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Summary

A Financial tensions are receding across the board as tensions in China moderate and as
the F e dlift-sff effect seems to be fully priced-in.

A Global risk aversion (VIX) has dropped sharply relaxing the Emerging Markets (EMs)
risk-off mood. Developed Markets (DMs) market flows remained positive.

A The easing of tensions has not been homogeneous and outflows from EMs have
continued but moderated. The relatively worse situation in Latam is driven by Br a z |
woes and the commodityp r i ¢akk s 6

Financial markets,
global risk and
capital flows

A Sovereign CDS spreads declined across the board, although not enough to offset the
previous rise in Emerging Markets.

A Spain and Netherlands improved by S&P. Brazil downgraded by Fitch one notch to the
lowest investment grade level

A Several countries under intense downgrade pressure after months of surging spreads in
Emerging Markets.

A The reduction of global factors, i.e. Ch i nwofries and F e d Ift®ff, has shifted the
focus to countries with high idiosyncratic vulnerabilities. The less benefited from the
easing of global tensions were commodity exporters, countries with high corporate
leverage and high foreign currency liabilities, and countries facing important political
and geopolitical risks.

A The geopolitical tensions in the Middle East increased but markets looks to be immune
as big central bank policies continue to be key drivers
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International financial markets, global risk aversion and capital flows
A Financial tensions are receding across the board as
) tensions in China moderate

BBVA Research Financial Stress Map Changes
Source: BBVA Research (last six months MoM)
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International financial markets, global risk aversion and capital flows

Moderation of Risk-off mood tames EMs net outflows

(% monthly change |n.net liabilities measured as net flows to total assets under (% quarterly change in flows, shades are previous values)
management) Source: BBVA Research
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Sovereign markets and rating agencies

." ~ Overall decrease in CDS in the last two months, although not
’ enough to offset the previous rise in Emerglng Markets

Sovereign CDS spreads Changes

Source: Datastream and BBVA Research (last six months MoM)
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Spain and Netherlands improved by S&P. Brazil downgraded one
notch by Fitch to the lowest investment grade level

Sovereign Rating Index 2008-15
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" Several countries under intense downgrade pressure after months of
surging spreads in Emerging Markets

~

Agenci es downgade pnregsure gap (December 2015)

(difference between CDS-implied rating and actual sovereign rating, in notches)
Source: BBVA Research
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Macroeconomic vulnerability and risk assessment

The overshooting of EM Asia and Latam CDS above
equilibrium levels has moderated

CDS and equilibrium risk premium December 2015

(equilibrium: average of four alternative models + 0.5 standard deviation)

*EU Periphery excludes Greece
Source: BBVA Research and Datastream
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Macroeconomic Vulnerability and Risk Assessment

On aregional basis, most ratings continue in line with
fundamentals

Agenciesd Sovereign rating vs. BBVA Research

(Agenciesd6 Rating-latddevyBBVA scores +/
Source: Standard & Poors, Moodyds, Fitch and BBVA Research
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Macroeconomic vulnerability and risk assessment

~ Moderate concerns about excess leverage in Latam. Canada starts to
look worrisome and China & Turkey still under the radar

Private credit color map (2000-2015 Q3) QoQ growth

i it-to- 1 Last four quarters up
(yearly change of private credit-to-GDP ratio (YoY) ool OB 2018

Source: BBVA Research and Haver
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e . \ The deleveraging cycle in Western Europe
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Booming: Credit/GDP growth is higher than 7% deleve rag I ng *
I Excess Credit Growth: Credit/GDP growth between 5%-7% I Q/Q growth > 5% QIQ growth between -0.5% and - 1.5%

High Growth: Credit/GDP growth between 3%-5% Q/Q growth between 3 and 5% Q/Q growth between -1.5% and -3%

Mild Growth: Credit/GDP growth between 1%-3% Q/Q growth between 1.5% and 3% QIQ growth between -3% and -5%

Stagnant: Credit/GDP is declining betwen 0%-1% Q/Q growth between 0.5% and 1.5% I QIQ growth < -5%

De-leveraging: Credit/GDP growth declining Q/Q growth between -0.5% and 0.5% 11
A Non Available
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Macroeconomic vulnerability and risk assessment

‘Mixed outlook across EMs and DMs and within regions. HK, Turkey,
Ireland, Chile and Philippines are the ones to be monitored

Real housing prices color map (2000-2015 Q3) QoQ Growth

. . Last four quarters u
(yearly change of real housing prices YoY) until Q3_2%15 .

