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Executive summary

2020 Economic and industry outlook:
second quarter perspectives

Economic outlook

The emergence of the COVID-19 pandemic has radically altered the so-
cioeconomic and political vision of the world. The infection process, cou-
pled with the suppression measures imposed across the world (social dis-
tancing and population confinement), has produced supply and demand
shocks of unknown dimensions so far. In addition, the oil market has
tightened up, which has put additional pressure on certain economic sec-
tors, both in developed and emerging countries.

The new global growth forecasts presented by MAPFRE Economics in this
report have gone from 3.1%, at the beginning of the year, to a contraction
in global GDP that ranges between -3.0% (in the minimum baseline sce-
nario) and -8.2% [in the stressed baseline scenario), scenarios that may
vary depending on the impact that eventually results from the spread of
the virus and the suppression or containment measures that may be
taken.

In this context, there has been a global synchronicity in the relaxation of
monetary and financial conditions. However, this has been carried out in a
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markedly less coordinated and irregular way in terms of fiscal policy mea-
sures. These generally include direct and indirect stimuli, and guarantees
that have ranged from 15% of GDP in some countries to 2% in others. The
report’s baseline scenario of economic growth and inflation is therefore
very negative for developed countries and even more so for emerging
markets, due to the vulnerabilities accumulated over the last decade and
the sharp contraction in foreign revenue, especially because of the fall in
oil prices.

In the variants of the baseline scenario considered in this edition of the
company's Economic and industry outlook, economic growth will return
with a varying force in 2021 and will result in a bill in the form of an in-
crease in public debt of at least 15% of global GDP. It should be noted that
the report does not include a quantification of an alternative scenario, per
se, but this could happen. The components for this would be: a loss of
control of the pandemic, and a failed, sterile international action that
lengthens the recession into a depression with the potential to generate a
systemic event through the finance sector that would not only make the
downturn bigger, but the eventual recovery would also be later and
weaker.
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Insurance markets

Like the economy, the insurance industry is experiencing a situation that is
unprecedented, at least in the last 100 years. The COVID-19 pandemic has
led to a global health crisis that, as it expands, is saturating health systems
in both emerging and developed countries. This has forced measures of so-
cial distancing and population confinement that are affecting the economy
and, by extension, the insurance markets, with consequences that are still
to be determined, but could exceed the impact of the deepest crises of re-
cent times. The widespread application of accommodative monetary policies
(along with additional unconventional measures), accompanied by expan-
sionary fiscal policies, could stimulate the recovery of the economy and the
insurance industry. However, this is not expected to happen before 2021,
with great uncertainty as to the structural effects that may arise from the
present crisis.

The reaction of major central banks globally has been virtually immediate,
with the application of quantitative easing measures, through bond acquisi-
tion programs (both sovereign and corporate), which have been of great
help to insurance companies. These programs ensure their liquidity and
have an immediate effect on risk premiums (avoiding an abrupt increasel,
which would cause their valuations to fall and as a result, the shareholders’
equity of insurance companies to fall as well. It remains to be seen to what
extent the creditworthiness of its issuers will be affected, especially with
regard to corporate bonds, which will depend on how long the situation con-
tinues. This would damage the solvency position of insurance companies
with significant investments in these asset types.

The report’s analysis of the worst economic crises in the 40 years since
1980 shows that, overall, sharp declines in GDP lead to significant setbacks
in insurance premiums at the aggregate level, in both emerging and
developed markets. However, the effect is uneven across the different lines
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of business. Automobiles, business, industrial and Life insurance are the
hardest hit and will suffer the short-term consequences of the crisis. Health
insurance has remained very resilient in these situations, even behaving
anti-cyclically at the worst times of the crisis. Homeowners and
condominium insurance tend to slow down, without experiencing large
setbacks. For traditional life annuity and Life savings insurance, the most
unfavorable effect (with structural and medium- to long-term implications)
is the low-interest-rate environment. This was previously a problem for
economies in developed countries, but it is spreading to emerging markets.
In addition, the strong setbacks in stock markets harm the Life insurance
products in which the policyholder assumes investment risk, in countries in
which this type of product has reached a significant weight. Reduced GDP,
low interest rates and falling stock markets harm Life insurance due to the
loss of business and due to the bailouts that may need to be paid to people
who fall into a situation of need as a result of the crisis.

As part of the effects of the current crisis, emerging economies have suf-
fered strong disposals of portfolio investment, with sharp exchange-rate
declines, which coupled with the fall in GDP, will have a marked impact on
the turnover and profitability of its respective insurance markets. From the
aforementioned analysis of the economic crises in the last four decades, it
is clear that the sharp falls in the GDP of emerging markets are usually ac-
companied by strong declines in business volume. However, when GDP re-
covers and returns to growth, insurance premiums take up their growth ro-
bustly during the three or four years after the crisis, well above the average
GDP growth in recovery periods.



1. Economic outlook

1.1 The global economic outlook the other global variables, although without defining where the bottom of
this recession is, and considering that the only reference to the intensity
and duration of this type of crisis leads us to a scenario similar to that of

1.1.1 COVID-19 and the new global crisis World War Il. Thus, as long as the current crisis lasts, MAPFRE will limit
itself to providing a range of forecasts.

Until the end of January, MAPFRE Economics’ central global economic per-

formance scenario for 2020 was that of a low traction gain in global activity,

although this was expected to be weak, fragile and elusive due to the signifi- Chart 1.1.1-a

cant challenges of the present time (such as inequality, the change in eco- Global: PMI performance

nomic model and the problems arising from environmental sustainability)'

— JP Morgan Global Manufacturing PMI SA

and the fact that it should go hand in hand with an expected but difficult — JP Morgan Global Composite PMI SA
eventual recovery of emerging markets, accommodated by a new period of — JP Morgan Global Services PMI SA
monetary stimulus in developed markets. However, the health emergency 60

caused by the SARS-CoV-2 (COVID-19] global pandemic, which was declared
as such by the World Health Organization on March 11, is having an un-
precedented impact on economic activity. Although national accounting data -
is not yet available for most countries, high-frequency indicators show the
intensity of the contraction (see Charts 1.1.1-a and 1.1.1-b).

40
This deterioration is forcing the consensus to completely alter the fore-

casts for the entire year of 2020. The sudden deterioration (since it oc-

curred in less than a month] of this change in expectations is not the only "

notable feature, but so too is the high uncertainty in the expected range of 2018 2019 2020
deterioration (see Chart 1.1.1-c). Similarly, MAPFRE Economics has also
considered it necessary to alter its expectations of growth, inflation and Source: MAPFRE Economics [with JP Morgan data)
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Chart 1.1.1-b

Global: trade volume performance
(growth rates, YoY)

= CPB Merchandise: World Trade Volume Index SA
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Source: MAPFRE Economics (with data from CPB Institute, Netherlands)
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The two extremes of the central vision are:
minimum baseline scenario and stressed baseline scenario

As indicated in Table 1.1.1-a, the differences between the high and low
bands of forecasts in MAPFRE Economics' central vision (minimum
baseline scenario and stressed baseline scenario) are based on the level of
stress that the VIX index is subjected to, emerging risk premiums, oil,
temporary and risk premium, and global trade in general. There are also
substantial differ-ences in the debt burden that accumulates in both
scenarios. The mini-mum baseline scenario (high band) considers that the
recession will occur primarily in the second quarter of the year and
partially in the third quar-ter, but that normalization will result in a sharp
rebound in 2021. In con-trast, in the stressed baseline scenario (low band)

Fundaciéon MAPFRE

Chart 1.1.1-c

Global: change in GDP forecasts
(growth rates, YoY)

— Baseline scenario (January 2020)
— Minimum baseline scenario (April 2020)
= Stressed baseline scenario (April 2020)

2015Q1
2016 Q1
2017 Q1
2018 Q1
2019 Q1
2020 Q1
2021 Q1
2021 Q4

Source: MAPFRE Economics

the fall is more pronounced (double), longer lasting (one or two further
quarters) and the rebound in 2021 will be much smaller.

The main characteristics arising from the use of this approach to prepare
forecasts for this report are presented below.

Minimum baseline scenario: global growth stands at -3.0%

e China would recover its activity in the second quarter, and Asian
economies are those that would mainly benefit from this. China's role
as lender of last resort in the emerging world is not deteriorating; its
demand for raw materials, tourism and integrated goods gradually re-
covers, and is restored in the fourth quarter of 2020.
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e The "suppression” measures in the rest of the world depress domestic
and foreign demand, but automatic stabilizers work to mitigate their
severity, and the contagion curve flattens to a hiatus, which allows the
launch of the containment strategy by the end of the year. This elimi-
nates obstacles to the expected rebound of activity in 2021 in devel-
oped markets.

e There would be no feedback between the real and finance sectors. The
crisis would not create a solvency problem in the developed world, nor
would it lead to the emergence of any sort of unexpected risk. Liquidity
is restored, solvency remains and there are no large asset deprecia-
tions. A systemic problem would not emerge.

e 0Oil would return to around 40 USD/bl by the end of 2021. The VIX index
would not remain high but also not at levels comparable to those ob-
served in the Lehman crisis or the Chinese crisis in 2015. The value of
the US dollar would remain below 1.1 USD/EUR.

Stressed baseline scenario: global growth stands at -8.2%

e More countries become more severely infected for a longer period of
time, with effects on the important finance sectors, especially in the
countries of Emerging Asia and Latin America.

e Global trade would contract by 15% throughout 2020.
e The price of oil would remain very low, below 15 USD/bL.

e There is a collapse of capital earnings that leads to abrupt changes in
market valuation of many assets on the balance sheet, matching ef-
fects between assets and liabilities must occur by significantly reduc-
ing the size of the financial market and the possibilities of global

financing. The role of Safe Havens would increase, hoarding liquidity
and pushing down interest rates, which would cause even greater
damage to the financial system.

e The fundamentals of this adjustment would occur in the last quarter of
2020 and the first of 2021, and its effects would be felt well into next
year.

Extreme vision: the alternative scenario

The alternative scenario (extreme vision), which has not been quantified in
this report, is an unpredictable scenario that would involve permanent
structural changes triggered by a systemic crisis caused by known risks
and vulnerabilities, or by the emergence of those that are not yet known
and may have a profound effect on the economy. Although it cannot be said
what mechanism would lead to such an extreme situation, some assump-
tions can be made about the minimum elements that would be present: (i)
the biological assumptions of the baseline scenario about the infection
(seasonality and fatality of the virus, among others) are not fulfilled and (ii)
national interests prevail without some form of international coordination
to tackle the problem, resulting in recurrent partial and delayed measures
without power to control the epidemic.

This extreme vision also assumes that any of the risks observed and re-
flected in the risk assessment (see Chart 1.1.2) will unleash a potentially
systemic financial crisis that dislocates the finance sector from the real
sector, preventing a return to normalcy in the future because there are no
mechanisms for risk mitigation, term transformation and balance-sheet
stability offered by the finance sector. The financial crisis is triggered by
the materialization of some kind of risk relating to liquidity, debt financing,
the solvency of the system, a lack of revenue or counterparties. These
risks fundamentally act by increasing the aversion to global risk, the

Fundaciéon MAPFRE
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Box 1.1.1-a
Central vision in the baseline scenario

Central vision

Given the dynamics of the COVID-19 pandemic, coupled with the in-
ternational coordination and reaction, a resulting short and sharp
recession can no longer be counted on (V curve). Therefore, the
alternatives that have been considered in preparation of this report focus
on the possible scope of a U-shaped recession (assuming that the
response prevents the recession from causing permanent damage), which
lasts between two and four quar-ters and with variable depth primarily
dependent on the biological severity of the virus and the speed and
intensity of the measures taken. In short, MAPFRE Economics’ central
vision on the basis of this report is that there is relative success in
flattening the curve of infections that allows for a U-shaped recovery.

This vision has a range of potential scenarios and results and, therefore, in
this report, MAPFRE does not refer to a "baseline” scenario and an "alter-
native" scenario (as has been done in previous analyses). Instead, a mini-
mum baseline scenario (MBS) and a stressed baseline scenario (SBS) are pro-
vided, both with equivalent probabilities that offer “"extreme bands” of an
entire range of forecasts.

The "alternative scenario” to this vision is described below as an “extreme
vision,” and is characterized by a new long-term balance, with permanent
economic dysfunctions in both supply and demand and a finance sector
unable to perform basic functions (mitigating risks, transferring savings,
promoting demand, etc.), given that the shock has bolstered weaknesses
that have been forged and are now present in the real sector. In MAPFRE
Economics' versions of the "baseline scenario” (minimum baseline scenario
and stressed baseline scenario) we return, within a longer or shorter period
of time, to pre-crisis levels, while in the "alternative scenario” (for which no

forecasts have been included in this report] we never return to these levels
again.

The basic assumptions of the baseline scenario

In the preparation of the baseline scenario forecasts, the following general
assumptions have been considered:

1. Nature of the virus. On the most benign side of the spectrum of the
company's central vision (MBS), it is assumed that SARS-CoV-2
(COVID-19) has a seasonal nature and retreats in the warmer weather.
This is also why its severity in hot countries (mostly emerging markets)
is expected to be limited. Under this vision, the virus mutates at the
rate of the flu and allows for relatively rapid passive immunization (af-
ter infecting 20-40% of the population). Its ability to spread (RO) is
about twice that of the common flu, as anticipated. The fatality rate is
about 1%, and both factors together allow us to confirm that the num-
ber of infected people is between eight and ten times the number of
reported cases. The temporal distribution of the virus does not have a
single maximum, but shows a second outbreak, although lower in in-
tensity thanks to all the assumptions listed above.

In the most stressed vision of the baseline scenario (SBS), some of
these assumptions are relaxed, particularly those relating to infection
and immunization, which leads to a seasonal outbreak equal to or more
severe than the original as there was not enough immunization and the
virus strengthened. Moreover, there is an obvious toll at economic and
political levels, and the ability to withstand the shock is much lower
than that observed in March.

Fundaciéon MAPFRE




2020 ECONOMIC AND INDUSTRY OUTLOOK (Q2)

Box 1.1.1-a (continued)
Central vision in the baseline scenario

Epidemiological strategy It is assumed that the strategy adopted is
severe “suppression.” In the central vision of the baseline scenario
(MBS), this is successful and buys time to search for treatments, vac-
cines, and to reinforce the health care system. The seasonality of the
virus also provides greater room for maneuver before a phase of pro-
gressive containment is introduced in the fall.

Under a more stressed vision of the baseline scenario (SBS), the nature
of the virus forces a longer confinement period. This, coupled with the
absence of seasonality and a weathered institutional response, allows
the virus to spread more rapidly than expected. The “suppression”
strategy gives way to a more or less involuntary collective “immuniza-
tion” strategy, in which the number of infected people grows steeply
along with fatalities. However, in this case, as in the previous case,
what makes the difference is the information, which is sufficient to es-
tablish relatively correct strategies that lead to more or less delayed
success. The most important thing about this stressed vision is that, in
extremes, the institutional response to the virus prioritizes the support
of the health care system and reducing uncertainty through mass test-
ing to understand the true behavior and scope of the virus. It is as-
sumed that, from this point, the more or less delayed success depends
fundamentally on both strategies.

Institutional reaction. The central vision of the baseline scenario (MBS]
assumes that the institutional response is the correct one, by which the
cost of the pandemic is able to be distributed over time without leading
to extreme situations, and that the unemployment caused is temporary
and the arrears remain under control. Therefore, a systemic situation

cannot be achieved, which, from the point of view of the consensus,
translates into:

Local institutions that properly manage relevant information and
manage expectations without causing panic or social discontent.

Acceleration of the early recovery of the goods markets and factors
with necessary regulatory changes.

Activation of mechanisms to prevent the collapse of the health care
system.

e Palliative economic measures are implemented correctly and on

time: (a) fiscal measures for temporary income replacement, sensi-
tive but controlled public sector involvement (avoiding “crowding
out”) and guarantees that allow credit to flow in support of activity
being restored, especially retail activity; and (b) monetary measures
that manage to provide frictionless liquidity to the system and control
sovereign spreads, curbing asset impairment in the balance sheet of
the financial system and without an adjustment to it.

On the other hand, in the stressed vision of the baseline scenario (SBS),
the duration of the recession in the most vulnerable countries trans-
forms the real crisis into financial and sovereign crises with real impli-
cations. Under the stressed vision, Latin America and Turkey have an-
other balance-of-payment crisis and debt crisis like in the 1980s and
1990s, and emerging Asia has another sort of liquidity crisis similar to
that experienced at the end of the 1990s.

Fundaciéon MAPFRE
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4. Price of crude oil. In line with what was explained in Box 1.1.1-d, the

a day attempted to put a floor under the fall in the Brent price. Howev-
er, the absence of demand and the excess in existing inventories keep
prices very reasonable (even leading to the economic “abnormality”
that occurred when the price of May's futures became negative), which
leave the current framework in a very gradual dynamic that manages to
reach 40 USD/bl at the end of 2020 (20 USD/bl under the stressed
baseline scenario). Emerging exporting countries face additional pres-
sure due to cuts in revenue and the impairment of its trade terms,

needed to better cushion the slowdown.

Source: MAPFRE Economics

agreement to reduce the oil supply by approximately 10 million barrels

which weakens their currencies and curbs the looser monetary policy

Box 1.1.1-a (continued)
Central vision in the baseline scenario

5. Financial dimension. Pressure on US dollar liquidity remains, despite

global dollar auctions. The dollar therefore remains appreciated
against all currencies and, eventually, its structural downward path
against the euro stops. Portfolio investment outflows from emerging
markets are slowing, but the shift in monetary bias in emerging coun-
tries does not produce a complete backflow, which remains in search of
security and in high yield. Pressure on the financial account remains in
emerging markets. This is partly because they must coexist with levels
of global risk aversion that are still high. The strong financial integra-
tion of markets such as Brazil, Mexico and Turkey is an additional ele-
ment of regional tension, given the fear of a collapse of regional indices
that may impact the valuation of market assets.

collapse of all revenue and income, and the flooding of the system of
financial assets for which there is no demand. These detonators produce
outflows that are unsustainable in financial accounts in emerging
markets, the de-preciation of most currencies, as well as all asset types
through adjust-ments in net present value (NPV] or market value (credit
and income equi-ties), thus adjusting the balance sheet size of the real
and finance sectors.

In this alternative scenario, the effects of the health crisis caused by
COVID-19 end up looking like the pandemic that occurred about 100 years
ago. That health crisis was the prelude to the "isms" (nationalism, fas-
cism, communism, etc.] in Europe; a crisis that we cannot and do not want
to imagine. The change in market expectations can be followed monthly in
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the online analytics prepared by MAPFRE Economics for that purpose?. In
this review mechanism, it can be seen that the wide range of forecasts is
proportional to the uncertainty in the possibilities of how COVID-19 will be
managed.

It is appropriate to reiterate the idea expressed in MAPFRE Economics’
previous report that we are in a scenario of extreme Knightian uncertainty,
in which it is impossible to anticipate the outcome of economic and social
policy decisions due to the unpredictable development of the biological
event, as well as the incremental consequences of the current vulnerabili-
ties that can turn any global scenario into one dominated by new risks
whose nature and implications are still unknown. Economic and social
policy decisions in this scenario involve a full adverse selection exercise.
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Biology, uncertainty and crisis

The duration and intensity of the current crisis, as well as the form of re-
covery when it is in remission, are conditioned not only by the indefinite
dynamics of the economic process that they are involved in, but also by the
process of continuous discovery about the nature of the virus itself. In this
regard, there are three main unknowns: (i] virus behavior; (ii] optimal
health strategy; and [iii) economic policy options.

Behavior of the virus

Given its relative biological novelty, little is known about COVID-19. It is
known to be a variant of a familiar virus, SARS, which is transmitted from
animal to human, and is highly contagious through fluids and has a mod-
erate mortality rate3. However, there are more unknowns and they remain
over aspects regarding their nature, which conditions the response of
health and socioeconomic policy that can be taken.

Some of the most relevant unknowns include the following: (a) its true rate
of infection RO (estimated to be close to twice the rate of the common flu);
(b) the number of truly infected people (estimated to be 8x or 10x the re-
ported number of cases); (c) the true mortality rate; (d) the possible sea-
sonal component; (e) whether immunization (passive or active] is possible
and how quickly (with what percentage of the infected population); (f]
whether asymptomatic infected people are contagious or not; and (g cru-
cially, the true distribution of cases of infection over time (the infection
curve).

The optimal health strategy

All of the aforementioned unknowns make the search for an optimal epi-
demiological management strategy a very complex adverse selection exer-
cise, for which it can only be ensured that any decision taken with partial
information will always leave room for improvement (less than optimal]
and will be strongly conditioned by a socioeconomic trade-off that may be
implemented.

Thus, crisis management requires two types of decisions with very differ-
ent levels of certainty; some are obvious and others depend on the audaci-
ty of the assumptions made when deciding. First, the most obvious part is
that of unavoidable decisions:

e Unconditional and sufficient political and financial support for the
health system to control deaths; this is especially important in coun-
tries that are less prepared to handle the crisis (see Chart 1.1.1-d).

e The search for palliative treatments and vaccines that guarantee a
back stop to the problem.

e Reducing uncertainty about the behavior of the epidemic through sam-
pling and random testing and the infected people themselvess.

Second, the other, less obvious, type of decision to make is the strategy of
control (biological and social) of the pandemic. Although there are countless
variants, the two major avenues currently under discussion are “contain-
ment” and "suppression.” Both are based on quite restrictive assumptions
given the absence of sufficient information, and with very different health,
social and economic consequences. The health policy decision revolves
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around managing the infection. Therefore, the two sides of the spectrum of o
such measures are in fact fundamentally different due to the target level of
the parameter of its infection capacity (R0).

Containment

2020 ECONOMIC AND INDUSTRY OUTLOOK (Q2)

It implies, however, that immunization is possible and that it is possible
to reduce RO and keep it under control to allow immunization.

Suppression

e This seeks to reduce the RO to levels in line with the goal of achieving
herd immunity, for which between 20% and 80% of the population
needs to become infected®.

e Although the economic costs are manageable, it is not manageable for J
the health system. It is usually implemented when strong health sys-
tems are available (see Chart 1.1.1-d).

This seeks to reduce RO to below 1, which is when it becomes reces-
sive, in order to gain time to take advantage of the seasonality of the
virus, create treatments and vaccines, prevent the collapse of the med-
ical system and reduce fatalities.

Its disadvantage is that it leaves the population vulnerable to future
resurgences, since it strengthens the strain against which immuniza-

tion has not been ach

ieved.

Chart 1.1.1-d
Global: health system readiness metrics
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e Historical experience shows that the virus returns seasonally and
forces a switch to the containment strategy.

e The economic cost is enormous, due to supply disruptions, risk aver-
sion and the potential financial implications.

Economic policy options

Based on the health strategy implemented by most countries, it is clear
that economic costs would be much higher if monetary and fiscal support
measurest had not been implemented, and the damage (temporary for
now) would probably become permanent. These measures have been
aimed at preventing the collapse of aggregate demand (liquidity, solvency,
employment], returning flexibility to factor markets, and making firewalls
between the real and finance sector to avoid terrible recurrences that re-
inforce cyclical deterioration (bankruptcies, sovereign tightening, etc.). In
MAPFRE Economics’ view, the success of these measures will result in the
current crisis having a more or less orderly exit (U-shaped], or an exit that
leads to a new balance of lower growth and loss of permanent welfare (L-
shaped). Both alternatives represent the possible scenarios in this docu-
ment, one main baseline (U) and one extreme (L).

Economic policy options to avoid the above effects are divided into four
groups: (i) institutional and regulatory coordination aimed at accelerating
the recovery of sectors most affected by suppression measures; (ii) mone-
tary measures aimed at providing liquidity, ensuring balance-sheet stabili-
ty of the financial system and accommodating fiscal policy measures; (iii)
fiscal measures aimed at financing the health shock, sustaining incomes
and investing in the potential for economic growth by taking advantage of
the existing broad multipliers (see Box 1.1.1-b); and (iv] the search for

financing mechanisms and pooling of the costs of the crisis aimed at seek-
ing sufficient fiscal space ([domestic, international or multilateral).

The approach of the global economic policy has been to contain the effects
of epidemic management decisions, which have generally been channeled
through the suppression health strategy. The somewhat widespread sup-
pression strategy has led to economic disruption with three distinct di-
mensions:

1. Demand. Marked by the reduction of salary and non-salary incomes
that have led to postponing demand (consumption, investment in
equipment and residential], as well as reducing the propensity for con-
sumption due to precautionary reasons. This has affected all proximity
sectors, such as tourism and catering, and the mitigating effect of pub-
lic demand has been insufficient.

2. Supply. Marked by the dislocation of value chains and world trade, bot-
tlenecks and a shortage of inventory have been produced, leading to a
productive standstill and price distortions in a localized manner.

3. Financial markets. Marked by increased risk aversion (VIX), the search
for safe assets, balance-of-payments problems, exchange-rate insta-
bility, dollar appreciation and rising global financial conditions despite
central bank efforts. It has also generated a shortage of liquidity in
dollars and a risk of asset repricing due to the effect of a permanent
fall in revenue (through NPV or market valuations). The higher the lo-
cal vulnerabilities, the greater the recurrence between real and finan-
cial effects. Emerging markets, in general, and Latin America, in par-
ticular, are textbook cases (see Box 1.1.1-c).
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Box 1.1.1-b
Economic policy measures

Economic policy and COVID-19 followed by emerging markets such as Brazil and Mexico, which con-
tributed partly to the depreciation of their currency (see Chart A).

Up until the date of publication of this report, the economic policy response

to the spread of the COVID-19 pandemic has been aimed at curbing imme- e Balance sheet expansion. The Federal Reserve has agreed to pur-

diate deterioration and stabilizing the economy. A reference to the overall chases of up to 700 billion US dollars (in the Lehman crisis, it was

measures taken to that effect can be found in the summary prepared by the

International Monetary Fund (IMF)', although, in general, they can be sum-
marized in measures to: (i) replace demand; (i) avoid a liquidity crisis that Chart A.
could turn into a solvency crisis; (iii) curb the impairment of financial and Monetary policy interest rates
real sector expectations (producers and consumers); (iv) curb the impair- (%)
ment of private sector revenue and its |mpl|cat|0ns on _unemployment and  Eedlfgtedd o Mot (fhens)  — Ui Siis
both personal and corporate bankruptcies; (v] create firebreaks that pre- — United Kingdom  — Eurozone
vent a vicious circle between the real and financial sectors and, fundamen- o 20
tally, (vi] prevent a temporary shock, such as COVID-19, from becoming a
permanent one. 25
From an analytical point of view, the main economic policy measures can be ; 20
summarized as follows:
15
1. Monetary policy Broadly, they have been placed in ultra-accommoda-
tive territory, both in developed and emerging markets (though the 3 10
latter to a lesser degree, thus trying to mitigate portfolio outflows).
This laxity has been implemented through: 5
e Aggressive interest rate cuts (where there was room to do so). This 0 s - 35 s 3 = 3 o 8\5 T = 5 o 0
has virtually led rates in developed markets to the Zero Lower Bound g g 8 ¥ 8 5 3 2 § @ v o w ®» o g
(ZLB), such as in the United States or the United Kingdom, often S &§ 8§ §8 8 8 8 R 8 8 8 & ’R 8§ 8§
Source: MAPFRE Economics (with data from the central banks of the countries specified)
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Box 1.1.1-b (continued)
Economic policy measures

600 billion US dollars) and is open to unlimited purchases; the Eu-
ropean Central Bank (ECB]) is preparing for 750 billion euros in pur-
chases (see Chart B]).

A stop to asset value impairment. By expanding the purchasing menu
of monetary institutions to mortgage-backed securities (MBS), cor-
porate debt, ETFs, etc.

Liquidity and solvency measures. Coordinated dollar liquidity auc-
tions, flexibility in the banking system's capital requirements (with
the ability to release up to 20 billion US dollars in liquidity).

