Fundaciéon MAPFRE

ECONOMIC AND
INDUSTRY OUTLOOK 2020

MAPFRE Economic Research







Economic and Industry
Outlook 2020



This study has been prepared by MAPFRE Economic Research.
Publication rights have been granted to Fundacion MAPFRE.

The information contained in this study may be reproduced in part,
provided the source is cited.

Cite as:
MAPFRE Economic Research (2020), Economic and Industry Outlook 2020, Madrid, Fundacion MAPFRE.

© Coverimage: iStock

© For the texts:
MAPFRE Economic Research - servicio.estudios@mapfre.com
Spain: Carretera de Pozuelo, 52 - Edificio 1
28222 (Majadahonda) Madrid
Mexico: Avenida Revolucion, 507
Col. San Pedro de los Pinos
03800 Benito Juarez, Mexico City

© For this edition:
2020, Fundacion MAPFRE
Paseo de Recoletos, 23. 28004 Madrid
www.fundacionmapfre.org

January, 2020.

ISBN:
National Legal Deposit Number:



MAPFRE Economic Research

Manuel Aguilera Verduzco
General Director of Economic Research
avmanuel@mapfre.com

Gonzalo de Cadenas Santiago
Director of Macroeconomics and Financial Analysis
gcaden1@mapfre.com

Ricardo Gonzalez Garcia
Director of Analysis, Sectoral Research and Regulation
ggricar@mapfre.com

José Brito Correia
jbrito@mapfre.com

Begona Gonzalez Garcia
bgonza2{dmapfre.com

Isabel Carrasco Carrascal
icarra(@mapfre.com

Fernando Mateo Calle
macafee@mapfre.com

Rafael Izquierdo Carrasco
rafaizqgdmapfre.com

Eduardo Garcia Castro
gceduall@mapfre.com

Maximilian Antonio Bruno Horn
Veronica Martinez Vera
Almudena Aramburu Gonzalez
José Luis Pozo Estudillo
Miguel Angel Martinez Roa
Oscar Garcia Garcia


mailto:avmanue@mapfre.com
mailto:gcaden1@mapfre.com
mailto:ggricar@mapfre.com
mailto:jbrito@mapfre.com
mailto:bgonza2@mapfre.com
mailto:icarra@mapfre.com
mailto:macafee@mapfre.com
mailto:rafaizq@mapfre.com
mailto:gcedua1@mapfre.com
mailto:avmanue@mapfre.com
mailto:gcaden1@mapfre.com
mailto:ggricar@mapfre.com
mailto:jbrito@mapfre.com
mailto:bgonza2@mapfre.com
mailto:icarra@mapfre.com
mailto:macafee@mapfre.com
mailto:rafaizq@mapfre.com
mailto:gcedua1@mapfre.com




Contents

Presentation................coooiiiiiii e 9
Introduction.............oooiii 11
Executive SUMMArY ..........ooooiiiiiiiii e 13
1. Economic outlooK ..., 15
1.1. The global economic outlook ........ccccoiiiiiiiiiiiiiiiiee. 15
1.2. General forecasts and risk assessment in selected
BCONOMIBS ittt e e e e e 38
1.2.1  United States ........ooooiiiiiiiceeeeeee 38
1.2.2  BEUFOZONE weeeeiiiiie e 40
1.2.3  SPAIN i 42
LI CT=Y o o o - o 2SS 45
1.2.5 ALY oo 47
1.2.6  United Kingdom .......oooiiiiiiiiiiee e 49
1.2.7  JAPAN . 51
1.2.8  TUMKEY .coi it 53
1.2.9  MEXICO coiiiiiiiieeeeee e 55
1.2.10 Brazil.ooooo o 57
1.2.77 Argentina ... 99
1.2.12 CRhiNa o, 61
L7 RS T [ g Vo o) Y= - IS 63
1.2.14 PhilipPIiNeS .evvveiiieei et 65
2. Industry outlookK................oooiiiiii 69
2.1. The economic environment and its impact on demand
fOr INSUFANCE i 69
2.1.1 Global markets .....ccccco e, 69
2.1.2 BUF0ZONE....ooeeeeee e 70
2.1.3  GeIrMANY .ot 71
2.1.4 ALY oo 71
2.1.5  SPAIN o 72

2.1.6  United KiINgdom ......oooviiiiiiiiiieeeeeeeee e 73



2.1.7 United States .. 74

2.1.8  Brazil ceeeooeee e 75
2.1.9  MEXICO ..ttt 77
2.1.10 Argentina..cooeeeee i 78
2107 TUFKEY e 79
2112 ChiNa . 80
2.1.713 JAPAN ceee e 81
2.1.74 PhilipPiNes .ccociiiiiiiiiee e 82
2.1.15 ReINSUTaNCEe ...uvviiiiiiiie e 83
2.2. Regulatory trends........ccccoiiiiiiiiiiiiie e 84
2.2.1. Globaltrends .......cocoeiiiiiiiiieiiee e 84
2.2.2. European Union......cccoiiiiiiiiiiciiieccee e 85

Appendix 1:

Macroeconomic forecasts.............ccoooooiiiiiiiiiiice 87
Appendix 2:

Non-Life premium growth forecasts..................cccocccoiiiinn. 21
Index of tables, chartsand boxes .................ccccciiiiiii 95

REFEIENCES ... .o 99



Presentation

Following a period of easing that confirmed exhaustion of the global economic cycle, in 2020 world
economic activity may stabilize at even lower levels, albeit establishing a platform from which a
reversal could begin in late 2021. Global economic growth of 3.1% is expected in 2020, which may
then gain traction to around 3.4% in 2021. So indicates the new Economic and Industry Outlook report
from MAPFRE Economic Research.

In line with previous editions, the report is divided into two main sections. The first sets out the
global economic outlook and examines forecasts and risk assessments for selected economies,
while the second section evaluates how the economic climate could shape demand for insurance.
This analysis comes alongside forecasts for the 2020-2021 period, both for headline macroeconomic
variables and for demand for insurance in the Non-Life segment, which is the segment most affected
by general economic trends.

The Economic and Industry Outlook report is published annually in Spanish and English, and it is
updated quarterly to include any key aspects related to economic trends and the insurance business
worldwide. Publication of this report sees Fundacion MAPFRE honor its pledge to support insight
into economics and insurance, as a means of driving the further development of these areas for the
benefit of society.

Fundacion MAPFRE
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Introduction

Once again, we publish our Economic and Industry Outlook report, intended to provide an overview of
prospects for economic trends globally and for the world's major economies. This is then used to
offer analysis of the climate the insurance industry is facing.

The report points to global economic activity stabilizing at relatively low levels in 2020, establishing a
platform from which a reversal may gradually begin in the second half of the following year,
converging with the trend seen toward the end of the last decade. However, amid a scenario of easing
economic growth with sustained vulnerabilities and risks, both globally and for specific countries,
this eventual recovery is set to be slow, fragile and elusive.

The dynamics of the global economy continue to shape development in the insurance industry, and in
the Non-Life and Life Protection segments in particular. Deployment of expansionary monetary
policies to stimulate economic activity is helping to curb this trend. However, monetary policy has
also anchored interest rates at low levels (in absolute terms in developed countries and relatively low
levels for emerging economies), limiting development of the traditional Life segments of savings and
annuities, while indicating significant challenges for the insurance industry in 2020.

We trust that this report will help to drive a better understanding of general economic trends and the
climate that the insurance industry will be facing in the coming year.

MAPFRE Economic Research
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Executive summary

Economic outlook

This latest edition of the Economic and Industry
Outlook report from MAPFRE Economic
Research points to global economic activity
stabilizing at relatively low levels in 2020.
However, the proactive monetary and fiscal
policies generally being implemented around
the world, together with growing contributions
from emerging markets, mean there may be a
gradual reversal for the global economy,
converging toward the end of 2021 with the
trend observed in the latter stages of the
previous decade, at around global potential.

Generally speaking, this central scenario is one
of more sluggish economic growth, managing
to avert a recession but still facing multiple
vulnerabilities and risks, both global and spe-
cific, meaning that the eventual recovery is
likely to be slow, fragile and elusive. Mean-
while, many developed economies appear to be
exhausting their economic policy options and
are now seeking alternative measures. The eu-
rozone is a case in point, with the European
Central Bank potentially readying for a new era
in terms of economic policy in the region, albeit
one that will not be free of challenges and diffi-
culties.

