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3. Oil prices outlook

The second quarter of 2017 was marked by growing scepticism on the effectiveness of OPEC strategy to stabilize the
market. The extension of the deal to cut output for nine more months did little to boost confidence and prices went down
further. As a result, we expect Brent crude oil prices to average $51.7/b in 2017, $6 less than our forecast at the beginning
of the year. For 2H17 and beyond, our baseline scenario continues to discount a gradual adjustment of current imbalances
and convergence to $60/b, although this would be reached later than previously expected.

Figure 3.1 Brent crude oil spot prices April-July ($/b) Figure 3.2 Brent crude oil futures ($/b)
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OPEC extension of production cuts is expected to have an impact on inventory accumulation, which in turn would exert
upward pressures on prices. Inventories have already shown some signs of correction. In the U.S., stocks of crude oil
excluding the Strategic Petroleum Reserves have declined for twelve out of the last fourteen weeks. Meanwhile, OECD oil
inventories continue to expand, but at a lower pace. Although encouraging, these changes are still not enough to balance
the market and trigger a sustained increase in prices mainly because inventories remain at historically high levels.

In our baseline, the expected increase in prices is contained by the rebound in U.S. production. After reaching a bottom in
July 2016, U.S. production surged by 1 million b/d to 9.4 million b/d as of July 14, 2017. At this pace, production could
surpass its previous peak of 9.6 million b/d later in the year. The U.S. Energy Information Administration expects production
to reach 10 million barrels per day in 2018, which would be the highest level since 1970. U.S. shale oil producers continue
to beat expectations due to their manufacturing-style processes and ongoing technological innovations (for a detailed
analysis of the drivers of U.S. crude oil production see The Permian basin and the rebound in U.S. crude oil production).
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Figure 3.3 Crude oil inventories Figure 3.4 U.S. stocks of crude oil excluding SPR
(eop, million barrels) (eop, 1-week difference, million barrels)
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Meanwhile, production is still trending up in non-OPEC countries like Brazil and Canada, while Libya and Nigeria, currently
exempted from the output deal, will most likely increase production through the remaining of the year, offsetting a portion of
the OPEC’s quota. Libya, for example, has plans to boost production beyond the 1 million b/d by the end of the year.

Demand remains supportive of prices, but with no apparent upside in the near future. Global demand of petroleum products
expands at 1.3 million b/d per year. Meanwhile, China’s apparent demand seems to be stabilizing in line with the ongoing
rebalancing. Economic growth in OECD continues to be favorable too, but its impact is constrained by a declining relative
importance driven by improving energy efficiency.

Figure 3.5 U.S. crude oil production and active rig count Figure 3.6 China apparent oil demand (million b/d)
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In the long-term portion of the forecasting period, global economic growth and the lagged effects of capital spending cuts in
2015 and 2016 are expected to bring prices up and close to $60/b. Further investments are needed to replace a declining
legacy production; however, exploration CAPEX in 2016 was 53% below the levels observed in 2014. At $60/b several
projects onshore and offshore would become profitable; however, the costlier ones would still be out of the market.
Meanwhile, $60/b would not damage demand growth.

Figure 3.8 Crude oil and other liquids production by life

Figure 3.7 Oil & Gas capital expenditures ($ million) cycle category (million bid)
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The risks to our baseline are tilted to the downside. Although OPEC and its partners have shown considerable restrain,
production in Libya and Nigeria could increase faster than expected, offsetting a big portion of the cuts. In addition, the
probability of cheating or breaking the agreement has increased as countries will find it increasingly difficult to keep their
quotas for a longer period of time, particularly if lower oil revenues have a larger-than-expected negative impact on public
finances. In the U.S., higher oil prices could revive production in areas with greater breakevens, boosting total output and
stocks even further, thereby limiting or even reversing potential increases in oil prices. On the demand side, a faster-than-
expected deceleration in China, stricter import and re-exporting restrictions as well as tighter tax scrutiny on Chinese
independent refineries “teapots” could affect the country’s demand of oil in the short-term (teapots account for 18% of the
country’s total crude imports).

Some factors could cause prices to move above our baseline. For instance, OPEC could decide to increase the size of its
current quota. Faster-than-expected economic growth in the U.S. due to expansionary fiscal policy (infrastructure spending
and tax cuts to individuals and corporations) could have positive spillovers to the rest of the world that could result in a
stronger-than-expected demand. Likewise, growth in other emerging markets could also gain speed, which would lift oil
demand and accelerate the rebalancing process. Further volatility could come from current and potential geopolitical
conflicts as well as exchange rate volatility.
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In any case, the expected evolution of prices will occur in a different type of market than the one prevailing until a few years
ago. A new market in which OPEC oligopolistic power has diminished due to the ingenuity of multiple companies operating
in the U.S. shale regions.