Fiscal policy. Regardless of the existence of sufficient fiscal space,
most countries have embarked on an unprecedented deficit-widening
exercise that will largely end in the form of public debt. It is estimated
that, at the end of 2021, total public debt will have increased between
15 and 25 basis points (bps) of the global GDP. A list of the most rele-
vant measures in this regard can be found in Table A. These have es-
sentially resulted in direct, indirect and public guarantee measures,
and are aimed at moderating demand (in the form of public consump-
tion), income compensation (transfers ), and avoiding a liquidity and
solvency crisis.

In addition, more radical approaches (with still uncertain conse-
quences), such as the coordination of plans from various bailout funds
(Europe), the monetization of the deficit (United States) and even the
creation of universal wage incomes (some countries), are being pro-
moted; these are experiments that must be treated with extreme cau-
tion.

Chart B.
Balance sheet of central banks
(% of GDP)
— United States = United Kingdom = Eurozone
40
30
20
10
0
— ™ — ™ — ™ — ™ — ™ — ™ — ™ —
o o o o o ¢ o ¢ o ¢ o o o o o
[=1 - [se] ~ el o~ o~ o o o [Te} ~O (oo} o~ —
o o o o o o o — — — — — — — o~
o o o o o o o o o o o o o o o
o~ o~ ~N o~ o~ o~ ~N o~ o~ o~ ~N o~ o~ o~ o~
Source: MAPFRE Economics (with data from the central banks of the countries specified)
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Box 1.1.1-b (continued)
Economic policy measures

. . . . . . Table A.
Emerging countries, with less public policy space available, may need Impact of fiscal measures to tackle COVID-19
to resort to multilateral institutions to enable measures comparable to (% of GDP)

those implemented within developed countries. In this regard, focus _mm

has been placed on the IMF and on the mechanisms for unconditional

liquidity, such as Special Drawing Rights (SDRs), which are inter- AR
changeable securities (at 1.36/USD) between the central bank system TS Ah it A
and the IMF. It is estimated that the liquidity contained in the system in el Lo - : et
the form of SDRs amounts to approximately 200 billion US dollars. ~EIEIE -t L : i
During the Lehman crisis, they required 250 billion US dollars in this N . o - -
type of instrument, therefore the IMF is debating the creation of new Aol it - - -
issuances that may range from 500 billion to 4 trillion US dollars. It Al Al ks At et
should be noted that the IMF is the only entity that can function as a ARt RO% bt : DA
lender of last resort in the emerging world. T
Germany 9.0% 2.9% 11.6% 23.6%
ltaly 1.4% - 19.2% 20.6%
Czech Republic 1.8% - 16.1% 17.8%
United Kingdom 1.5% - 15.1% 16.6%
France 1.9% - 12.4% 14.3%
Croatia 1.2% 11.7% - 13.0%
Poland 3.0% 47% 1.8% 9.5%
Spain 1.2% - 7.2% 8.4%
Switzerland 1.1% 0.2% - 1.4%

Asia and the Middle East

China 4.0% = = 4.0%

South Korea 1.0% 2.6% - 3.6%

Israel 1.0% 2.1% - 3.1%

. Japan 2.3% 0.3% - 2.6%
COVID-19 ] " Egypt 0.0% 1.9% 5 1.9%
Philippines 1.0% - - 0.1%

Source: MAPFRE Economics (with data from national authorities, updated April 2020)

Source: MAPFRE Economics
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1.1.2 Risk assessment

The current risk map (see Chart 1.1.2) remains similar to the one pre-
sented in MAPFRE Economics’ previous report’. However, now its nature
is not that of a possible catalyst for a recession, but a factor of added
aggravation that may have an effect on the current scenario and turn the
observed U-shaped recession into one in which there is a shift in bal-
ance. This would be characterized by a depression that, because of the
dislocation of the finance sector after a systemic event, cannot return to
normal (L-shaped).

Global governance

In general, the implementation of the health suppression strategy to ad-
dress the spread of the COVID-19 pandemic, coupled with its effects on
economic activity, may lead to increased tensions over governance world-
wide, especially in regions ([emerging countries) where health systems are
weaker and less prepared to deal with the emergency.

Meanwhile, in the eurozone, the progress made in the attempt to imple-
ment common measures (Eurobonds, aid such as rescue via the MREL,
unlimited QEJ, in case of inadequacies and greater cohesion, may repre-
sent a "before and after” scenario in terms of greater social divide and the
strengthening of populism, creating a situation like the one seen with
Mario Draghi in the eurozone crisis.

Global debt

It is necessary to stress the vulnerability associated with the continued
rise in global debt levels. Disrupted cash flows that impair debt-servicing
capacity, with increasing liquidity alarms in the system, may ultimately
lead to solvency problems on the banks’ balance sheets, turning the
COVID-19 crisis into a systemic crisis. Meanwhile, governments attempt-
ing to stimulate their economies will run larger deficits, in an environment
of weak borrowers who may react negatively to their obligations.

Chart 1.1.2
Vulnerabilities and global risks*

Global Global Geopolitical crisis
oba

governance debt o
Sovereign-financial
: ‘ crisisin China

Climate
change

RISK PROBABILITY

US economic
policy

RISK SEVERITY

Source: MAPFRE Economics *The arrow indicates the observed bias of the risk
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Box 1.1.1-c
COVID-19 and the vulnerabilities of emerging markets

The vulnerability of emerging markets

In the last decade, emerging markets have experienced increased fi-
nancial vulnerability and debt in a context of lukewarm economic
growth, trade slowdowns, a slowing of real investment and rising in-
come inequality. It should be noted that this is especially true in Latin
America, where low productivity and GDP growth predominate, along
with a lack of domestic savings mediated by the finance sector. These
problems expose the region to external shocks that can be transmitted
through its current account or foreign debt stock.

Therefore, emerging markets that were already at high risk of sov-
ereign external debt problems at the end of 2019 currently have a very
high debt burden. Total debt is estimated at more than 220% of the
GDP of emerging markets, with private debt close to three quarters of
this figure, mostly due to the expansion of the leverage of private com-
panies (see Chart A).

In addition, the growing proportion of sovereign debt (which is owed to
foreign non-bank institutions) has also meant an increase in debt ser-
vice costs and an avalanche of obligations on international bonds due
to mature relatively soon over the next decade. The external funding
needs of emerging countries are particularly relevant (current account
balance and debt repayments] and account for between 8% and 25%
of GDP.

It is also estimated that a large part of the debt of private non-financial
firms in emerging countries (around 35%]) is in the hands of external

creditors in foreign currency. Last but not least, corporate debt in many
emerging markets is expanding much faster than investment in physi-
cal capital, suggesting a clear speculative bias toward increasing
growth potential and the resulting future repayment capacity.

The outbreak of the COVID-19 crisis

This increasingly complex, dangerous and rapidly growing debt does
not bode well for the ability to withstand another external shock such
as that caused by COVID-19, especially when the liquidity position of
these markets is so seriously threatened. The reasons are both stock
and flow. On the one hand, the relationship between international re-
serves and short-term debt (stock) has been steadily declining since
2009 to date. And on the other hand, the slowdown in growth since
mid-2019 has seen a decrease in export revenue (flow), because of
both the lower volume of sales and the deterioration of trade terms
closely linked to the fall in the price of non-agricultural raw materials.
That's why export revenue and direct reserves do not appear to be suf-
ficient to stem the accumulated imbalances, let alone the effects of
COVID-19.

Finally, understanding that this crisis also leads to a shock on the
supply side, it is necessary to anticipate what will happen in the future
of a region that is so deeply integrated commercially and in terms of
financing with China, a country that has been heavily impacted by the
health crisis and, in addition, by the significant conditionality that
mobility restrictions are imposing on the cycle. As confirmed in the
analytics prepared by MAPFRE Economics!, the impairment of growth
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Box 1.1.1-c (continued)
COVID-19 and the vulnerabilities of emerging markets

Chart A.
Emerging vs. developed markets: debt levels by segments
(% of GDP)
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Box 1.1.1-c [continued)
COVID-19 and the vulnerabilities of emerging markets

prospects is simultaneous to the level of proximity and mobility
constraints prevailing in each economy.

Emerging markets are already facing an impairment in their debt posi-
tions, as they lack commodity and trade revenue, and the financing of
China and developed markets remains weak. And now the crisis
caused by social distancing and population lockdown measures im-
plemented to deal with the COVID-19 pandemic has been added.

1/ See: https://app.klipfolio.com/published/ca635768cc1b32264d33836fc491e79c/
institucional-response-to-the-covid19-crisis-and-effects-on-expected-growth

Source: MAPFRE Economics

With current levels of international reserves, emerging markets' ability
to cushion the downturn of this crisis seems extremely limited.

Macro-financial adjustment in China

Gradually, normalcy is returning to the Chinese economy. However, the
“factory of the world” remains linked to global performance and its con-
sumption needs as well as China’s domestic consumption, which is still in
shock. In the short-term, it is estimated that the risk of macro-financial
adjustment in China will maintain its level of potential probability and
severity.

Fundaciéon MAPFRE

Economic policy in the United States

The effort being made by central banks around the world dwarfs what was
seen in the aftermath of the 2008 crisis, which is a major absorber to the
global shock of the pandemic. In spite of this, it may not be enough and
may open the door to the implementation of very unorthodox measures,
such as the monetization of the deficit in all its forms regardless of cur-
rent debt and deficit levels and laying the foundation for the return of high
inflation in the future. Yet, for the time being, the risk of a global systemic
effect stemming from a major misalignment of the US economic policy
seems to have a reduced probability.
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Box 1.1.1-d
Update on the performance of the oil market

0il market

Since the first half of March, oil prices have suffered a sharp correction of
close to 66%, thus recording one of the biggest declines since the 1990 fall
and leading the current Brent price (as on April 22 to be around 20 USD/bL.
The scale of the price collapse can be seen by noting that the value of the
hydrocarbons market to date accounts for one fifth (approximately 1% of
global GDP) of what it was before the COVID-19 crisis.

The strong price correction has been the result of the combination of sup-
ply and demand forces. Firstly, the drop in activity in China during the first
quarter of 2020 and, presumably, in the rest of the world during the sec-
ond and third quarters of the year (at best), as a result of the COVID-19
crisis, has moved de facto to demand for energy raw materials in general
and through the expectations channel. Secondly, the economic crisis
caused by the pandemic coincided with the escalation of geopolitical ten-
sions between Russia and Iran, accelerating their disagreement over ad-
justment policies in crude oil production and thus indicating a price war!
articulated through an increase in the total oil supply.

OPEC's reaction and market prospects

At an extraordinary meeting, OPEC decided to cut crude oil production in a
staggered way from May 1 to the end of April 20222, trying to accommo-
date the positions of Saudi Arabia and Russia, which maintain their share
of 11 million barrels a day. In addition, the US has urged Saudi Arabia to

unilaterally reduce its share at the expense of maintaining US involvement
in the Gulf.

Chart A.
Brent Oil: spot price
(USD/bl)
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Source: MAPFRE Economics (with data from the Energy Information Administration)

In this context, the volatility of the price of crude oil is expected to be high
in the short-term and highly conditioned by the immediate geopolitical
development and its effects on supply, as well as by the behavior of de-
mand depending on the speed and depth of the withdrawal of the social
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Box 1.1.1-d (continued])
Update on the performance of the oil market

distancing and population lockdown measures implemented to deal with
the COVID-19 pandemic. As a sign of this extremely volatile environment,
the May WTI futures fell into negative territory on April 21 as a result of
Saudi Arabia's crude oil-flooding strategy in the Gulf of Mexico (where it
shipped almost 19 million barrels in 15 cargo ships, making their storage
impossible). The effect of this was a 20% drop in the Brent barrel price,
placing it around 20-25 USD/bl. This new geopolitical-marked territory
will remain highly present as long as the United States receives an over-
supply of crude oil; however, the formation of a long-term price will de-
pend on the potential growth expectations set in the wake of the health
crisis.

1/ Since the last meeting of the Organization of the Petroleum Exporting Countries
(OPEC), where the organization proposed a further reduction in oil production, and
following the momentum of the market share from which United States producers were
benefiting due to the resolutions of previous meetings, Russia’s discrepancies with the
agreement materialized in its breach of the agreement and the announcement of an
increase in its output. Saudi Arabia’s reaction was to join the stance of increasing
supply and to announce its intention to add more than 1 million barrels a day in the
coming months. As a result, the collateral damage has hit the United States because
they are faced with the possible collapse of their industry due to the price war, at a time
when they are finding it difficult to respond to the economic hibernation as a result of
the spread of COVID-19.

Source: MAPFRE Economics

Both the futures curve and MAPFRE Economics’ estimates rule out that
the Brent price will reach its previous level of equilibrium (63/65 USD/bl)
in the near future. The Brent price is expected to finish out 2021 in a
range that, given the supply uncertainty and the sluggishness in demand,
will fluctuate between 20 USD/bl and 40 USD/bL. In light of the facts, it is
increasingly possible that the low band of this forecast will prevail (see
Chart AJ.

2/ Agreement reached by OPEC on April 9, 2020, consisting of a downward adjustment
of oil production by 10 million barrels per day from May 1, for an initial period of two
months (ending on June 30, 2020). For the next six months, the agreed total adjustment
will be 8 million barrels a day, followed by an adjustment of 6 million barrels a day over
a 16-month period. The base production to estimate the adjustments is the oil
production levels of October 2018, with the exception of Saudi Arabia and Russia, which
will have a base level of 11 million barrels a day. Any extension of the agreement would
take place in December 2021.
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Geopolitics

In addition to recent high-tension flows, the unstable relationship between
oil producers in their attempt to rebalance their market shares has led to
all-time low levels of raw material prices (see Box 1.1.1-d).

Climate change

In an increasingly interconnected world, the rapid spread of shocks (with
local ignition) toward the rest of the world again shows the vulnerability
and premature state of the coordinated response mechanisms and the
global institutional network that connect them. In this sense, the unpre-
dictable emergence of tail events and their necessary global coordination
emphasize the urgent need to address climate risk, the response of which
involves all economic actors and, specifically, the insurance industry for its
foundational role in risk protection. Greater involvement and active man-
agement of financial and non-financial risks arising from tail events is
necessary, although with accumulated frequencies of increasing occur-
rence, high impact and whose losses can reach extreme magnitudes.

1.2 Forecasts and risk assessment
in selected economies

1.2.1 United States
An unprecedented standstill will lead to an economic recession

The widespread standstill in economic activity opens up an unprecedented
scenario. The US economy, which increased to 2.3% in the fourth quarter
of 2019, was truncated by the March 2020 outbreak of the COVID-19 virus
and the consequent closure of all non-fundamental economic activity.

This has resulted in an in-
crease of 10 million new un-
employed people in the space
of two weeks, with an estimat-
ed additional 10 million that
may be added up to mid-April.
As a result, the unemployment
rate is greater than 4.4%.

It is expected that, in April,
PMls will reflect an impair-
ment similar to that experi-
enced in the European Union

e An economic contraction of at least

-4.1% is expected in 2020.

The sharp fall in the stock ex-
changes will have second-round
effects, impacting family savings
and suspending dividend payments.

The Federal Reserve has committed
to an unlimited securities purchase
program, lowering interest rates to
0%-0.25% and expanding liquidity

mechanisms in domestic and in-
ternational currency markets, and
also accommodating unprecedented
fiscal measures.

in March (<30 points, clearly
in decline). Data from the
Empire Manufacturing Survey
of the Federal Reserve (-21.5,
the worst reading since 2008)
and the impairment in the
University of Michigan's con-
sumer sentiment index (89.1) anticipate this foreseeable decline, offer-
ing the first pictures of the looming recession.

According to the minimum baseline scenario (MBS) of this report (see Box
1.1.1-a), a drop in gross domestic product (GDP) of -4.1% YoY (which could
reach -10.8% of the conditions of the stressed baseline scenario (SBS)) is
expected throughout 2020, due to a drop of -0.3% QoQ or more in the first
quarter of the year, and a drop of -9% QoQ in the second quarter, which
may even be extended (see Table 1.2.1, and Charts 1.2.1-a and 1.2.1-b). It
should be noted that MAPFRE Economics’ central vision predicts that ac-
tivity will restart gradually and conditionally from the second half of the
year, without achieving a sustained and visible growth until at least the end
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Chart 1.2.1-a
United States: GDP
breakdown and forecasts
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Chart 1.2.1-b
United States: domestic demand
breakdown and forecasts
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GDP (% YoY, average) 2.9
Domestic demand contribution 3.7
External demand contribution -0.8
Private consumption contribution 2.5
Total investment contribution 0.7
Government consumption contribution 0.3
Private consumption (% YoY, average) 3.7
Government consumption (% YoY, average) 18
Total investment (% YoY, average) 3.3
Exports (YoY in %) 0.5
Imports (YoY in %) 5.3
Unemployment rate (%, last quarter) 50
Inflation (% YoY, last quarter) 0.7
Fiscal balance (% of GDP) -4.8
Primary fiscal balance (% of GDP) n/a
Trade balance (% of GDP) A
Current account balance (% of GDP) -2.2
Official interest rate (end of period) 0.50
3-month interest rate (end of period) 0.61
10-year interest rate (end of period) 2.27
Exchange rate vs. USD (end of period) n/r
Exchange rate vs. euro (end of period) 1.09
Loans private sector (% YoY, average) 2.4
Loans to Households (% YoY, average) 1.9
Loans non-financial priv. sect. (% YoY, average) 5.7
Loans to financial priv. sector (% YoY, average) 2.1
Savings rate (as % pers. disp. income, avg.) 7.6

Source: MAPFRE Economics (based on Federal Reserve data)
Forecast end date: April 13, 2020.

Table 1.2.1
United States: main macroeconomic aggregates

_

2016
1.6
1.9

-0.3
1.9
0.4
0.3
2.7
1.8
1.9

-0.0
2.0

4.8
2.1
-5.4
n/a
-4.2
-2.3

0.75
1.00
2.45

n/r

1.05

3.3
2.2
5.3
4.3
6.8

2017

2.4
2.7
-0.3
1.8
0.8
0.1
2.6
0.6
3.7
3.5
4.7

4.1
2.1
-4.2
n/a
-4.3
-2.3

1.50
1.69
2.40

n/r

1.20

7.0
3.5
6.4
2.9
7.0

2018

2.9
3.3
-0.3
2.1
0.9
0.2
3.0
1.7
4.1
3.0
4b

3.8
1.9
-6.5
n/a
-b.4
2.4

2.50
2.81
2.69

n/r

1.15

4.7
3.5
8.8
2.2
7.7

2.3
2.5
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of the first half of 2021. It is not possible to anticipate today how such an
alternative scenario would play out, but what can be made clear is that it
would render permanent damage to the economy as a result of the lack of
coordination, mismanagement of public policies and/or Knightian ramifi-
cations of the current uncertainty. This report does not include a quantita-
tive forecast for this scenario.

The immediate impact of the crisis has been caused by disruptions to pro-
duction chains, the unprecedented reduction in sales, the tightening of
family and small and medium-sized enterprise revenue, and energy sector
difficulties linked to fracking, which also echoes the sharp decrease in the
price of energy as a result of the struggle between Saudi Arabia and Russia
(see Box 1.1.1-d). This sharp impairment has begun to be channeled
through the finance sector, with strong equity contractions, tensions over
corporate liquidity and a steady increase in failed loans, especially con-
sumer receivables and the emerging corporate sector. On the corporate
side, there is a growing difficulty in financing, and many companies have
started to suspend dividend payments.

The measures put in place by the US government will try to mitigate eco-
nomic damage and, mainly, to avoid socially dramatic situations. In this
regard, at the end of March, a package of support measures8 worth 2 bil-
lion dollars was launched, aimed at alleviating the financial tensions that
households and businesses will have to face in the coming months. The aid
package has been implicitly implemented in a deficit monetization scheme
(as it is counterbalanced with the ad infinitum purchase of debt by the Fed-
eral Reserve), and is only comparable to the efforts undertaken during the
Second World War (See Box 1.1.1-b).

Economic theory anticipates that the excess liquidity caused by such mea-
sures will revert to inflation and debt, but at the moment all means seem
justified. In the short-term, however, in its next measurements, inflation

will not be very representative, due to the distortion caused by business
closures and, at the same time, will be reduced by the abrupt fall in the
price of oil to levels of 20 USD/bl. Thus, March inflation (CPI) should be
around 1.5%, down from 2.3% in February.

In addition, the Federal Reserve lowered interest rates twice (by 150 basis
points, bps) as a matter of urgency before its official meeting, to a range of
0-0.25%. However, of greatest significance were the successive an-
nouncements of liquidity support measures in the monetary and debt mar-
kets, until, on March 23, it announced unlimited support measures to sup-
port the flow of credit to households and businesses, addressing the ten-
sions in the Treasury stock markets and rating agencies with respect to
backed securities. The Federal Reserve will continue to purchase securi-
ties in the amounts necessary to support the smooth functioning of the
market and the effective transmission of the monetary policy to general
financial market conditions.

The Federal Reserve has also sent a strong signal that its asset-purchase
program will be unlimited in size and also expanding support far beyond
the Treasury bond markets and mortgage-backed securities. The Federal
Reserve's latest moves point to a "whatever it takes™ attitude to calm mar-
kets. The measures demonstrate far-reaching efforts to stabilize financial
markets and prevent a liquidity crisis from becoming a solvency crisis.
Thus, the Federal Reserve is responding rapidly to the need to inject liquid-
ity into markets, including international financing markets in dollars, by
creating liquidity mechanisms (discount securities) to a dozen central
banks worldwide.

The main risk to the US economy at present is a lengthening of the lock-
down period that prevents the economy from returning to normal in a short
time frame. The longer that period, the greater the risk of survival for cer-
tain businesses [(mainly small and medium-sized enterprises) and the
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greater the risk of permanent loss of employment. Support measures are
aimed at avoiding this situation; however, the cost of these will be reflect-
ed in the level of sovereign debt.

1.2.2 Eurozone
Steep recession and limited means

Eurozone growth in 2019 stood at 1.2% and, although it showed obvious
signs of slowing, no one anticipated the current stage of things that placed
this economic region at the epicenter of the COVID-19 crisis, with the ma-
jor economies, in all likelihood, entering into recession. March PMls (con-
struction at 29.7 points and, alarmingly, services at 26.4 points) are con-
sistent with a decline in GDP greater than what was suffered in 2009. In
this way, a decreased eurozone GDP is expected, in the minimum baseline
scenario, of at least -5.1%. This estimate will depend on the duration and
depth of the contraction in economic activity, the effectiveness of the
health and economic support measures and, in particular, on the institu-
tional commitments to finance the financial rescue of the region to be at-
tained, being able to arrive at this situation, in the stressed baseline sce-
nario, at a fall in GDP of -12.4% in 2020 (see Table 1.2.2, and Charts 1.2.2-a
and 1.2.2-b). The virus is the eurozone's greatest challenge since its foun-
dation.

On March 12, the European Central Bank (ECB) announced an un-
precedented package of measures: (i} it intensified the quantitative
easing program, with an additional 120 billion euros of net asset pur-
chases up to the end of the year (in addition to the monthly purchases
of 20 billion euros), extending purchases to corporate bonds; (ii) it an-
nounced temporary changes (from June 2020 to June 2021) in the long-
term refinancing operations program (TLTRO Il1], to make it more gen-
erous in the provision of liquidity?; (iii] it extended the maximum
amount that banks can borrow, from 30% of eligible loans (generally all
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to 50%, and noted that it
could also consider easing
collateral requirements; (iv)
it announced additional LTRO
to provide liquidity support
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e A sharp contraction in activity is ex-

pected from the first to the second
quarter of the year, with the possi-
bility that it will spread in severity
and/or duration.

such as the fixed-rate auc-
tion with full award at an in-
terest rate equal to the aver-
age deposit rate; and (v] it
announced the additional
acquisition of an additional
750 billion euros of assets | e Fiscal policy remains fragmented
until the end of the year (al- and uncoordinated, and is still
though it did not explain un- waiting for a common funding
limited purchasing capacity mechanism.

like the Federal Reservel,

e The European Central Bank has
used every means possible (pur-
chases of 870 billion euros, liquidity
measures, etc.), but has not indicat-
ed that its use is unlimited.

while softening the guaran-
tee requirements for its mar-
ket operations. All of these are measures aimed at providing unprece-
dented liquidity to avoid a vicious circle between liquidity and solvency
of the system, and to achieve a reduction in country risk premiums giv-
en the fiscal expansion of those countries with less fiscal space to
do so.

The ECB seems to be the only viable common aid element in the short-
term, and its work (beyond the delivery of monetary support] is to be a
catalytic and mitigating mechanism for each country's sovereign policies,
accommodating the uncoordinated fiscal expansion of each Member State
and committing to do everything that is needed (expectations manage-
ment). The debate, however, is now oriented toward the adequacy of the
measures going forward. Unknown risks still to emerge may be huge, and
responsiveness may require a global response.
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Table 1.2.2
Eurozone: main macroeconomic aggregates

Chart 1.2.2-a
Eurozone: GDP breakdown
and forecasts
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Chart 1.2.2-b
Eurozone: domestic demand breakdown
and forecasts

M inventory changes
B Private consumption

M Public spending
[ Total investment

12
‘ |l
0 gl;;.!i;iﬁiﬁ_=!!=
- [ ]
] L
-6 I
-12
-18
@ o~ o —
— — N N
& & S &

Source: MAPFRE Economics (based on ECB data)
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Therefore, the discussion focuses on the feasibility, shape and conditions
of possible pan-European rescue mechanisms, as well as the economic,
political and structural consequences for the future of the European
Union, depending on the measures taken. This discussion refers to a
package of loans totaling almost half a trillion euros'® with a dual purpose:
drawing up an immediate European defense line and preparing for the exit
of the crisis to favor a recovery and gain in economic pulse in the long-
term, something that is linked to a recovery-reconstruction fund in the
style of what was the Marshall Plan, but financed entirely by the European
Union.

In this regard, there were four forms of financing agreement:

1. The status quo, in which countries finance their own needs by issuing
debt without the support of European fiscal rules and accommodated
by the ECB's PEPP (Pandemic Emergency Purchase Program), which
helps to maintain contained financing costs, although it raises the
question of the ECB's ability to make unlimited purchases.

2. European Stability Mechanism (ESM] lines of credit combined with the
ECB's OMTs (Outright Monetary Transactions), the option that the
Eurogroup is leaning toward, which have sufficient political validation
and unlimited capacity to act, but which, at most, can contribute 410
million euros (ESM) and may not be attractive to countries with low
sovereign spreads (as ESM loans involve a fee that may be higher] and,
most notably, because they involve conditionality on the use of public
finances and structural reforms by definition of the ESM (as was the
case with Greece).

3. The creation of a Pan-European Debt Management Office and, there-
fore, the issuing of Eurobonds to mutualize the cost of the economic
measures implemented. Conditionality and the stigma of asking for a
bailout would be avoided, while this would have the capacity to be ex-
tended to one trillion euros at extremely low interest rates and with
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liabilities likely to be maintained in perpetuity by the ECB. This initia-
tive could be the first step toward a common fiscal policy that would
also be used to finance sustainable economic transition. The problems
involved with this option include, in terms of politics, those resulting
from the perception of freeriding from the south on the fiscal effort of
the most responsible states and, in addition, it would increase the debt
burden of the Member States to a scenario close to 150%, which may
entail refinancing risks when interest rates are not at the current low
levels.

4. Creating a fund to mutualize only the costs of the crisis while it lasts
(health, economic support, etc.), shared jointly and severally, but paid
proportionally.

Reaching a consensus was difficult. The fight over the conditionality of the
rescue fund and the creation of a mutual recovery fund has divided the
parties. Italy’s south refuses to resort to a rescue fund under the imposi-
tion of reforms (conditionality] due to the stigmatization that it entails dur-
ing such exceptional times as these. The central European countries, for
their part, do not advocate a mutualized reconstruction fund in which the
debts of other countries are guaranteed, as it may pose a moral hazard
issue. The problem with that consideration, however, is that it seems to
delegitimize the spirit of the European Union and is likely to be used in
demagogic arguments about the coexistence of membership of the Union.