Insurance markets

The slowdown currently gripping the global
economy is affecting trends in the insurance
business, particularly the Non-Life and Life
Protection segments, which are slowing at the
aggregate level. The widespread introduction of
accommodative monetary policies is helping to
curb this trend and could drive a reversal of the
situation. However, it has left interest rates
anchored at low levels (in absolute terms in
developed countries and at relatively low levels
in emerging economies) compared to the rates
posted in previous years. Together with more
sluggish economic growth, this situation has
hampered development of the traditional Life

ECONOMIC AND INDUSTRY OUTLOOK 2020

savings and annuities businesses. However,
buoyant stock markets have proved a stimulus
for Life insurance products in which
policyholders assume investment risk, in those
countries where such products have gained a
significant foothold.

Economic growth in Spain continues to outpace
that of the other major eurozone economies,
but is currently facing a slowdown, which is
prompting an easing in the insurance market.
The traditional Life savings and annuities
businesses have also been hampered by the
low-rate environment across the eurozone and
have seen premiums decline, with little
prospect of the situation improving in the
foreseeable future.

The outlook for emerging economies is
generally beginning to look more upbeat. The
economic scenario in Brazil and Mexico is
improving, benefiting their respective insurance
markets. In Argentina, however, the economic
recession remains unchecked and the insurance
market faces a challenging environment, while
prospects in Turkey continue to improve.
However, the regulatory climate in these
countries has posed considerable obstacles to
the development of their insurance markets,
meaning greater uncertainty in terms of their
future growth.

Fundacién MAPFRE






1. Economic outlook

1.1 The global economic outlook

As a new decade begins, the story looks
largely unchanged.

In general terms, the global economy remains
stable, albeit posting a rather modest
performance, shaped by accumulated
impairment of the manufacturing sector, trade
frictions and weakening of the services sector
(see Charts 1.1-a and 1.1-b). By 2020, average
global growth is expected to stand at 3.1%,
which may accelerate in the following years and
converge with the average of the second half of
the last decade, close to global potential.

The baseline scenario indicated in this report is
one of easing economic growth, avoiding a
recession for now (unless risks not seen to date
cause systemic economic change). However, a
multitude of global and specific vulnerabilities
and risks remain unabated, meaning the
anticipated recovery is likely to be slow, fragile
and elusive.

Advanced economies are not expected to make
significant contributions to the projected growth
for 2020, with said economies facing downturns
and falling short of potential growth, posting
expansion of 2% or less on average over the next
biennium. Although these economies are set to
benefit from expansionary monetary policy from
the major central banks, they will also be subject
to weak foreign demand.

Emerging economies, meanwhile, are set to
make more significant contributions to global
activity, growing steadily by about 4.5% on
average over the coming years thanks to more
benign financial conditions, improving terms of
trade for commodity-producing countries, a
recovery from some economies in recession
(Turkey and Iran) and certain economies that
faced considerable downturns during 2019
gaining traction (Brazil, Mexico, India and
Russia), as well as a likely easing of socio-
political issues that are triggering uncertainty
and disruption in several emerging economies
(Andean countries, Hong Kong, etc.).

Chart 1.1-a
Global: PMls, 2016-2019

— Manufacturing PMI = Services PMI = Composite PMI
56
54
52
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48
2017 2018 2019

Source: MAPFRE Economic Research (based on data from Markit)
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Chart 1.1-b
Global: trade and industrial production, 2016-2019

— CPB Merchandise: World Trade Volume Index SA* (YoY)
— Industrial production (YoY)

10%

5%

0%

(GROWTH RATES Y0Y)

-5%
2016 2017 2018 2019

Source: MAPFRE Economic Research (based on data from the
CPB World Trade Monitor)
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Box 1.1-a
Economic policy and the global cycle

The global climate

Since mid-2018, global economic growth
forecasts have been consistently lowered due
to exhaustion of the manufacturing cycle,
rising trade tensions and their impact on
expectations, as well as flareups of socio-
political and geopolitical volatility, causing a
tightening of financial conditions and economic
activity constraints. The slowdown became
firmly evident in 2019, although for the time
being no recession is envisaged in the global
central scenario. Global economic policy
approaches have consequently been altered
since the last edition of this report was
published in January 2019. While public policy
has taken an accommodative turn and
continues to look counter-cyclical (albeit in a
reverse direction to a year ago), whether this is
sufficient to prevent the slowdown in economic
activity from intensifying is yet to be seen.

Economic policy in the United States remains
counter-cyclical, but has shifted from a
restrictive monetary policy position and
neutral fiscal policy stance (to accompany a
positive output gap in late 2018) to a neutral/
accommodative monetary policy position (a cut
of 75 basis points) and neutral fiscal policy
(albeit with some inertia) to accommodate the
self-inflicted slowdown felt as of the fourth
quarter of 2018, causing closure of the output

gap.

The slowdown came earlier in the eurozone
(starting in mid-2018) and was cyclical
(manufacturing-based), being compounded by
global trade tensions. The positive output gap
generated by the region over six quarters
between 2017 and 2018 evaporated rapidly. De
facto monetary policy never stopped being
accommodative, although management of
expectations led to a shift ("as long as it
takes") when the region's real and nominal
weakness became freshly evident, while there
was growing permissiveness regarding
national fiscal rules, even for those countries
verging on a breach of deficit targets. Thus,
economic policy shifted from a tacit and brief
pro-cyclical approach to a more counter-
cyclical climate at present.

n Fundaciéon MAPFRE

The ultra-accommodative monetary policy in
Japan remains in place, aiming to keep long-
term rates in negative territory. From a fiscal
point of view, Japan has moved from neutrality
in 2018-2019 toward a strongly expansionary
stance today (with a fiscal program in excess of
100 billion dollars). Therefore, the counter-
cyclical approach is set to be sustained and
emphasized in 2020.

Emerging markets, particularly Latin America
due to its dependence on foreign saving (see
Box 1.1-c), are permanently affected by the
financial conditions generated in developed
countries based on their monetary policy.
Having accumulated serious imbalances and
vulnerabilities in the pro-cyclical period prior
to 2018 (due to inflows being re-channeled to
seek returns on the basis of the Fed's loose
monetary approach up until the start of that
year), in 2018, global financial conditions were
squeezed, causing national monetary
authorities to respond by tightening monetary
policy. Thus, for the second time, emerging
economies faced a considerably pro-cyclical
climate, but now geared toward a slowdown.
The easing of the Fed's monetary stance in
2019 - and the consequent improvement in
global financial conditions - only partially
attenuated the slowdown, which now seems to
have stabilized. Other factors, such as the
commodity cycle and geopolitical uncertainty,
have shaped the cycle phase positioning of
these economies; monetary authorities have
relaxed their monetary and forward stances,
which are set to remain in neutral/favorable
terrain during 2020. This has supported
opinions that, in terms of activity, the worst is
over for emerging economies.
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Box 1.1-a [continued)
Economic policy and the global cycle

In short, by 2020 the effects of easing global
financial conditions may again provide support
to global growth, alleviating the fears of
recession that were triggered by the correction
of 2019. However, central banks now have less
leeway to take monetary stimulus action, with
fissures showing among those in charge of
monetary policy (European Central Bank
strategy review, lack of consensus at the
Federal Reserve and the Bank of England,
incipient but growing questioning regarding
the effectiveness of negative interest rates),
which may lead to an examination of the limits
of monetary policy and encourage a dialog with
regard to monetary and fiscal policies (see Box
1.1-b).

United States

The US economy began 2012 with a negative
output gap, counteracted via ultra-loose
monetary policy (interest rate cuts and Federal
Reserve balance sheet increases), as per the
accepted theories on counter-cyclical policies.
Similarly, fiscal policies were expansionary to
accompany monetary stimulus, marking a

return to a more adjusted structural balance
as the gap narrowed (see Charts A and B).

However, the fiscal reforms implemented by
the Trump administration meant a distancing
from the anticipated restrictive fiscal policy
trends, acting as a stimulus for the economy.
At the same time, monetary policy, as per
Taylor's rule, indicates a certain lag in
normalization, signaling that monetary
normalization is incomplete and preventing
interest rates from reaching equilibrium. In
short, the originally stabilizing nature of
economic policies in the United States has
taken something of a pro-cyclical attitude,
amplifying the cyclical momentum.

Eurozone

Although an overall study of the data conceals
the divergences in terms of fiscal policies
implemented by each member state of the
Economic and Monetary Union (EMU], a series
of common patterns can be inferred. Firstly, it
should be noted that the idiosyncrasy of the
eurozone renders any examination of fiscal
policy within the bloc particularly challenging.

Chart A.

United States: monetary and fiscal policies vs. output gap*

Monetary policy vs. output gap
(real interest rates [red] and
Taylor's rule interest rates [gray])
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Box 1.1-a (continued)
Economic policy and the global cycle

The EMU is far from being regarded as a

Chart B. supranational entity with policymaking power,
United States: output gap and structural gap in which member countries retain their
sovereignty in fiscal and public spending
matters. The eurozone began 2012 with a
— Output gap M structural gap strongly negative structural balance, below
tendential levels (counter-cyclical
expansionary fiscal policies), which came
alongside an output gap of close to -3.5%. In
subsequent years, however, this trend was
reversed by means of "austerity measures”,
with spending reined in and tax revenues
strengthened. Nonetheless, despite the
gradual convergence with tendential growth
levels, fiscal policies remained neutral (2016-
2018).

