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Very low energy prices and geopolitical risks

Alvaro Ortiz and Tomasa Rodrigo. BBVA Cross Emerging Markets Unit

Beyond the positive effects of the recent energy prices shock for the world, very low levels of oil prices
could have significant economic, social and geopolitical consequences. The oil price crash can have
non-linear effects: very low oil prices are raising questions about the economic stability of some key
geopolitical areas such as Russia, Eurasia, the Middle East and North Africa increasing the geopolitical
risks and with potential de-stabilising effects.

s T e i Oil price effects are net positive but...
The effects of the falling oil price on the economy
° are highly dependent on the underlying forces of
the shock (supply & demand). Besides, financial
amplifier mechanisms can play an important role,
e S5, 2l e as some commodities have been functioning de
Lnie facto as financial assets (‘paper barrels”).
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The reversal of transitory factors (i.e. demand and financial factors) should send the oil price back to
previous equilibrium levels, while the magnitude of forces of the supply shocks will basically determine the
new equilibrium prices. If supply factors dominate and the strong reduction in the oil price becomes more
permanent the geopolitical landscape could deteriorate, due to the worsening outlook in "geopolitically
sensitive" energy producers and potential spill-overs.

...geopolitical tensions could increase in some regions

Further, extremely low oil prices could trigger important disruptive effects in key geopolitical areas:

- Russia, Eurasia and the Balkans: At the current level of oil prices, the situation of the rouble could
become unsustainable with the potential to trigger an even more disastrous economic and social scenario. If
this happens, the reaction of both the political and social classes will be highly uncertain and an
expansionary nationalistic scenario to hide internal problems cannot be ruled out. This situation could also
spread to the Caucasus and Central Asia given their dependence on energy prices, external links with Russia
and the importance of Russian ethnic minorities in some of these countries. Finally, trade and banking links
and currency mismatches in Eastern Europe (especially the Balkans) could trigger collateral effects in
Emerging Europe.

- Middle East & North Africa: The current level of oil prices is near to or well below the breakeven fiscal
and external prices. This could have economic but also socially un-desirable effects. Some of the countries
are coping with social pressures that began during the Arab Spring by deploying their energy revenues (oil
and gas) through subsidies, social housing... If this buffer disappears, a new wave of unrest cannot be ruled
out. Besides, key countries in the region, such as Iran, have shown their disagreement with Saudi Arabia’s
refusal to cut supply. In the current situation, with the ISIS crisis and the P5+1 negotiation with Iran, any
mismanagement of the situation could have serious consequences. Lastly, the underlying situation in North
African countries is still unstable (i.e. Libya) so contagion to the area could have disruptive conseguences.

Summing up

Despite the net positive effects of lower oil prices, the current situation opens up new questions and risks for
key geopolitical areas.
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DISCLAIMER

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

Estimations 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.

In regard to investment in financial assets related to economic variables this document may cover, readers should be aware
that under no circumstances should they base their investment decisions in 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.

The content of this document is protected by intellectual property laws. It is forbidden its reproduction, transformation,
distribution, public communication, making available, extraction, reuse, forwarding or use of any nature by any means or
process, except in cases where it is legally permitted or expressly authorized by BBVA.