On April 9, the European Council approved a comprehensive agreement
covering the second and fourth options, enabling an unconditional aid
package of 540 billion euros provided by the ESM, which contributes 240
billion euros of unconditional aid (which can only be used for health costs
and up to 2% of GDP in each country). The European Investment Bank
(EIB) is also contributing 100 billion euros to support small and medium-
sized enterprises, and the European Commission will issue special bonds
of up to 200 billion euros to help finance the ERTE (Expediente de Regu-
lacion Temporal de Empleo — Temporary redundancy plan). Although



2020 ECONOMIC AND INDUSTRY OUTLOOK (Q2)

there is no conditionality, accepting the bailout implies accepting the fiscal
limits of the Stability and Growth Pact. This plan only tackles the challenges
of the crisis and postpones the creation of a reconstruction fund (which
would be the equivalent of a new Marshall Plan) to a later date. It tran-
spired from the meeting that such a future fund would be linked to Eu-
ropean budgets, and the European Union's principle of solidarity seems to
remain in force for the time being.

1.2.3 Spain

In the event of a deep crisis, rapid recovery
is essential to avoid permanent damage

The Spanish economy in-
creased by 1.8% in the fourth
quarter of 2019 and 0.4% QoQ,
according to the final data
published on March 31 by the
National Institute of Statistics
(INE), leaving the average of
the full year of 2019 at about
2.0%. Private consumption
increased to 1.5% YoY, invest-
ment to 0.6% YoY and exports
to 3.3% YoY. It should be point-
ed out that economic activity

e The measures taken by the govern-
ment will only mitigate the lack of
liquidity; the impact will be withstood
by economic agents.

e PMIs plummeted to unprecedented
levels, and high unemployment has
rebounded rapidly.

e The GDP is expected to contract by at
least -5.6%, which can be revised ac-
cording to the extension of the lock-
down period.

was already on a downward
trend before it was impacted by
the COVID-19 health crisis and by the subsequent economic standstill that
will be visible in the figures from the first quarter of 2020.

The strict lockdown measures implemented by the Spanish government
on March 13 to contain the spread of the disease, with the halt of many

industries and businesses and, in general, in economic activity not
strictly related to health, food and safety, will entail a substantial fall,
mainly in the second quarter of this year. Spain will quickly enter into
recession, as the first indicators show. The number of unemployed
people increased by 302,000 in March, without the use of the temporary
redundancy plan (ERTEs]. In the current scenario, the standstill in
proximity sectors (which Spain specializes in] could increase the
unemployment rate to around 18%. In a more severe, albeit possible,
scenario, unemployment could reach levels equivalent to those of the
2009 crisis. MAPFRE Economics' estimate for 2020, in the minimum
baseline scenario, is a decrease of -5.6%, but this figure will be revised as
information on the impact on different industries, services and
employment levels becomes available. It will also depend on the duration
of the economic standstill, and in the stressed baseline scenario it could
reach -10.7% (see Table 1.2.3, and Charts 1.2.3-a and 1.2.3-b).

It should be noted that this minimum baseline forecast considers a recovery
for the third quarter of 2020, which would be gradual, given that the ser-
vices and tourism industries would not fully recover. It is currently difficult
to estimate structural damage as regards businesses and employment
that fail to fully recover. This recovery, however, will have greater vigor de-
pending on the functioning of the automatic stabilizers currently based on
the measures imposed by the government.

In this context, the government has implemented various measures to
support the economy: (i) 17 billion euros (1.5% of GDP) in direct support
measures; (ii) the extension of the temporary redundancy regime (ERTE];
(iii) the extension of unemployment benefits (75% of the salary); (iv) the
suspension of the payment of taxes for workers who lose their jobs or for
self-employed workers with a significant loss of revenue; (v) for self-em-
ployed workers, a special one-month subsidy, as if their businesses have
ceased; (vi) a moratorium on mortgage payments for particularly vulnera-
ble households; and [vii) electricity, water and telephone providers are not
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Chart 1.2.3-a
Spain: GDP breakdown
and forecasts
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Chart 1.2.3-b
Spain: domestic demand breakdown
and forecasts
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Spain: main macroeconomic aggregates
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allowed to close services to the most vulnerable households. These mea-
sures have also been supplemented by public sector guarantees to sup-
port small and medium-sized enterprises in need of liquidity covering up
to 100 billion euros of loans, and another 87 billion euros of private funds
mobilized will raise the total measures to 200 billion euros.

The main short-term risks to the Spanish economy are a very long exten-
sion of the lockdown period and a loss of jobs and small businesses that
cannot be recovered. In the best-case scenario, recovery of economic ac-
tivity may begin in May, but it will be gradual, and there are industries such
as tourism and hospitality that may take longer to recover due to the social
distancing measures that will most likely remain in place. Regardless of
the state in which the country may find itself in 2021, the recession and the
activation of stabilizing measures will have a colossal impact on public
accounts, not only due to the current expenditure needed, but also due to
the decrease in revenue resulting from economic activity. It is worth re-
membering that Spain was starting from a weak fiscal position, so it is
expected that debt will exceed 115% of GDP by the end of 2021, although
some margin is appreciated due to low interest rates and sovereign stress
control measures resulting from the ECB’s balance sheet policy.

1.2.4 Germany
2020 in strong recession, conditional exit in 2021

Under the minimum baseline scenario of this report, Germany's GDP is ex-
pected to decrease by -3.9% in 2020, as a result of the impact of the
COVID-19 pandemic and the containment measures implemented; impact
on growth which, in the stressed baseline scenario, is expected to reach
-12.1% (see Table 1.2.4, and Charts 1.2.4-a and 1.2.4-b). This is anticipated
by the decrease in GDP already registered during the first quarter of the
year (-1.9% YoY); a result strongly determined only by the economic effect of

March. Given the serious signs of
economic sentiment surveys,
such as ZEW and IFO (-49.5 and
79.7, respectively), there is al-
most complete certainty that,
during the second quarter of the
year (the period during which
the series of containment mea-
sures and the decrease in do-
mestic and external demand are

e GDP data from the first quarter of
the year and early indicators
predict a deep recession in 2020.

e The German government is
activating support measures of
122 billion euros, breaking the
fiscal balance imposed by the
Constitution.

e Return to normalcy may be slow,

confronted), the German econ-
omy will decrease in an amount
of almost two digits.

with significant after-shocks in
employment.

However, 2021 is expected to be characterized by strong growth backed by
the base effect growth and the recovery of both domestic and global unmet
demand. With a strong export element, the recovery of the German econ-
omy will also depend on the recovery of its trading partners, especially in
the south. The effect on employment will be relevant, albeit part of a full
employment situation and labor market flexibility, which provides some
capacity to mitigate the impact, due to the positive effects of the 2004 labor
reform.

The adoption of the fiscal measures taken to boost economic recovery will
mean that Germany will break with its constitutional rule of balance of the
primary balance sheet and will end 2020 with a significant fiscal deficit.
The supplementary federal budget for 2020 was approved at the end of
March, with an increase in expenditure of 122 billion euros (3.5% of GDP)
to 485 billion euros (+34%). The additional money will be allocated to: (i)
emergency aid to small enterprises and self-employed workers (50 billion
euros); [ii) facilitate access to basic social security benefits (8 billion
euros); [iii) additional health care expenditure (3 billion euros), and
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Chart 1.2.4-a
Germany: GDP breakdown
and forecasts
— MBS GDP (YoY, %) = SBS GDP (YoY, %)
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Chart 1.2.4-b
Germany: domestic demand breakdown
and forecasts
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Source: MAPFRE Economics (with data from DESTATIS)

Table 1.2.4
Germany: main macroeconomic aggregates

2020 ECONOMIC AND INDUSTRY OUTLOOK (Q2)
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1.5

GDP (% YoY, average)

Domestic demand contribution
External demand contribution

Private consumption contribution
Total investment contribution
Government consumption contribution
Private consumption (% YoY, average)
Government consumption (% YoY, average)
Total investment (% YoY, average)
Exports (YoY in %]

Imports (YoY in %)

Unemployment rate (%, last quarter)
Inflation (% YoY, last quarter)

Fiscal balance (% of GDP)

Primary fiscal balance (% of GDP)
Trade balance (% of GDP)

Current account balance (% of GDP)

Official interest rate (end of period)
3-month interest rate (end of period)
10-year interest rate (end of period)
Exchange rate vs. USD (end of period)

Exchange rate vs. euro (end of period)

Loans private sector (% YoY, average)
Loans to Households (% YoY, average)
Loans non-financial priv. sect. (% YoY, average)
Loans to financial priv. sector (% YoY, average)

Savings rate (as % pers. disp. income, avg.)

Stressed BS

2016 | 2017 | 2018 | 2019
2.1 2.8 1.6 0.6 -3.9 4.9 -12.1 2.1
1.3 2.8 2.4 2.0 1.0 -2.7 4.6 -10.2 2.0
0.2 -0.6 0.3 -0.4 -0.4 -1.2 0.3 -1.9 0.1
1.0 1.1 0.9 0.6 0.8 -2.3 3.3 -7.9 2.8
0.2 0.7 0.6 0.7 0.5 -0.7 1.1 -2.5 -1.0
0.5 0.8 0.5 0.3 0.5 0.4 0.1 0.4 0.1
1.8 2.1 1.6 1.2 1.6 -4.3 6.4 -15.0 5.9
2.8 4.1 2.4 1.4 2.6 2.1 0.4 2.1 0.4
1.2 3.6 3.1 3.5 2.7 -3.3 5.3 -11.9 -4.2
4.9 2.2 5.5 2.3 0.9 -7.5 10.2 -15.1 3.0
5.4 4.2 5.7 3.8 1.9 -5.7 10.6 -12.7 3.0
6.3 6.0 5.5 5.0 5.0 5.4 5.0 10.1 8.9
0.7 1.4 1.4 1.6 1.5 0.8 1.6 -2.3 -1.4
0.9 1.2 1.2 1.9 1.4 -4.9 -0.8 -8.4 -6.1
-0.6 -1.9 -1.3 -0.1 -1.9 1.6 -0.1 1.6 -0.1
8.1 8.0 7.8 6.8 6.5 6.5 6.1 6.5 6.4
8.6 8.4 7.8 7.5 7.3 6.3 6.7 6.3 7.1
0.05 0.00 0.00 0.00 0.00 0.00 -0.00 0.00 0.00
-0.13 -0.32 -0.33 -0.31 -0.38 -0.38 -0.36 -0.88 -0.86
0.63 0.21 0.43 0.25 -0.19 -0.27 0.07 -1.36 -0.72
1.09 1.05 1.20 1.15 1.12 1.08 1.10 1.07 1.1
n/r n/r n/r n/r n/r n/r n/r n/r n/r
n/a n/a n/a n/a n/a n/a n/a n/a n/a
1.9 2.8 3.2 3.6 4.7 5.8 515 b4.b -0.8
2.8 2.9 4.b 7.7 6.1 -1.3 5.3 -1.8 2.6
5.0 0.5 -1.2 4.3 8.3 -1.1 5.3 -1.1 5.0
10.0 10.3 10.3 10.9 10.8 12.2 10.1 20.2 17.8

Source: MAPFRE Economics (based on data from DESTATIS)

Forecast end date: April 13, 2020.

Click here to access the interactive
version of this information


https://app.klipfolio.com/published/05a14190343a07051fd27a86e35982b8/economic-analysis-by-country
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(iv] a budgetary provision for guarantees (6 billion euros), while another 55
billion euros will finance other expenses relating to COVID-19. In addition,
the federal government will issue a record debt of 335 billion euros in
2020; net indebtedness will increase by 156 billion euros (4.5% of GDP) to
finance the above-mentioned expenditure increases and the fall in revenue
(of 33 billion euros), with a waiver in the debt freeze rule.

1.2.5 Italy

The country most hit and with the lowest fiscal
margin in the face of strong GDP decline

ltaly, the European country
where the COVID-19 virus at-
tacked earlier and more ag-
gressively, could accumulate
at least two months of the
close of activities. Thus, an
economy that was already
stagnant will suffer a very se-
vere decline. Growth in the
fourth quarter of 2019 stood
at -0.3% QoQ and 0.1 YoY, re-
sulting in an annual growth for
2019 of just 0.3% YoY. All GDP e The regional elections in 2020 may
items were already in stagna- create further political instability.

tion "mode,” except for in-

e With a lockdown until May as a result
of the pandemic, a very severe
contraction of Italian GDP is
expected throughout 2020.

e The government has taken direct
support measures of at least 1.5% of
GDP, adding credit lines, guarantees
and the deferral of taxes and
contributions.

vestment, and now, with the
economic standstill forced by
quarantine, all items will enter a contraction zone. PMIs collapsed in
March: to 17.4 points for services, 20.2 for construction and 40.3 for
manufacturing.

MAPFRE Economics’ forecasts for the Italian economy in the minimum
baseline scenario point to the greater impact in the first and second quar-
ters (the lockdown period], although activity in the second half of the year
will continue at levels below those seen in the same period in 2019,
meaning that all quarters of 2020 show negative growth. The current es-
timate under the minimum baseline scenario (which can be reviewed as
far as the depth of the standstill, its duration and support measures not
only announced, but also effectively implemented, are known) leads
MAPFRE to forecast a decrease in GDP of -7.6% by 2020; a forecast that,
in the stressed baseline scenario, could reach -14.9% (see Table 1.2.5, and
Charts 1.2.5-a and 1.2.5-b).

The Italian government has allocated direct funds to combat the pandemic
amounting to 25 billion euros (1.5% of GDP), in addition to other measures,
such as guarantees, lines of credit and postponement of social security
withholdings and contributions. Therefore, the government: (i) has allocat-
ed 10 billion euros to support the employment and revenue of workers,
especially self-employed and temporary workers; (ii] has frozen workers'
redundancies for two months from February 23; [iii] has suspended pay-
ments to social security and national security until May 31; (iv] has estab-
lished a cash bonus for people working during closure; and (v) has allocat-
ed 3.3 billion euros to the national unemployment fund.

For businesses, the capacity of the credit guarantee fund for small and
medium-sized enterprises (SMEs) has been increased, and a moratorium
has been established on payments of loans for SMEs until September
2020, as well as the availability of a line of credit of 10 billion euros for
medium-sized and large enterprises. In addition, tax and social security
levies and VAT have been suspended in the sectors most affected during
March and April, and a tax receivable equivalent to 60% of March's income
for trade has been provided. Lastly, the government intends to use guaran-
tees to support up to 340 billion euros of credit.
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Chart 1.2.5-a
Italy: GDP breakdown
and forecasts
— MBS GDP (YoY, %) == SBS GDP (YoY, %)

Domestic demand contribution
B External demand contribution
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Source: MAPFRE Economics (with data from ISTAT)

Chart 1.2.5-b
Italy: domestic demand breakdown
and forecasts
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Source: MAPFRE Economics (with data from ISTAT)
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Table 1.2.5

Italy: main macroeconomic aggregates

GDP (% YoY, average)

Domestic demand contribution
External demand contribution

Private consumption contribution
Total investment contribution
Government consumption contribution
Private consumption (% YoY, average)
Government consumption (% YoY, average)
Total investment (% YoY, average)
Exports (YoY in %)

Imports (YoY in %)

Unemployment rate (%, last quarter)
Inflation (% YoY, last quarter)

Fiscal balance (% of GDP)

Primary fiscal balance (% of GDP)
Trade balance (% of GDP)

Current account balance (% of GDP)

Official interest rate (end of period)
3-month interest rate (end of period)
10-year interest rate (end of period)
Exchange rate vs. USD (end of period)

Exchange rate vs. euro (end of period)

Loans private sector (% YoY, average)
Loans to Households (% YoY, average)
Loans non-financial priv. sect. (% YoY, average)
Loans to financial priv. sector (% YoY, average)

Savings rate (as % pers. disp. income, avg.)

Source: MAPFRE Economics (based on data from ISTAT)
Forecast end date: April 13, 2020.

2015
0.7
1.1

-0.4

0.3
-0.1
1.9
-0.6
1.6
4.1
6.3

11.5
0.1
-2.6
-0.7
3.3
1.5

0.05
-0.13
1.61
1.09

n/r

n/a
-0.3
-1.9
-3.0
10.2

2016 2017 2018

1.4 1.7 0.7
1.9 1.7 1.0
-0.5 -0.0 -0.3
0.7 0.9 0.6
0.7 0.6 0.5
0.1 -0.0 0.0
1.2 1.5 0.9
0.7 -0.1 0.1
4.2 3.4 3.0
2.0 6.0 1.7
4.1 6.5 2.9
1.8 11.0 10.5
0.5 0.9 1.1
-2.4 -2.4 -2.2
0.1 -0.4 0.5
3.5 3.1 2.6
2.6 2.6 2.5

0.00 0.00 0.00

-0.32 -0.33 -0.31
1.82 2.00 2.77
1.05 1.20 1.15

n/r n/r n/r
n/a n/a n/a
0.4 1.3 1.8
-2.1 -2.9 -0.3
-3.9 -11.5 25.7
10.2 9.7 9.5

2019
0.3
-0.2
0.5
0.3
0.3
-0.1
0.4
-0.4
1.4
1.4
-0.2

9.7
0.5
-1.6
0.1
3.2
3.0

0.00
-0.38
1.43
1.12

n/r

n/a
2.1
-0.9
13.4
9.7

2020,

-7.6
-7.2
-0.4
-5.0
-2.1
0.1
-8.2
0.4
-11.4
-8.0
-7.4

12.8
-0.2
-9.0
1.0
Lb
3.9

0.00
-0.38
1.83
1.08

n/a
1.3
-5.3
-4.2
14.0

2020 ECONOMIC AND INDUSTRY OUTLOOK (Q2)

Stressed BS

3.9 -14.9 -0.6
4.1 -14.7 -1.9
-0.2 -0.2 1.3
2.4 -11.0 -1.4
1.6 -3.5 -0.4
0.1 0.1 0.1
3.9 -18.1 -1.9
0.4 0.4 0.4
9.3 -19.1 -2.2
7.5 -14.3 -0.1
8.6 -14.9 -4.3
11.3 16.4 14.4
1.4 -3.9 -2.8
-4.9 -12.9 -11.3
0.5 1.0 0.5
4.1 4.6 6.2
35 4.6 6.1

0.00 0.00 0.00

-0.36 -0.88 -0.86
217 4.28 6.19
1.10 1.07 1.1

n/r n/r n/r
n/a n/a n/a
1.8 0.3 -5.3
6.6 -17.4 -12.3
-0.7 -12.4 -10.0
13.0 22.3 26.9

Click here to access the interactive
version of this information


https://app.klipfolio.com/published/05a14190343a07051fd27a86e35982b8/economic-analysis-by-country
https://app.klipfolio.com/published/05a14190343a07051fd27a86e35982b8/economic-analysis-by-country
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Inflation in March fell to 0.1% YoY, meaning that we could be at the door of
a period of deflation in view of the fall in oil prices that will possibly be
lengthened by the accumulation of inventories and the price war un-
leashed among producing countries.

It should be noted that, as in the case for the other economies analyzed in
this report, MAPFRE Economics’ forecasts are highly likely to be reviewed,
as it is currently difficult to establish the depth and duration of the eco-
nomic standstill and the effectiveness of the support measures. In this
case, if the lockdown lasts far beyond May, the recession could be deeper
and there may also be a permanent loss of businesses and jobs. The
deficit and debt would increase even more if there is a loss of companies
for executing the guarantees that the government is granting. The in-
crease in debt would also call into question the solvency of Italian debt.
For the time being, the ECB's intervention seems to appease these con-
cerns, but this may, at some point, be insufficient.

1.2.6 United Kingdom

A stagnant economy even before COVID-19

The UK economy stagnated in the fourth quarter of 2019 (0% QoQ and 1.1%
YoY], leaving the growth rate for the entire year at 1.4%. Private consump-
tion did not grow in the last quarter, even though it grew in 2019 by 0.9%.
Investment, for its part, had also stagnated and it was exports that con-
tributed most to growth: 10.5% YoY in the fourth quarter of 2019 and 4.8%
in the entire year. The confirmation that GDP had stagnated in the fourth
quarter of 2019 meant that the economy lacked momentum, even before
the problems relating to COVID-19 arose.

March PMI surveys have been
very negative, with services
falling to 34.5 points, manu-
facturing to 47.8 and con-
struction to 36. Likewise,
consumer confidence (GfK],
which has remained negative
since 2016, stood at -9 in

e The UK economy had exhausted its
momentum even before the COVID-19
crisis; the pandemic will worsen the
situation.

¢ Faced with the difficulty of forecasting
the depth of the crisis, for now the
March, and industrial produc- estimate is that GDP contraction will

tion decreased at a rate of be at least -5.1%.

-2.9% Yo, accordipg_to Jan- |« The Bank of England has acted by
uary data. Thus, It Is cl(_ear lowering interest rates twice and
that the UK's GDP is being announcing 650 billion pounds

affected by measures to stop sterling in asset purchases.
business and will enter into

recession. Under the mini-
mum baseline scenario, it is
estimated that the economic decrease in 2020 will be -5.1%; an estimate
that, in the stressed baseline scenario, could reach -10.1% (see Table
1.2.6, and Charts 1.2.6-a and 1.2.4-b).

In addition, inflation stood at 1.7% in February, while core inflation also
stood at 1.7%. Inflation is expected to tend to fall with the drop in oil prices
and the impending recession. However, in the second instance, massive
injections of financial and fiscal aid can later be demonstrated, when the
economy and the price of oil recover, to be inflationary.

After the drops of 50 bps to 0.25% (March 11) and 15 bps to 0.10% (March
19), the Bank of England, at its meeting of March 26, decided to continue
an additional quantitative easing (QE] of 200 billion pounds sterling of pur-
chases of UK government bonds and investment grade (non-financiall
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Chart 1.2.6-a
United Kingdom: GDP breakdown
and forecasts

— MBSGDP (YoY, %) = SBS GDP (YoY, %)
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Source: MAPFRE Economics (with data from the Office for National Statistics)

Chart 1.2.6-b
United Kingdom: domestic demand breakdown
and forecasts
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Source: MAPFRE Economics (with data from the Office for National Statistics)

GDP (% YoY, average)

Domestic demand contribution
External demand contribution

Private consumption contribution
Total investment contribution
Government consumption contribution

Private consumption (% YoY, average)

Total investment (% YoY, average)
Exports (YoY in %)
Imports (YoY in %)

Unemployment rate (%, last quarter)
Inflation (% YoY, last quarter)

Fiscal balance (% of GDP)

Primary fiscal balance (% of GDP)
Trade balance (% of GDP)

Current account balance (% of GDP)

Official interest rate (end of period)
3-month interest rate (end of period)
10-year interest rate (end of period)
Exchange rate vs. USD (end of period)

Exchange rate vs. euro (end of period)

Loans private sector (% YoY, average)

Loans to Households (% YoY, average)
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Table 1.2.6
United Kingdom: main macroeconomic aggregates
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2015 2016 2017 2018 2019 2020 2021 20201

2.4 1.9 1.9 1.3 1.4 -5.1

2.5 2.5 1.1 1.2 1.7 -4.9

-0.1 -0.6 0.7 0.1 -0.3 -0.2

1.8 2.4 1.4 1.0 0.7 -4.7

0.6 0.6 0.3 -0.0 0.1 -0.9

0.3 0.2 0.0 0.1 0.7 0.7

2.9 3.8 2.3 1.6 1.1 -7.4

Government consumption (% YoY, average) 1.8 1.0 0.3 0.4 3.5 3.8
3.7 3.6 1.6 -0.2 0.6 -5.2

3.8 2.7 6.2 1.2 4.8 -9.7

5.5 4.4 3.5 2.0 4.6 -9.7

5.1 4.7 4.4 4.0 3.8 6.0

0.5 1.8 2.7 2.0 1.3 0.5

-4.5 -3.2 -2.4 -2.2 -2.1 -10.8

-7.8 -6.0 -6.6 -5.1 -6.0 -3.9

-6.1 -6.7 -6.6 -6.5 -5.9 -4.0

-4.9 -5.2 -3.5 -3.8 -3.8 -3.0

0.50 0.25 0.50 0.75 0.75 0.10

0.59 0.37 0.52 0.91 0.79 0.30

2.02 1.28 1.25 1.33 0.91 0.56

1.48 1.23 1.35 1.28 1.32 1.26

1.36 1.17 1.13 111 1.18 1.17

n/a n/a n/a n/a n/a n/a

2.9 4.0 3.9 3.7 3.6 1.9

Loans non-financial priv. sect. (% YoY, average) -1.9 6.2 9.5 5.6 -0.5 3.0
Loans to financial priv. sector (% YoY, average) -13.9 7.3 9.4 5.6 3.0 2.1
Savings rate (as % pers. disp. income, avg.) 10.0 7.2 5.3 5.8 5.7 10.6

Source: MAPFRE Economics (based on data from the Office for National Statistics)
Forecast end date: April 13, 2020.

2021|ﬂ
6.1 -10.1 8.8
6.8 -10.2 3.6
-0.7 0.2 -0.3
4.8 -8.9 3.0
1.2 -1.8 -0.1
0.6 0.7 0.6
7.9 -14.0 53
2.8 3.8 2.8
7.3 -10.6 -0.6
5.9 -13.3 0.7
8.3 -14.8 1.7
4.0 9.1 6.9
2.1 -0.7 -0.2
-3.1 -11.8 -6.1
-5.1 -3.9 -5.1
-4.5 -3.9 -3.4
-3.4 -2.4 -2.0
0.10 0.00 0.00
0.44 0.20 0.19
1.06 -0.54 0.32
1.30 1.26 1.30
1.18 1.17 1.18
n/a n/a n/a
2.7 1.7 -1.8
2.4 2.9 1.7
5.2 2.0 4.6
7.1 14.8 10.4

Click here to access the interactive
version of this information


https://app.klipfolio.com/published/05a14190343a07051fd27a86e35982b8/economic-analysis-by-country
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corporate bonds financed by the issuing of central bank reserves, to raise
the total of these purchases to 645 billion pounds sterling.

Lastly, the pound sterling performed similar to other currencies in the
week of March when the dollar was significantly revalued, although the
Federal Reserve's announcement that it would inject all the liquidity re-
quired to make financial markets operate as normal as possible has
placed it at the level of 1.24 USD/GBP.

1.2.7 Japan

Recession in 2020, despite the fact that the
pandemic has not hit with the same virulence

In the fourth quarter of 2019,

J GDP fell -0.7% YoY
« Although the COVID-19 pandemic [ipggoesoeoo] laigely e 1o

has not. irlnpacted Jtezpan With the the effect of the October VAT
same V!['lubence,tlcin a.anen mea- hike. Private consumption
sures witt be costly for its economy. also fell by -2.5% YoY, exports

by -2.2% YoY and private non-
residential investment by
-4.4%. Components of the
coincident indicator for Feb-
ruary show that the slowdown
continues (industrial produc-
tion -4.7%, shopping mall

e Japan increases the scale of a stimu-
lus plan that was already needed
before the disease.

e Japanese GDP is expected to shrink
by at least -4.8% in 2020.

sales -12.8%, wholesale sales
-6.2%). March purchasing managers' indices (PMIs) have fallen by as
much as 32.7 points in services, 44.8 in manufacturing and 35.8 in
composite.

Considering the circumstances arising from the application of containment
measures and given that the intensity and duration of the lockdown is

difficult to estimate, MAPFRE Economics’ growth forecast for 2020 is, in
the minimum baseline scenario, -4.8%. In the stressed baseline scenario,
this forecast could be up to -13.9% (see Table 1.2.7, and Charts 1.2.7-a and
1.2.7-b). In the aforementioned minimum baseline scenario, MAPFRE
believes that the coronavirus outbreak will have less of a negative impact
on the Japanese economy than in the United States or Europe, given the
relatively lower number of infections and deaths to date and Japan's lower
dependence on international trade. In addition, a smaller decline in real
GDP is expected compared to the financial crisis of 2008-09; a big
difference this time is that the yen has not experienced significant
appreciation.

In addition, inflation is at a very low level and was 0.4% in March, which is
associated with low wage pressure and economic slowdown. Falling crude
oil prices will also help keep it low. Central bank interest rates are stable
at -0.10%, and the yield curve control target is to put them close to 0.00%.
In addition, the central bank introduced a new loan program regarding
corporate debt as a guarantee, with an interest rate of 0.0% and interest
rate incentive on excess reserves. This will last until the end of September
2020. The Bank of Japan also joined six major global central banks to in-
crease the dollar's liquidity by decreasing the liquidity exchange rate by
25 bps and extending the maturity of liquidity provisions.