-2%
-3%
-4%
-4%

5% Charts C and D illustrate how the monetary

policy decisions made by the European Central
Bank have been overly conservative. The ideal
nominal rate, based on Taylor's rule, suggests
interest rates should have been cut more
sharply in periods of economic stagnation, with
these levels being feasible in real terms taking
Source: MAPFRE Economic Research into account the impact had by asset purchase
programs, as indicated by the Wu-Xia shadow

-6%

-7%

-8%

2012
2013
2014
2015
2016
2017
2018
2019
2020
2021

Chart C.
Eurozone: monetary and fiscal policies vs. output gap*
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Box 1.1-a (continued)
Economic policy and the global cycle

Chart D.
Eurozone: output gap and structural gap

— Qutput gap Structural gap

0%

-1%

-2%

-3%

-b%

2012
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2014
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2016
2017
2018
2019
2020
2021

Source: MAPFRE Economic Research

interest rate index. In 2012-2015, public
policies were designed and implemented to be
counter-cyclical, but were probably
insufficient.

In contrast, when the GDP trend was clearly
approaching its tendential level (2017-2018),
monetary policy normalization would have
been justified in order to replenish the region’s
leeway for action, which is currently limited.
With economic activity and prices in the
European Union again looking weak (caused in
particular by the manufacturing sector],
together with the current global cycle and
economic and trade uncertainty associated
with the US administration, monetary policies
in the EMU again look set to be loosened
(purchases, monetary stance, deposits, etc.),
while timid derivative and uncoordinated fiscal
stimulus initiatives are implemented at the
domestic level (a more permissive European
Commission in terms of excessive deficit
procedures), but on a purely cyclical basis. In
short, the EMU’s economic policy is currently

counter-cyclical, but is still having a very
limited impact.

Emerging markets (exc. China)

Historically, macroprudential policies in
emerging markets have been pro-cyclical. This
has helped to exacerbate the effects of the
economic cycle in the form of imbalances and
vulnerabilities, creating an additional source of
volatility and weakness, especially in those
regions with low levels of formal savings
mediated by the non-banking finance sector.

Between 2012 and 2015, many emerging
economies, especially in Latin America and
Eastern Europe, showed strong current
account deficits amid robust inflows and large
positive output gaps. The resulting pro-
cyclicality caused multiple nominal imbalances
(credit, dollar debt, real estate price bubbles,
etc.)] that would then develop into
vulnerabilities. On the fiscal side, the
commodity-cycle bonanza, country risk
compressed by excessive liquidity and low debt
levels also allowed for fiscal stimuli that acted
only on current transfers and not on the
investment side. This meant a pro-cyclical
stance, serving to accrue serious imbalances
that would then be catalyzed by exchange
rates. The main such imbalances were the twin
deficits shown by some economies, dollar
leverage in others, and asset and credit
inflation in most.

All of the above came amid low levels of formal
domestic savings (therefore leaving little room
to cushion the decline of 2016-2018, when the
US tightened its monetary policy, having a
knock-on effect on emerging economies via
restrictive financial conditions), a deteriorating
commodity cycle and emerging vulnerabilities,
resulting in large negative output gaps [see
Charts E and F). This meant another pro-
cyclical position, but this time negative.

Looking at monetary policy, the widespread
shift seen today among central banks in major
developed economies toward loose policy has
allowed emerging economies, mainly those
most penalized for their exposures in 2018, to
again make use of monetary policy to establish

Fundacion MAPFRE n
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Box 1.1-a [continued)
Economic policy and the global cycle
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Chart E.
Emerging Markets (exc. China): monetary and fiscal policies vs. output gap*

Monetary policy vs. output gap
(real interest rates [red] and Fiscal policy vs. output gap
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Interactive version

more flexible financial conditions. As a result,
Chart F. the scenario is now neutral or counter-cyclical
in some cases. In the medium-term, it may be
expedient to converge interest rates with the
equilibrium levels indicated by Taylor's rule.
However, easing pressure to make the
necessary adjustments may see authorities
disinclined to engage in such efforts, leading
to further complacency and a return to the
previous habit of building up future
imbalances.

China

Chinese monetary policy during the period was
characterized by relatively stable interest
rates, ranging between 2% to 4%. However, the
changes to interest rates have been more
tenuous than those recommended under
Taylor's rule, which were not fully aligned until
the 2015 Shanghai Stock Exchange correction,
although this convergence toward counter-
cyclicality has eased since 2018.

2015
2016
2017
2018
2019
2020
2021
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Chart G.
China: output gap and structural gap
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China: monetary and fiscal policies vs. output gap*

Box 1.1-a (continued)

Economic policy and the global cycle

During the last year, as the economy cooled
sharply, China's central bank has been
aligning monetary policy with the
accommodative trend adopted by major central
banks, distancing itself from the goal of
normalizing private interest rates as Taylor's
rule indicates and encouraging deleveraging.
The relaxation of bank reserve ratios, the
devaluation of the renminbi to above seven
dollars, frequent liquidity injections and the
latest interest rate cuts (LSR) have helped
shore up the economy against the slowdown
and avoid excessive turbulence, all while
adjustment of the growth model is in full swing
and under the burden of the trade war with the
United States (see Charts G and H]. However,
the central bank's initiative could stir up
concerns regarding the Chinese financial
system (Harbin Bank became the fifth bank to
receive a bail out] by putting off the necessary
restructuring of excessively leveraged balance
sheets.

Chart H.

Fiscal policy vs. output gap
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In fiscal terms, the largely neutral tone was
concordant until the great expansion that took
place in 2015. In subsequent years, efforts
were made to correct imbalances and replen-
ish fiscal leeway. However, as indicated in the
above paragraph, recent measures to ramp up

ECONOMIC AND INDUSTRY OUTLOOK 2020

Box 1.1-a (continued)
Economic policy and the global cycle

spending and ease the corporate tax burden
reveal the expansionary and counter-cyclical
nature of fiscal policy, which, should it endure
over time, could become pro-cyclical given the
current phase of the economic cycle.

The current cycle phase and economic
policy options

The current cycle phase for the global economy
is one of activity stabilizing at low levels, as
illustrated in Box 1.1-a, and this has forced
authorities to rethink and reshape public
policies. In the United States, GDP growth has
stabilized below 2%, mainly underpinned by
domestic demand thanks to support from the
Federal Reserve's monetary policy. The
eurozone, meanwhile, has again shown
considerable frailty, forcing an extended period
of loose monetary policy, with debate as to
whether this should be supported by significant
fiscal stimulus (see Box 1.1-b).

China, on the other hand, has posted sustained
activity momentum and, despite high-frequency
data indicating some loss of buoyancy,
continues to grow steadily (according to official
data). Looking at emerging markets, while
many vulnerabilities have been mitigated by the
Federal Reserve's monetary policy shift,
reliance on foreign saving mean these
economies are highly sensitive to external
conditions and corrections, with exposure to
regional financial disruptions via confidence
(see Boxes 1.1-c and 1.1-d]). Therefore, while
such markets are set to move into more
buoyant phases of the economic cycle, they are
also likely to be more fragile.
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The risk scenario

As indicated in our previous report!!, our
alternative (risk) scenario is one of recession,
which would fuel geopolitical trends such as
protectionism(2 and growing social discontent.
On the other hand, the known risks set out in our
report for the last quarter are essentially
unchanged, and the alternative recession
scenario described in this report® would
necessitate certain risks coming to fruition and
resulting in confidence and/or supply shocks on
the liquidity side or as a result of productive and
commodity factors. The multiple risks inherent
in such an alternative scenario include a
temporary drop in financing on interbank
markets, potential balance sheet difficulties for
holders of low covenant debt, sudden
corrections in fixed income and equity markets,
and corporate and sovereign debt problems.
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Box 1.1-b
The current economic policy debate: the eurozone

The current cycle phase

The weakness that had undermined economic
trends during the first half of the decade re-
emerged in 2019, leading to depletion of the
global cycle phase, particularly in
manufacturing. All of this has been compounded
by uncertainty triggered by US trade policy.
Although recession never seemed imminent, this
was sufficient for public policy to resume its
counter-cyclical and demand-supporting stance.

Monetary policy

In the case of monetary policy, this scenario
triggered a shift from policy that was globally
neutral with a certain restrictive bias (in the
United States) to a position likewise close to
neutrality but with a contrary bias.