Source: BBVA Research, BIS and Global Property Guide
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Macroeconomic vulnerability and risk assessment
~Fiscal vulnerability, private leverage and external risks still high
In Advanced Countries

Developed countries: vulnerability radar 2015

(Relative position for the emerging developed countries. Max risk=1, Min risk=0)
Source: BBVA Research

Core Europe Periphery Europe

Public and corporate debt are the most

: e Corporate debt clearly the main Unemployment, public debt, corporate
important vulnerabilities vulnerability debt and external debt at worrisome
levels.
|:’ High risk Macro: (1) GDP (% YoY) (2) Prices (% YoY) (3) Unemployment (% LF) . ) )
Risk to monitor Fiscal: (4) Structural balance (%) (5) Interest rate i GDP %YoY (6) Public debt (% GDP) Credit: (13) Household (%YoY) (14) Corporate (%YoY) (15) Credit-to-deposit (%)
Safe Liquidity: (7) Debt by non-residents (%total) (8) Financial needs (%GDP) (9) Financial pressure (% GDP) ~ ASSELS! (16) Private credit to GDP (%YoY) (17) Housing Prices (%YoY) (18) Equity (%) 13
External: (10) External debt (%GDP) (11) RER appreciation (%YoY) (12) CAC balance (% GDP)

Institutional: (19) Political stability (20) Corruption (21) Rule of law
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Macroeconomic vulnerability and risk assessment

External debt vulnerability back to the radar in EM Europe,
Concerns about external problems in LatAm, and fiscal in EM Asia

Emerging countries: vulnerability radar 2015

(Relative position for the emerging developed countries. Max risk=1, Min risk=0)
Source: BBVA Research
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Once again, external debt is the most Current account balances and GDP Saldos publicos y niveles de deuda publica
worrisome vulnerability together with growth at high vulnerability levels han aumentado la vulnerabilidad fiscal.

corporate debt Apalancamiento Corporativo y de hogares

también en los niveles de riesgo

High risk Macro: (1) GDP (%YoY) (2) Prices (% YoY) (3) Unemployment (% LF) )
. : redit: (13) H hold (% YoY) (14 % YoY) (1 it-to- it (%
Risk to monitor Fiscal: (4) Structural balance (%) (5) Interest rate i GDP % YoY (6) Public debt (% GDP) Credit: (13) Household (% YoY) ( ) Corporate (% YoY) (15) Credit-to-deposit (%)
Safe Liquidity: (7) Debt by non-residents (% total) (8) Financial needs (% GDP) (9) Financial pressure (% GDP) ASSEtS! (16) Private credit to GDP (% YoY) (17) Housing prices (% YoY) (18) Equity (%4

External: (10) External debt (%GDP) (11) RER appreciation (%YoY) (12) CAC balance (% GDP) Institutional: (19) Political stability (20) Corruption (21) Rule of law
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Geopolitical Risks

The MiddleEastconf | i ct 1 s becomi ng

BBVA Conflict Heat-map in 2015
(Number of conflicts / Total events)

Source: www.gdelt.org & BBVA Research Syrl an Situati on rem ai ns
' Complex with no transition plan

The Russian-Turkey situation escalates

Iraq still fragile

. N ISIS tries to destabilize failed states in
"oy some regions

Proxy war continues in the Yemen

3, s ‘ Refugees crisis poses some risks
&geo 49, X g P
" for Europe.
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Geopolitical Risks

€eThe refugees crisi s

BBVA Research Refugees Flows Map in 2015 Main sub -routes used by non-regional migrants
8M1}ruf£0 vOlutyqOsy¥q¥y ~ooOatiowsd)¥ 0 £ uv |throughdheyWestern Balkans o
Source: www.gdelt.org & BBVA Research Source: Frontex
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# ]— Total number of detactions
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4129
15 781%
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Geopolitical Risks

Other security issues also becoming critical

Europe: Conflict Intensity Index during 2015 ISIS linked Events in Europe (Jan T December 2014)

(Number of conflicts / Total events) Source: ISW
Source: www.gdelt.org & BBVA Research
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* This map was elaborated using the Global Content Analysis Measures
(GCAM) system from GDELT that runs each news article monitored by
GDELT through an array of leading content analysis tools to capture
over 2,230 latent dimensions, reporting density and value scores for
each. We assessedthedensi ty of AThr ereeach and fAFear o
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Tyrrhenian Sea
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Macroeconomic vulnerability and risk assessment

Vulnerability indicators: developed economies

Vulnerability indicators* 2015: developed countries

Source: BBVA Research, Haver, BIS, IMF and World Bank

Fiscal sustainability External s ustainability Liquidity management Credit and housing Private debt Institutional

