
time resolution to yield an approximation of the stability of a location over time.

Average Tone. This is the average “tone” of all documents containing one or more mentions of this event. The score ranges from -100
(extremely negative) to +100 (extremely positive). Common values range between -10 and +10, with O indicating neutral. This can be
used as a method of filtering the “context” of events as a subtle measure of the importance of an event and as a proxy for the “impact”
of that event. For example, a riot event with a slightly negative average tone is likely to have been a minor occurrence, whereas if it had
an extremely negative average tone, it suggests a far more serious occurrence. A riot with a positive score probably suggests a very
minor occurrence described in the context of a more positive narrative (such as a report of an attack occurring in a discussion of
improving conditions on the ground in a country and how the number of attacks per day has been greatly reduced). To measure the
emotional connotation in which the event appears, GDELT uses the tonal dictionary from Shook et al (2012). This scale goes beyond
CAMEO event codes and is the measure that we use in the report.

To extract all this information from the text, the data are coded using the open-source Petrach system for events and additional software
for location and tone. This coding engine identifies all named entities through noun phrases: alll nouns, verbs, adjectives, adverbs,.. in the
text. Unidentified cases can be separately processed with named-entity-resolution software. The speed of the algorithm is achieved through
the use of shallow parsing algorithms and parallel processing.
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2 Disclamer

This document, prepared by BBVA Research Department, is provided for information purposes only and expresses data, opinions or
estimates pertinent on the date of issue of the report, prepared by BBVA or obtained from or based on sources we consider to be
reliable, which have not been independently verified by BBVA. Therefore, BBVA offers no warranty, either express or implicit, regarding
its accuracy, integrity or correctness.

Estimates 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.

With particular regard to investment in financial assets having a relation with the economic variables this document may cover, readers
should be aware that under no circumstances should they base their investment decisions on the information contained in this
document. 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. Its reproduction, transformation, distribution, public
communication, making available, extraction, reuse, forwarding or use of any nature, by any means or process, are not permitted
except in cases where it is legally permitted or expressly authorised by BBVA.
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