Three benchmark interest rate cuts took place
during 2019 in the United States, returning mone-
tary policy to neutral/accommodative terrain,
averting a recession and, more importantly, ren-
dering forthcoming monetary policy decisions
contingent on future economic activity and infla-
tion data. The current consensus has generated
certain predictability regarding the neutral interest
rate level envisaged by the Federal Reserve's
Federal Open Market Committee in the present
climate until 2021 at least (1.5%-1.75%).

Changes to the monetary stance in the eurozone
mainly took place between September and
November 2019, while in December, when the
new President of the European Central Bank
(ECBJ, Christine Lagarde, took up her role, the
central bank signaled continuity with past
economic policy decisions and the debate
regarding monetary policy options over the rest
of the year began. In the three most recent ECB
meetings, the last of Mario Draghi's mandate, we
saw the purchasing program reactivated. This
will add 20 billion euros in assets each month
(with no distinct limit) to the ECB's balance
sheet, which currently amounts to 2.6 trillion
euros. In addition, the deposit facility rate was
cut further (to -0.5%), albeit modulated by
tiering. Similarly, fresh impetus was given to
conditional liquidity provisioning, via LTROs
(Long-Term Refinancing Operations), but without
clarifying where the necessary high-quality
liquid assets will come from. Accommodative

monetary policy expectations (dovish guidance])
were reinforced through to 2022 at least.

Finally, emerging and savings-importing
countries absorbed the shift in monetary policy
direction in both regions, seeing a moderation of
interest rates to levels that likewise converge
with neutrality. Financial conditions are expected
to be more favorable going forward, not only due
to inflows (portfolio flows seem exhausted), but
also because of waning interest rate and
exchange rate pressure. Generally speaking,
inflation stands within the comfort zone ranges
set out by central banks, meaning no significant
action looks necessary.

Limits of current monetary policy

Although monetary policy is fulfilling its role by
acting counter-cyclically against the
deterioration of economic activity and inflation,
many observers now agree on two issues.

The first is that monetary policy has reached its
furthest extent in most developed markets. This
is made evident by the following:

e Most markets have no leeway to cut reference
rates further in the event of additional
deterioration of economic activity.

e Monetary policy has failed to end the perverse
dynamic linking it to price and activity
expectations (see analysis of inflation
expectations and the Phillips Curve at:
MAPFRE Economic Research (2018]),
Economic and Industry Outlook 2018,
Fundacion MAPFRE, Madrid), while inflation
expectations in the eurozone seem to be
anchored in the region of 0%-1.5%, rather
than standing close to the inflation target
(2%).

e Monetary multipliers have lost relevance
amid interest rates at the depths of the zero
lower bound, leading to liquidity hoarding
rather than investment.

The second issue is that monetary policy,
especially in the eurozone, is having undesirable
effects on the finance sector, eroding basic
functions such as the transformation of terms
(credit) and long-term financing (investment),
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Box 1.1-b (continued)
The current economic policy debate: the eurozone

leading to negative consequences for the system.
The following are worth noting in this regard:

e The transmission capacity of monetary
demand trends is weakening and becoming
globally more asymmetric.

e The climate of negative deposit rates and
credit rates practically at zero has eroded Net
Interest Margin in favor of Non-Interest
Margin, not only undermining profitability but

also resulting in: (i) alteration of the basic
function of banking, which is the
transformation of credit terms, (ii) limits on
access to wholesale financing, [iii] solvency

problems in stress scenarios and
overcapitalization in ordinary situations, and
(iv) incentives for financial disintermediation,
and consequently the transfer of risk to
unregulated or unsupervised sectors,
sometimes even outside the financial system.

e The provided liquidity does not flow into the
financial system but migrates to emerging
markets to seek out returns (“search for
yield"), or is relocated to less liquid assets
(real estate, low priority/liquidity assets, etc.),
causing not only the opposite effect (illiquidi-
ty) but also irrational overvaluation, duration
risk, adverse selection problems for ratings,
and increasing market and counterparty risk
in the financial system, often without the
knowledge of the prudential supervisor.

e Conditional liquidity provision initiatives
(LTROs) reduce the supply of high-quality liq-
uid assets in the market, compressing the
temporary premium even to negative levels,
thus generating problems in terms of remu-
nerating the liabilities of entities engaged in
the provision of guaranteed annuities (Life
insurance and pensions), with obvious effects
on pension supplementation, risk dilution and
the investment function of this segment of the
finance sector.

Challenges for Lagarde

Although the current optimism surrounding La-
garde’'s mandate is understandable given her
evident skills in communication and conciliation,
as well as the technical reassurance offered by
Chief Economist Philip R. Lane, the challenges
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facing the new ECB President are monumental.
First, to maintain the credibility and determination
of Mario Draghi's legacy speech (“as long as it
takes"). Second, to stabilize the economic cycle in
real and nominal terms, while re-anchoring ex-
pectations with sustainable inflation paths. Third,
to drive monetary and regulatory progress in a
comprehensive approach to improve macropru-
dential management and eliminate the latent pro-
cyclicality of liquidity regulation. And finally, to
reform monetary policy to render it consummate
with the times, which means: (i) linking it to sus-
tainability (without altering interaction between
financial agents and without violating sovereign
decisions), (i) aligning interests between the new
European institutions and new political spectrum,
(iii) continuing the leadership of her predecessor
in uncertain times (Brexit, Poland, France, etc.),
and (iv] seeking a consensus to consolidate the
European project (helping to cement the banking,
fiscal and capital-markets union).

At her first meeting, Christine Lagarde offered
some insight into how her leadership of the
ECB would look. On one hand, she stands ready
to continue the existing approach, offering
unconditional monetary support for as long as
is necessary and until the desirable nominal and
real conditions can be assured. However, she
also indicated an awareness of the limitations of
monetary policy. She therefore pointed to two
measures. The first is a revision of the Monetary
Policy Strategy Framework during 2020 (linking
it for the first time in the institution’s history to
safeguarding environmental sustainability). The
measures will focus on reforming key elements
of the current monetary policy suite: (i) balance
sheet expansion (duration, size, asset eligibility),
(i) liquidity, via LTROs (conditionality, duration,
rates, targets), (i) deposit facility (interest rates
and tiering), (iv)] guidance (inflation target,
communication and signals), and (v] Llinks
between monetary policy and prudential
regulation (pro-cyclical effects on liquidity). The
second measure is to reassert the idea (which is
emerging but already has some consensus) that
fiscal policy must play a larger role, given the
opportunities (fiscal multipliers in the current
interest rate context), the urgency of the matter
(the eurozone's significant external sensitivity)
and its strategic value in building the European
framework.
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Box 1.1-b (continued)
The current economic policy debate: the eurozone

Fiscal policy's time may have come

Monetary policy fatigue is forcing a rethink of
cyclical and structural economic policy. Fiscal
policy toward the end of 2018 still benefited from
some inertia resulting from fiscal stimuli of the
past, but these initiatives were sparse, frag-
mented, discretionary (derivative and uncoordi-
nated sovereign programs) and highly limited
(focusing on public spending in the eurozone and
corporate tax breaks in the United States, both
offering very minor fiscal multipliers). In any
case, this represented nominally counter-cyclical
but de facto innocuous near-term fiscal policy,
largely ineffective in the long-term for the com-
mon economic strategy of mature economies.

However, for some time the consensus has
backed the position set out in the speech,
indicating the need for structural and institutional
reforms and with fresh demands that fiscal policy
play a greater role, at least in those countries
where there is sufficient fiscal leeway to
circumvent situations of “"fiscal
dominance” (when fiscal sustainability loses
credibility in a country and monetary policy must
act to accommodate the budgetary
misalignment, which ultimately generates
inflation, acting as a generalized tax] as have
been witnessed in the past.

At present, amid extremely depressed interest
rates, low availability of formal long-term private
savings, as well as unmet investment demand in
much of the developed world, fiscal multipliers
are estimated to stand in a range of 0.6%-1.1%
of GDP. With the current fiscal leeway in Europe,
this could lead to average impetus of 0.4% of
GDP (which we forecast for the region during
2019-2020 in this report]. It should be noted that
this fiscal leeway could be expanded by relaxing
certain national restrictions (such as the German
budgetary cap), without adjusting the Llimits
imposed under the Maastricht Treaty, which
could quadruple the impact had by fiscal stimuli
on eurozone growth. The problem, however, is
that this would require national consensus which
in the current political fragmentation would be
difficult to achieve, particularly when it requires
constitutional reforms, as would be the case in
Germany.

