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The world economy will continue to grow,
but at a slower pace than in the past and with more risks

Spain's economy has started 2016 with positive
signs pointing to a continuation of the trend set in 2015, at
least for the time being

Due to uncertainties, internal and external, we are
maintaining our growth forecast
at 2.7% for this year
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The world
Growth: weak and more vulnerable
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Economic scenario

What's happening?
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Doubts about China
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Global growth more uncertain

Source: BBVA Research. Trend observed since 10 Nov. 2015
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Fall in markets

What are the markets seeing?

Stresses in the financial markets 1. Fed rate hike?
(BBVA Research Financial Stress Index)

More gradual than expected by the
market (and indeed by the Fed itself!)

Lehman

4.5

Debt crisis 2. Worse recent data? |

Europe There are some negative surprises,
3.0 Doubts but they are (so far?) in the minority

in China
1.5 3. Greater risks?
Expectations of a sharp adjustment in

0.0 ﬁ% growth. Effects of falling markets (olil,
L emerging market exchange rates)

remain to be seen in a world with the
2008 2010 2012 2014 2016 prospect of falling activity

= Developed - EMmerging

Source: BBVA Research
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Doubts about China
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The world’s biggest economy Is slowing down

China, economic growth
(PP)

103 10.6
9.5
7.7 1.7
7.3 6.9
6.2
I I 5.8

2000- 2010 2011 2012 2013 2014 2015 2016 2017

2009

Source: BBVA Research and China National Bureau of Statistics
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China is going through an
unprecedented process of change:

« Correcting imbalances that were
accumulated to avoid the crisis of 2008-
09

* Directing its growth towards
consumption

- Strengthening the role of the market
relative to that of central planning

For all this to come about without
financial volatility, with stable
exchange rates and a “soft”
slowdown would be quite a feat.
And there are doubts it can
happen 7



BBVA | reseeece

Falling oll prices
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Cheaper oll Is good news, but not for everyone

Movements in the price of oil

(Brent, US$ per barrel)
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We have revised our forecast of oll
prices significantly downwards

This increases buyers’ disposable
income and reduces that of ol
producers

The fall began mainly as a result of
Increased production.
Uncertainties about economic
growth have become more
significant
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Adjustment in emerging markets
Will their adjustment drag the developed economies along with them?

Growth in developed economies _
compared with that of emerging economies The developed economies are

(PP) favoured by low commodity

7 prices and the support of their

5 central banks

5

4 But their medium-term growth
capacity was reduced by the crisis

° of 2008-09

N

=

The key continues to be
iImproving productivity, and
that cannot be achieved with
W Developed W Emerging demand policies (fiscal and
Source: BBVA Research and IMF mon etary) o
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More uncertain global growth
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Downward revision due to adjustment in emerging markets

Global economic growth
(% YoY. Forecasts based on the BBVA GAIN
Global Activity Index)
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Source: BBVA Research
Growth rates consistent with 90% of world GDP

Global growth has moderated in
the early part of 2016...

...but will continue at around
3% in the most likely scenario

Medium-term growth prospects
are lower than before the crisis

10
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What are the risks?

Geopolitical

events

Europe
USA Eblitical

Halt in growth uncertainty

Emerging
Additional Markets

adjustment Feedback

@ Risk unchanged with adjustments to real
economy

@ Risk increases

@® Risk diminishes

Source: BBVA Research 1
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Growth
We are maintaining our growth forecast for 2016

2015 2016 2017

Source: BBVA Researc h and INE (Spain’s National Statistics Institute)

13
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Growth
We are maintaining our growth forecast for 2016

GDP growth
(PP QoQ) The positive trend of 2015
has carried over into early
1.0 2016
0.9
Despite the uncertainties,
0.8 both national and international,
the economy is keeping up a
07 086 ges 0.5 0.75 0.68 high rate of growth, albeit
' lower than in the first half of
0.6 2015
Q12015 Q22015 Q32015 Q42015 Q1 2016
Actuall Forecast

e=m Global === Spain

Source: BBVA Research, INE and IMF 14
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In favour

Domestic demand

Contributions to GDP growth

(Pp)
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e=s Domestic demand e=s GDP e== External demand

Source: BBVA Research and INE (Spain’s National Statistics Institute)
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The growth is explained by:
* Increased consumption
* Increased capital investment
In machinery and equipment
and
« adynamic export sector...