Interest

Current Debt held Private Real . . .
Str_uctural rate GDP Gro_ss account External RER . _Gros_s Short—tferm by non- GDP Consumer Unemploym credit to  housing Equity Househol NF F_ma_n_mal WB political wB con_trol WB rule of
primary lgrowthl public balance debt (1) appreciati financial  public residents growth prices (4) ent rate (5) GDP prices markets d debt (1) corporate  liquidity stability (7) corruption law (7)
balance (1) differential debt (1) on (2) needs(1) debt (3) 4) growth (4) debt (1) (6) 7
201419 1) ?3) growth (4) growth (4)
United States  -1.1 -1.3 105 2.7 99 14.8 20 15 34 25 0.2 5.3 14 5.6 4.4 78 71 62 0.6 -1.3 -1.6
Canada 0.8 0.1 90 -2.9 72 -13.2 12 12 22 1.0 11 6.8 8.3 -3.5 -11.1 96 114 135 -1.0 -1.9 -1.8
Japan 5.0 0.8 246 3.0 64 -11.6 53 18 8 0.6 0.1 35 21 0.4 7.5 76 103 49 -1.0 -1.6 -1.3
Australia -0.8 0.1 36 -4.0 104 -9.9 6 8 66 2.4 24 6.3 8.2 24 4.5 122 73 135 -1.0 -1.8 -1.7
Korea 0.9 -1.2 38 7.1 30 6.2 3 10 13 2.7 1.3 3.7 4.7 3.3 2.8 86 109 96 0.2 -0.5 -1.0
Norway 9.6 0.5 28 7.0 147 -11.6 9 0 34 0.9 2.3 4.2 17.2 4.1 7.2 92 120 127 -1.3 -2.3 -1.9
Sweden -1.2 2.1 44 6.7 180 -7.8 7 13 46 2.8 0.4 7.7 -8.6 11.2 1.0 83 160 200 1.1 -2.3 -1.9
Denmark -1.8 0.9 47 7.0 159 2.4 9 26 43 1.6 0.5 6.2 -13.7 4.6 20.9 128 114 320 0.9 2.4 -1.9
Finland 0.7 0.7 62 11 159 -2.8 8 8 79 0.4 0.4 95 -18.6 22 0.2 66 105 137 1.4 2.2 -1.9
UK -2.0 -0.8 89 5.2 306 9.4 12 7 28 2.4 0.1 5.6 5.7 5.2 -8.5 89 73 57 -0.5 -1.7 -1.7
Austria 0.5 0.7 87 1.6 169 -1.0 8 6 76 0.8 1.2 5.8 1.0 3.9 1.2 52 91 100 -1.3 -1.5 -1.8
France 0.7 0.8 97 -0.9 204 -3.9 17 14 61 11 0.1 10.2 -0.6 -34 0.9 64 122 111 0.4 -1.3 -1.4
Germany 1.7 -1.0 71 7.6 143 -3.6 6 8 61 1.6 0.2 4.7 -8.4 51 2.0 54 56 93 0.9 -1.8 -1.6
Netherlands 0.9 0.8 68 9.6 511 2.7 11 12 52 1.8 1.2 7.2 -11.1 0.8 0.0 114 122 96 1.1 -2.0 -1.8
Belgium 0.3 0.1 107 21 244 -3.0 20 16 59 1.3 1.3 8.5 3.6 24 23 60 153 50 0.9 -1.6 -1.4
Italy 33 0.8 133 20 121 -3.6 21 14 36 0.8 1.9 12.2 5.8 -2.6 1.9 54 77 109 0.5 0.0 0.4
Spain 1.2 2.3 85 15 158 -4.4 22 16 43 3.2 0.4 22.2 -16.8 4.1 -11.7 78 112 118 0.0 -0.8 -1.0
Ireland 13 -1.0 101 3.2 800 -7.0 10 6 62 4.8 0.2 9.6 -29.9 9.1 26.5 79 178 62 -0.9 -1.5 -1.7
Portugal 3.1 0.8 128 0.5 215 -2.3 20 12 72 15 0.5 12.3 -13.2 4.2 9.0 86 123 145 -0.7 -0.9 -1.0
Greece 2.7 -1.8 197 0.7 233 5.9 15 6 82 2.3 15 26.8 6.2 4.7 -38.4 70 55 157 0.2 0.1 0.4

*Vulnerability indicators: (1) % GDP (2) Deviation from four-year average (3) % of total debt (4) % year on year (5) % of Total labour force (6) Financial system credit to deposit (7) Index by World Bank governance indicators
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