One complimentary or even alternative option
would be to reform European fiscal rules deriving
from the Stability and Growth Pact (SGP) under
the Maastricht Treaty (deficit not in excess of 3%
and debt not in excess of 60%), rendering these
consistent with the current circumstances (these
are no longer convergence programs) and with
the facts on the ground (the rules were, in part,
poorly designed and have not always been
adhered to). These rules have not been strictly
respected, with various countries posting debt
above the 60% mark. However, the rules are
highly restrictive for most member states, given
that the same structural deficit limits are
applicable to countries with public debt levels of
100% of GDP and those with debt levels of 15% of
GDP.

Instead of a single rule applicable to all
members, one potential reform, and one that
looks to be gathering support, could be to
establish a more flexible and highly binding
system that would restrict countries with high
public debt levels (over the 60% limit imposed
under the SGP)] to the structural deficit limit
stipulated under the SGP (0.5% of GDP), with
degrees of freedom allowing greater fiscal
expansiveness for countries with lower public
debt levels. This flexibility would help to finance
the expansion of net assets (investment beyond
the replenishment of depreciated capital). In
other words, such a rule would generate public
savings/net investment and thus support long-
term growth, while it should be subject to
supervision by an independent and non-partisan
institution (such as the Independent Authority for
Fiscal Responsibility in Spain).

The deeper debate, however, goes beyond fiscal
policy; as well as the cyclical and structural
benefits that reforms to European fiscal policy
might have, such initiatives could represent a
catalyst to drive the structural and institutional
maturity of the eurozone, shaping stronger
potential growth linked to investment and
technological transformation, securing the
institutional consolidation of the region and
acting as a fundamental driver for the current
strategy linked to sustainability.
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Box 1.1-b (continued)
The current economic policy debate: the eurozone

There would be several milestones on any
roadmap for such a transformation. The first two
could be approached as part of the coordination
of national public policies and reforms of the
fiscal rules described above. The milestones
would be to bolster fiscal stimulus capacity in
the near term and to ensure the net saving
capabilities of fiscal policy in the longer term,
seeing it co-finance the investment required to
buoy productivity and potential growth under the
sustainability framework.

In the medium-term, the required instruments
would lay the foundations for cohesion, perhaps
by implementing common unemployment insur-
ance systems and a reserve fund to act as a stabi-
lizing mechanism at first (such as the ESM), but
that over time would act as a driver of conver-
gence and stability in the mold of the BICC (bud-
getary instrument for convergence and competi-
tiveness) and/or as a lender of last resort in EMU,
something that the ECB by definition cannot do,
particularly to finance sector and technological
transformation.

The fiscal impetus needed to implement these
measures would come in the form of debt.
Therefore, the consensus is that it would be ex-
pedient to set up a risk-free European asset that
is unique to the eurozone (Eurobonds). The idea
of a single risk-free asset has its detractors
among eurozone creditor countries, which be-
lieve it could undermine national fiscal sover-
eignty and potentially lead to free riding by less
disciplined economies. However, supporters of
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the concept identify a number of substantial
benefits: (i) it would function as a single bench-
mark, uncoupling financial risk from sovereign
risk (as in Italy), while being eligible as collateral
for cross-border transactions (at a lower cost);
(i) it would ease the current pressure on high-
quality liquid assets (sovereign AAAs that act as
a safe haven and collateral for the ECB), easing
the pressure on interest rates and ameliorating
financial system problems, in addition to sup-
porting the balance sheets of financial institu-
tions that need long-term assets in order to hon-
or their liabilities; (iii) it would be a good instru-
ment for financing long-term public investment
(whether in sustainability, infrastructure or tech-
nology), as well as an additional asset with high-
er returns that would be eligible for inclusion in
the financial system balance sheet with a long-
term perspective; and (iv) it would give the euro a
stronger international standing and therefore
diversify sources of monetary policy conditionali-
ty for emerging markets.

Finally, such an initiative would pave the way for
centralization of an EU fiscal authority, with a
single ministry and common fiscal policy,
precisely because its implementation would also
require that the matter of the capital-markets
and banking union be addressed. In short, fresh
fiscal impetus not only looks necessary, but also
expedient to cement the institutional union of the
eurozone.
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Box 1.1-c
Saving in Latin America

Avoiding another lost decade

Over the past decade the prospects for Latin
American growth have systematically been
revised down, which is consistent with what we
consider to be the region’s declining economic
growth potential.

Chart A illustrates how the International Monetary
Fund (IMF) has consistently revised down growth
expectations for Latin America in its global and
regional reports, shifting toward what seems to
be increasing lower tendential growth for the
region. GDP growth forecasts have shown a
sustained recovery, going from convergence with
a 4% tendential rate estimated a decade ago to
the current scenario that we put at 2% year-on-
year.

Looking beyond the causal factors (such as the
global cycle phase, trade tensions, impaired terms
for commodity trade, as well as idiosyncratic socio-
geopolitical aspects), which end up impacting
financing costs in the region via exchange rates
and regional risk premiums (to which the current

Chart A.
Expected and registered GDP growth in Latin
America (%, YoY) and tendential growth, 1980-2019
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Source: MAPFRE Economic Research (based on data from the WEO/
IMF)

weak growth may be attributed), there are a couple
of clear structural elements that determine trends
for the Latin American region.

Firstly, the growth in disposable income in Latin
America, seeing the middle classes expand from
21% of the population to 33%, while fertility and
life expectancy data converged with levels
consistent with this income growth. The outcome
is rapid progress in the region in terms of the
demographic dividend and, therefore, a rising
dependency ratio, particularly in the mature
segment. While the ratio remains low, in 2020 it
will match levels in several developed economies
of Asia and Emerging Europe (see Chart B).

Secondly, low levels of capital intensity and the
absence of structural reforms are causing
bottlenecks in the factor market and subsequently
in the productive system. The consequences are
best expressed as the impairment of total
productivity for the factors, especially the labor
factor, given shortcomings in terms of skills and
human capital construction (see Chart C).

Chart B.
Comparison of mature dependency ratios in
different regions of the world, 1950-2050
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Source: United Nations - Population Division - Department of
Economic and Social Affairs (2017)
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Box 1.1-c (continued)
Saving in Latin America

The Inter-American Development Bank (IDB)
estimates that in order for the region to reach the
capital output ratios of advanced economies
(close to 25%), between 5% and 8% of GDP would
have to be added to investment, particularly in
infrastructure and skills construction. Converging
with these levels in a manner consistent with a
maturing demographic dividend would require a
far higher rate of investment growth than seen at
present, to prevent this from being a lost decade
in terms of growth and well-being.

Saving is the problem

A lack of investment, deteriorating productivity
and the constraints imposed by the current
demographic structure all share the common
problem of inadequate saving, specifically national
private saving. Furthermore, the problem is
compounded by the current demographic
transition, since it is while the demographic
dividend is maturing and during income
convergence when societies need to generate
saving capacity, according to the Life-Cycle
Hypothesis and Permanent Income Hypothesis,
something that is not happening in Latin America.

Saving levels are low

Saving in Latin America is low based on all
metrics. Table A offers a comparison of this
parameter against other economic regions. The
data shows that saving in Latin America is
insufficient to finance the sustained rates of
investment that would drive the investment ratio
up to the 25% mark observed in advanced
economies, and which would guarantee
replenishment of capital stock in a mature
market. For this to happen, investment rates as a
percentage of GDP would temporarily need to
match those of Southeast Asian economies (30%),
which, in terms of construction, would require
equivalent gross saving that Latin America lacks
(see Charts D and EJ.

Meanwhile, saving in Latin America is also low
compared to levels in countries with average
disposable income. As the data in Chart F
indicates, saving capacity in the region has been
lost compared to the start of the 90s.
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Capital intensity, labor productivity
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Box 1.1-c (continued)
Saving in Latin America

Table A
Breakdown of saving (in % GDP, average data), 2018

Emerging - Deveu,ped S

Gross National Saving (GNS) 16% 34% 23%
Public GNS -2% 9% -3%
Private GNS 18% 25% 26%

Foreign saving 3% -4% 1%

Total national saving 19% 30% 24%

Source: MAPFRE Economic Research (based on data from the World Bank)

Finally, given the Latin American demographic
structure (and setting aside the assumptions and
abstractions required for this exercise), gross
national savings in the region are likewise
insufficient to soften consumption during the
average population life-cycle. Chart G shows
saving derived from the Modigliani relationship
(see Box 1.1-d and online analytics for further
information) and the saving that, de facto, exists in
Latin America. Moreover, Chart H illustrates
saving in countries that have secured medium

demographic dividend transitions versus the
situation in Latin America, where saving is visibly
lower.

As can be seen, gross national saving in the Latin
American region stands almost 10% lower than the
demographic structure would predict (losing,
moreover, the ability to generate the same), which
also correctly anticipates the expected saving in
regions with similar income levels.

Chart D.

