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Key points:

Global measures to limit the spread of COVID-19 could lead to disruptions in supply chains, resulting in a sluggish
recovery.

Spanish companies could face a shortage of imported inputs necessary for their activity, with the manufacturing
industry and, therefore, the export of goods, being the segments of supply and demand that could be most
affected given their high dependency on foreign intermediate goods.

Within the manufacturing sector, the automotive, chemical, pharmaceutical and textile subsectors could be the
most wilnerable, because of the complex links in their value chains.

In some sectors, spending cuts will be sufficientto generate an accumulation of inventories, which will satisfy
demand when it is restored. In other sectors, increases in the prices of scarce goods or their replacement by
similar products could be observed, which will reduce the overall welfare.

Introduction

The economic damage caused by the measures taken to stop the spread of COVID-19 is growing. Globally, a
recession is considered to be inevitable. For example, BBVA Research estimates that in Spain, the percentage of
capacity utilization has fallen by as much as 40% compared to the figures for the first half of March. Some sectors,
particularly those most affected by social distancing rules, have reported a decrease in expenditure between 60 and
100%.

The economic measures implemented will be key to ensure a strong recovery. The policies announced are quite
similar across countries and have focused mainly on protecting the health of the population and facilitating the
transition of businesses and workers through an environment where the drop in income could be temporary. By
maintaining people's income and incentivizing the use of instruments that sustain employment, the recovery in
spending and production could be significant once the health emergency is over. For Spain, BBVA Research
estimates that GDP growth could reach a quarterly average of 7.8% in the second half of this year.

Most affected sectors and vulnerabilities

A lack of production and consumption inputs could restrict the economic recovery. The decrease in capacity
utilization has been widespread worldwide. However, the time span of this disruption will depend on the spread of the
epidemic in each country and the results of the measures adoptedto combat it. Given the different quarantine periods
across economies, disruptions in value chains could continue over time and affect different goods, making it difficult to
return to normal production. Likewise, consumers could face shortages in some manufacturing markets, which could
lead to price hikes or the replacement of such products by others of similar but different quality. Therefore, in the
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absence of an accumulation of inventories that could cover the most immediate needs of businesses and the
population, bottlenecks may be seen in some production processes or markets.

A part from the supply restrictions being observed, there should be added the possibility of an increase in
international trade barriers. In addition to the limitation of activity by confinement measures, the flow of goods and
senices could potentially be reduced as a result of more restrictive border controls, increased tariffs or by the direct
bans of the export of certain goods that are considered necessary to deal with the health emergency.

Limitations on recovery will be greater in those industriesthat are more dependent on imported inputs. In
Spain, the manufacturing sector is the most dependent on imported intermediate goods, with 23% of its total
production (see Figure 1). Others, such as the energy sector, also depend on the purchase of goods abroad, but the
current oversupply situation in the oil market ensures that there will be no supply problems in the coming months. The
relative importance of imports for the provision of health senices or information and communications, especially during
the current emergency, should also be highlighted.

Within the manufacturing industry, the automotive, textile, pharmaceutical and chemical industries may
experience more restricted recoveries because of the complex linksin their value chains. Analyzing the
subsectors of the manufacturing industry reveals the high dependency on foreign materials in the manufacture of coke
and in oil refining (69% of the sector's output), as well as the manufacture of motor vehicles (41% of the sector's
output). In addition, in other industries such as those producing metal, textile and chemical products, the import
content of their production exceeds 24% (see Figure 2).

By country, the economies that export more inputsto Spain are France, Germany, Italy and China, witha
weight in total manufacturing imports of 13%, 12%, 7% and 4%, respectively. Examining which manufacturing
subsectors are the most dependent on the intermediate goods of each of these countries, it is evident that the most
affected are: the automotive sector, which imports many of its components from France and Germany, and the textile
subsector, which depends on imports from Italy and China (see Figures 4, 5,6 and 7).

Given the severe impact of COVID-19 on these economies, it cannot be ruled out that the supply of inputswill be
altered and, therefore, will negatively affect companies that depend on these goods for their production process.
Howewer, it should be noted that the effect may be heterogeneous. While in Germany restrictions have been less
severe and China seems to have controlled the epidemic, in France or Italy the impact on economic activity could be
greater (see Figure 8).

The divergence inthe speed of exit by country can condition the strength of the recovery of Spanish exports.
In this respect, the main destinations of Spanish exports, in order of importance, are France, Germany, Italy, Portugal
and the United Kingdom (see Figure 3). All of these countries have implemented measures restricting freedom of
movement to combat COVID-19 in March, at a high economic cost*. However, the severity of containment measures
has differed by country, being more sewere in Italy, France and Portugal and more lax in Germany and the United
Kingdom (see Figure 8). Therefore, it is possible that the restoration of exports in some of the Spanish markets could
vary in time and capacity, as the restrictions are lifted.

1. The dateson which measureswere first adopted were: Italy (March 9), France (March 17), Portugal (March 18), Germany (March22)and the
United Kingdom (March 23).
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Conclusion

The disruption of value chains may be one of the factors slowing down the recovery of the Spanish economy
in the coming months. In this regard, the severity of restrictions applied in other countries and their duration could
impose limits on the intensity of the exit. The manufacturing sector would be the most exposed and the dependence
on inputs from France and Italy poses a risk to certain parts of the industry. Although the fall in demand could make
accumulated inventories sufficient to meet short-term needs, especially in some manufacturing sectors related to the
consumption of durable goods, future tensions in value chains cannot be ruled out.

Figure 1. SPAIN: WEIGHT OF IMPORTED INPUTS IN TOTAL OUTPUT, BY SECTOR (%)
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Figure 2. SPAIN: WEIGHT OF IMPORTED INPUTS IN Figure 3. SPAIN: MAIN EXPORT DESTINATIONS (% OF
TOTAL OUTPUT, MANUFACTURING SECTOR (%) TOTAL, 2019)
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Figure 4. SPAIN: DEPENDENCE ON INPUTS FROM
FRANCE* (%, 2014)
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Source: BBVA Research based on OECD global input-output tables.

Figure 6. SPAIN: DEPENDENCE ON INPUTS FROM
ITALY* (%, 2014)
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Source: BBVA Research based on OECD global input-output tables.

Creating Opportunities

Figure 5. SPAIN: DEPENDENCE ON INPUTS FROM
GERMANY* (%, 2014)
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Source: BBVA Research based on OECD global input-output tables.

Figure 7. SPAIN: DEPENDENCE ON INPUTS FROM
CHINA* (%, 2014)
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Figure 8. STRINGENCY INDEX, GOVERNMENT RESPONSE*
(VALUE FROM 0 TO 100; 100 = STRICTEST RESPONSE)
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Source: BBVA Research based on the Oxford COVID-19 Government Response Tracker.
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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 w arranty, either express or
implicit, regarding its accuracy, integrity or correctness.

Any 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 w ithout 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 forany loss, direct or indirect, that may result fromthe 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. Nor shall this document or its contents form the basis of any contract, commitment or decision of
any kind.

With regard to investment in financial assets related to economic variables this document may cover, readers should be aw are that
under no circumstances should they base their investment decisions on 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 forthem
to take an appropriate investment decision.

The content of this document is protected by intellectual property law s. Reproduction, transformation, distribution, public
communication, making available, extraction, reuse, forw arding or use of any nature by any means or process is prohibited, except
in cases w hereit is legally permitted or expressly authorized by BBVA.
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