...but is tempered by the weak
housing market and
Increased imports

15
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In favour

Exports

Contributions to nominal growth _
in exports of goods Exports to EU countries

(Pp) offset the slowdown seen in
5 sales to emerging markets

2012 2013 2014 2015
B Emerging M Developed

Source: BBVA Research based on Customs data 16
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In favour

The tailwinds hold

Fiscal policy
from
neutral to
expansionary

Expansionary Accelerating

growth in
Europe

Low oil prices monetary
policy

17
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Tailwinds

Price of crude oll

Impact of the oil price revision on GDP
(pp of annual growth rates)

2016 2017

Source: BBVA Research
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The fall in energy prices has a
positive impact on the Spanish
economy, with Spain being a net
oil importer

Oil alone could account for just
over one percentage point of
additional growth

18



BBVA | reseeece
Risk

Spain Economic Outlook Q1 2016

Impact of reduced financial wealth

Ibex 35 and net financial wealth
(Quarterly averages, pp YoY)
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Source: BBVA Research and Bloomberg
* Data to 8 February 2016

2016 (¥

The improvement in net
financial wealth was a key
factor explaining the initial
phases of the recovery in
consumption and
iInvestment

A quarterly fall of 10%

In net financial wealth would
lead to a cumulative reduction
iIn consumption of 1% during
the following four quarters

19
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Economic pollcy uncertainty
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Economic Policy Uncertainty (EPU) Index: Spain’s idiosyncratic component
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Source: BBVA Research based on EPU of Baker et al. (2015) 20
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Economic policy uncertainty

GDP reaction to the economic policy

uncertainty shock observed in January 2016

(Deviation from base scenario growth rates)
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Source: BBVA Research. Shock equivalent to that seen in January 2016
Table 1 of Review Spain Economic Outlook First Quarter of 2016
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The increase in uncertainty
seen in January could cut
growth by between 0.2 and 0.3
percentage points in the next
two years

If uncertainty remains at these
levels over the next six
months, the impact on GDP
could reach 0.5 percentage
points in 2016 and 1.3
percentage points in 2017

21
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Risk
Deviation from public administrations’ deficit target

Public Administrations deficit _
(pp GDP) In the absence of stimulus

measures (tax cuts and
Increased expenditure) Public
Administrations would have
attained their deficit target in
2015

Failure to do so may be a drag
on recovery during the coming
years

Target Forecast Target Forecast

2015 2016

Source: BBVA Research, MINHAP (Ministry of Finance & Public Administrations) and INE 22
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Box 2: Savings and financing of firms during the crisis

Changes in the structure of financing

Companies: balance sheet structure

(total pp of financial liabilities) Following the crisis, equity
started to play a greater role in
2013 companies’ balance sheets...
Other Loans

Other pending
accounts
payable

...at the expense of loans and,
above all, other pending accounts
payable

Even so, loans continue to be the
main source of financing

Equity

Source: BBVA Research based on Banco de Espafia figures 23
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Box 3: Inequality in household consumption during the crisis

Greater adjustment in households consuming most

Change in household consumption
(% Chge. 2007-2014 and contribution to the change in
Pp)

10% with highest Middle 40% with lowest
consumption class consumption
I I
A A
TOTAL
-10.1
TOTAL TOTAL
v -16.8
v -18.6
B Non-adjustable Non-durable essentials

Non-durable non-essentials B Durable and semi-durable

Source: BBVA Research and INE

The greater decline in
households that consume most
IS probably explained by their
cutting down on the more
dispensable items

Regrouping of families, key to
the adjustment of households
with the lowest consumption

24
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Box 4: Digital banking in Spain

Types of user

Determining factors for the probability of

accessing internet banking
(Marginal effects in pp 2008-2015)

Technological
progress
(2015)

12.4

University degree
or equiv.
21.8

Being 25
to 34 years
old

8.9

Having a
computer
at home
9.9

being in the top
25% as
regards

income

17.9

Reference categories: individual between 16 and 24 years old, basic schooling, no computer
at home, first quartile of net monthly income, 2008

Source: BBVA Research
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Although the use of online
banking in Spain has doubled
since 2008 to reach nearly
40% of the population in
2015...

...it is far from being evenly
spread among demographic
groups

Education, computer literacy,
income and the banks’
commitment to digitalization,
are the key factors

25
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The world economy will continue to grow,
but at a slower pace than in the past and with more risks

Spain’s economy has started 2016 with positive
signs pointing to a continuation of the trend set in 2015,
at least for the time being

Due to uncertainties, internal and external, we are
maintaining our growth forecast
at 2.7% for this year
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