Saving and investment
(Latin America region average)
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Source: MAPFRE Economic Research (based on data from national
statistics institutes)

Chart E.
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Source: MAPFRE Economic Research (based on data from national
statistics institutes)
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Box 1.1-c (continued)
Saving in Latin America

Chart F.
Gross national saving (% GDP)
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Saving is inadequate

To ensure investment, productivity gains, cover-
age of pension systems and certain leeway for
independence relative to foreign saving (mean-
ing greater resilience to global shocks), the rel-
evant savings are private, formal and finance-sec-
tor-mediated national savings, preferably in the
long-term and in the local currency. These are
precisely the savings that pension funds and in-
surance companies generally manage.

Such savings are scarce in Latin America. A few
facts: one in six Latin Americans hold bank
deposits (compared to one in three in Asia and
one in two in the eurozone), and yet banking
industry intermediation is still far higher than in
the rest of the financial system in Latin America.
Deposits account for approximately 75% of asset
value in the region, a figure that compares to the
45% average in developed countries. For example,
Chart | shows the distribution of financial saving
in Latin America (average figures) compared to
the same distribution in Spain.
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ChartG.
Modigliani Saving* Latin America and comparables
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Source: MAPFRE Economic Research (based on data from the UN
Population Database), *Modigliani Saving (see explanation Box).

This seems to suggest that the scarcity of formal
saving is due, on the demand side, to weak growth
in disposable personal income in the region
(especially since the 90s]), an undeveloped
financial culture and the low engagement of
institutional investors, together with adverse
fiscal treatment, a shortage of profitable
investment instruments in real terms, uncertainty
and a lack of confidence in financial institutions in
the region. On the supply side, formal saving
could be affected by regulatory constraints and a
financial market lacking in depth.

The insurance industry as an example

Measured in terms of managed assets, the
insurance industry accounts for about one tenth of
the global financial system, although Latin
America accounts for less than 1% of the global
total.

On the liabilities side of the financial system (and
the assets associated with coverage thereof],
there are huge differences between the amount of
saving managed by the Latin American and
European insurance industries (see Chart J). On
average, the savings managed by the insurance
industry in Latin America represent, in terms of
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Box 1.1-c (continued)
Saving in Latin America

Chart H.
Private domestic saving:

Latin America vs. comparables
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Chart I.
Distribution of financial saving:
Spain vs. Latin America
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GDP, one third of those managed in the United
States and one tenth of those managed in the
eurozone and the United Kingdom. This smaller
relative standing is particularly visible when
comparing penetration rates for the Life business
in Latin America with the situation in more
advanced insurance markets. Chart K shows how
the Insurance Protection Gap (IPG) in the Latin
American Life insurance segment more than
doubles the average in developed markets.

Table B

Not only are the saving volumes managed in Latin
America far lower, but the bias toward fixed
income assets, such as Treasury bonds and major
corporate bonds, is also greater (see Table BJ.
Although this is associated with the insurance
business model and the need to guarantee
implicit interest rates in insurance products, it
also seems to transcend said model and reveal a
particularly strong bias in Latin America, possibly
to guarantee greater balance sheet stability due
to the volatility of certain asset types in those
markets.

Assets on insurance system balance sheet

Fixed income 64% 65% 55% 75% 91% 83%
Equity 16% 14% 16% 5% 8% 12%
Loans 5% 10% 9% 1% 0% 3%
Treasury and deposits 5% 4% 10% 8% 0% 1%
Real estate 2% 1% 3% 3% 0% 1%
Other investments 8% 7% 7% 6% 0% 0%

Source: MAPFRE Economic Research (based on data from regulators and supervisory bodies)
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Box 1.1-c (continued)
Saving in Latin America

Chart J.
Life insurance technical provisions
(% GDP)

Argentina — Brazil

— Chile — Mexico
Eurozone United Kingdom
United States

100%
80%
60%
40%

20%

0
0% o ~o ~ © o
o o o o o
3 3 3 3 3

Source: MAPFRE Economic Research (based on data from regula-
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The consequences of low saving

As noted above, low saving levels are behind
depressed productivity and growth. However,
there are additional consequences of insufficient
saving. Some of the key consequences are as
follows.

Firstly, low levels of saving lead to strong
dependence on foreign saving, which has an
impact on the current account, exchange rates
and general financial conditions. This creates
room for imbalances to develop (credit, inflation,
etc.) and for greater sensitivity to sharp current
account corrections. It likewise compounds
nominal vulnerabilities to global shocks arising
from monetary policy in developed countries,
deteriorating terms of trade and investment
outflows.

Chart L illustrates how dependence on foreign
saving affects exchange rate vulnerability. The
average exchange rate against the USD (baseline
2013) deteriorates in line with impairment of the
current account and financing of the same,
whether due to lower portfolio flows or exhaustion
of export revenue.
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Source: MAPFRE Economic Research (2019), MAPFRE GIP 2019,
Madrid, Fundacion MAPFRE.

Secondly, insufficient saving means the absence
of the required means of financing the pension
system and social coverage, with all the
implications already evaluated in our report on
the economic and industry effects of population
aging (MAPFRE Economic Research [2019],
Population aging, Madrid, Fundacién MAPFRE].

Thirdly, low saving undermines investment, with
multiple short- and long-term consequences. In
the short-term, insufficient saving has immediate
effects on economic activity, the cycle phase and
employment. In the long-term, the effects are
deeper, rendering the growth of capital stock
insufficient to replenish the effects of
depreciation, meaning capital intensity is
undermined, with the consequences identified
above: (i) bottlenecks and inefficiencies that curb
productivity and stagnate growth (see Chart CJ; (ii)
breaking the virtuous circle between saving,
investment (in infrastructure and human capital)
and the increased productivity needed to increase
potential growth, thus driving up capital
requirements and future saving requirements, as
well as increasing the term premium; and (iii) low
income level in the long-term, preventing
convergence with developed countries and
causing lower levels of consumption, saving and
well-being in the long-term.
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Box 1.1-c [continued)
Saving in Latin America

Some economic policy considerations to
encourage saving

Given that saving is key to underpinning pension
systems and ensuring that they are sustainable
(either through individual saving or intergenera-
tional subsidies), offsetting the effects of aging,
activating the virtuous cycle with productivity and
long-term growth, and by extension to guarantee
greater levels of social well-being, countries
need to pursue comprehensive policies to en-
courage saving. Potential measures include the
following:

More optimal fiscal policies aimed at:

e Driving public engagement in saving, combat-
ing the informal economy and enhancing tax
revenue capacity.

e Promoting private saving with appropriate tax
incentives, such as eliminating double taxation
on saving due to the taxation of capital and
income, or applying incentives that promote
Life insurance as an alternative medium- and
long-term saving mechanism (see: MAPFRE
Economic Research [2017], Elements for insur-
ance expansion in Latin America, Madrid, Fun-
dacién MAPFRE).

Chart L.
External vulnerability, liquidity risk and exchange
rates in Latin America
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= Liquidity Risk indicator*

30 90

20 80

10 70
—_— \/\\‘\

0 60

-10 50
-20 \ 40
-30 30
-40 \ 20

-50 10
™ © o~ o~ ) ©
=} o S - = =
IS} 1S) IS] o o o
I 4 ~ 1 14 I3

Source: MAPFRE Economic Research (based on data from central banks)
* Reserves and income from exports/Short-term financial account liabilities

e Giving prominence to public investment fi-
nancing (and optimal spending on health and
long-term care), seeking to activate the virtu-
ous relationship with productivity, growth in
capital requirements and the greatest possible
saving.

e Promoting a larger and deeper financial sys-
tem that allows:

e Greater engagement from institutional in-
vestors and unsatisfied middle classes unable
to find investment products or profitability
beyond residential investments.

e Greater financial market depth in the local
currency and with additional instruments
(such as infrastructure).

e Promoting counter-cyclical and macro-pru-
dential mechanisms that help to drive finan-
cial stability (reduction of imbalances and
sensitivity to shocks).

Chart M.
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Box 1.1-c (continued)
Saving in Latin America

Improvement of the regulatory environment,
seeking:

e Homogenization of the regional regulatory
environment.

e Optimization of regulatory capital
requirements, adapting regulatory capital to
risk profiles.

In conclusion, the age-old growth deterioration in
Latin America is due to structural factors that
share the commonality of inadequate formal

Overall risk overview

An overview of the global economic risk
environment (see Chart 1.1.1-c), factoring in the
probability and severity of risks, again points to
five major global risks.