Japanese Prime Minister Shinzo Abe said at a press conference on March
28 that the government would approve an economic stimulus package and
a supplementary budget. It is expected that the scale of the package will
be at least as high as that of the 2009 package during the financial crisis.
The approach is likely to be to help households and small businesses that
suffer from loss of income. It is expected that the resulting increase in fis-
cal spending and the expected decrease in tax revenue will lead to an in-
crease in bond issuing The Bank of Japan's yield curve control policy sug-
gests that it will act to suppress any increase in yields from higher Ja-
panese Government Bonds (JGB] issuing by increasing its bond purchasing
volume.
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Table 1.2.7
Japan: main macroeconomic aggregates
Chart1.2.7-a
Japan: GDP breakdown Stressed BS
and forecasts
2015 2016 2017 2018 2019 2020m 2021m 2020m 2021w
— MBS GDP (YoY, %]  — SBS GDP (YoY, %)
. _— GDP (% YoY, average) 1.3 0.5 2.2 0.3 0.7 -4.8 3.9 -13.9 1.2
Domestic demand contribution
B External demand contribution Domestic demand contribution 0.9 -0.1 1.6 0.3 0.9 -3.9 3.4 -13.6 1.0
14 External demand contribution 0.4 0.6 0.6 0.0 -0.2 -0.9 0.6 -0.3 0.2
Private consumption contribution -0.1 -0.2 0.8 -0.0 0.1 -2.3 1.3 -9.5 0.6
7
Total investment contribution 0.4 -0.1 0.7 0.1 0.3 -1.0 1.3 -3.5 -0.6
0 Government consumption contribution 0.3 0.3 0.0 0.2 0.4 0.4 0.3 0.4 0.3
Private consumption (% YoY, average) -0.2 -0.3 1.3 -0.0 0.2 -4.0 2.3 -17.1 1.4
7 Government consumption (% YoY, average) 1.5 1.4 0.1 0.9 1.9 2.0 1.2 2.0 1.2
4 Total investment (% YoY, average) 1.7 -0.3 3.0 0.6 1.3 -4.3 5.3 -14.5 -2.3
Exports (YoY in %) 3.0 1.7 6.8 3.5 -1.7 -19.2 18.7 -26.0 1M1
-21 © o = — Imports (YoY in %) 0.7 -1.6 3.4 3.3 -0.7 -13.7 12.7 -24.0 8.4
= = S S
~N ~N ~N ~N
Unemployment rate (%, last quarter) 3.3 3.0 2.7 2.4 2.3 2.6 2.2 6.6 4.9
Source: MAPFRE Economics (with data from the Statistics Bureau)
Inflation (% YoY, last quarter) 0.2 0.3 0.6 0.9 0.5 -0.8 0.2 -5.3 -6.0
Chart 1.2.7-b Fiscal balance (% of GDP) -3.6 -3.5 -3.0 -2.4 -2.7 -5.7 -4.5 -9.1 -9.5
Japan: domestic demand breakdown Primary fiscal balance (% of GDP) n/a n/a n/a n/a n/a n/a n/a n/a n/a
and forecasts Trade balance (% of GDP) 0.2 1.0 0.9 0.2 0.1 -03 0.1 0.6 1.7
I Public spending M Inventory changes Current account balance (% of GDP) 3.1 3.9 4.2 3.5 3.6 2.6 885 4.1 6.3
B Total investment M rrivate consumption
14 Official interest rate (end of period) 0.04 -0.06 -0.06 -0.06 -0.07 -0.06 -0.05 -0.50 -0.50
3-month interest rate (end of period) 0.08 -0.05 -0.02 -0.07 -0.05 -0.07 -0.06 -0.52 -0.50
7 10-year interest rate (end of period) 0.35 0.04 0.05 0.13 -0.21 -0.1 -0.06 -0.50 -0.42
0 = Exchange rate vs. USD (end of period) 120.50 116.80 112.90 110.83 109.12 106.00 106.00 106.65 105.56
Exchange rate vs. euro (end of period) 131.19 123.12 135.40 126.90 122.59 114.48 117.10 114.34 116.72
-7
Loans private sector (% YoY, average) 2.0 2.2 4.2 2.9 2.1 -3.8 4.0 -13.4 -7.6
-14 Loans to Households (% YoY, average) 1.1 1.3 2.2 2.8 1.7 0.0 0.0 -0.2 -2.4
2 Loans non-financial priv. sect. (% YoY, average) 0.4 1.8 2.4 1.9 3.8 1.9 1.5 1.7 0.8
§ % § § Loans to financial priv. sector (% YoY, average) 7.8 -0.2 8.0 5.9 2.3 2.0 1.7 2.1 1.8
o~ ~N ~N o~
Savings rate (as % pers. disp. income, avg.) 1.2 2.9 2.5 4.3 4.9 6.4 5.7 17.8 15.4
Source: MAPFRE Economics (with data from the Statistics Bureau)
Source: MAPFRE Economics (based on data from the Statistics Bureau) Click here to access the interactive
Forecast end date: April 13, 2020. version of this information
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In March, the yen showed signs of appreciating nearly 102 JPY/USD, but by
the end of March it seemed to want to rank at around 108-110 JPY/USD for
the last 12 months.

1.2.8 Turkey

The Turkish economy will enter into a recession in 2020

In the fourth quarter, the
Turkish economy rebounded
(+6.5% YoY), partly because of
the base effect of the last
quarter of 2018, leaving
2019's annual growth at 0.8%.
Until now, before the pan-
demic struck the world, all
components of GDP were
showing signs of recovery.

e The economic standstill to contain
the virus will lead to the Turkish
economy contracting at least -1.2%.

e Strong financial flows have led to the
Turkish lira surpassing the 6.60
barrier against the dollar.

e The government has taken fiscal
support measures for 2% of GDP.

However, the health crisis and
associated confinement mea-
sures will lead to a recession in Turkey's economy. MAPFRE Economics'
estimate, in the minimum baseline scenario (reportable according to the
measures to be taken, the depth of the drop in activity and its duration) is
that the contraction in 2020 will be at least around -1.2%. This forecast,
however, could reach -8.7% in the stressed baseline scenario (see Table
1.2.8, and Charts 1.2.8-a and 1.2.8-b).

March inflation stood at 11.9%, appearing to have stabilized since the be-
ginning of 2020. The sharp fall in oil prices and the crisis that is coming
will bring it down to a lower level. The Central Bank of the Republic of

Turkey (CBRT) reduced its key rate again on March 17 by 100 bps to 9.75%,
making real interest rates negative. It also introduced several liquidity-
related measures to ensure that credit continues to flow to businesses and
households. The most notable are two new facilities in which banks can
access central bank financing at an interest rate lower than the official
interest rate, if they meet certain credit growth targets.

In addition, at the fiscal level, the government announced a package of
measures worth 2% of GDP. These measures include temporary exemp-
tions from VAT and social security contributions, and paid holidays for the
sectors affected, as well as a new time frame for the existing credit guar-
antee fund, a service in which the government guarantees the losses that
banks may face until the rate of delinquent loans reaches 7%.

In the first quarter, and especially in March, the Turkish lira depreciated
significantly due to the high flow of capital outflows from emerging mar-
kets in general. As an economy with high foreign debt in dollars, this may
become problematic if doubts begin to arise regarding the solvency of both
government and private company issuers. In this context, the Turkish lira
reached the quota of 6.60 TRY/USD at the end of March.

First and foremost, the main risks to the Turkish economy lie in the depth
of the recession caused by the health crisis, but also in its dependence on
the dollar for its external financing. The solvency and liquidity of its finan-
cial system risk being questioned. In this regard, the Turkish economy will
be able to benefit from the announcement by the US Federal Reserve that
it will provide international financial markets (especially some emerging
ones) with currency swaps in order to avoid a tightening of their
currencies.
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Table 1.2.8
Turkey: main macroeconomic aggregates
Chart 1.2.8-a
Turkey: GDP breakdown Minimum BS Stressed BS
and forecasts 20200 | 2021n | 20200 | 20210
— MBSGDP[YoY, %) = SBS GDP [YoY, %) GDP (% YoY, average) 6.0 33 7.4 3.1 08 12 5.8 -8.7 238
Domestic demand contribution
B External demand contribution Domestic demand contribution 55 4.6 7.1 -0.0 -1.8 1.1 6.1 -6.7 3.8
16 External demand contribution 0.5 -1.3 0.3 3.2 2.5 -2.3 -0.2 -2.0 -1.0
Private consumption contribution 3.4 2.2 3.8 0.3 0.3 0.1 4.7 -6.4 4.4
8 Total investment contribution 2.7 0.7 2.4 0.0 -3.6 -0.5 2.0 -1.6 0.5
Government consumption contribution 0.5 1.3 0.7 0.9 0.6 0.7 0.1 0.4 -0.2
0 Private consumption (% YoY, average) 55 3.6 6.2 0.4 0.6 0.2 8.0 -10.9 8.0
Government consumption (% YoY, average) 3.5 9.8 5.2 6.6 4.6 4.6 0.9 3.1 -1.4
-8 Total investment (% YoY, average) 9.1 2.4 8.2 0.1 -12.2 -2.3 8.0 -6.7 1.9
Exports (YoY in %) 4.3 -1.7 12.0 7.6 6.6 -10.5 13.8 -15.6 7.8
-16 - o o = Imports (YoY in %) 1.8 3.7 10.2 -6.3 -2.3 -0.8 171 -8.1 14.1
= = S S
~N ~N ~N ~N
Unemployment rate (%, last quarter) 10.5 121 10.3 12.3 13.3 14.1 1.7 18.1 14.8
Source: MAPFRE Economics (with data from TURKSTAT) Inflation (% YoY, last quarter] 8.8 8.5 1.9 203 103 9.0 9.3 5.8 8.6
Fiscal balance (% of GDP) -1.1 -1.3 -1.6 -1.9 -2.9 -4.3 -2.7 -5.9 -5.4
Chart 1.2.8-b ’
Turkey: domestic demand breakdown Primary fiscal balance (% of GDP) 0.0 0.6 0.8 1.6 0.6 1.7 1.6 1.7 1.6
and forecasts Trade balance (% of GDP) -5.7 -4.6 -6.9 -5.5 -2.5 -1.7 -2.3 -1.4 -1
I Public spending B inventory changes Current account balance (% of GDP) -3.2 -3.1 -4.8 -2.7 1.1 -0.8 -1.7 -0.8 -1.7
B Total investment B Private consumption
16 Official interest rate (end of period) 8.81 8.31 12.75 24.06 11.43 9.09 8.84 3.93 5.69
3-month interest rate (end of period) 11.47 9.90 14.61 24.07 10.76 9.09 8.90 5.55 8.38
s 10-year interest rate (end of period) 10.74 11.40 11.72 16.53 11.95 11.06 9.96 10.71 11.68
. Exchange rate vs. USD (end of period) 2.92 3.52 3.79 5.29 5.95 6.95 7.16 7.74 7.28
0 % - [ ] Exchange rate vs. euro (end of period) 3.18 3.71 4.55 6.06 6.68 7.51 7.91 8.29 8.05
o Loans private sector (% YoY, average) 23.0 12.8 20.6 18.3 9.9 9.1 12.0 8.8 10.3
Loans to Households (% YoY, average) 12.5 7.1 17.5 9.8 3.3 9.5 12.2 8.9 9.3
1 Loans non-financial priv. sect. (% YoY, average) 29.9 14.7 24.3 20.9 5.4 -11.0 26.1 -19.6 15.4
g g § § Loans to financial priv. sector (% YoY, average) 26.4 9.0 27.2 25.1 18.3 2.4 18.1 -5.7 14.1
o~ ~N ~N o~
Savings rate (as % pers. disp. income, avg.) 28.3 32.8 30.9 30.0 28.6 28.3 27.0 34.2 29.0
Source: MAPFRE Economics (with data from TURKSTAT)
Source: MAPFRE Economics (based on data from TURKSTAT) Click here to access the interactive
Forecast end date: April 13, 2020. version of this information
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1.2.9 Maexico

The Mexican economy's exposure to oil prices and
the US economy will magnify its own problems

The Mexican economy was
already in recession in 2019,
before the start of the
COVID-19 health crisis. In the
fourth quarter of 2019, GDP
contracted -0.5% YoY, bringing
annual growth to -0.1%, with
almost all line items (except
consumption) on negative terri-
tory. The Mexican economy had
been hampered by the im-

e The recession will deepen in 2020
and the Mexican economy will fall by
at least -3.9%.

e The sharp decline in oil prices will
impact fiscal revenues, giving the
government less room for fiscal
stimuli.

e The virus crisis is at an earlier stage
than in other regions of the world,
but economic ties with the United pairment of trade in general,
States also expose it to indirect im- as well as by decreased public
pact. and private investment. The

slowdown in oil prices, as ear-

ly as 2019, was an additional
problem for both economic activity and fiscal sustainability.

At the beginning of 2020, two shocks came to affect the Mexican economy:
first, the global pandemic and, second, the escalation in downward pres-
sure on the crude market as a result of the disputes between Russia and
Iran, which decreased the Brent price below 23 USD/bl. These phenomena
will impact the Mexican economy differently, given its enormous commer-
cial and industrial integration with the United States, and its major fiscal
and industrial dependence on the energy sector.

The COVID-19 crisis will have both supply and demand effects on the Mexi-
can economy and will raise already prominent stress levels on investment
and consumption expectations. On the supply side, temporarily displaced

US value chains and trade disruption will continue to diminish the manu-
facturing sector. Likewise, private commercial and residential construction
echoes the domestic and imported uncertainty of COVID-19, so demand for
cement, stagnant in 2019, is expected to shrink significantly in 2020. Public
construction, recently conditioned by public consultation processes trig-
gered by the administration, has no better prospects in 2020 due to the
productive hibernation of the current exhausted fiscal resource (heavy use
to deal with the health crisis of scarce tax revenue despite the lack of ac-
tivity of low oil profits). In terms of demand, the fall in investments in the
context of unprecedented uncertainty, along with diminished trust from
producers and consumers and the impairment of household income (em-
ployment and wages trending downward), will limit domestic demand. In
the context of border closures and containment measures, foreign demand
will not be a mitigating factor in this situation either. The above elements
are the basis for setting the company's 2020 GDP forecast, in the minimum
baseline scenario, at -3.9%. This forecast, however, could be up to -12.5% in
the stressed baseline scenario, depending on, first, the depth and duration
of the economic effects of the pandemic and, second, the economic mea-
sures that may be taken to address both the economy’'s economic and
structural situations (see Table 1.2.9, and Charts 1.2.9-a and 1.2.9-b).

In March, inflation stood at 3.25%, with core inflation at 3.6%. For the 2020
average, inflation is expected to have some upward trend, with limits on
aggregate supply and currency depreciation more than offsetting the
downward forces of widening output gaps and collapsing energy prices.
The current situation will require a supportive reaction from the Bank of
Mexico, which before the crisis still held real interest rates well above
what the natural rate would be. In this regard, at its March meeting, the
central bank lowered by 50 bps to 6.50% and, again at an unscheduled
meeting in April, reduced an additional 50 bps to set the monetary policy
interest rate at 6.00%. However, it is possible that the central bank could
continue to lower rates, despite a situation in which portfolio outflows and
domestic weakness have at times brought the exchange rate close to
25 MXN/USD.
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Table 1.2.9
Mexico: main macroeconomic aggregates
Chart1.2.9-a
Mexico: GDP breakdown Stressed BS
and forecasts
2015 2016 2017 2018 2019 2020 2021 2020 2021
— MBS GDP (YoY, %) — MBS GDP (YoY, %)
” ST GDP (% YoY, average) 33 2.6 2.4 2.1 -0.1 3.9 3.2 125 5.0
Domestic demand contribution - —
[l External demand contribution Domestic demand contribution 2.5 2.2 3.3 2.2 -1.0 -5.2 2.5 -15.8 1.6
21 External demand contribution 0.8 0.4 -0.9 -0.0 0.8 1.3 0.7 3.3 3.4
14 Private consumption contribution 1.8 2.3 2.3 1.6 0.4 -3.4 2.4 -9.5 1.3
Total investment contribution 1.1 0.2 -0.3 0.2 -1.0 -1.5 -0.2 -2.0 -2.5
7
Government consumption contribution 0.2 0.3 0.1 0.4 -0.2 0.1 0.2 0.1 0.2
0 Private consumption (% YoY, average) 2.7 35 35 2.3 0.6 -5.0 3.6 -14.0 2.0
-7 Government consumption (% YoY, average) 1.9 2.6 0.7 3.0 -1.5 0.5 1.4 0.5 1.4
14 Total investment (% YoY, average) 5.1 1.1 -1.5 0.9 -5.0 -7.7 -1.0 -10.3 -12.8
Exports (YoY in %) 8.6 3.6 4.3 5.9 1.2 -6.4 2.5 -14.2 -0.6
-2 @ o = < Imports (YoY in %) 6.0 23 7.0 5.9 -1.0 -10.1 0.7 -23.4 7.6
=) o o o
N o~ N N
. VAPERE E ics Iwith data from INEG) Unemployment rate (%, last quarter) 4.2 3.5 3.3 3.3 3.4 5.2 4.2 11.7 5.1
ource: conomics (wi atairom
Inflation (% YoY, last quarter) 2.1 3.4 6.8 4.8 2.8 3.8 3.2 1.7 4.5
Chart 1.2.9-b Fiscal balance (% of GDP) -3.4 -2.5 -1.1 -2.0 -1.7 -3.9 -4.0 -5.6 -7.4
Mexico: domestic demand breakdown Primary fiscal balance (% of GDP) -0.1 -0.9 -0.2 -0.9 -0.9 -0.6 -0.9 -0.6 -0.9
and forecasts Trade balance (% of GDP) -1.2 -1.2 -0.9 1.1 0.4 0.3 0.9 2.8 7.4
M Public spending M inventory changes Current account balance (% of GDP) -2.6 -2.3 -1.8 -1.9 -0.2 -0.1 0.7 2.0 6.6
I Total investment [l Private consumption
21 Official interest rate (end of period) 3.25 5.75 7.25 8.25 7.25 5.2 5.25 1.38 1.76
14 3-month interest rate (end of period) 3.58 6.19 7.66 8.63 7.45 5.76 5.78 3.82 0.78
10-year interest rate (end of period) 6.28 7.42 7.66 8.70 6.84 6.49 6.53 6.29 6.94
7 .
- l mn Exchange rate vs. USD (end of period) 17.20 20.74 19.67 19.65 18.93 22.00 20.63 24.06 21.72
¢ == = =l _ =E==mE EgE= Lol Exchange rate vs. euro (end of period) 18.73 21.86 23.59 22.50 21.26 23.76 22.79 25.79 24.01
. | | e
Loans private sector (% YoY, average) 13.6 16.3 12.1 10.4 9.0 -1.9 6.8 -9.8 8.9
-4 Loans to Households (% YoY, average) 8.4 12.8 10.0 8.4 6.2 5.7 9.2 43 8.1
21 Loans non-financial priv. sect. (% YoY, average) n/a n/a n/a n/a n/a n/a n/a n/a n/a
[ee) o~ o -
§ § § § Loans to financial priv. sector (% YoY, average) 1.4 3.5 1.7 -0.8 6.2 12.1 13.6 2.8 15.1
Savings rate (as % pers. disp. income, avg.) 14.6 12.8 10.7 12.5 16.5 21.6 20.3 27.0 22.4
Source: MAPFRE Economics (with data from INEGI)
Source: MAPFRE Economics (based on data from INEGI) Click here to access the interactive
Forecast end date: April 13, 2020. version of this information
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Other measures implemented by the Bank of Mexico aimed at providing
liquidity have been decreasing banks' reserve requirements by some 50
billion Mexican pesos (15% of current inventories); decreasing repo rates;
the auction of liquidity in dollars from swap lines of 60 billion US dollars
established with the Federal Reserve; and active participation as a market
maker in the bond market.

Mexico's economy faces perhaps a higher risk than other countries, since
its tax revenue depends largely on oil revenue. Given the administration’s
decision not to raise public debt levels, this situation leaves the govern-
ment with little margin (beyond the direct transfer programs in place be-
fore this crisis) to introduce the type of fiscal stimuli implemented else-
where to counteract the economic effects of the pandemic (on economic
activity and employment).

1.2.10 Brazil

Brazil will enter a strong economic recession

¢ |n the context of the health crisis, the The Brazilian economy grew

Brazilian economy will contract at
least -2.7% in 2020.

The government announced a sup-
port package equivalent to 30 billion
US dollars to combat the economic
effects of the standstill due to
COVID-19.

In the best case scenario, regenera-
tion will begin in the second half of
the year, but the pace of activity will
not be recovered, due to the perma-
nent damage caused.

1.1% year-on-year in 2019,
mainly supported by con-
sumption, but without consoli-
dating the 2018 recovery with
the expected magnitude. As
early as January, industrial
production data pointed to an
impairment in the manufac-
turing sector, which has been
precipitated by the arrival of
the health crisis. Leading indi-
cators such as PMIs show a
recessionary environment in
March, indicating a figure of

37.6. Supply and demand shocks will have temporary but profound effects
firstly on domestic industry and construction, and secondly on labor mar-
ket expectations and impairment that will affect consumption and
investment.

Since the previous report, MAPFRE Economics has been revising its
growth estimates for the Brazilian economy downward. This trend is
exacerbated in the current context of the pandemic. As a result, MAPFRE
Economics’ forecast for growth of the Brazilian economy in 2020 is, in the,
minimum baseline scenario, -2.7%. In the stressed baseline scenario, this
estimate could be up to -9.9% (see Table 1.2.10, and Charts 1.2.10-a and
1.2.10-b). The expected recovery in 2021 is forecast to be weaker than
previously anticipated, because the crisis will also have political and
institutional effects that impact automatic stabilizers. To date,
disagreements between the head of the government and other institutions
are undermining the consensus reached in fiscal and other areas.

In addition, the slowdown in economic activity will stabilize inflation at
around 4.0%, which would enable the Central Bank to trigger ultra-ac-
commodative anti-cyclical measures, like the rest of the world, to support
the economy. On March 18, the Central Bank lowered Selic rates by 50 bps
to 3.75%, as a monetary response to the package of measures needed to
support the crisis. We believe that the Central Bank will keep the Selic rate
at this level for the time being, in light of the weakening Brazilian currency,
apparent in the negative real interest rate and in global factors. It should
be noted that the real exceeded the level of 5.0 BRL/USD in March. In addi-
tion to favorable financial conditions, emergency monetary policy has fo-
cused on providing liquidity. In this regard, the Central Bank transmitted
the dollar liquidity provided by the Federal Reserve in its international auc-
tion system to other emerging countries.

At the fiscal level, the government will use 150 billion reais (30 billion US
dollars] to contain the negative impact on economic activity. The imple-
mentation consists of improving social spending and deferring corporate
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Table 1.2.10

Brazil: main macroeconomic aggregates
Chart 1.2.10-a
Brazil: GDP breakdown Minimum BS Stressed BS
and forecasts
2019 2020 2021 20201 2021
= MBS GDP (YoY, % = SBS GDP (YoY, %)
Yo, %) o ’ GDP (% YoY, average) 36 33 13 13 1.1 2.7 43 9.9 -06
Domestic demand contribution
M External demand contribution Domestic demand contribution -7.1 -5.1 1.7 2.1 1.7 -3.3 5.7 -11.6 -0.3
12 External demand contribution 3.6 1.9 -0.4 -0.8 -0.6 0.6 -1.4 1.6 -0.3
8 Private consumption contribution -2.2 -2.6 1.3 1.4 1.3 -3.3 4.7 -10.2 0.4
4 Total investment contribution -2.9 -2.3 -0.4 0.6 0.4 -0.8 1.2 -2.2 -0.6
0 Government consumption contribution -0.2 0.0 -0.1 0.1 -0.1 0.1 0.0 0.1 0.0
. Private consumption (% YoY, average) -3.2 -3.8 2.0 2.1 1.8 -4.7 6.9 -14.6 0.8
Government consumption (% YoY, average) 1.4 0.2 -0.7 0.4 -0.4 0.5 0.0 0.5 0.0
-8
Total investment (% YoY, average) -14.0 -11.9 -2.5 3.9 2.3 -5.0 7.4 -13.3 -2.8
<12 Exports (YoY in %) 6.9 0.9 5.4 33 2.4 67 47 | -120 15
-16 w o - - Imports (YoY in %) 141 9.6 7.4 7.5 1.2 8.6 125 -18.8 42
o =) S S
N ~N N N
. ) - . Unemployment rate (%, last quarter) 8.9 12.0 1.8 1.6 1.0 12.8 10.7 18.4 17.2
Source: MAPFRE Economics (with data from the Brazilian Institute of
Geography and Statistics [IBGE)) Inflation (% YoY, last quarter) 10.7 6.3 2.9 3.7 4.3 2.8 3.2 0.9 4.0
Chart 1.2.10-b Fiscal balance (% of GDP) -10.2 -9.0 -7.8 -7.1 -5.9 -10.2 -6.8 -12.2 -10.2
Brazil: domestic demand breakdown Primary fiscal balance (% of GDP) 1.9 2.6 2.0 3.3 2.6 2.9 3.3 2.9 3.3
and forecasts Trade balance (% of GDP) 1.0 2.5 3.1 2.8 2.2 18 14 2.0 15
[ Public spending B Inventory changes Current account balance (% of GDP) -3.0 1.3 -0.7 =22 -2.7 -3.1 -33 -3.7 4.6
[ Totalinvestment M Private consumption
12 Official interest rate (end of period) 14.25 13.75 7.00 6.50 4.50 3.25 3.50 0.61 0.13
3 3-month interest rate (end of period) 14.15 13.65 6.90 6.40 4.40 3.15 3.40 3.38 5.14
4 . 10-year interest rate (end of period) 16.10 11.36 10.24 9.28 6.86 6.25 6.50 7.93 8.07
, Hlm | T L LI P %= ! Exchange Rate vs. USD [end of period) 3.90 3.26 3.31 3.87 4.03 5.02 441 6.50 4.98
| I I = Exchange rate vs. euro (end of period) 4.25 3.43 3.97 4.4 4.53 5.42 4.87 6.97 5.50
4
-8 Loans private sector (% YoY, average) n/a n/a n/a n/a n/a n/a n/a n/a n/a
-12 Loans to Households (% YoY, average) 10.2 4.4 4.7 7.0 10.8 11.6 14.2 9.6 6.7
16 Loans non-financial priv. sect. (% YoY, average) n/a n/a n/a n/a n/a n/a n/a n/a n/a
(o] o~ o -—
é § § § Loans to financial priv. sector (% YoY, average) n/a n/a n/a n/a n/a n/a n/a n/a n/a
o . _ Savings rate (as % pers. disp. income, avg.) 18.5 17.2 17.4 16.1 15.8 16.9 14.6 212 18.1
Source: MAPFRE Economics (with data from the Brazilian Institute of
Geography and Statistics (IBGE))
Source: MAPFRE Economics (with data from the Brazilian Institute of Geography and Statistics (IBGE)) Click here to access the interactive
Forecast end date: April 13, 2020. version of this information
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taxes, among others. The current account balance at the start of 2020 was
2.9%, but the loss of the currency’s value, coupled with capital flight from
emerging markets, will surely force the current-account balance into posi-
tive figures, with exports up and imports down.

1.2.11 Argentina

Unfavorable economic expectations remain

Argentina’s GDP fell -1.1%

* Argentina's GDP is expected to con- | year-on-year in the fourth

tract by at least around -5.7% in | quarter of 2019, leaving 2019
2020. growth at -2.2% (-2.4% in

2018). The composition of the
activity shows that domestic
demand continues to drop
(consumption, -1.9%, and gov-
ernment spending, -3.1% YoY)
while the external sector
cushions the recession [ex-
ports, 7.4%, and imports,

e The Argentine peso loses its level of
64 ARS/USD.

e The IMF estimates that a debt re-
duction of between 50 and 85 billion
US dollars is needed to re-enter a
sustainable path.

-10.1%]J, and while investment
plummeted by -9% (-15.9% in 2019). Exports, on the other hand, increased
7.4% (+9.4% average in 2019) and imports decreased 10.1% (-18.2% in
2019).