Figure 3.9 Brent crude oil prices forecast ($/b) Table 3.1 Brent crude oil prices forecast ($/b)
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DISCLAIMER

This document and the information, opinions, estimates and recommendations expressed herein, have been prepared by Banco Bilbao Vizcaya
Argentaria, S.A. (hereinafter called “BBVA”) to provide its customers with general information regarding the date of issue of the report and are subject to
changes without prior notice. BBVA is not liable for giving notice of such changes or for updating the contents hereof.

This document and its contents do not constitute an offer, invitation or solicitation to purchase or subscribe to any securities or other instruments, or to
undertake or divest investments. Neither shall this document nor its contents form the basis of any contract, commitment or decision of any kind.

Investors who have access to this document should be aware that the securities, instruments or investments to which it refers may not be
appropriate for them due to their specific investment goals, financial positions or risk profiles, as these have not been taken into account to
prepare this report. Therefore, investors should make their own investment decisions considering the said circumstances and obtaining such specialized
advice as may be necessary. The contents of this document are based upon information available to the public that has been obtained from sources
considered to be reliable. However, such information has not been independently verified by BBVA and therefore no warranty, either express or implicit, is
given regarding its accuracy, integrity or correctness. BBVA accepts no liability of any type for any direct or indirect losses arising from the use of the
document or its contents. Investors should note that the past performance of securities or instruments or the historical results of investments do not
guarantee future performance.

The market prices of securities or instruments or the results of investments could fluctuate against the interests of investors. Investors should
be aware that they could even face a loss of their investment. Transactions in futures, options and securities or high-yield securities can
involve high risks and are not appropriate for every investor. Indeed, in the case of some investments, the potential losses may exceed the
amount of initial investment and, in such circumstances, investors may be required to pay more money to support those losses. Thus, before
undertaking any transaction with these instruments, investors should be aware of their operation, as well as the rights, liabilities and risks
implied by the same and the underlying stocks. Investors should also be aware that secondary markets for the said instruments may be limited
or even not exist.

BBVA or any of its affiliates, as well as their respective executives and employees, may have a position in any of the securities or instruments referred to,
directly or indirectly, in this document, or in any other related thereto; they may trade for their own account or for third-party account in those securities,
provide consulting or other services to the issuer of the aforementioned securities or instruments or to companies related thereto or to their shareholders,
executives or employees, or may have interests or perform transactions in those securities or instruments or related investments before or after the
publication of this report, to the extent permitted by the applicable law.

BBVA or any of its affiliates” salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to its
clients that reflect opinions that are contrary to the opinions expressed herein. Furthermore, BBVA or any of its affiliates’ proprietary trading and investing
businesses may make investment decisions that are inconsistent with the recommendations expressed herein. No part of this document may be (i) copied,
photocopied or duplicated by any other form or means (ii) redistributed or (iii) quoted, without the prior written consent of BBVA. No part of this report may
be copied, conveyed, distributed or furnished to any person or entity in any country (or persons or entities in the same) in which its distribution is prohibited
by law. Failure to comply with these restrictions may breach the laws of the relevant jurisdiction.

In the United Kingdom, this document is directed only at persons who (i) have professional experience in matters relating to investments falling within
article 19(5) of the financial services and markets act 2000 (financial promotion) order 2005 (as amended, the “financial promotion order”), (ii) are persons
falling within article 49(2) (a) to (d) (“high net worth companies, unincorporated associations, etc.”) Of the financial promotion order, or (iii) are persons to
whom an invitation or inducement to engage in investment activity (within the meaning of section 21 of the financial services and markets act 2000) may
otherwise lawfully be communicated (all such persons together being referred to as “relevant persons”). This document is directed only at relevant persons
and must not be acted on or relied on by persons who are not relevant persons. Any investment or investment activity to which this document relates is
available only to relevant persons and will be engaged in only with relevant persons. The remuneration system concerning the analyst/s author/s of this
report is based on multiple criteria, including the revenues obtained by BBVA and, indirectly, the results of BBVA Group in the fiscal year, which, in turn,
include the results generated by the investment banking business; nevertheless, they do not receive any remuneration based on revenues from any
specific transaction in investment banking.

BBVA is not a member of the FINRA and is not subject to the rules of disclosure affecting such members.

“BBVA is subject to the BBVA Group Code of Conduct for Security Market Operations which, among other regulations, includes rules to
prevent and avoid conflicts of interests with the ratings given, including information barriers. The BBVA Group Code of Conduct for Security
Market Operations is available for reference at the following web site: www.bbva.com / Corporate Governance”.

BBVA, S.A. is a bank supervised by the Bank of Spain and by Spain’s Stock Exchange Commission (CNMV), registered with the Bank of Spain
with number 0182.
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