Global governance

First of all, for Europe the primary challenge in
terms of governance is to ensure greater
internal cohesion and secure a broad
consensus for addressing the overall
geopolitical risks facing the eurozone. Progress
remains hindered by internal dynamics and
social discontent (new symptoms of political
discontent in ltaly, or the new focus of the
protests in France). However, the new
configuration of European institutions
(European Commission, European Council,
European Central Bank, etc.) has apparently
laid to rest, for the time being at least, concerns
over the European Union’s institutional future.
Likewise, the United Kingdom's election result
dispelled uncertainties surrounding Brexit
going forward, albeit without fully precluding
fresh political demands.
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private saving. This inadequacy leads to problems
in terms of productivity, the convergence of
income, stability and the sufficiency of pension
systems amid an aging population. Formal saving
needs to be supported in a comprehensive
approach that addresses the problem from the
fiscal, regulatory and industry perspectives.
Otherwise, Latin America is likely headed for
another lost decade in terms of growth and well-
being.

In contrast with Europe, where the governance
situation looks unchanged, unrest has flared up
in several countries across Latin America (Chile
and Bolivia in particular), as well as in Asia
(Hong Kong), which may herald a challenging
period in terms of governance in these regions.

Economic policy in the United States

Secondly, the 75 basis point (bps) cut in the
reference interest rate suggests that the US
Federal Reserve believes the risk of recession
has waned sufficiently, while consensus among
members of the Federal Open Market
Committee (FOMC) means stronger visibility for
the rate path throughout 2020 at least.
Moreover, preliminary trade agreements
(signed with China, Canada and Mexico] have
allayed but not eradicated concerns over fresh
global economic turmoil, which may resurface
as President Trump attempts to overshadow
impeachment proceedings in the run-up to
elections. The latent threat of further
turbulence in the repo market remains in place
and there are concerns that this may represent
a partially perceived structural matter.
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Box 1.1-d
Demographics and savings: the Modigliani Savings concept

The Modigliani Savings concept

The demographic structure of society is one of
the factors that determines gross national saving,
especially private domestic saving. This
statement is grounded on Franco Modigliani's
Life-cycle hypothesis, which states that
individuals have life-cycle stages consistent with
their age and ability to generate income, dis-
saving when they are not earning, saving during
the mature stage and dis-saving during old age.
This is expressed as the following relationship:

soq_YRA L,
t = VRT, t

Where S; is the saving, Y: is the disposable
income, VRA: is the active life left to each
individual at time t, which depends positively on
the retirement age, and VRT: is the total
remaining life left to the same agent, which is
positively dependent on Llife expectancy.
Therefore, the ratio between the two is the
proportion of the active life to the entire life-cycle.

We call the saving expressed in these terms the
Modigliani Saving. It is the saving consistent with
each individual's life-cycle, which depends
positively on their disposable income and life
expectancy at any given time, and negatively on
their age and time to retirement at any given
time. By construction, the saving ratio on income
gives us the Modigliani Saving Ratio, or ideal
proportion of saving needed to cover the entire
lifetime. It should be noted that this view of the
saving ratio is closely linked with the Permanent
Income Hypothesis, in which the above ratio
becomes a parameter that correlates
consumption with income at any given time, so
that, in equilibrium and discounted to the
relevant factor, it serves as an approximation of
wealth.

Although this relationship is intended as an
abstraction for agents, it can be processed at the
aggregate level. Based on United Nations (UN]
global population data, the Average Active
Residual Life registered between 1950 and 2020
(estimated) has been calculated for each country
and for various regional economic and
demographic groupings. In this case, the average

retirement age for the world’'s population has
been assumed to be 65 years. Likewise, the
Average Total Residual Life for the same regions
has been calculated, using the life expectancy
series for each region and year, also provided by
the UN.

Using both sets of data, the Modigliani Saving
Ratio has been calculated for each country/
region as (1-VRA[t)/VRT(t]], and saving ratios
have been obtained for the years 1950 to 2020
that are consistent with the Life-Cycle
Hypothesis. The aggregate result for the world is
represented in Chart A.

As can be seen, given the population structure,
the proportion of active residual life globally over
time predicts a gross saving ratio that broadly
coincides with that actually registered globally
(with the exception being that saving has fallen
since the Lehman crisis and not yet recovered),
which offers a good benchmark for calculating
how much each country’s gross saving should be
based on their particular demographic structure.

Moreover, the sequence of Charts B to F shows
the gross saving for each region divided by the
demographic dividend transition status (closely
linked with the aging and fertility of each region,
as our Modigliani Saving measure). This informa-
tion provides a good means of identifying what
the Life-Cycle Hypothesis predicts would under-
lie the saving reading proposed here. Starting
with countries with high birth rates, low life ex-
pectancy and low income (notably in Africa), the
gross saving that the countries are able to gen-
erate is very low, albeit consistent with the lower
band identified by the Modigliani Saving reading,
ataround 18% (see Chart B).

The next demographic state is when population
aging begins, with the active population still
growing but only slightly. The difference between
the previous group of countries and this
corresponds to a proportional increment in the
average residual life that ties in with the maturing
demographic dividend (more people becoming
active, with longer life expectancy) and, therefore,
with a higher saving ratio.
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Box 1.1-d (continued)
Demographics and savings: the Modigliani Savings concept
Chart A. Chart B.
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Box 1.1-d (continued)
Demographics and savings: the Modigliani Savings concept

Charts C and D show said increase and the
consequent rise in saving, standing at 27% and
37% respectively (early and advanced
demographic dividend). The relationship,
however, is lost in the more advanced stages of
the demographic dividend, i.e. where life
expectancy is longer and the distance to the so-
called "baby boom" is largest (see Chart EJ.
These are the most developed countries where
income is highest. Standout examples are the
eurozone and Japan.

Macro-financial adjustment in China

Thirdly, following a sharp downturn during
2019, fears regarding the Chinese economy
may have been tempered by recent signals of
economic stabilization and upbeat indications
surrounding trade negotiations with the US.
Prospects have also been improved by
sustained expansionary monetary and fiscal
policies, as well as adjustment to lower global
growth rates. This easing of pressure
outweighs certain resistance to the Asian giant
in the medium-term. Structural problems and
accumulated vulnerabilities, in contrast, remain
potential catalysts for an abrupt adjustment.
The Chinese economic model continues to shift
toward internal equilibrium supported by
domestic sources of growth and external
equilibrium driven by flexibilization and the
opening up of the country’'s economy. The
ability to offer stimulus via economic policy
could become pro-cyclical and prove
inadequate in the face of high debt levels
accumulated by the country and liquidity-
transmission mechanisms that remain
insufficient.

Chart G
Gross national saving by income levels
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Source: MAPFRE Economic Research (based on data from the
World Bank)

Debt

Fourthly, vulnerability associated with global
debt levels remains on the rise, with debt
reaching over 250 trillion dollars (220% GDP).
Greater global monetary flexibility has meant
further easing of financial conditions by
restricting short-term financing costs.
However, prolonged low interest rates have
buoyed risk-taking and debt accumulation,
while problems in repo markets and indications
of illiquidity in certain sectors (such as
corporate non-finance sectors) and certain
associated products (such as CLOs) are
beginning to trigger warning signs and caution
with regard to credit ratings, which have
deteriorated further.

Geopolitics

Finally, while the outcome of the UK election
and progress in trade negotiations between
China and the US have eased the geopolitical
tensions that had been shaping the
international landscape, global growth remains
threatened by political uncertainty, rising
protectionism, widespread social discord and,
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Chart 1.1-c
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more recently, instability in the Persian gulf.
Joining the already persistent social unrest in
Hong Kong are waves of protests across other
countries, including lIrag, Lebanon, Iran and
India, while social upheaval is also spreading
through Latin America. It seems evident that
anti-government sentiment is beginning to play
a major role on the world stage. At the same
time, a rapid escalation of tensions between
the United States and Iran has brought
relations to a critical situation that might tip
over into a larger conflict.

1.2 General forecasts and risk
assessment in selected economies

1.2.1 United States

Progress toward a trade agreement with
China is driving optimism

The US economy is gradually slowing, with
growth of 2.1% in the third quarter of 2019,
buoyed by sustained strong private
consumption (2.9% QoQ annualized), but with
investment weakening (-0.1% QoQ annualized).
On the other hand, exports shrank -1.4% YoY in
October. Growth in 2020 is expected to stand at
around 1.6%, slowing from 2.3% YoY estimated
in 2019 (see Table 1.2.1 and Charts 1.2.1-a and
1.2.1-b).
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Leading indicators (PMIs]) rebounded in
November, in contrast with the manufacturing
ISM (see Charts 1.2.1-c and 1.2.1-d). However,
according to the University of Michigan survey,
consumer confidence is set for 4 months of
improvement. With low unemployment and
salaries rising faster than inflation, the outlook
for 2020 is upbeat.