Prospects for Argentina's economy remain poor given that it faces a bad
starting point, with activity levels matching those of 2010 and greater do-
mestic uncertainty in light of debt negotiations. Containment measures are
another factor, while fiscal restrictions (Argentina does not have access to
the market at this time) limit a potential response of government economic
support. In this context, the current forecast of growth in line with the mini-
mum baseline scenario leads MAPFRE to forecast a contraction of GDP by

2020 of -5.7%. In the stressed baseline scenario, this estimate could reach
-13.3% (see Table 1.2.11, and Charts 1.2.11-a and 1.2.11-b).

In addition, inflation continues at very high levels (46.4% in February),
compounded by the continued currency depreciation that exceeded the
level of 64 ARS/USD in March. By 2020, MAPFRE estimates inflation to be
around 40%. The Central Bank's reference interest rate (the 7-day LELIQ)
is 38%, a substantial decrease from 55% at the close of 2019. Despite the
economic situation, official rates could remain relatively high to support
the exchange rate. The contraction of domestic consumption and imports
reveal the harshness of the adjustment occurring in the Argentine econo-
my. The current account balance stood at -0.5% of GDP in the fourth quar-
ter of 2019 and MAPFRE estimates that it will reach a surplus in 2020 and
2021,

In the midst of the global pandemic, the restructuring of foreign debt
seems to be less of a priority. However, on March 19, the International
Monetary Fund (IMF] issued a technical note outlining views on a viable
macroeconomic framework and assessing the relief needed to restore
debt sustainability. The IMF estimates that foreign debt relief between 50
and 85 billion US dollars is necessary, depending on the economy’s per-
formance in different scenarios.

1.2.12 China

The economy is starting to revive itself but
the return to normalcy will be gradual

One of the most frequently available indicators of activity is power plant
coal consumption. Three months after the COVID-19 crisis had begun, and
after the contagion had been controlled, coal consumption revealed that
activity was approaching the levels of this time in 2019 (counted from the
Chinese New Year). However, the return to normalcy will be gradual.
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Chart1.2.11-a
Argentina: GDP breakdown
and forecasts

— MBS GDP (YoY, %) = SBS GDP (YoY, %)
Domestic demand contribution
B External demand contribution

2018
2019
2020
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Source: MAPFRE Economics (with data from INDEC)

Chart 1.2.11-b
Argentina: domestic demand breakdown
and forecasts
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Source: MAPFRE Economics (with data from INDEC)
Forecast end date: April 13, 2020.
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Table 1.2.11
Argentina: main macroeconomic aggregates

-2.0
-1.6
-0.4
-0.5

-0.1
-0.7
-0.5
-5.7
6.0
6.1
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37.5
-5.8
-0.2

0.8
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24.75
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7.00
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6.4
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2.3
0.4
4.0
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0.5
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n/a

-2.4
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-0.4
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-0.1
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37.70
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n/a
n/a

n/a

2019

-2.2
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-1.5
-15.5
9.5
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8.9
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-5.7 3.2 -13.3 5.6
-8.6 2.9 -17.3 6.0
2.9 0.4 4.0 -0.4
-5.4 2.3 -12.6 5.6
-3.1 0.1 -4.7 -0.1
0.0 0.3 0.0 0.4
-7.6 3.4 -17.9 9.1
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-18.1 1.0 -27.1 -0.1
-8.8 1.1 -13.8 8.5
-20.2 10.4 -29.8 13.6
9.8 8.7 15.2 9.6
40.6 30.1 35.0 28.8
-4.9 -3.9 -6.7 -4.6
-0.6 -0.2 -0.6 -0.2
4.9 5.7 4.9 4.2
0.1 0.1 -0.8 -2.3
30.00 22.26 24.67 21.85
25.00 20.03 19.94 19.56
8.38 7.37 9.12 10.17
79.93 101.68 89.19 98.43
86.32 112.33 95.63 108.84
n/a n/a n/a n/a
n/a n/a n/a n/a
n/a n/a n/a n/a
n/a n/a n/a n/a
n/a n/a n/a n/a
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version of this information


https://app.klipfolio.com/published/05a14190343a07051fd27a86e35982b8/economic-analysis-by-country
https://app.klipfolio.com/published/05a14190343a07051fd27a86e35982b8/economic-analysis-by-country
https://app.klipfolio.com/published/05a14190343a07051fd27a86e35982b8/economic-analysis-by-country
https://app.klipfolio.com/published/05a14190343a07051fd27a86e35982b8/economic-analysis-by-country

2020 ECONOMIC AND INDUSTRY OUTLOOK (Q2)

Table 1.2.12
China: main macroeconomic aggregates
Chart 1.2.12-a g9reg
China: GDP breakdown Minimum BS Stressed BS
and forecasts
— MBSGDP (Yo, %) — SBS GDP [YoY, %) 2020 20210 2020 2021
Domestic demand contribution GDP (% YoY, average) 7.0 6.9 6.9 68 6.2 0.6 9.8 -6.0 5.5
B External demand contribution Domestic demand contribution 6.4 7.7 6.6 7.2 5.7 0.1 9.1 bk 46
2 External demand contribution 0.6 0.8 0.3 -05 05 -0.7 0.7 -1.6 0.9
15 Private consumption contribution 3.2 3.3 3.6 3.2 2.8 -1.2 5.1 -3.3 5.4
10 Total investment contribution 4.4 3.2 2.6 3.0 2.0 -0.1 3.2 -2.8 -1.9
Government consumption contribution 1.6 1.2 03 1.1 0.8 1.4 0.7 1.7 1.1
5 Private consumption (% YoY, average) 8.6 8.7 9.4 8.2 6.9 -2.7 12.8 -8.2 13.5
0 " m—— Government consumption (% YoY, average) 1.3 7.9 1.8 7.7 5.9 10.0 4.2 12.0 6.5
5 Total investment (% YoY, average) 10.1 7.0 5.8 6.6 A -0.2 7.4 -6.3 -4.3
Exports (YoY in %) 0.4 1.9 6.9 A 2.5 -11.9 12.5 -23.8 6.6
10 © > S = Imports (YoY in %) 0.4 3.3 8.3 6.7 -0.4 88 122 -17.4 42
o o o o
~N o~ ~N ~N
0,
Source: MAPFRE Economics (with data from BoPRCI Unemployment rate (%, last quarter) 4.1 4.0 3.9 3.8 3.6 3.8 3.7 5.2 4.9
Inflation (% YoY, last quarter) 1.5 2.2 1.8 2.2 4.3 1.0 2.4 -0.6 -3.1
Chart 1.2.12-b Fiscal balance (% of GDP) -3.4 -3.8 -3.7 -4.1 -4.9 -6.5 -b.4 -7.8 -5.6
China: domestic demand breakdown Primary fiscal balance (% of GDP) -3.1 2.4 -1.7 -1.6 2.4 -1.8 -1.6 -1.8 -1.6
and forecasts Trade balance (% of GDP) 53 4t 3.9 28 3.0 Al 29 1.8 32
I Public spending B inventory changes Current account balance (% of GDP) 2.8 1.8 1.6 0.2 1.0 0.9 1.1 0.3 1.4
[ Total investment [l Private consumption
20 Official interest rate (end of period) 2.32 2.59 3.09 3.07 2.81 1.60 2.78 0.05 0.03
15 3-month interest rate (end of period) 3.05 4.25 5.53 3.70 3.20 2.30 3.19 0.75 0.44
10-year interest rate (end of period) 2.82 3.05 3.91 3.26 3.15 2.90 3.53 3.22 2.36
10 I Exchange Rate vs. USD (end of period) 6.49 6.94 6.51 6.88 6.99 6.99 6.90 7.18 7.09
5 l I I l . ! l l ! i - l . . Exchange rate vs. euro (end of period) 7.07 7.32 7.80 7.87 7.85 7.55 7.62 7.70 7.84
I | Loans private sector (% YoY, average) 14.8 13.3 10.5 12.0 12.7 11.6 9.4 9.2 4.5
-5 I Loans to Households (% YoY, average) n/a n/a n/a n/a n/a n/a n/a n/a n/a
10 Loans non-financial priv. sect. (% YoY, average) n/a n/a n/a n/a n/a n/a n/a n/a n/a
fee] o~ o —
é é % § Loans to financial priv. sector (% YoY, average) n/a n/a n/a n/a n/a n/a n/a n/a n/a
Savings rate (as % pers. disp. income, avg.) 40.6 39.3 38.7 37.9 37.6 38.9 37.6 41.6 39.6
Source: MAPFRE Economics (with data from BoPRC)
Source: MAPFRE Economics (based on data from BoPRC) Click here to access the interactive
Forecast end date: April 13, 2020. version of this information
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For now, it seems that industry activity is recovering but trade and tourism
will take longer.

In the first quarter of the year,
Chinese GDP fell by -5% YoY,

e In the current context of a global ) ]
with decreases of over 7% in

pandemic, the Chinese economy is

expected to shrink by -0.6% in 2020.

The COVID-19 crisis will leave some
scars on the economy, while waiting
for a rebound in activity levels in

consumption, investment and
exports. In the second quarter,
if a new wave of infections
does not occur, the economy
will grow again, although it

2021. will only return to the pace it
was maintaining before the
pandemic in 2021. It remains
to be seen whether more
structural damage occurred in
the economy due to the clo-
sure of companies that fail to
survive the period of widespread standstill. As a result, in line with the
minimum baseline scenario of this report, China’'s GDP is expected to fall by
-0.6% in 2020; an impact that, in the stressed baseline scenario, could
reach -6.0% if containment measures need to be renewed (see Table
1.2.12, and Charts 1.2.12-a and 1.2.12-b).

e The Central Bank has taken various
measures to reduce the economic
impact of the pandemic.

In addition, the central bank's (PBOC) measures in support of this crisis
have triggered a 10 bps cut in the preferential interest rate on one-year
loans, a 10 bps cut to the medium-term loan rate, and a cut in the required
reserve ratio for certain banks. The central bank reported that it will
collaborate in the international coordination of macroeconomic policies. In
this regard, it indicated that its prudent monetary policy must be more
flexible, emphasizing aid for economic recovery and using multiple policy
tools to maintain ample liquidity and maintain stable prices. The bank also
noted that countercyclical adjustments in macroeconomic policy will
increase to improve coordination between fiscal, monetary and employment
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policies to counter the impact of the epidemic on economic growth. In this
regard, it will move forward with interest-rate reform and keep the yuan's
exchange rate essentially stable at a balanced level.

The current account balance will potentially be close to zero in the first
quarter of this year, returning to positive territory in the second quarter as
soon as exports recover (which much of the rest of the world depends on),
and especially Asian production chains.

1.2.13 Indonesia

Capital outflows in the context of the pandemic
raised fears of a crisis like that of 1997-98

Indonesia’s economy grew
5.0% in the fourth quarter of
2019 amid a global slowdown,
with stagnant exports and im-
ports that shrank by 8.0%.
Private demand and invest-
ment were the two factors
supporting growth. The loom- e The Indonesian currency fell
ing economic crisis due to the sharply in March, passing the
COVID-19 pandemic will be 16,000 IDR/USD barrier

exacerbated in Indonesia due
to the outflow of foreign capi-
tal, which has raised fears of a
currency and sovereign crisis
similar to the 1997-98 Asian
crisis. At present it is difficult

e Capital outflows in all emerging
markets are sounding alarms.

e This phenomenon will make the fi-
nancing of the current account deficit
increasingly complex.

¢ In the minimum baseline scenario,
Indonesia’'s GDP is expected to
stagnate (0%) in 2020, rather than
the 5% forecast in the previous
report.

to foresee the depth of the

current crisis, but, in addition to a health and economic crisis, Indonesia is
likely to face a financial crisis as well if its currency depreciates substan-
tially and the country has difficulty financing the current account balance.
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Table 1.2.13
Indonesia: main macroeconomic aggregates
Chart 1.2.13-a ggreg
Indonesia: GDP breakdown Minimum BS Stressed BS
and forecasts
2019 2020 2021 2020 20211
=— MBS GDP (YoY, %) == SBS GDP (YoY, %) 0
Domestic demand contribution GDP (% YoY, average) 4.9 5.0 51 52 5.0 0.0 9.1 -10.0 1.7
B External demand contribution Domestic demand contribution 3.9 4.9 4.8 6.1 3.6 0.5 9.6 -10.5 -0.2
16 External demand contribution 0.9 0.1 03 -0.9 1.4 -05 -0.4 05 1.9
Private consumption contribution 2.7 2.8 2.8 2.8 2.9 0.2 4.8 -6.7 0.6
8 Total investment contribution 1.6 1.5 2.0 2.2 15 -0.4 3.7 -4.5 -1.9
|| Government consumption contribution 0.5 -0.0 0.2 0.4 0.3 1.0 0.1 1.0 0.1
-
0 —mmm—— . Private consumption (% YoY, average) 4.8 5.0 5.0 5.1 5.2 0.4 8.7 -12.1 1.4
Government consumption (% YoY, average) 4.9 0.7 2.0 4.7 3.7 12.8 1.1 12.8 0.9
-8 Total investment (% YoY, average) 5.0 4.5 6.1 6.7 4.5 -1.1 1.4 -13.5 -5.6
Exports (YoY in %) -2.1 -1.6 9.0 6.6 -0.9 -1 13.0 -18.7 6.5
-16 © o o — Imports (YoY in %) -6.2 -2.4 8.1 12.1 -7.7 -9.6 16.5 -23.5 -4.0
S 2 S S
o Unemployment rate (%, last quarter) 5.8 5.5 5.3 5.2 5.1 6.5 4.7 13.4 13.0
Source: MAPFRE Economics (with data from BPS)
Inflation (% YoY, last quarter) 4.8 3.3 3.5 3.3 2.7 2.6 3.4 3.5 -3.3
Chart 1.2.13-b Fiscal balance (% of GDP) -2.6 -25 -2.6 1.7 -2.2 -7.3 -3.8 9.9 -8.4
Indonesia: domestic demand breakdown Primary fiscal balance (% of GDP) n/a n/a n/a n/a n/a n/a n/a n/a n/a
and forecasts Trade balance (% of GDP) 16 16 19 -0.0 03 03 05 19 48
[ Public spending [l Inventory changes Current account balance (% of GDP) -2.0 -1.8 -1.6 -2.9 -2.7 -3.26 -2.57 -2.09 1.06
[ Total investment M Private consumption
16 Official interest rate (end of period) 6.25 4.75 4.25 6.00 5.00 4.00 4.25 1.00 1.13
I 3-month interest rate (end of period) 8.86 7.46 5.48 7.70 5.51 5.10 6.41 5.42 4.95
3 I I 10-year interest rate (end of period) 8.81 7.85 6.30 7.90 7.05 7.44 7.45 7.62 5.99
! . . . . Exchange Rate vs. USD (end of period) 13,836 13,525 13,484 14,380 13,883 15,366 14,076 16,371 14,726
i in —
=pE -
o ® HSEn EEmmm- ==l Exchange rate vs. euro (end of period) 15,063 14,257 = 16,171 16,465 = 15596 = 16596 15550 17,553 16,282
8 Loans private sector (% YoY, average) 10.6 7.8 8.2 10.8 8.8 4.5 1.7 2.1 6.4
Loans to Households (% YoY, average) n/a n/a n/a n/a n/a n/a n/a n/a n/a
16 Loans non-financial priv. sect. (% YoY, average) n/a n/a n/a n/a n/a n/a n/a n/a n/a
2 Z S 8 Loans to financial priv. sector (% YoY, average)  32.0 10.1 15.1 5.6 3.0 5.7 128 46 47
N o~ o~ N
Savings rate (as % pers. disp. income, avg.) 17.0 17.0 17.0 171 17.0 17.2 16.9 21.1 20.1
Source: MAPFRE Economics (with data from BPS)
Source: MAPFRE Economics (based on data from BPS) Click here to access the interactive
Forecast end date: April 13, 2020. version of this information
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In this context, MAPFRE Economics estimates that in the minimum base-
line scenario (reportable according to the factors above] the Indonesian
economy will stagnate in 2020 (0.0% GDP growth). This forecast, however,
could be as high as -10.0% in the stressed baseline scenario if the main risk
factors (short-term and structural) facing the economy of that country be-
come a reality (see Table 1.2.13, and Charts 1.2.13-a and 1.2.13-b).

In addition, inflation remained at 3.0% in March, within the central bank's
target range (2.0%-4.0%). The Bank of Indonesia has lowered interest
rates twice this year by introducing a cut of 25 bps to 4.50%. These lower
rates are in the context of measures to support the health crisis and have
been made possible by monetary easing movements around the world.
However, the crisis of portfolio flow flight from emerging markets may
now make these rates too low to defend the currency.

The central bank reduced the regulatory reserve ratio (RRR) of foreign
exchange by 400 bps, to increase liquidity in dollars, and amended the
rules to allow for greater use of the national service of NDFs (non-deliver-
able forward contracts). The Bank of Indonesia also improved the "triple
intervention,” which involves coordinated intervention in the cash ex-
change market, the national NDF and government bond markets. The cen-
tral bank has purchased an unprecedented amount of foreign bonds leav-
ing the market, and currently owns about 13% of the bond market.

From a fiscal perspective, the government announced new spending
equivalent to 0.2% of GDP, through two stimulus packages. One offers tax
exemptions and subsidies to the tourism sector, and the other focuses on
decreasing taxes for the manufacturing sector. However, the fiscal margin
is limited by the statutory deficit limit of 3%.
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Growth will be affected at least until the end of the year

The Philippine economy grew
by 6.4% YoY in the fourth
quarter of 2019, putting the
annual average at 5.9%. How-
ever, the health crisis will af-
fect the performance of the
Philippine economy, as it will
in the rest of the world's

e The depth of the fall in economic

activity is based on the level of
economic closure imposed. For now,
the Philippine GDP is expected to
shrink by at least -0.3% in 2020.

The duration of the slowdown will

economies. The extent of de-
celeration will depend on con-
tainment measures, the activ-
ities to be carried out and the
duration of these measures.

depend on several factors, but
normalcy will not return to the
Philippines until at least the first
quarter of 2021.

e At its March meeting, the central
bank lowered interest rates by 50
basis points to 3.25%.

For the time being, the manu-
facturing PMI fell to 39.7
points in March, from 52.3 in
February. Consumer confi-

dence in December (1.3) al-

ready predicted a decline, but it did not yet reflect what was to come. In-
dustry and trade surveys also anticipated a worsening economic situation,
although they did not reflect all information that is now available. Also, on
March 15, Philippine authorities placed Manila in a one-month “communi-
ty quarantine,” as the number of COVID-19 cases increased in the country.
These measures were extended the following day to the entire island of
Luzdn, which houses 53% of the total population and generates approxi-
mately 73% of the country's GDP.
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Table 1.2.14
Philippines: main macroeconomic aggregates
Chart 1.2.14-a
Philippines: GDP breakdown Minimum BS Stressed BS
and forecasts
2019 20200 2021m 20201 2021m
— MBS GDP (YoY, %) = SBS GDP (YoY, %) )
Domestic demand contribution GDP (% YoY, average) 6.0 6.9 6.7 6.2 5.9 -0.3 10.0 -8.2 12.1
B External demand contribution Domestic demand contribution 9.1 11.9 7.4 9.0 5.5 2.3 8.3 -8.2 10.9
External demand contribution -3.0 -5.0 -0.7 -2.8 0.3 -2.6 1.7 0.0 1.2
Private consumption contribution 4.4 4.9 4.1 3.8 4.0 0.4 4.9 -7.5 8.6
Total investment contribution 3.6 6.2 2.7 3.7 0.5 -1.4 4.0 -4.0 3.1
Government consumption contribution 0.8 0.9 0.6 1.4 1.1 2.2 0.4 2.2 0.5
Private consumption (% YoY, average) 6.3 7.2 5.9 5.6 5.8 0.5 7.2 -11.1 13.6
Government consumption (% YoY, average) 8.3 8.8 6.3 13.1 10.7 18.4 3.1 18.4 3.1
Total investment (% YoY, average) 16.6 26.6 9.4 13.2 1.5 -4.9 15.0 -13.7 12.6
Exports (YoY in %) 8.7 11.7 19.7 13.4 3.1 -7.7 19.7 -14.3 12.3
© o~ Q S Imports (YoY in %) 14.6 20.5 18.2 16.0 2.1 -3.1 13.9 -13.0 10.1
o o IS} o
N N ~N N
Source: MAPFRE Economics [with data from PSA] Unemployment rate (%, last quarter) 5.6 4.7 5.0 5.1 4.5 6.9 4.8 7.7 5.0
Inflation (% YoY, last quarter) 0.3 2.0 3.0 5.9 1.5 2.4 3.7 -1.7 1.8
Chart 1.2.14-b Fiscal balance (% of GDP) -0.9 -2.4 -2.2 -3.2 -3.5 -7.0 -5.3 -9.3 -8.2
Philippines: domestic demand breakdown Primary fiscal balance (% of GDP) n/a n/a n/a n/a n/a n/a n/a n/a n/a
and forecasts Trade balance (% of GDP) 80 -11.7  -128 <154 -129 <116 -150 =105  -11.1
I Public spending I Inventory changes Current account balance (% of GDP) 25 0.4 0.7 2.7 -0.1 03 -2.3 1.7 2.7
[ Total investment Il Private consumption
20 Official interest rate (end of period) 4.00 3.00 3.00 4.75 4.00 3.00 4.00 0.50 412
15 3-month interest rate (end of period) 3.03 2.50 3.22 5.03 3.97 3.16 4.29 1.94 4.18
10 I 10-year interest rate (end of period) 4.10 4.63 5.70 7.05 A 3.63 4.55 3.46 5.67
s . l l . I . l | B I . Exchange Rate vs. USD (end of period) 47.17 49.81 49.92 52.72 50.74 51.22 50.20 54.24 48.43
i | u I = I .
) ! [ | I I ! . l g = — B ! | u u Exchange rate vs. euro (end of period) 51.35 52.51 59.87 60.37 57.01 55.32 55.45 58.15 53.55
o L |
-5 Loans private sector (% YoY, average) 12.8 15.3 17.6 16.8 9.5 5.1 14.3 3.5 13.5
10 Loans to Households (% YoY, average) n/a n/a n/a n/a n/a n/a n/a n/a n/a
15 Loans non-financial priv. sect. (% YoY, average) n/a n/a n/a n/a n/a n/a n/a n/a n/a
(o) o~ o —
§ é § § Loans to financial priv. sector (% YoY, average) 2.6 8.7 9.2 10.2 6.8 1.9 13.9 -5.9 15.4
Savings rate (as % pers. disp. income, avg.) 7.7 7.8 8.1 7.7 6.6 8.7 7.5 14.9 11.3
Source: MAPFRE Economics (with data from PSA)
Source: MAPFRE Economics (based on data from PSA) Click here to access the interactive
Forecast end date: April 13, 2020. version of this information
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The current account balance will tend to behave as it normally does in sit-
uations lacking foreign financing. In the weeks that have already been ex-
perienced in this crisis, an outflow of capital from emerging markets is
occurring, which will lead to difficulties in financing current account
deficits. There may be a slowdown of imports, but also exports due to in-
ternational trade obstacles in the context of a trend to close borders.

Considering the new pandemic environment, MAPFRE Economics’ growth
forecast for 2020 in the minimum baseline scenario is -0.3%. This forecast,
which escapes recession for now, considers that the economy will slow
substantially (from a previous rate of 5.9%) and will primarily impact the
second and third quarters of the year. Private consumption will grow less
in that period and will recover slowly from the last quarter of the year,
laying the groundwork for a rebound in activity levels in 2021, partially due
to the base effect. However, MAPFRE Economics' forecast in the stressed
baseline scenario (which considers a substantial worsening of the
economic effects of the pandemic] could place growth in 2020 at up to
-8.2% (see Table 1.2.14, and Charts 1.2.14-a and 1.2.14-b).

In addition, March inflation stood at 2.5% and MAPFRE Economics
estimates that this will be 2.4% in 2020. The Central Bank of the
Philippines (BSP) lowered official interest rates twice in 2020, once in
February (25 bps) and once in March (50 bps) to 3.25%. In addition, the
central bank relaxed some banking regulations, including: compliance
reports from banks, penalty calculations on required reserves, and single
borrower limits.

From a fiscal point of view, the Philippine government announced an ex-
penditure package of 1.6 billion pesos (32 million US dollars] to strengthen
the country’s medical capacity to respond to the COVID-19 emergency, and
a package of 27 billion pesos (527 million US dollars) to support tourism,
as well as total additional budget support worth 0.1% of GDP.
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2. Industry outlook

2.1 The economic environment and its
impact on insurance demand: update

2.1.1 Global markets

The world economy is experiencing a situation that is unprecedented,
at least looking at the last 100 years. The COVID-19 pandemic has led
to a global health crisis that, as it expands, is saturating health sys-
tems in both emerging and developed countries to the extent that they
are unable to care for all the infected people who require urgent
healthcare assistance to survive. This has forced social distancing
and population confinement measures to be adopted, which are slow-
ly alleviating the congestion of health systems in those countries
where they had become saturated. However, these measures are af-
fecting the economy and, by extension, will also have an impact on
insurance markets to a point that is yet to be determined (see Box
2.1.1). These impacts, in certain scenarios, could exceed the effect on
the insurance industry from the most profound crises of recent times.

In order to outline these potential effects, the following paragraphs of
this section of the report have analyzed the economic crises
experienced in recent decades [since 1980) in each of the insurance
markets under analysis, in order to determine what the main
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consequences of these crises were for the insurance industry. In
general, abrupt declines in insurance business premiums are
anticipated in all cases at the aggregate level. However, historical
evidence shows that, at times, once the economic recovery came,
insurance premiums ex-perienced strong growth (above GDP growth])
especially in emerging markets.

In the current crisis, the central banks' reaction at the global level
has been virtually immediate, with quantitative easing through sov-
ereign and corporate bond acquisition programs, accompanied by ac-
commodative monetary policies with lower interest rates in support of
their respective economies in jurisdictions that still had some room to
maneuver (as is the case with the United States]. This extends the
environment of low interest rates that already characterized many
developed economies, and this is now spreading to emerging
economies in which real interest rates have started to be negative,
discounting the effect of inflation.

Asset acquisition programs designed under quantitative easing mea-
sures prove to be of great help to insurance companies, by having an
immediate effect and preventing spreads on sovereign and corporate
bonds (risk premiums) from increasing. This would have a negative
impact on the valuation of this type of investment and, therefore, on
the shareholders’ equity of these companies. These measures seek to
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Box 2.1.1
Summary of the impact of the COVID-19 pandemic on the insurance industry

Pandemic analysis perspectives

While it is true that the COVID-19 pandemic is a phenomenon that will have
a very significant impact on the world and the different sectors of the global
economy, its impact on each one will be different and distinguishable. Thus,
in order to analyze the particular effects that the pandemic will have on the
insurance industry, its main impacts can be considered to derive from two
general perspectives: the economic perspective and the health perspective
(see Chart AJ.

The economic perspective

First off, it is well known that insurance activity is strongly conditioned by a
set of macroeconomic factors: the pace of economic activity, the level and
trajectory of interest rates, the behavior of exchange rates, and the degree
of volatility presented by the financial markets.

Economic activity

There is a clear correlation between the level of economic activity and the
performance of the insurance industry. Thus, with varying degrees of elas-
ticity depending on the size of the insurance gap in the country concerned,
when economic activity expands (usually at the top of the economic cycle],
this leads to an increase in insurance demand, and vice versa. In the cur-
rent context of the global expansion of the pandemic, the adoption of social
distancing measures to prevent the spread of the virus has led to a sharp
and dramatic reduction in economic activity levels, which will consequently
lead to a reduction in demand for insurance services.
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Moreover, given the nature of the health containment measures taken,
which in many cases have limited or reduced income flow for individuals
and families, the case of a potential increase in Life insurance redemptions
(with different savings-investment components] stands out, despite the
penalties that these products usually incorporate into their clauses. Also
within the Life insurance line, in some markets it is worth mentioning the
issue of an increase in the cost of covering the guarantees incorporated into
“variable annuity” products due to the drastic increase in levels of financial
volatility.

