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Middle East woes and potential risk scenarios

Social unrest risks remains

After Ramadan s break, social unrest climate remains high in some of the countries in North
African countries. In Libya, where Gaddafi’s death provided some relief, security will remain a
serious concern for at least the next year as militias refuse to disarm. Minor social and labour
demand protests have persisted in Algeria and to a lesser extent in Morocco. Tensions remain
in Egypt, where religious clashes and a lengthy electoral timetable combined with a series of
missteps by the interim rulers is paving the way for a tense political transition. Yemen’s
situation is still at limbo and the risk of civil war in Syria remains high.

Geopolitical risk is moving to a more worrisome area

The risk is moving to a more problematic area both in terms of world geopolitical and
economic implications:

— Confrontation in Syria goes an step further: This week, defectors under the Free
Syrian Army attacked a military base near the capital, what has been considered as the
first reported assault on a major security facility since the protests began. Furthermore,
the Arab League said diplomatic efforts are “close to the end of the road” and called
Syria to allow a team of observers.

— Kuwait, the first GCC oil player to register loud protests: Demonstrators stormed the
Parliament after weeks of protests over alleged corruption and called for the Primer
Minister resignation. This has been the first political violence since December in one of
the main oil producers in the area (2.3 mbd).

— Iranian tensions on the rise: Several events have prompted fears about the Iranian
situation. First, Saudi Arabia hinted Iran was after clashes in an Eastern province in
which fourteen people were injured. A week later, the GCC condemned an alleged plot
to Kkill the Saudi Arabia’s ambassador in Washington. And, finally, rumours that a report
from the International Atomic Energy Agency was stating that Iran is developing
nuclear arms capability led to escalating tensions with Israel, whose President said an
attack on the Persian country was “more and more likely”.

Social tensions and the European crisis can undermine a peaceful
transition to democracy

— Economic situation in affected countries will not help:_ In Syria, the regime's weak
point is the economy, which is shrinking due to sanctions and ongoing instability.
Lybia,s oil production recovery will take time and tourism receipts in the rest of the
countries will remain subdued.

— The Eurozone crisis will have a negative impact: North African countries will be
affected by lower exports and tourism receipts due to the economic situation in
Europe.

— Despite a recent moderation Food prices remains elevated (specially cereals): with
the potential to reinforce the protest climate.
Risk scenarios: Still low probability but with serious implications

Although still low probabilities scenarios, there is the potential for geopolitical tensions to
escalate in the region, maintaining or accelerating the oil price risk premium. Some of the
potential risk scenarios and probabilities are the following:
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A revival of Social unrest in Northern African countries (35%):_This is a still possible
scenario. Difficulties to find the new paradigm, after decades of autocratic regimes,
makes the transition process highly unstable. The political fragmentation and economic
situation will prove important obstacles to overcome. This will have a limited impact for
the world economy as oil production and spare capacity of the area are relatively low.
However, it has still the potential to maintain volatility in oil prices.

A spread of unrest to EAU and Saudi Arabia (10%):_ The social unrest process has
proved to be highly reinforcing. Tensions in North African can spread rapidly to the
Gulf countries. As oil prices remain high, this scenario is less likely in GCC countries as
the potential to tap economic demands are still quite high (despite the increases in
fiscal break even oil prices). However, recent events in Kuwait show us again that social
demands are beyond the economic situation.

A military confrontation with Iran (10%): A confrontation between Israel (and its allies)
with Iran is very unlikely today, given its invaluable conseguences for both sides. A
more probable scenario is an intensification of Iran and Saudi Arabia chess game in the
region, confronting Persian support to rebels in some countries with oil monarchies
low-level concessions. A further deterioration in Syria (likely) could reinforce tensions in
the Israel-lran-Saudi Arabia.

These two last scenarios would have serious implications for the global economy as the
potential of serious oil production disruptions will arise. Besides, most of the oil spare
capacity is in hands of the GCC countries (especially in Saudi Arabia) , limiting the ability to
cope with the disruptions and making the oil price shock more permanent.
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Table 1
Middle East Social Unrest Tracker
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Social Tension Scale
No protests
Isolated Labor and Social Demand

General Social & Anti Governments demands

Restrained protests (military presence, communications Shutdonwns, Curfew, Arrests.)

Protest scalates +Military Repression ( tear gas, mass detentions, attacks to gov and police buildings, shots, deaths..)
Military Repression + Risk of social confrontation + Civil war

Source: BBVA Research through international news agencies and SOS International

Chart 1
Qil risk premium and Middle East Social Unrest Tracker Index*
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Chart 2
Middle East oil supply disruption risks stemming from social unrest (recent changes)
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Chart 3

Fiscal break-even oil prices (USD)
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DISCLAIMER

This document and the information, opinions, estimates and recommendations expressed herein, have been prepared by Banco Bilbao Vizcaya Argentaria, SA.
(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 is 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 (i) 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”), (i) are persons falling
within article 49(2) @) to (d) (‘high net worth companies, unincorporated associations, etc.”) Of the financial promotion order, or (i) 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 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.