Similarly, there are other Non-Life insurance lines that could be affected by
an increase in the loss ratio: travel insurance; insurance that covers the
temporary unemployment of the insured; insurance that covers delays or
interruptions in the supply chain of industries; business interruption cover-
age; and credit insurance (both for exports and domestic commercial trans-
actions), among others.

Thus, depending on the structure of each insurer’s risk portfolio, both situ-
ations will involve an increase in the loss ratio and, consequently, greater
stress on its cost structure, in particular because falling insurance demand
may entail a significant problem in the short-term, as fixed operating cost
levels cannot be reduced at a rate similar to the drop in premiums revenue.
Finally, in terms of the risks faced by insurance companies, this context will
be able to determine an increase in liquidity risk, due to the effect of the
growth of Life insurance redemptions and the greater loss ratio of products
that cover temporary unemployment.
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Box 2.1.1 (continued)
Summary of the impact of the COVID-19 pandemic on the insurance industry

Chart A.
Elements to assess the impact of the COVID-19 pandemic on the insurance industry
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Box 2.1.1 (continued)
Summary of the impact of the COVID-19 pandemic on the insurance industry

Interest rates

One of the measures widely adopted by central banks worldwide to try to
partially deal with the sharp reduction in economic activity levels, stemming
from the health containment measures, has been the rapid decrease in
interest rates. In many countries (emerging markets), this situation will, for
the first time, create a generalized low-rate environment, while in others it
will simply strengthen and expand the previous situation (developed
markets).

Interest rate reductions will affect the insurance industry in three aspects:
one positive and two negative. On the one hand, to the extent that monetary
policy succeeds in alleviating the economic contraction, it will generate a
relative increase in demand for insurance products. However, on the other
hand, interest rate reductions shall affect the traditional life annuity and
Life savings insurance business, until the economic agents assume the new
levels as something permanent and decide to invest in savings instruments
at lower rates, or choose to acquire risk products in which the policyholder
assumes the risk of investment. In addition, both the Life and Non-Life
insurance business will be affected by the low interest rate environment as
financial income is reduced, which will limit its ability to complement the
business's technical profitability with the return on investment from its
assets.

Exchange rates
One of the temporary consequences that the current global health crisis has

brought about is a massive flow of emerging-market portfolio investment
resources to developed markets, specifically to low-risk financial assets in
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the United States. This phenomenon has led to a significant depreciation of
virtually all emerging market currencies.

It is well known that the depreciation of exchange rates is a factor that can
negatively impact the cost structure of insurance companies. This is an
effect that is particularly relevant in markets and lines where the cost of
claims is linked to repairs, services, medical treatments, products or
machinery being imported. Therefore, under the current circumstances,
this effect may be of particular relevance in emerging countries, where
currency depreciation has been more significant. Similarly, as a side effect,
the impact of the exchange rate depreciation on the cost of the loss ratio
will put upward pressure on the level of premiums and, consequently, may
entail an additional force that leads to a decrease in the demand for
insurance products.

Financial volatility

The change in interest rates affects the valuation of assets in the balance
sheets of insurance companies. Moreover, financial volatility has a particu-
larly significant impact on insurance companies that hold Life insurance-
linked investment portfolios.

By its nature, the health crisis arising from the COVID-19 pandemic has
created an environment of financial volatility that will also affect the
performance of insurance activities. High volatility and falling asset
valuations in financial markets can have a significant impact on insurers.
These insurers’ investment portfolios are dominated by fixed income
securities. A sharp increase in risk premiums on these securities has a
direct impact on their valuation, which also falls sharply, all the more so the
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Box 2.1.1 [continued)
Summary of the impact of the COVID-19 pandemic on the insurance industry

longer the durations of the bonds they hold in the portfolio. It should be
noted that risk premiums may be affected by various influences, the two
main factors being the state of liquidity of the financial markets and, closely
related to this, the perception of a possible credit or insolvency risk
affecting the counterparties involved in bond investments.

In countries with risk-based solvency regulation systems, there are mecha-
nisms that allow insurance companies to correct the effects of occasional
bouts of market volatility, given their nature as long-term investors. These
mechanisms seek to prevent forced sales in times of financial market tur-
bulence, with their consequent pro-cyclical effects. The business model of
insurance companies leads to the maturities of their investment portfolios
being largely aligned with the estimated payment path. This path comes
from the commitments assumed in their insurance contracts, so that these
assets can be conserved until they reach maturity.

Furthermore, the measures taken by the major central banks worldwide are
largely helping to solve the problems of liquidity shortages in bond markets,
allowing them to continue to function properly. Issuing companies and
states can thus continue to place their issued products in order to gain ac-
cess to the liquidity needed to deal with the situation they face and, most
importantly, to be able to refinance their debts.

Likewise, the quantitative easing measures adopted to date by central
banks have been generous, thereby easing bond spreads (risk premiums],
particularly with regard to sovereign debt, but also to corporate debt. How-
ever, if the problem persists and bond counterparties begin to suffer an
impairment in their credit quality, the situation may translate to the insur-
ance companies’ balance sheets. In this regard, the composition of their

balance sheet is of particular relevance; markets in which the majority of
investments is in sovereign bonds, backed by the asset acquisition pro-
grams of their respective central banks, have a more limited risk.

Finally, to summarize from a risk-based perspective, the environment of
greater volatility created by the health crisis will generate an increase in
liquidity risks (tempered by measures taken by central banks), as well as
market and credit risks.

The health perspective

From a health point of view, the global COVID-19 crisis may have an effect
on insurance activities in two aspects: an impact on the loss ratio of certain
insurance lines, and potential adverse selection in the process of under-
writing new risks.

Loss ratio

The most direct aspect of the health crisis has to do, of course, with the
increase in the population’s morbidity and mortality rates. In this aspect,
because of the very nature of certain insurance products, the pandemic may
have particular effects on some insurance lines.

Firstly, and depending on the features of insurance products in the different
markets, the health line is one of the areas that could feel the greatest im-
pact on the loss ratio. So far, the effects of COVID-19 do not appear to imply
high health care costs that could entail a significant increase in the severity
parameters under which health product premium estimates were calculat-
ed. However, disease contagion patterns could generate deviations from the

Fundacion MAPFRE



2020 ECONOMIC AND INDUSTRY OUTLOOK (Q2)

Box 2.1.1 [continued)
Summary of the impact of the COVID-19 pandemic on the insurance industry

frequent assumptions involved in these products, which, in the aggregate,
could lead to insufficient premiums collected and, ultimately, the need to
make additional technical provisions for this type of product. This phe-
nomenon, taking into account the nature of the insurance companies’ port-
folios, could place additional stress on the cost structure, as well as gener-
ate increased operational risk, with the sudden rise in the number of cases
to be dealt with.

In addition, insurance lines where mortality rates are taken into account for
the technical design of products (Life and traditional life annuity insurance)
may also be impacted by the effects of the pandemic on this variable. The
impact, however, will be mixed depending on the composition of each insur-
er's risk portfolio, since only in the first case [Life insurance products) will
higher mortality involve technical losses.

Underwriting of risks

Finally, the COVID-19 pandemic has also caused an information issue that
may affect the insurance industry in terms of risk underwriting. This infor-
mation problem concerns the uncertainty surrounding certain data that is
essential to make an adequate technical assessment of the risk stemming
from this virus; for example, the actual rate of infection, the recovery rate of
the disease; and the immunity rate observed in recovered patients, among
other data.

Source: MAPFRE Economics
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This situation, in which information is not yet available (in many cases, be-
cause it does not yet exist or has not been properly organized), may lead to
an information asymmetry problem for insurers that could lead to adverse
risk selection, even despite traditional preventive measures such as "quali-
fying periods.” This situation may lead to new risks being underwritten from
premiums that are insufficient and that require future technical provisions
against the equity of insurers; or, in the face of uncertainty, to a decrease in
the insurance offering for the health line, with a consequent effect on the
reputational risk of companies.
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support the solution of the liquidity problems of bond-issuing coun-
terparts, but it remains to be seen to what extent their solvency will
be affected, especially with regard to corporate bonds. In addition,
despite the positive effect that lower interest rates have on stimulat-
ing economic activity, from the insurance perspective, they have a
negative effect on the sale of Life savings and traditional life annuity
insurance products, as well as on insurance companies’ financial in-
come. As noted earlier, the environment of low interest rates has so
far been a problem for developed economies (and thus their insur-
ance sectors), but it is now also spreading to emerging markets with
consequent implications for their insurance industries.

Meanwhile, from the point of view of fiscal policy, the response to this
crisis has been to design and implement (with different levels of in-
tensity) expansionary spending policies that seek to create a stimulus
on aggregate demand and, consequently, on levels of economic activi-
ty. They also seek to provide support to companies, trade and people
who have been unemployed because of distancing and confinement
measures, to try to prevent this situation from causing structural
damage to the economy that would hinder a return to normality as
quickly as possible. However, in this case, the intensity of the imple-
mentation of these countercyclical policies is strongly conditioned by
the (generally limited) fiscal space of each government.

Despite these measures, a significant drop in global GDP is anticipat-
ed in 2020, the largest since the Great Depression of the early twenti-
eth century. Given the high degree of uncertainty over the length of
time that social distancing and population confinement measures
should remain in place, it is difficult to quantify what the impact this
health crisis will have on the global economy in 2020, but it is esti-
mated that (compared to 3% growth in 2019} it could mean a decrease
ranging from -3% to -8.2%, depending on the evolution of risks (see
Table A-1in the Appendix to this report).

2.1.2 Eurozone
Insurance market performance outlook

Under the current circumstances, a fall in eurozone GDP is estimated
in 2020 which, in the analysis scenarios of this report, has ranged
from -5.1% to -12.4%, with a strong impact on the employment level
and a sharp fall from 2019 growth of 1.2% (1.9% in 2018). Although
there is great uncertainty, the outlook is for improvement in 2021,
with an estimated GDP growth of 4.7% [(see Table 1.2.2, and Charts
1.2.2-a and 1.2.2-b). Thus, the slowdown in the economy (resulting
from social distancing and population confinement measures adopted
as a result of the pandemic) has been added to a process of declining
activity that had already been observed in the eurozone, triggering a
recession unprecedented since World War Il. This will have a signifi-
cant impact on the insurance business, which is closely linked to eco-
nomic behavior.

The response of the European Central Bank (ECB) has been rapid and
resounding, with the massive use of unconventional monetary policy
measures to provide liquidity to sovereign and corporate bond
markets, with two asset acquisition programs approved for a
combined amount of 870 billion euros and by making the maximum
limits that can be acquired from the various Member States more
flexible in order to increase the purchases of those that need it most.
In addition to this, fiscal measures have been adopted by the Council
of the European Union amounting to 540 billion euros, in addition to
those already being taken by the Member States themselves.

This package of measures is helping to moderate the serious prob-
lems that could result from the lack of liquidity in the eurozone bond
markets, allowing them to continue to function properly and relaxing
risk premiums. This means that companies and issuing states will
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continue to make their issuances, in order to access the necessary
liquidity at a reasonable cost and to cope with the current situation
and be able to refinance their debts. However, if the problem persists
and bond counterparties begin to suffer a deterioration in their credit
quality, the situation may translate to EU insurance companies’ bal-
ance sheets.

The current situation makes insurance markets vulnerable, especially
those where most investment is in corporate bonds, and particularly
for insurance companies whose counterparties are close to invest-
ment grade and which may suffer downgrades in their credit ratings,
or even fall into insolvency. In this sense, the composition of the in-
surance balance sheet is of particular relevance, because in those
markets, most investments are sovereign bonds backed by the asset
acquisition programs of their respective central banks, which have a
more limited risk.

In the eurozone, at the aggregate level, the insurance companies’
share of investment in corporate bonds at the close of 2018 was
31.4%, compared to 51.5% in the United States market!’. Within the
eurozone, the Spanish insurance market has traditionally been more
conservative in its investments, with a higher sovereign debt burden
and a percentage of corporate bonds that amounted to 21.8% of the
aggregate portfolio, so its exposure is lower. The same is true of equi-
ty investments, which have suffered widespread declines in valuations
due to the pandemic crisis. At the close of 2018, markets in the United
States and the eurozone accounted for over 13% of the total portfolio.
At the disaggregated level in the eurozone, the Spanish insurance
market is again notable, with a reduced percentage of equities, around
6% of the total portfolio.

Moreover, inflation has returned to its downward path, contributing to
the fall in oil prices. On this occasion, the ECB did not consider it ap-
propriate to extend the measures to additional interest rate cuts,
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which are already at all-time low levels. In March's risk-free yield
curves produced by the European Insurance and Occupational Pen-
sions Authority (EIOPA), however, there is a fall in rates along the
curve from the previous quarter, presenting negative values that affect
all curve times of less than 13 years. In practice, this prevents the de-
velopment of Life savings and traditional life annuity lines of business
(see Chart 2.1.2-a, which shows minimum levels, the average and
maximum levels reached in 2019, as well as the level of the latest
curves published by EIOPA for December and March 2020]).

In addition, the Euro Stoxx 50 index, which had increased in the last
quarter of the previous year by 25.8%, has fallen by more than 35% in
the second half of March, as a result of the crisis triggered by the
pandemic. This performance damages the development of Life

Chart 2.1.2-a
Eurozone: risk-free yield curve
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insurance products in which the policyholder assumes the risk of the
investment, since the current situation and the substantial fall in the
value of policies may lead to bailouts to those who need liquidity or do
not want to expose themselves to greater losses. However, it could
stimulate underwriting when an improvement in the development of
the pandemic starts to occur.

Economic crisis and the insurance industry

In order to have a reference to the possible effect on the insurance
industry due to the crisis that the eurozone is facing, an analysis has
been carried out of all the crises experienced since 1980 by all the
countries that are currently part of it. In this analysis, two significant
periods of crisis are notable because of their severity (see Chart
2.1.2-b).

The first is the economic crisis of the early 1980s, in which the insur-
ance business fell in real terms by -16.5%. Over four consecutive
years, several regressions occurred until positive growth was only
achieved again in 1985. Also of note was the strong recovery in the
growth of the insurance industry once the crisis was overcome, well
above the declines in previous years, with an average annual growth
of more than 20% between 1985 and 1988.

The second, and perhaps most significant, is the period between 2007
and 2012, in which the European insurance industry was hit hard by
the crisis arising from the US real estate market (amplified by in-
struments in which mortgage debts had been collateralized). It cul-
minated in the bankruptcy of Lehman Brothers in 2008, and the bank-
ing and sovereign debt crisis in the European Union in 2012. In this
case, the declines in the real premium volumes of the insurance mar-
ket, which reached -8.8% and -8.4% in 2008 and 2012, respectively,
lasted for several years and, although the sector again experienced
growth after the crisis, it recorded rates lower than in the pre-crisis

period and regressed in 2015 and 2016, due to the ultra-accommoda-
tive monetary policy adopted to stimulate growth, which adversely
affected (and continues to harm] the business of traditional Life in-
surance. Moreover, in the crises of the 1990s and in the early 21st
Century (the "dotcom” crisis], the eurozone insurance industry also
retracted. However, the falls in insurance premiums that occurred
were limited to one year in duration, with a strong recovery in subse-
quent fiscal years.

Without having quantitative estimates, knowing the depth of the ex-
pected falls in GDP following the current crisis or knowing the inter-
est rate environment at the time when the measures taken achieve a
return to normal, the closest reference to the effects on the insurance
industry will likely be that of the last crisis period from 2007-2012.

Chart 2.1.2-b
Eurozone: analysis of the impact of economic crises on the
insurance market
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Such sharp declines in insurance premiums and the resulting policy
bailouts often have a negative impact on insurance companies’ prof-
itability, because they have to cope with administration expenses that
are fairly rigid to the downside with lower revenue from premiums,
which increases its expense ratio.

2.1.3 Germany

Insurance market performance outlook

Before the coronavirus crisis broke out, a slight growth was expected
for the German economy similar to the 2019 estimate of 0.6% (com-
pared to 1.6% in 2018), with domestic private consumption as the main
driver of growth. However, as a result of the global health crisis, the
risk of recession has returned. It is anticipated to be profound, with
GDP falling between -3.9% and -12.1% (according to the analysis sce-
narios in this report), because of the export nature of the German
economy and its dependence on supply chains in other crisis-affected
countries, coupled with the drastic drop in private consumption (see
Table 1.2.4, and Charts 1.2.4-a and 1.2.4-b]).

Germany's ample space for expansionary fiscal measures, which is
exactly what it is doing, could help to bring the forecast closer to the
top of the range, with the German economy expected to recover lost
ground in 2021 with growth of around 4.9%. In any case, the fall in GDP
in 2020 will undoubtedly affect the insurance business, which may ex-
perience a profound decline as a result of the deterioration of the eco-
nomic situation.
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Economic crisis and the insurance industry

Moreover, if the most recent crises experienced since 1980 by the
German economy are taken as a reference (see Chart 2.1.3], it can be
seen that the crisis of the 1990s caused a marked slowdown in the
growth of insurance premiums, but without the demand for insurance
suffering setbacks. However, the two subsequent crises (during the
2007-2012 period] did cause a decline in insurance industry premiums
in single years, leaving the subsequent years' growth anchored at low
levels, even below GDP growth. This can be attributed to the effect on
the Life savings and traditional life annuity business because of the
low interest rate environment that the entire economy of the eurozone

Chart 2.1.3
Germany: analysis of the impact of economic crises on the insurance market
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was plunged into as a result of these crises; an environment that will
continue as a result of monetary expansion measures taken to ad-
dress the economic impacts of the current pandemic.

2.1.4 ltaly
Insurance market performance outlook

The forecast for the Italian economy according to the scenarios ana-
lyzed in this report is a fall in GDP within a range of between -7.6%
and -14.9% in 2020, with a partial recovery in 2021, a year in which
the economy could grow about 3.9% (see Table 1.2.5, and Charts
1.2.5-a and 1.2.5-b]. In Italy, the situation before the coronavirus cri-
sis was already one of low growth (0.3% in 2019), with a high level of
public debt as the main vulnerability. Investment and consumption
had experienced slight growth during the year, but have now experi-
enced strong setbacks as a result of social distancing measures taken
to confront the pandemic. Despite the lower fiscal margin in the Ital-
ian economy, the measures taken by the ECB have allowed it to con-
tinue to finance itself in the markets without an excessive rebound in
the risk premium. This means it can implement important aid pack-
ages to families and companies most affected by population confine-
ment measures. This economic environment will undoubtedly hinder
the performance of the insurance business, especially the develop-
ment of the Non-Life and Life protection lines of business of the in-
surance market.

Economic crisis and the insurance industry

On the other hand, after analyzing the previous crises that the ltalian
economy has suffered, it was observed that the country’s insurance
market was traditionally quite resilient to abrupt declines in GDP, with

an insurance business that tended to slow down, but without experi-
encing setbacks. However, the two successive economic crises expe-
rienced in the 2007-2012 period did show a difference as they strongly
affected the performance of the insurance business, which experi-
enced profound setbacks over periods of two to three years, with very
volatile behavior since then and a significant influence not just on
GDP, but also on the interest rate environment, swings in the risk
premium and the term premium of Italian sovereign debt (see Chart
2.1.4).

The sharp decline in GDP expected for 2020 will particularly harm Life
savings, Life investment and traditional incomes, because of the loss

Chart 2.1.4
Italy: analysis of the impact of economic crises on the
insurance market
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of business and the increase in bailouts that may occur for people who
have remained in need. To this must be added the negative effect that
the fall of the stock markets may cause on the perception of Life in-
surance in which the policyholder assumes the risk of investment and
in the mixed Life savings-investment products (which were beginning
to be widely publicized in Italy), while low stock prices could attract
investors who have liquidity and are willing to take risks. In the case of
incorporating financial guarantees, the high volatility of the financial
markets will increase the cost of covering these guarantees, to the
detriment of the profitability of these products. Such sharp declines in
insurance premiums and policy bailouts may also have a negative im-
pact on insurance companies’ profitability, because they have to cope
with administration expenses that are fairly rigid in the event of lower
revenue from premiums, which increases the expense ratio.

2.1.5 Spain
Insurance market performance outlook

The social distancing and population confinement measures to man-
age the health crisis caused by the COVID-19 pandemic, adopted in
Spain since mid-March, will lead to a recession of its economy. GDP
could fall back for all of 2020 in a range between -5.6% and -10.7%
(according to the analysis scenarios considered in this report), com-
pared with a growth of 2% in 2019 (2.4% in 2018]). The effects on em-
ployment, trade, tourism and industry are unprecedented, and their
impacts will largely depend on the length of time the measures should
be extended. The economy could recover in 2021, with an estimated
growth of around 4.4%, although with much uncertainty regarding the
estimates (see Table 1.2.3, and Charts 1.2.3-a and 1.2.3-b).

This complex environment will undoubtedly have a significant negative
effect on the Spanish insurance market, both at the business level and
on insurance companies’ balance sheets.
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Economic crisis and the insurance industry

If the most recent economic crises in Spain since 1980 are taken as a
reference, the periods that most closely compare to the current situa-
tion in the sector in terms of severity of the expected impact are the
two crises of the 2007-2012 period. They were virtually consecutive,
which led to sharp drops in GDP and a decline in insurance industry
premiums also in single years (see Chart 2.1.5).

In these events, GDP fell from -3.8% and -3% in 2009 and 2012,
respectively, which led to a decline in insurance industry premiums of
-8.8% and -7.4% in 2010 and 2012, particularly affecting the Life
business but also automobiles, industrial multirisk, third-party
liability, transport (hull and merchandise] and credit insurance.

Chart2.1.5
Spain: analysis of the impact of economic crises on the
insurance market
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Health, homeowners and condominium insurance lines were resistant
at the worst moments of those crises and only slowed down. Such
sharp declines in insurance premiums and policy bailouts often have
a negative impact on insurance companies’ profitability, because they
have to cope with administration expenses that are fairly rigid in the
event of lower revenue from premiums, which increases the expense
ratio. Once these moments passed, the aftermath of the ECB's
measures at the time, with interest rate declines to negative levels
(which remain in place today and are going to continue for a long
time), led to the growth of insurance premiums in subsequent years
anchored at low, even negative, levels that were below GDP growth.
This was essentially because of the effect of the low interest rate
environment on the traditional life annuity and Life savings insurance
business. However, it should be noted that the Non-Life business
lines again experienced significant growth after the crisis, and health
insurance premiums even showed a countercyclical behavior. One of
the engines of growth of the sector in this period was the Non-Life
business. Finally, it should be noted that the slowdown and
subsequent recession of the late 1980s and early 1990s are not
representative of the distortion in the growth of insurance premiums,
which involved the process of externalizing companies’ pension
commitments to their workers that took place at that time.

With regard to the effects of the current crisis on the balance sheets
and solvency of insurance companies, it is worth mentioning the fact
that the Spanish insurance industry has traditionally had a markedly
conservative nature in its investments, in which Spanish and other
eurozone sovereign bonds are the main investment, which, having
been backed by the ECB's broad asset acquisition programs, have a
more limited risk. This feature, which was starting to be questioned
due to reasons of profitability (as is often the case in periods of low
interest rates and good stock market behavior), has proved to be an
appropriate policy that is allowing the sector to deal with the current
complex situation with solvency.

2.1.6 United Kingdom
Insurance market performance outlook

According to the macroeconomic scenarios analyzed in this report,
the forecast for the UK economy is a fall in GDP in a range of between
-5.1% and -10.1% in 2020, compared with 1.4% in 2019. The British
economy could recover in 2021, with growth that could be around
6.1%. However, there is much uncertainty regarding these increases,
as mentioned when analyzing the previous markets (see Table 1.2.6,
and Charts 1.2.6-a and 1.2.6-b).

In the case of the United Kingdom, there is also uncertainty about the
effect on its economy following the exit from the European Union at a
time when, prior to the problems caused by the pandemic, consumer
and business confidence indicators were already pointing to a slow-
down. So far, the unemployment rate has remained low (around 3.8%],
but the social distancing measures taken have drastically changed the
situation and it remains to be seen whether these pre-crisis levels
can be recovered if the situation continues over the next few months.
This environment will have a negative impact on the development of
the Non-Life and Life protection insurance business, which has al-
ready been slowing down and may suffer sharp setbacks, given the
magnitude of the decline in estimated GDP (greater than in 2009).

With regard to Life savings and traditional life annuity insurance, giv-
en the magnitude of the crisis caused by the pandemic, the Bank of
England reacted with two interest-rate cuts and a quantitative easing
program for asset acquisition of up to 650 billion pounds sterling. In
EIOPA’s risk-free yield curves, there is a general drop in the interest
rates for all segments of the curve with respect to the previous quar-
ter, even coming in below the minimum levels for 2019 in all seg-
ments (see Chart 2.1.6). The sharp decline in GDP expected this year
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and the low interest rate environment will undoubtedly damage the
development of Life savings, Life investment and traditional annuity
business, due to the loss of business and the bailouts that may occur.

It is necessary to add to this the negative effect that the fall of the
stock markets may cause on the perception of Life insurance in which
the policyholder assumes the risk of investment, widely distributed in
the British market, while the low levels of stock prices may attract
investors who have liquidity and are willing to take risks. Likewise, for
products incorporating financial guarantees, the high volatility of fi-
nancial markets increases the cost of covering these guarantees.
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Lastly, it is necessary to consider the negative effect that an impaired
credit rating and possible insolvency of corporate bonds held in their
portfolios, representing a majority percentage of their investments,
could have on the shareholders’ equity of insurance companies, rising
to 36.5% of the aggregate portfolio of their traditional business at the
close of 201872,

Economic crisis and the insurance industry

Moreover, when looking at what has happened in the United Kingdom
insurance market in the economic crises experienced since 1980, it is
noted that the crisis that is closest to the current situation is
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Chart 2.1.6-b
United Kingdom: analysis of the impact of economic crises on the
insurance market
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2007-2009, in which GDP fell by -0.3% and -4.2% in 2008 and 2009, re-
spectively, leading to a decline in insurance industry premiums of
-23.5% and -8.7% during those years with no clear signs of recovery
since then [see Chart 2.1.6-b). These huge declines in insurance pre-
miums originated in the Life business and largely contributed to the
stock market declines of -17.5% and -14.8% in 2008 and 2009, respec-
tively, in a market with a high prevalence of Life insurance in which the
policyholder assumes the risk of investment. The sharp falls in insur-
ance premiums and the policy bailouts that occur in situations of crisis
also have a negative impact on insurance companies’ profitability, as
they have to cope with administration expenses that are quite rigid
against lower premium revenue.

2.1.7 United States
Insurance market performance outlook

The situation caused by the COVID-19 pandemic has led to a total shift
in US economic expectations, which anticipate a recession, with GDP
potentially falling within a range of between -4.1% and -10.8% in 2020
(based on the analysis scenarios considered in this report), after
growth of 2.3% in 2019 (2.9% in 2018]. Social distancing measures,
with the consequent disruption of non-essential economic activities,
have led to unprecedented job destruction within a short space of
time. Recovery is expected in 2021, but there is great uncertainty as to
the estimates and structural effects that may result from the present
crisis, despite the unprecedented monetary and fiscal expansion
measures that the US authorities are taking (see Table 1.2.1, and
Charts 1.2.1-a and 1.2.1-b). It is expected that the sharp fall in GDP in
2020 will have a negative impact on the development of the insurance
industry, both on the Non-Life and Life protection business [the
growth of which is closely linked to economic behavior], as well as
Life savings, Life investments and traditional annuity. This is due to

Chart 2.1.7-a
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the loss of business and the bailouts that may occur for those people
who are in need, given that they cannot carry out their normal work.

It is necessary to add to this the negative effect that the fall of the
stock markets may cause on the perception of Life insurance in which
the policyholder assumes the risk of investment, while the low stock
prices may attract investors who have liquidity and are willing to take
risks. Also, for products that incorporate financial guarantees, as with
some modalities of "variable annuities" (very common in the US in-
surance market], the high volatility of financial markets increases the
cost of coverage of these guarantees and may produce significant
losses for insurers with dynamic coverage programs, which in these
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situations are not fully effective. Lastly, it is necessary to consider the
negative effect that impaired credit rating and possible insolvency of
corporate bonds held in their portfolios, representing a majority per-
centage of their investments, could have on the shareholders’ equity
of insurance companies, rising to 51.5% of the aggregate portfolio at
the close of 2018'3. The Life savings business, for its part, will be
damaged by the low interest rate environment, following the Federal
Reserve's last rate drop to near-zero levels. Thus, in the last risk-free
yield curves produced by EIOPA, the drop in the rates is observed in
all sections of the curve (see Chart 2.1.7-a).

Chart 2.1.7-b
United States: analysis of the impact of economic crises on the insurance market
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Economic crisis and the insurance industry

Moreover, when looking at what has happened in the United States
insurance market in the crises experienced since 1980 by the US
economy, it is noted that the crisis that is closest to the current situa-
tion is that of 2007-2009, with GDP falling by -2.5%. This led to a de-
cline in insurance industry premiums of -7% in that year, with no
clear signs of recovery since then, unlike the crises of the 1980s and
1990s, which were accompanied by a solid recovery with real growth
exceeding GDP growth once the economy regained its growth path
(see Chart 2.1.7-b). The sharp falls in insurance premiums and the
policy bailouts that often occur in such situations also have a negative
impact on the profitability levels of insurance companies, as they have
to cope with administration expenses that are quite rigid against low-
er premium revenue.

2.1.8 Brazil
Insurance market performance outlook

In Brazil, the economic expectations for 2020 considered in the
analysis scenarios of this report anticipate a decline in GDP in the
range of -2.7% to -9.9%, compared with the estimated real growth in
2019 of 1.1% (see Table 1.2.10, and Charts 1.2.10-a and 1.2.10-b). The
crisis caused by the pandemic has reversed the improvement in
consumption, private investment and public accounts (by reforms
implemented to control public spending) that had been underway in
previous quarters. Recovery is expected in 2021, but there is great
uncertainty as to the economic growth and structural effects that may
result from the current crisis. This is despite the monetary and fiscal
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expansion measures being taken by the Brazilian authorities, with aid
to the most vulnerable population.

One important aspect is that the current situation has led to
unprecedented capital outflows of non-residents, resulting in a sharp
depreciation of the Brazilian real against the dollar, at around 25% in
the first quarter of the year. This situation is detrimental to the
development of the insurance industry, particularly for the Non-Life
business, the growth of which is closely linked to economic behavior.
The impairment in the exchange rate of the Brazilian real negatively
affects the profitability of this business line, due to the increase in the
cost of repairs in the event of a claim, in cases where imported
materials are to be used, and due to the increase in the cost of
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reinsurance, the contracts of which are often negotiated in dollars. In
addition there is the effect on shareholders’ equity and turnover of
those international insurance groups that must consolidate their
accounts in a strong currency. It should be noted that the provisional
measure announced in November by the federal government of Brazil,
which extinguishes the Insurance for Personal Damage caused by
Motor Vehicles on Roads, was eventually ineffective when passed
through Congress. Instead, the federal government has established a
measure of lower impact, setting price limits that can be applied to
compulsory coverage.

The accommodative monetary policy adopted by the Bank of Brazil to
try to stimulate economic activity will pose additional difficulties to
the Life savings business, due to the fall in profitability that this type
of product can offer to insurance policyholders. The economic
situation may also lead to a marked increase in bailouts by people
who are suffering from a fall in revenue as they are unable to carry
out their work as a result of the pandemic. EIOPA’s risk-free yield
curves show the fall in short-term risk-free rates, but it is also noted
that the curve continues to increase its positive slope [(see Chart
2.1.8-a). This may soften the negative effect of GDP reduction and the
short-term rate drop on the life annuity and Life savings insurance
business, by being able to offer medium- and long-term guaranteed
rates above short-term rates. Interest rates on all maturities are
already far from those achieved in previous years, which does not help
business development, but expectations that some additional downfall
may occur may be an incentive to market new products for this
business segment.

Economic crisis and the insurance industry

Moreover, in analyzing the crises experienced by Brazil's economy
since 1995, the situation that can most be assimilated to the current
period would be that experienced in 2015 and 2016, in which GDP fell
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-6.8% in aggregate (see Chart 2.1.8-b). During that period, the insur-
ance industry experienced a sharp slowdown, without experiencing
setbacks (from 8% growth in 2014 to 2% in 2015 and 2016, in real
terms). However, it must be clarified that, at the time, the Brazilian
central bank adopted a contractionary monetary policy with strong
interest rate rises in order to control inflation. This measure favored
the development of Life savings insurance, a major business in the
Brazilian insurance market. On this occasion, however, the monetary
policy applied is being accommodative (with lower interest rates), and
therefore the favorable effect on the Life business cannot be counted
upon. In this context, the insurance industry could experience a re-
duction in total turnover, in real terms, unlike what happened during
the previous crisis.

Chart 2.1.8-b
Brazil: analysis of the impact of economic crises on the
insurance market
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In addition to the expected fall in turnover is the negative effect on
the shareholders’ equity of insurance companies resulting from in-
creased volatility and risk premiums in financial markets. However, in
the face of this complex outlook, it is also important to note that the
return to recovery planned for 2021 would lead to an intense recovery
of the insurance business, as can be seen in the analysis of the series
shown in Chart 2.1.8-b. Here, moderate GDP growth is seen to lead to
larger growth in the insurance business, characteristic of emerging
markets, where the low level of insurance penetration in the economy
makes its elasticity in the event of GDP growth higher than in devel-
oped markets, where the level of competition and saturation of insur-
ance markets is higher.

2.1.9 Mexico
Insurance market performance outlook

In Mexico, the economic standstill caused by the application of social
distancing measures to deal with the COVID-19 pandemic is expected
to have an amplified effect on the performance of the economy due to
the sharp fall in the price of oil, given that this is a producer country.
In this context, in line with the scenarios analyzed in this report,
economic expectations for 2020 anticipate a decline in GDP that could
be within a range of between -3.9% and -12.5%, following zero growth
in 2019 (see Table 1.2.9, and Charts 1.2.9-a and 1.2.9-b). As in the
other economies analyzed in this report, a recovery of the Mexican
economy is expected in 2021, with economic growth estimated at
around 3.2%. However, there is great uncertainty as to the estimates
and structural effects that may result from the current crisis, despite
the monetary and fiscal expansion measures being taken by the
Mexican authorities.
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As in other emerging markets, the current global economic situation
has led to unprecedented capital outflows of investment from non-
residents of Mexico, with a sharp depreciation of the Mexican peso
against the dollar, which exceeded 30% in the last week of March. The
sharp decline in GDP expected this year will undoubtedly affect the
development of insurance activity in Mexico, particularly for the Non-
Life and Life protection business, the growth of which is closely linked
to economic behavior. The impairment of the exchange rate will, in
turn, have a negative effect on the profitability of the sector, due to
the increase in the cost of repairs by insurers in cases where import-
ed materials are to be used and due to the increase in the cost of
reinsurance. The effect on the shareholders’ equity and turnover of

Chart 2.1.9-a
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insurance groups must also be noted, which must consolidate their
accounts in a strong currency.

Moreover, the accommodative monetary policy adopted by the Bank of
Mexico that attempts to generate stimulus to economic activity will
have adverse effects on the development of the Life savings business,
due to the fall in profitability that this type of product can offer. The
economic situation may also lead to a marked increase in bailouts by
people suffering from a fall in revenue, given that they are unable to
carry out their normal work as a result of the pandemic, which is still
in a less advanced stage of development than other countries. In
EIOPA’s risk-free yield curves, a rate drop at the end of March may be
observed, with a curve that has shifted to a positive slope in virtually
all of its sections (see Chart 2.1.9-a]. This can soften the negative ef-
fect of GDP reduction and the short-term interest rate drop on the life
annuity and Life savings insurance business by offering a positive
term premium, enabling the offering of guaranteed medium- and
long-term rates higher than short-term rates. Expectations that some
additional downfall may occur could also be an incentive to market
new products for this business segment.

Economic crisis and the insurance industry

In addition, when looking at what has happened in the insurance
market in the crises experienced since 1980 by the Mexican economy,
it is observed that, during the 1995 crisis, GDP fell by -6.5%. This led
to a drop in insurance premiums of -13% during that year and -5%
during the following year, despite the economic recovery [see Chart
2.1.9-b). However, during the next four years, the insurance industry
experienced strong growth, well above GDP growth, with real average
growth (once the effect of inflation had been corrected] of 16% per
year. During the Great Recession of 2007-2012, the Mexican insurance
industry showed great resilience, slowing down but without
experiencing setbacks despite the -5% GDP decline in 2009. In this
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Chart 2.1.9-b
Mexico: analysis of the impact of economic crises on the insurance market
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year the insurance industry experienced real growth of 7%,
anticipating the subsequent economic recovery. The low level of
insurance penetration in the Mexican economy, which results in
economic conditions that translate into higher growth in the insurance
business, also helped in these recoveries, as is often the case in other
emerging markets.

2.1.10 Argentina
Insurance market performance outlook

In line with the analysis scenarios considered in this report, the
growth forecast for the Argentine economy in 2020 is that of a fall in
GDP that could range from -5.7% to -13.3%, in real terms, versus
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-2.2% in 2019 (see Table 1.2.11, and Charts 1.2.11-a and 1.2.11-b). Pri-
vate investment and consumption continue to suffer severe setbacks,
which have been aggravated by social distancing measures taken as a
result of the health crisis caused by the pandemic. Falling imports and
rising exports due to currency depreciation are helping to balance the
current account, avoiding even sharper declines in GDP. The structural
vulnerabilities affecting its economy, mainly resulting from external
borrowing in dollars, have been stifling it due to the sharp deprecia-
tion that the Argentine peso suffered in 2019, and that was aggravated
in the first quarter of this year, with an additional depreciation of 7.1%.

This environment of strong recession negatively affects the develop-
ment of the insurance business, especially the Non-Life and Life pro-
tection business lines. Inflation remains high, at around 50% year-on-
year, which negatively affects the profitability of insurance companies
by increasing the cost of claims. The central bank has lowered the ref-
erence interest rate to 38% in support of the economy, compared with
55% at the end of the year, but it has little room to maneuver and must
keep it at high levels to avoid further currency depreciation, and to try
to control inflation. However, the insurance industry in Argentina can-
not fully benefit from high monetary policy interest rates to offset the
effects of inflation in the cost of claims, due to regulatory limits im-
posed on insurance companies on investments in short-term public
debt instruments. These limits also restrict the development of tem-
porary Life savings insurance products that can be renewed annually
with short maturities and renegotiation of the guaranteed rate at each
maturity, which are appropriate in these situations where the yield
curve is reversed.

Economic crisis and the insurance industry

Looking at what happened in the Argentine insurance market in the
economic crises experienced since 1990, in the crisis in the late 1990s
and early 2000s, which culminated in a GDP decline of -11% in 2002,
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Chart 2.1.10
Argentina: analysis of the impact of economic crises on the
insurance market
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the Argentine insurance market maintained positive real growth until
2003, in which it suffered a sharp real contraction of -26%, when the
economy started to recover (see Chart 2.1.10). However, in the four
years after that drop, the insurance industry recovered with an aver-
age annual growth of 9.5%, in real terms, above real GDP growth,
which grew an average of 7.6% in that period. Subsequently, the glob-
al crisis that began with the demise of Lehman Brothers affected the
Argentine economy, which suffered a drop in GDP of -5.9% in 2009.
However, this event had a smaller impact on the insurance market's
progress, which slowed down and experienced a -0.9% decline in
2010. But, again, it recovered remarkably in the three years following
the crisis with real growth averaging 10.3% per year, well above GDP
growth. Since then, the Argentine economy and insurance industry

entered a dynamic in which they had been alternating a year of crisis
with a year of slight growth, until the 2018 crisis that is currently con-
tinuing to increase its drive due to the added effect of social distanc-
ing measures as a result of the COVID-19 pandemic.

2.1.11 Turkey

Insurance market performance outlook

In line with the analysis scenarios considered in this report, the
forecast for the Turkish economy is a decline in GDP ranging from
-1.2% to -8.7% in 2020, in real terms, against growth of 0.8% in 2019
(3.1% in 2018). Prior to the pandemic, Turkish economic indicators and
expectations were improving, although a number of structural
vulnerabilities persisted, mainly stemming from external private
borrowing in dollars. If the situation related to the pandemic’'s
development improves, the Turkish economy could experience a
significant recovery in 2021, with economic growth estimated at around
5.8%. Although there is great uncertainty regarding the estimates and
structural effects that may arise from the present crisis, despite the
monetary and fiscal expansion measures (equivalent to 2% of GDP)
being taken by the Turkish authorities (see Table 1.2.8, and Charts
1.2.8-a and 1.2.8-b). As in other emerging markets, the current
situation has led to unprecedented capital outflows of investment from
non-residents, with a sharp depreciation of the Turkish lira against the
dollar, which has reached 15% year-to-date. The inflation rate is
stabilizing, which is contributing to the drop in oil prices, but is still at
high levels (around 9% in the first quarter of 2020], with the negative
impact that the impairment of these two indicators has on the cost of
insurance company claims.

The projected drop in GDP this year will be detrimental to the insur-
ance industry’'s development, particularly for the Non-Life and Life
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offer products with better guaranteed medium-term rates than short-
term rates. Expectations of an additional interest rate drop may also
be an incentive to market new products for this business segment.
The economic situation, however, may lead to a marked increase in
bailouts by those people suffering from a drop in income, because
they are unable to carry out their work as a result of the pandemic.

Economic crisis and the insurance industry

In addition, when looking at what happened in the Turkish insurance
market in the economic crises experienced since 1980, it can be seen
that the 1994 crisis, the year in which GDP fell -4.7%, saw a drop in
insurance premiums of -8.3% in that year (see Chart 2.1.11-b). Over
the next four years, however, the insurance industry experienced

protection business, which is closely linked to economic performance.
This is coupled with the effect of exchange rate depreciation on
shareholders’ equity and the turnover of insurance groups that must
consolidate their accounts in a strong currency. The high interest
rates of monetary policy that remain high (9.75% since mid-March]
may help compensate in part for these adverse effects, underpinning
the financial profitability of these business lines.

In the risk-free yield curves developed by EIOPA, the rate drop at the
end of March can be observed, with a curve that has shifted to a posi-
tive slope in its short and medium sections (see Chart 2.1.11-a). This
could soften the negative effect of GDP contraction and the short-
term rate drop on life annuity and Life savings insurance business by
offering a positive term premium, allowing insurance companies to
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Chart 2.1.11-b
Turkey: analysis of the impact of economic crises on the
insurance market
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strong recoveries, with real growth (after correcting for the effect of
inflation) averaging 10% annually, significantly higher than GDP
growth, which had an average growth of 5.7%. Moreover, in the
2007-2009 crisis, the Turkish insurance industry experienced a sharp
slowdown during the early years of the crisis and a slight decline in
2009 of -1%, when the fall in Turkish GDP was -4.7%. Significant
growth in insurance premiums returned in the subsequent four years,
also higher on average than the average economic growth in those
years. Therefore, the Turkish insurance industry showed considerable
resistance in this latest crisis, as has been observed in other emerg-
ing markets. These recoveries are aided by the low level of insurance
penetration in the Turkish economy, which leads to an improvement in
economic conditions that translates into larger growth in the insur-
ance business.

2.1.12 China
Insurance market performance outlook

In China, economic expectations for 2020 anticipate a decline in GDP
in the range of -0.6% to -6%, compared with real growth in 2019 of
6.2%, in line with the analysis scenarios considered in this report (see
Table 1.2.12, and Charts 1.2.12-a and 1.2.12-b). The economic crisis
caused by the COVID-19 pandemic is driving significant setbacks in
consumption, private investment and exports. China was the first
economy to suffer the effects of the health crisis and to take social
distancing and confinement measures in areas affected by the pan-
demic. It was also the first country to gradually lift these measures,
which is already reflected in some of the leading indicators of activity.
In 2021, a recovery is expected that could be at levels around 9.8%,
but there is great uncertainty as to the economic growth and struc-
tural effects that may arise from the present crisis.

Chart 2.1.12-a
China: risk-free yield curve
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This economic and health environment will hinder the development of
the insurance industry in China, particularly with regard to Non-Life
and Life protection business, the growth of which is closely linked to
economic performance. The Chinese government is pursuing a fiscal
and monetary stimulus program to counter the effects of the pan-
demic, which could prevent an even greater recession and accelerate
the return to economic growth. The risk-free yield curves developed
by EIOPA show a drop in short-term risk-free rates and the curve con-
tinues to show a positive slope (see Chart 2.1.12-a). This may soften
the negative effect of GDP contraction and falling interest rates on the
life annuity and Life savings insurance business, by being able to offer
better medium- and long-term guaranteed rates than short-term
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rates. Interest rates on all maturities are already far from those
achieved in previous years, which will complicate business develop-
ment. At the moment, it is exposed to the risk of business loss due to
bailouts that may occur due to those people in need as a result of not
being able to carry out their normal work because of the pandemic. It
should be noted, however, that the expectation that further declines
in interest rates to support the economy may be an incentive to mar-
ket new products for this business segment, when recovery begins to
gain strength. In addition, it is necessary to consider the negative ef-
fect that an impaired credit rating and possible insolvency of coun-
terparts of corporate bonds that Chinese insurance companies have
in their investment portfolios may have on the shareholders’ equity of
insurance companies.

Chart 2.1.12-b
China: analysis of the impact of economic crises on the
insurance market
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Economic crisis and the insurance industry

Furthermore, analyzing what happened in the Chinese insurance
market in the economic crises experienced since 1980 reveals that in
the 1994 crisis and the 2011 crisis, the Chinese economy suffered
only slight contractions in terms of GDP. However, insurance industry
premiums fell significantly in those years, -15% and -6%, respective-
ly. In the following four years, however, the insurance industry expe-
rienced strong growth, significantly higher than GDP growth, with real
average growth (after correcting for the effect of inflation) of 19% per
year and 12% from 1994 and 2011 respectively (See Chart 2.1.12-b).
As in other cases, these recoveries have also helped the low level of
insurance development in the Chinese economy, the penetration rate
of which is still far from the levels of more developed economies.

2.1.13 Japan
Insurance market performance outlook

Before the advent of the COVID-19 pandemic, the Japanese economy
was already in contraction, which, along with the effects of measures
taken to prevent its spread, anticipates a strong recession, with a fall
in GDP that could range from -4.8% to -13.8% in 2020 (in line with the
analysis scenarios established in this report], compared with a
growth of 0.7% in 2019 (0.3% in 2018). Recovery is also expected in
2021. However, there is great uncertainty as to the estimates and
structural effects that may arise due to the present crisis, despite the
monetary and fiscal expansion measures taken by Japanese authori-
ties, in a country where the spread of the disease has been, at least
for the time being, less virulent (see Table 1.2.7, and Charts 1.2.7-a
and 1.2.7-b).
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Chart 2.1.13-a
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From the perspective of insurance activity, the sharp decline in GDP
planned for this year will undoubtedly damage its development,
especially in the Non-Life and Life protection business, in which
growth is highly linked to economic performance. In addition, in the
risk-free yield curves developed by EIOPA, rates are seen to fall again,
showing negative values for maturities up to 15 years and a very
depressed term premium from those maturities. This makes it very
difficult to market life annuity and Life savings products (see Chart
2.1.13-al. This sustained context of low interest rates continues to be
detrimental to the development of the specified lines of business.
Also, it is necessary to consider the negative effect that policy
bailouts may have on those who are suffering as a result of social
distancing and population confinement measures, as well as the fall

in stock markets in the perception of Life insurance in which
policyholders assume the risk of investment. However, low stock
prices could attract investors who have liquidity and are willing to
take on risk. Also, for products that incorporate financial guarantees,
as with some modalities of "variable annuities,” the high volatility of
financial markets increases the cost to cover these guarantees and
may produce significant losses for insurers with dynamic coverage
programs, which in these situations are not fully effective. Finally, it is
necessary to consider the negative effect that the behavior of
exchange rates against the dollar may have on the shareholders’
equity of insurance companies, given that many of them chose to
significantly increase their investments in US fixed income bonds as a
result of the prolonged low interest rate environment'4. This means
that exchange-rate volatility may harm them, directly or due to the
higher cost of exchange risk coverage that needs to be renewed. For
the time being, the yen has remained relatively stable against the
dollar and has not experienced strong appreciation, as has been the
case in other periods of crisis. Insurance companies operating in that
market may also be affected by impaired credit ratings and possible
insolvency of corporate bonds they may have in their portfolios,
although Japanese insurance companies are more likely to invest in
fixed income sovereign bonds.

Economic crisis and the insurance industry

Analyzing what happened in the Japanese insurance market in the
economic crises experienced since 1980 shows that the bursting of
Japan’'s housing bubble in the early 1990s marked a turning point
both in economic growth and in the development of the country’s in-
surance industry; a structural situation that has not yet fully recov-
ered to date. Thus, in the 1990s (the “lost decade"), solid and sus-
tained growth in the insurance market does not recover (see Chart
2.1.13-b].
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Chart 2.1.13-b
Japan: analysis of the impact of economic crises on the
insurance market
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2.1.14 Philippines

Insurance market performance outlook

In the Philippines, in line with the analysis scenarios considered in
this report, economic expectations for 2020 anticipate a decline in
GDP in the range of -0.3% to -8.2%, compared with real growth of
5.9% in 2019 (6.2% in 2018). The crisis caused by the pandemic is dri-
ving strong setbacks in private consumption, which was the main dri-
ver of economic growth. The expected improvement in the trade
deficit, which was showing a tendency toward impairment (the Philip-
pines is a net importer economy), may help to soften the economic
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impact of the situation caused by social distancing and population
confinement measures adopted to deal with the pandemic, with the
help of the drop in oil prices. Once the economic effects of the pan-
demic are overcome, a strong recovery is expected in 2021, which
could involve GDP growth in the range of 10%. However, there is great
uncertainty as to the estimates and structural effects that may arise
from this crisis, despite the monetary and fiscal expansion measures
taken by Philippine authorities (see Table 1.2.14, and Charts 1.2.14-a
and 1.2.14-b).

This economic environment will hinder the development of the insur-
ance industry, particularly regarding Non-Life business, the growth of
which is closely linked to economic performance. The Central Bank of
the Philippines, which has already been implementing an accom-
modative monetary policy, has taken new measures with additional
decreases in interest rates and the easing of regulatory requirements
in banking to ensure credit continues flowing to families and compa-
nies. Thus, the easing of the restrictive monetary policy applied by the
central bank has left the monetary policy reference rate at 3.25%
(down from 4%), while the ten-year sovereign bond yield, which stood
at 5.1% at the end of March, is forecast to decline to levels of around
3.6% by late 2020. This interest rate environment, with low rates cou-
pled with the flattening of the risk-free yield curve, complicates the
outlook for the life annuity and Life savings business lines. These are
currently exposed to the risk of business loss due to bailouts that may
occur for those people in need who are not able to carry out their
normal work as a result of the pandemic. In addition, it is necessary
to consider the negative effect that impaired credit ratings and possi-
ble insolvency of bonds held by insurance companies in their portfo-
lios may have on the shareholders’ equity of insurance companies.
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Economic crisis and the insurance industry

Also, reviewing how the Philippine insurance market has been affect-
ed by the economic crises experienced since 1980 shows that deeper
crises often have severe negative effects on the insurance business.
This is seen in the economic crisis of the 1980s, where GDP fell by
-7%, resulting in a drop in insurance premiums by -23% in real terms
in that year. This is an extreme example that involved a long recovery
process in subsequent years (see Chart 2.1.14).

The Asian crisis that unfolded in 1997, which is more similar to the
current expected crisis in terms of contraction, led to a fall in

Chart 2.1.14
Philippines: analysis of the impact of economic crises on the
insurance market
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insurance premiums of -7%, when GDP went from 5.2% growth in
1997 to a drop of -0.6% in 1998. In this case, the insurance industry
performed well in the four years following the crisis, with an average
annual growth of 7.1%, doubling the average annual GDP growth of
3.5% in that period. The same happened in the 2008 crisis, when the
insurance business fell sharply by -23.5% in real terms (as inflation
skyrocketed], but recovered after the crisis hit an average annual
growth rate of 22% in the four years that followed, and was again
significantly above the average real GDP growth of 6.3%. In these
recoveries, as in other emerging markets, the low level of insurance
penetration in the Philippine economy has helped, which allows
improved economic conditions to result in larger growth in the
insurance business.

2.2 Regulatory trends
2.2.1 Global aspects
IFRS 17

The International Accounting Standards Board (IASB) has once again
decided to postpone the deadline by one year for the entry into force
of the International Financial Information Standard 17 on Insurance
Contracts (IFRS 17). Thus, IFRS 17 would be applicable for the
preparation of the 2023 consolidated statements of listed insurance
groups. In addition, the IASB has extended the exemption from the
application of IFRS 9 on Financial Instruments, so that insurers who
decided to apply the exemption can apply the two accounting
standards simultaneously's.
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2.2.2 European Union
Solvency Il

The European Insurance and Occupational Pensions Authority (EIOPA)
has announced that it will proceed with the extraordinary measure to
calculate weekly information on risk-free interest rates relevant to
the calculation of the solvency position of insurance companies and
their groups located in the European Union, due to the situation
caused by the COVID-19 pandemic, in order to make it easier for them
to monitor their financial position.
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It should be noted that high volatility and falling asset valuations in
financial markets can have a significant impact on insurance compa-
nies, and that the Solvency Il guidelines framework establishes
mechanisms to correct the effects of occasional bouts of volatility on
insurance companies, given their nature as long-term investors.
These mechanisms are essentially volatility adjustments, matching
adjustments and symmetric adjustments by equity investments,
which try to prevent insurance companies from having to make forced
sales in times of financial market turbulence, such as those they are
currently experiencing, with their consequent pro-cyclical effects.

With respect to the latest data on the volatility adjustment (see Chart
2.2.2), the adjustment as on March 31, 2020 is significant for invest-
ments in major currencies, both in dollars and, to a lesser extent, in
euros and pounds. The lowest adjustment is for investments in yen,
although it has also experienced a significant increase. The quantita-
tive easing measures implemented by central banks have allowed the
easing of bond spreads (risk premiums), especially in sovereign debt,
but also in corporate debt, therefore volatility adjustments have not
reached levels much higher than previous upturns since Solvency Il
came into effect, at least for the time being. The extraordinary infor-
mation that EIOPA will publish on a weekly basis will be of great use
for this monitoring.

The importance of these adjustment measures, introduced with the
entry into force of Solvency Il, should be emphasized, as they perform
on an anti-cyclical basis when occasional high volatility is observed in
market assessments. Based on their business models, insurance
companies are not directly exposed to the above-mentioned volatility
as they are investors who employ good risk-management procedures,
generally focusing on held-to-maturity investments, regardless of the
exposure to credit risk that is not subject to adjustment and that will
increase solvency requirements if the situation persists and the credit
quality of their portfolios deteriorates.






Tables: macroeconomic forecast scenarios

Table A-1

Minimum and stressed baseline scenarios: gross domestic product
(annual growth, %)

_ Minimum baseline scenario (MBS) Stressed baseline scenario (SBS)

United States 1.6 2.4 2.9 2.3 -4.1 7.8 1.6 2.4 2.9 2.3 -10.8 5.4
Eurozone 1.9 2.7 1.9 1.2 =B, 4.7 1.9 2.7 1.9 1.2 -12.4 1.6
Germany 2.1 2.8 1.6 0.6 =39 4.9 2.1 2.8 1.6 0.6 -12.1 2.1
France 1.1 2.3 1.7 1.2 -7.2 4.5 1.1 2.3 1.7 1.2 -12.5 2.4
Italy 1.4 1.7 0.7 0.3 7.6 ) 1.4 1.7 0.7 0.3 -14.9 -0.6
Spain 3.0 2.9 2.4 2.0 -5.6 4.4 3.0 2.9 2.4 2.0 -10.7 -1.0
United Kingdom 1.9 1.9 1.3 1.4 =511 6.1 1.9 1.9 1.3 1.4 -10.1 33
Japan 0.5 2.2 0.3 0.7 -4.8 3.9 0.5 2.2 0.3 0.7 =139 1.2
Emerging markets 4.6 4.8 4.5 3.9 -2.7 4.3 4.6 4.8 4.5 3.9 -7.4 4.6
Latin America’ -0.6 1.2 1.0 0.2 -5.2 3.4 -0.6 1.2 1.0 0.2 -7.6 1.4
Mexico 2.6 2.4 2.1 -0.1 -3.9 3.2 2.6 2.4 2.1 -0.1 -12.5 5.0
Brazil -3.3 1.3 1.3 1.1 -2.7 43 -3.3 1.3 1.3 1.1 -9.9 -0.6
Argentina -2.0 2.7 -2.4 -2.2 3.7 3.2 -2.0 2.7 -2.4 -2.2 -13.3 5.6
Emerging European? 4.8 3.3 6.0 3.6 =52 4.2 4.8 33 6.0 3.6 -6.7 3.2
Turkey 33 7.4 3.1 0.8 -1.2 5.8 3.3 7.4 3.1 0.8 -8.7 2.8
Asia Pacific3 6.3 6.2 6.1 5.7 -0.3 9.6 6.3 6.2 6.1 5.7 -8.1 6.4
China 6.9 6.9 6.8 6.2 -0.6 9.8 6.9 6.9 6.8 6.2 -6.0 5.5
Indonesia 5.0 5.1 5.2 5.0 -0.0 9.1 5.0 5.1 5.2 5.0 -10.0 1.7
Philippines 6.9 6.7 6.2 5.9 -0.3 10.0 6.9 6.7 6.2 5.9 -8.2 12.1
World 3.4 3.8 3.6 3.0 -3.0 5.8 3.4 3.8 3.6 3.0 -8.2 2.3

Source: MAPFRE Economics

Argentina, Brazil, Chile, Colombia, Mexico and Peru; 2Russia, Turkey, Commonwealth of Independent States (CIS) and Central Europe; 3Association of Southeast Asian Nations (ASEAN])
Forecast end date: April 13, 2020.
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Table A-2

Minimum and stressed baseline scenarios: inflation
(end of period, %)

United States 2.1 2.1 1.9 2.3 0.3 1.9 2.1 2.1 1.9 2.3 -2.1 -0.4
Eurozone 0.7 1.4 1.9 1.0 0.2 1.8 0.7 1.4 1.9 1.0 -3.2 -1.7
Germany 1.4 1.4 1.6 1.5 0.8 1.6 1.4 1.4 1.6 15 =23 -1.4
France 0.5 1.1 1.9 1.1 0.2 13 0.5 1.1 1.9 1.1 -0.9 -2.6
Italy 0.5 0.9 1.1 0.5 -0.2 1.4 0.5 0.9 1.1 0.5 -3.9 -2.8
Spain 1.6 1.1 1.2 0.8 -0.7 2.4 1.6 1.1 1.2 0.8 -5.0 -2.8
United Kingdom 1.8 2.7 2.0 1.3 0.5 2.1 1.8 2.7 2.0 1.3 -0.7 -0.2
Japan 0.3 0.6 0.9 0.5 -0.8 0.2 0.3 0.6 0.9 0.5 -5.3 -6.0
Emerging markets 4.3 4.3 4.8 4.7 4.6 4.5 4.3 4.3 4.8 4.7 4.2 1.5
Latin America’ 5.6 6.0 6.2 7.2 6.2 5.9 5.6 6.0 6.2 7.2 5.6 4.9
Mexico 3.4 6.8 4.8 2.8 3.8 3.2 3.4 6.8 4.8 2.8 1.7 4.5
Brazil 6.3 2.9 3.7 4.3 2.8 3.2 6.3 2.9 3.7 4.3 0.9 4.0
Argentina 37.5 233 47.4 52.2 40.6 30.1 37.5 233 47.4 52.2 35.0 28.8
Emerging European? 5.5 5.4 6.2 6.8 5.1 5.0 5.5 5.4 6.2 6.8 2.7 -0.7
Turkey 8.5 11.9 20.3 10.3 9.0 9.3 8.5 11.9 20.3 10.3 5.8 8.6
Asia Pacific3 2.6 2.6 3.0 3.0 2.0 3.2 2.6 2.6 3.0 3.0 0.4 -1.6
China 2.2 1.8 2.2 4.3 1.0 2.4 2.2 1.8 2.2 4.3 -0.6 -3.1
Indonesia 3.3 3.5 3.3 2.7 2.6 3.4 33 3.5 3.3 2.7 3.5 -3.3
Philippines 2.0 3.0 5.9 1.5 2.4 3.7 2.0 3.0 5.9 1.5 -1.7 1.8
World 2.8 3.0 33 3.7 2.5 23 2.8 3.0 33 3.7 1.5 -1.7

Source: MAPFRE Economics

Argentina, Brazil, Chile, Colombia, Mexico and Peru; 2Russia, Turkey, Commonwealth of Independent States (CIS) and Central Europe; 3Association of Southeast Asian Nations (ASEAN)
Forecast end date: April 13, 2020.
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Table A-3

Minimum and stressed baseline scenarios: ten-year government bond yield
(end of period, %)

Minimum baseline scenario (MBS) Stressed baseline scenario [SBS)

2016 2017 2018 20191e) - 2021(f) 2016 2017 2018 2019e) 2020(f) 2021

United States 2.45 2.40 2.69 1.92 1.63 2.45 2.40 2.69 1.92 0.34 0.74

Eurozone 0.93 1.13 1.17 0.32 0.44 0.82 0.93 1.13 1.17 0.32 1.03 2.20
Source: MAPFRE Economics
Forecast end date: April 13, 2020.
Table A-4
Minimum and stressed baseline scenarios: exchange rates

(end of period, %)
Minimum baseline scenario (MBS) Stressed baseline scenario (SBS)

USD-EUR 0.95 0.83 0.87 0.89 0.93 0.91 0.95 0.83 0.87 0.89 0.93 0.90
EUR-USD 1.05 1.20 1.15 1.12 1.08 1.10 1.05 1.20 1.15 1.12 1.07 1.11
GBP-USD 1.23 1.35 1.28 1.32 1.26 1.30 1.23 1.35 1.28 1.32 1.26 1.30
USD-JPY 116.80 112.90 110.83 109.12 106.00 106.00 116.80 112.90 110.83 109.12 106.65 105.56
USD-CNY 6.94 6.51 6.88 6.99 6.99 6.90 6.94 651 6.88 6.99 7.18 7.09

Source: MAPFRE Economics
Forecast end date: April 13, 2020.

Table A-5

Minimum and stressed baseline scenarios: benchmark interest rate
(end of period, %)

United States 1.50 2.50 1.75 1.50 2.50 1.75
Eurozone 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
China 2.59 3.09 3.07 2.81 1.60 2.78 2.59 3.09 3.07 2.81 0.05 0.03

Source: MAPFRE Economics
Forecast end date: April 13, 2020.

Fundacion MAPFRE






Charts

Chart 1.1.
Chart 1.1.
Chart 1.1.
Chart 1.1.
Chart 1.1.2

Chart 1.2.1-a
Chart 1.2.1-b
Chart 1.2.2-a
Chart 1.2.2-b
Chart 1.2.3-a
Chart 1.2.3-b
Chart 1.2.4-a
Chart 1.2.4-b
Chart 1.2.5-a
Chart 1.2.5-b
Chart 1.2.6-a
Chart 1.2.6-b
Chart 1.2.7-a
Chart 1.2.7-b
Chart 1.2.8-a
Chart 1.2.8-b
Chart 1.2.9-a
Chart 1.2.9-b

—_a

-a
-b
-c
-d

2020 ECONOMIC AND INDUSTRY OUTLOOK (Q2)

Index of charts, tables and boxes

10T T B o A o =T o oY =T Lo ISP OUPRPPPR 11
(10T o] B Ao T [V WY g o Tl o T=Y (oL ol g = ol PP PSR 12
GLlobal: ChanGe IN GDP fOr@CASTS ...oiiiiiiiiiiie ettt ettt ekttt e okt e ook bt e ookt ee e Rkt e ek bt e e ettt e e mb et e e mb et e e nn e e e anneeeeanneee s 12
Global: health System FEadINESS MIETIICS ... ..ttt etttk e ekt e bt e st ookttt oo b et e e ea b et e e sb e e e an bt e e e enbe e e e baeeeennes 18
VULNerabilities @and GLODAL FISKS ...ttt ekttt ekt e ettt e e a bt e ek et e e bt e e e m bt e e nb e e e e ne e e e anbeeeaaneeeen 23
United States: GDP breakdown and fOr@CastS ... . .. ittt 30
United States: domestic demand breakdown and fOr@CaStS ..ot 30
Eurozone: GDP breakdown and fOr@CASES ... ittt ettt 33
Eurozone: domestic demand breakdown and fOr@CaSTS .........oiiiiiiiii e 33
Spain: GDP breakdOWn @nd fOMECASTS ... .o ittt ettt ekt e et e oo a et e ek bt e oo b et e oo a et e ek bt e e et bt e e et et e e s e e ennes 36
Spain: domestic demand breakdoWn @nd fOr@CASTS ... ..t i ittt et 36
Germany: GDP breakdOWn @nd fOrECASTS ... ...t ittt ettt eea et e e h et e et e e e e n bt e e e e kbt e e e be e e e st e e e taeeeenees 38
Germany: domestic demand breakdown and fOr@CASTS .. ..ottt 38
[taly: GDP breakdOWn @nd fOF@CASTS .. .otttk e et e ekt e ekt e et bt e e e ab et e e nb et e e ne e e e et e e e e et e e e neee s 40
[taly: domestic demand breakdowWn and fOMECASES .. ..iii ittt ettt e et e e et e et e e ettt e e b e e 40
United Kingdom: GDP breakdown @nd fOr@CaSTS ... ittt ettt et e et e e et e e e e e e aneeeean 42
United Kingdom: domestic demand breakdown and fOr@CaSES ......oiuuiiiiiiii et 42
Japan: GDP breakdowWn and fOMECASES ... ittt ettt ekt oo a bt e ekt e ekt e e e bt e e n bt e e ne e e et e e e aneee s 4t
Japan: domestic demand breakdowWn @nd fOr@CASTS .. .ottt e et e et 4t
Turkey: GDP breakdoWn @nd fOMECASES ... itttk e et e e a bt e ekt e e bt e oo bt e e e n bt e e e kbt e e e be e e e asbe e e e nbeeeaneee 46
Turkey: domestic demand breakdoWn @nd fOr@CASTS .....oii ittt et e et e e 46
Mexico: GDP breakdown and fOr@CASES .........oi ittt ettt 48
Mexico: domestic demand breakdown and fOr@CASES.........oui i et 48

Fundacion MAPFRE



Chart 1.2.10-a
Chart 1.2.10-b
Chart 1.2.11-a
Chart 1.2.11-b
Chart 1.2.12-a
Chart 1.2.12-b
Chart 1.2.13-a
Chart 1.2.13-b
Chart 1.2.14-a
Chart 1.2.14-b
Chart 2.1.2-a
Chart 2.1.2-b
Chart 2.1.3
Chart 2.1.4
Chart 2.1.5
Chart 2.1.6-a
Chart 2.1.6-b
Chart 2.1.7-a
Chart 2.1.7-b
Chart 2.1.8-a
Chart 2.1.8-b
Chart 2.1.9-a
Chart 2.1.9-b
Chart 2.1.10
Chart 2.1.11-a
Chart 2.1.11-b
Chart 2.1.12-a
Chart 2.1.12-b
Chart 2.1.13-a
Chart 2.1.13-b
Chart 2.1.14
Chart 2.2.2

2020 ECONOMIC AND INDUSTRY OUTLOOK (Q2)

Brazil: GDP breakdoWn @nd fOr@CASTS .. .ottt ettt ekt ookt e e e bt e bt e e bt e et e et e et e s 50
Brazil: domestic demand breakdown and fOr@CASTS .....iiiu it 50
Argentina: GDP breakdown @nd fOr@CastS . ... . ittt ettt ettt 52
Argentina: domestic demand breakdown and fOMECASES .....uuiiiiiiii et 52
China: GDP breakdowWn @nd fOrECASES ....iiiiiiiiiiiii ettt ekttt e oo a et e ok et e oo a et e e s ket e ekttt een b bt e e ab et e enbb e e e annes 53
China: domestic demand breakdown and fOMECASES ......iiiiiiiiiiii ettt ettt e b e e e s 53
Indonesia: GDP breakdown @nd fOr@CaSTS ... .. i ettt e e et e bt e e et et be e tee e 55
Indonesia: domestic demand breakdown and fOrECASES ....ii.uiiiiiiiie et 55
Philippines: GDP breakdown and fOrECASTS ... .ui ittt b e e st e e bt e e e bt e e e sttt e e ahb e e e e bee e e anbeeesnnbeeeane 57
Philippines: domestic demand breakdown and fOr@CaSTS . ......iiiiiiiii et 57
EUNOZONE: FISK-TIEE YIBLA CUIVE . ettt e oottt e e e e ettt e e e e e e s ettt e e e e e maee e e e e e e e entteeeeeeeaansseeeeeeeennsseeaaeeeannnneeeaeann 67
Eurozone: analysis of the impact of economic crises on the insurance Market ... 68
Germany: analysis of the impact of economic crises on the insurance Market ... 69
Italy: analysis of the impact of economic crises on the INSUraNCe MArKet ....c.uiiiiiiiii i 70
Spain: analysis of the impact of economic crises on the INSUraNCe MArKET.......iuiiiiiiiii e 71
United KinGdom: FISK-frEE YIBLA CUNVE ...ttt ekt e ek et e s bt e ekt e e bt e e e ab et e e b e e e s e e e e annee s 73
United Kingdom: analysis of the impact of economic crises on the insurance Market ... 73
United States: MISK-TrEE YIELA CUMVE ..ottt e e e ettt e e e e ettt e e e e e e ae et eeee e e stteeeee e e e nsseeeeeeeannsseaaeeeeannaneeaeaann 74
United States: analysis of the impact of economic crises on the insurance Market.........cocoiiiiii e 75
Brazil: FISK-TIEE YIELA CUNVE ...ttt e oo oottt e e e e oo s ettt e e e e e mae s et e e e e e essee e e e e e e e an s eeeeee e e e nsseeeeeeeansaseeeaeeaannsseeeeeeannnes 76
Brazil: analysis of the impact of economic crises on the iNnsUrance Market........ooi i 77
MEXICO: FISK-TIEE YIELA CUTVE ..ottt e oottt e e e e ettt e e e e et e e e e e e e sttt e e e e e e e s e e e e e e e e e naeeeeeee e e nseeeeeeeeanssneeeeeeannnnneeaeann 78
Mexico: analysis of the impact of economic crises on the INSUranNCe Market ..o 79
Argentina: analysis of the impact of economic crises on the insurance Market ... 80
TUIKEY: TISK-TIEE YIELA CUMVE ettt et e oo oottt e e e oo sttt e e e e e e m sttt e e e e e ne e eeaeeeensteeeeeeeaannsseeeeeeennssseaaeesannsseeeaeaann 81
Turkey: analysis of the impact of economic crises on the iINSUrance Market ..... ..o 81
(O a1 o= T =12 Ty YN T= Lo I ol U Y= PSPPSR 82
China: analysis of the impact of economic crises on the iINsUrance Market ... 83
BT LR =] G L To Y = (o B o U PSP UU PP PPP 84
Japan: analysis of the impact of economic crises on the inSUrance Market...... .o 85
Philippines: analysis of the impact of economic crises on the insurance Market..... ... 86
Main currencies: volatility adjustment, 20T6-2020 ........oo ittt e e 87

Fundaciéon MAPFRE



2020 ECONOMIC AND INDUSTRY OUTLOOK (Q2)

Tables

Table 1.2.1 United States: Main MaCroECONOMIC AGGIEGAES .uuiiiiiiieeiiiie ettt ettt e ettt e e ettt e e aaee e e e e teeee s st e e e aseeeesaseeee e seeeeasteeeesbeeeansteeeanneeeeaneeeeanneeeas 30
Table 1.2.2 EUrozone: Main MaCroECONOMIC 0GB GaTES .uiii ittt ettt ettt e e ettt e ettt e e st e e e ate e e et e e e e st e e e an et e e e st eeeenseeeeenseeeeanneeeaneeeeanneeean 33
Table 1.2.3 SPain: MaiN MACrOECONOMIC AGGNEGAES 1uiiittiieittite ittt e ittt e ettt e ettt e e aeeeeaaseeeeaseeeeasteeeaaseeeeantseeeasteeeeasbeeeanseeeeanseeeaneeeeanseeeeanneeeaanneeeans 36
Table 1.2.4 Germany: Main MacrOECONOMIC AQGMEGAES .uuuiiiiuiite ittt et e e sttt e ettt e e st eeeeaaseee e s seeeeaseeee s teeeeasteeeesbeeeanseeeeasteeeeneeeeanseeeeanaeeeaaneeeeanneeens 38
Table 1.2.5 L] T A o el ge LT ele Y g Lol gl Tol=Te o T r=Y o T= ) €T OSSPSR 40
Table 1.2.6 United Kingdom: main MacroCON0MIC @gQIEUaTtES ... ittt ettt ettt et e ettt e e et e et e e et e e e ettt e e esee e e e st e e e aseeeeanseeeeanseeessaeeeanneeenan 42
Table 1.2.7 Japan: Main MaCrOECONOMIC AQGIEGATES .uuiiiiitiieeiieee ettt ettt e e et e e ettt e e ettt e e as b et e e steeeaase e e e anse e e e s st e e anse e e e anseeeeasseeeanteeeeanteeeeneeeeansaeeennnes A
Table 1.2.8 Turkey: Main MaCrOECONOMIC AGGIEGATES .oiiiiiiit ittt ettt e ettt e e ettt e ettt e e teeeeateeeeasseeeaaseeeeaneeeeeas s eeeeaseeeeanteeeeanteeeens bt e e anseeeeanaeeeenneeeeanneeenn 46
Table 1.2.9 ey ol W a g oIl o =Yele oo T a T ol=To o L= o F= L {=Y PSPPSRI 48
Table 1.2.10 Brazil: Main MacrOBCONOMIC AgGMEGAtES. . i iiiiiie ettt ettt ettt e ettt e ettt e ettt e e ettt e e aaae e e e s et e e e se e e e astee e e seeeeante e e e s teeeenteeeeanteeeenbeeeanneeeennneeas 50
Table 1.2.11 NG e A R aa T a M aa ol e T=Yele aToTn o ol=Te fo L= o F= L =T PRSP PRRR 52
Table 1.2.12 (O oI B e g W a g (el o =Yelo  a oY a g ol=To o or=To F- 1A= OSSR 53
Table 1.2.13 Tale [ Yo eI B aa T a W aa o Tl o =Yele L aToTn g Tol=To o [or=To F= 1= S PSSP 55
Table 1.2.14 Philippines: Main MaCroECONOMIC @QGIEYATES ..uiiiuiiieiitiiie ettt ettt e ettt e et e e st e e e et e e e se e e e aste e e e seeeeante e e e s teeeeateeeeanteeeesbeeeennseeeanneeeeaneeeas 57
Table A-1 Minimum and stressed baseline scenarios: gross domestic PrOGUCT ....ii..iiiiiii it e e e e 89
Table A-2 Minimum and stressed baseline scenarios: INFLATION ... i et 90
Table A-3 Minimum and stressed baseline scenarios: ten-year government bond Yield........cooueioiiiriiiiiieee e 21
Table A-4 Minimum and stressed baseling SCeNarios: EXCHANGE MAtES .. .iii i et e et e ettt eeaneeeeeeneeas 21
Table A-5 Minimum and stressed baseline scenarios: benchmark iNterest rate ..o 21
Boxes

Box 1.1.1-a Central vViSion iN the DaSELINE SCEMATIO ... ..iii ittt h ekt e e h et e ek et e e skt e ek bt e e bt e e e bt e e nb et e e bae e e aneee s 14
Box 1.1.1-b =toloaTo]a g Lol o T Toy VAN g g o= UL o =T O PP RP PP 20
Box 1.1.1-c COVID-19 and the vulnerabilities of @MeErging MarKeTS........ii i et 24
Box 1.1.1-d Update on the performance of the 0l MarKeT ... ... ettt ettt e et e an e e e b e e e 27
Box 2.1.1 Summary of the impact of the COVID-19 pandemic on the iNnSurance INAUSTIY .......oiiiiiiiiiee e 61

Fundacion MAPFRE






References

1/ See: MAPFRE Economics (2020), 2020 Economic and industry outlook, Madrid, Fundacién MAPFRE. At: https://www.fundacionmapfre.org/documentacion/publico/es/
catalogo_imagenes/grupo.do?path=1104044

2/ See the analysis of MAPFRE Economics “Institutional response to the COVID-19 crisis and effects on expected growth,” at: https://app.klipfolio.com/published/
cacch158cb5efaaB8a297e30bfd59fdéf/informe-global-coronavirus-

3/ In the general sample, the fatality rate is estimated to be approximately 1% to 3%, but among populations over 45 years of age, this fatality rate exceeds 20%.

4/ The countries where controlling the epidemic has been most effective (South Korea and Singapore] are those where the most investment has been made in obtaining
statistical information about the behavior of the virus.

5/ Depending on the severity of the virus.

6/ See: IMF, "Policy responses to COVID-19". At: https://www.imf.org/en/Topics/imf-and-covid19/Policy-Responses-to-COVID-19

7/ See: MAPFRE Economics (2020), 2020 Economic and industry outlook, Op.cit.

8/ People with income up to 75,000 US dollars per year will receive 1,200 US dollars in direct cash payments. Households will also receive an additional 500 US dollars per
child. For four months, the unemployment benefit will be increased by 600 US dollars per week, adding to the average subsidy of 385 US dollars per week given by states. The
duration of the most common unemployment benefit has been extended by 13 weeks, beyond the 26 weeks offered by many states. The tax package also provides for a
substantial amount of funds to be used for loans to small businesses.

9/ The rate applied to loans will be 25 bps lower than the main refinancing rate, and 25 bps lower than the deposit rate, should banks comply with certain limits of the loans.
10/ Earmarked to support public finances (240 billion euros), businesses (200 billion euros) and workers (100 billion euros).

11/ See: MAPFRE Economics (2020), Insurance Industry Investment, Madrid, Fundacion MAPFRE. At: https://www.fundacionmapfre.org/documentacion/publico/es/
catalogo_imagenes/grupo.do?path=1104940

12/ MAPFRE Economics (2020), Insurance Industry Investment, Op. cit.

2020 ECONOMIC AND INDUSTRY OUTLOOK (Q2) Fundacion MAPFRE


https://www.fundacionmapfre.org/documentacion/publico/es/catalogo_imagenes/grupo.do?path=1104044
https://app.klipfolio.com/published/caccb158c65efaa8a297e30bfd59fd6f/informe-global-coronavirus-
https://www.imf.org/en/Topics/imf-and-covid19/Policy-Responses-to-COVID-19
https://www.fundacionmapfre.org/documentacion/publico/es/catalogo_imagenes/grupo.do?path=1104044
https://www.fundacionmapfre.org/documentacion/publico/es/catalogo_imagenes/grupo.do?path=1104940
https://www.fundacionmapfre.org/documentacion/publico/es/catalogo_imagenes/grupo.do?path=1104940
https://www.fundacionmapfre.org/documentacion/publico/es/catalogo_imagenes/grupo.do?path=1104940
https://www.fundacionmapfre.org/documentacion/publico/es/catalogo_imagenes/grupo.do?path=1104940
https://www.fundacionmapfre.org/documentacion/publico/es/catalogo_imagenes/grupo.do?path=1104044
https://app.klipfolio.com/published/caccb158c65efaa8a297e30bfd59fd6f/informe-global-coronavirus-
https://www.imf.org/en/Topics/imf-and-covid19/Policy-Responses-to-COVID-19
https://www.fundacionmapfre.org/documentacion/publico/es/catalogo_imagenes/grupo.do?path=1104044
https://www.fundacionmapfre.org/documentacion/publico/es/catalogo_imagenes/grupo.do?path=1104940
https://www.fundacionmapfre.org/documentacion/publico/es/catalogo_imagenes/grupo.do?path=1104940
https://www.fundacionmapfre.org/documentacion/publico/es/catalogo_imagenes/grupo.do?path=1104940
https://www.fundacionmapfre.org/documentacion/publico/es/catalogo_imagenes/grupo.do?path=1104940

2020 ECONOMIC AND INDUSTRY OUTLOOK (Q2)

13/ MAPFRE Economics (2020), Insurance Industry Investment, lbid.
14/ MAPFRE Economics (2020), Insurance Industry Investment, Ibid.

15/ See: https://www.ifrs.org/news-and-events/2020/03/ifrs-17-effective-date/

E Fundaciéon MAPFRE



Other MAPFRE Economics reports

MAPFRE Economics (2020), Insurance Industry Investment, Madrid, Fundacién MAPFRE.

MAPFRE Economics (2019), Growth forecasts for insurance markets: Non-Life, Madrid, Fundacién MAPFRE.
MAPFRE Economics (2019), MAPFRE GIP 2019, Madrid, Fundacion MAPFRE

MAPFRE Economics (2019), The Latin American Insurance Market in 2018, Madrid, Fundacién MAPFRE.
MAPFRE Economics (2019), The Spanish Insurance Market in 2018, Madrid, Fundacion MAPFRE.

MAPFRE Economics (2019], Ranking of insurance groups in Latin America 2018, Madrid, Fundacién MAPFRE.
MAPFRE Economics (2019), Ranking of the Largest European Insurance Groups in 2018, Madrid, Fundacion MAPFRE.
MAPFRE Economics (2019), Population Aging, Madrid, Fundacién MAPFRE.

MAPFRE Economics (2018), Global Insurance Potential Index, Madrid, Fundacién MAPFRE.

MAPFRE Economics (2018), Health systems: a global analysis, Madrid, Fundacién MAPFRE.

MAPFRE Economics (2018), The Latin American Insurance Market in 2017, Madrid, Fundacién MAPFRE.
MAPFRE Economics (2018), The Spanish Insurance Market in 2017, Madrid, Fundacion MAPFRE.

MAPFRE Economics (2018), Insurance solvency regulation systems, Madrid, Fundacion MAPFRE.

MAPFRE Economics (2017), Pension Systems, Madrid, Fundacién MAPFRE.

MAPFRE Economics (2017), Elements for Insurance Expansion in Latin America, Madrid, Fundacién MAPFRE.

Fundacion MAPFRE n






NOTICE

This document has been prepared by MAPFRE Economics for information purposes only. It does not reflect the views or opinions of MAPFRE or Fundacién MAPFRE. The document presents and compiles data, views and
estimates relative to the time at which it was prepared. These were prepared directly by MAPFRE Economics or otherwise obtained from or prepared using sources considered reliable, but which have not been independently
verified by MAPFRE Economics. Therefore, MAPFRE and Fundacion MAPFRE specifically refuse all liability with respect to its precision, integrity or correctness.

The estimates contained in this document have been prepared on the basis of widely accepted methodologies and should be treated as forecasts or projections only, given that the results obtained from positive or negative

historical data cannot be considered as a guarantee of future performance. This document and its contents are also subject to changes that will depend on variables like the economic outlook or market performance. MAPFRE
and Fundacion MAPFRE therefore refuse all liability with respect to how up to date or relevant these contents may be.

This document and its contents do not constitute any form of offer, invitation or solicitation to purchase, participate or divest in financial assets or instruments. This document and its contents cannot form part of any contract,
commitment or decision. With regard to the investment in financial assets connected with the economic variables analyzed in this document, readers of this study must be aware that under no circumstances should they base

their investment decisions on the information given in this document. People or companies offering investment products to potential investors are legally bound to provide the necessary information by which to make a suitable
investment decision. For all of the foregoing, MAPFRE and Fundacion MAPFRE specifically refuse all liability for any direct or indirect loss or damage that may ensue from the use of this document or its contents for these
purposes.

The contents of this document are protected by intellectual property laws. The information contained in this study may be reproduced in part, provided the source is cited.

Fundacion MAPFRE KW






Fundacién

MAPFRE

www.fundacionmapfre.org

Paseo de Recoletos, 23
28004 Madrid



Fundacion MAPFRE

www.fundacionmapfre.org

Paseo de Recoletos, 23
28004 Madrid