Inflation (CPI) rose to 2.1% in November, with
core inflation at 2.3% due to higher salaries
and tariffs. At its December meeting, the US
Federal Reserve left interest rates unchanged
at the 1.50-1.75% range. Following three rate
cuts since last July, members of the Federal
Reserve Board deemed existing levels to be
appropriate. In view of interest rate forecasts
from both members of the Federal Open
Market Committee (FOMC) and market
analysts, a soft landing for the economy is

United States

e Growth of 2.1% in the third quarter confirms a
smooth slowdown.

e The Federal Reserve leaves interest rates
unchanged, deeming them appropriate based
on activity and inflation expectations.

e Signing of a phase one trade agreement with
China should happen soon, with implementation
of a new raft of tariffs being suspended.
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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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Table 1.2.1
United States: main macroeconomic aggregates

2015
GDP (% YoY, average) 2.9
Domestic demand contribution 3.7
Foreign demand contribution -0.8
Private consumption contribution 2.5
Private investment contribution 0.7
Public spending contribution 0.3
Domestic demand (% YoY, average) 3.6
Total consumption (% YoY, average) 3.4
Private investment (% YoY, average) 3.3
Exports (YoY in %) 0.5
Imports (YoY in %) 5.3
Unemployment rate (%, last quarter) 5.0
Inflation (% YoY, last quarter) 0.4
Fiscal balance (% of GDP) -4.8
Trade balance (% of GDP) 4.4
Fiscal impulse (% of GDP) n/a
Current account balance (% of GDP) -2.2
Official interest rate (end of period) 0.50
Short-term rate (end of period) 0.61
Long-term rate (end of period) 2.27
Exchange rate vs. USD (end of period) 1
Exchange rate vs. euro (end of period) 1.09
Private credit (% YoY, average) 2.4
Household credit (% YoY, average) 1.9
Non-financial priv. sect. credit (% YoY, average) 5.7
Financial private sector credit (% YoY, average) 2.1
Savings rate (%, average) 7.6

Source: MAPFRE Economic Research (based on data from the Federal Reserve)
Forecast end date: January 7, 2020.

2016 2017 2018 2019(e) 2020(f) 20211(f)
1.6 2.4 2.9 2.3 1.6 1.7
1.9 2.7 3.3 2.6 1.7 1.9

-0.3 -0.3 -0.3 -0.3 -0.1 -0.1
1.9 1.8 2.1 1.8 1.6 1.5
0.4 0.8 0.9 0.4 0.2 0.4
0.3 0.1 0.2 0.2 0.1 0.1
1.8 2.6 3.1 2.5 1.6 1.8
2.6 2.3 2.8 2.4 2.0 1.8
1.9 3.7 4.1 1.8 1.1 1.7

-0.0 3.5 3.0 -0.2 0.4 2.3
2.0 4.7 4.4 1.2 0.7 2.7
4.8 4.1 3.8 3.6 3.6 3.7
1.8 2.1 2.2 2.0 1.7 2.0

-5.4 -4.2 -6.5 -6.9 -6.5 -6.4

-4.2 -4.3 -4.4 -4.2 -4.0 -4.0
n/a n/a n/a n/a n/a n/a

-2.3 -2.3 -2.4 -2.4 -2.5 -2.6

0.75 1.50 2.50 1.75 1.50 1.50

1.00 1.69 2.81 1.89 1.63 1.72

2.45 2.40 2.69 1.75 1.79 1.95

1 1 1 1 1 1

1.05 1.20 1.15 1.09 1.09 1.13
3.1 6.7 4.3 5.2 5.5 3.7
2.2 3.5 3.5 4.0 7.0 7.1
5.3 6.3 8.9 6.6 3.7 3.6
4.3 2.9 2.2 2.0 1.3 1.5
6.8 7.0 7.7 8.0 7.4 7.0

Click here to access the interactive
version of this information
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Chart 1.2.1-c
United States: PMIs, 2017-2019
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Chart 1.2.1-d
United States: ISM, 2017-2019
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expected, together with interest rates
remaining virtually unchanged until at least
2021 (with a reference rate of 1.50% expected at
year-end 2020), at which point a return to the
rate hikes of 2018 may be deemed appropriate.

In mid-December, President Donald Trump
approved a phase one trade deal with China,
with the official signing expected shortly. This
should avert a fresh wave of US tariffs on some
160 billion dollars in Chinese consumer goods.
Global equities marked record highs and bond
yields rose thanks to trade optimism. In 2020, a
year of presidential elections in the United
States, the current administration will hope to
secure further phases of the trade deal.

1.2.2 Eurozone

Expectations improve slightly despite the
slowdown

The eurozone continues to decelerate, with
annual growth of 1.2%. Industrial production
shrank (-2.2% YoY in October]), while the
construction sector recorded its first negative
figure since 2017 (-0.7%). PMIs (purchasing
managers' indices) have accumulated two years
of declines and in December were down again,
with the exception of services (52.4), putting the
composite indicator at 50.6, while the
manufacturing index was in clear contraction
territory at 45.9. Similarly, the ZEW index of
economic expectations for the eurozone
bottomed out in August and has posted several
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consecutive months of gains, indicating a
smooth improvement (see Charts 1.2.2-c and
1.2.2-d). Thus, the growth forecast for 2020
stands at 1.0% compared with 1.2% estimated
for the close of 2019 (see Table 1.2.2 and Charts
1.2.2-aand 1.2.2-b).

Last November, inflation rebounded slightly to
1.0%, while core inflation rose to 1.3%,
temporarily relieving some pressure on the
European Central Bank (ECB). Despite low
unemployment, the cooling of the labor market
will ensure that the ECB weighs up all
indicators even though its mandate is restricted
to controlling inflation. At the December
meeting, the ECB opted to hold the deposit rate
at -0.50%. The Governing Council expects
official interest rates to remain at or below
current figures until inflation prospects
converge with levels of 2%, with core inflation

Eurozone
e Economic activity continues to slow.

e Sentiment indices have been in decline for two
years, but there are signs of improvement in
some countries.

e Monetary easing and fiscal stimulus
expectations cause an end-of-cycle rebound.

¢ Following the elections, the United Kingdom's
departure from the European Union now
seems fully factored in.
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Chart 1.2.2-a Chart 1.2.2-b
Eurozone: GDP breakdown and forecasts Eurozone: domestic demand breakdown
and forecasts
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Table 1.2.2

Eurozone: main macroeconomic aggregates

2015 2016 2017 2018 2019(e) 2020(f) 20211
GDP (% YoY, average) 2.0 1.9 2.7 1.9 1.2 1.0 1.3
Domestic demand contribution 2.1 2.3 2.2 1.5 1.4 0.9 1.4
Foreign demand contribution -0.1 -0.4 0.5 0.4 -0.2 0.1 -0.1
Private consumption contribution 1.0 1.0 1.0 0.7 0.7 0.7 0.7
Private investment contribution 0.9 0.8 0.8 0.5 0.9 0.0 0.4
Public spending contribution 0.3 0.4 0.3 0.2 0.3 0.3 0.3
Domestic demand (% YoY, average) 2.2 2.4 2.3 1.6 1.5 0.9 1.5
Total consumption (% YoY, average) 1.7 1.9 1.7 1.3 1.3 1.3 1.3
Private investment (% YoY, average) 4.5 4.0 3.7 2.4 4.3 0.2 1.9
Exports (YoY in %] 6.4 2.9 5.8 3.3 2.3 1.5 2.1
Imports (YoY in %) 7.5 4.2 5.2 2.7 3.1 1.3 2.6
Unemployment rate (%, last quarter) 10.5 9.7 8.7 7.9 7.4 7.3 7.2
Inflation (% YoY, last quarter) 0.3 0.7 1.4 1.9 1.0 1.1 1.4
Fiscal balance (% of GDP) -2.0 -1.4 -0.9 -0.5 -0.6 -0.8 -0.8
Trade balance (% of GDP) 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Fiscal impulse (% of GDP) 0.3 0.7 1.0 1.3 1.7 1.4 1.3
Current account balance (% of GDP) 2.8 3.2 3.1 3.1 2.6 2.6 2.5
Official interest rate (end of period) 0.05 0.00 0.00 0.00 0.00 0.00 0.00
Short-term rate (end of period) -0.13 -0.32 -0.33 -0.31 -0.39 -0.39 -0.36
Long-term rate (end of period) 1.26 0.93 1.13 1.17 0.18 0.34 0.75
Exchange rate vs. USD (end of period) 1.09 1.05 1.20 1.15 1.09 1.09 1.13
Exchange rate vs. euro (end of period) n/r n/r n/r n/r n/r n/r n/r
Private credit (% YoY, average) n/a n/a n/a n/a n/a n/a n/a
Household credit (% YoY, average) 0.9 1.5 2.3 2.7 3.2 3.5 3.7
Non-financial priv. sect. credit (% YoY, average) 8.9 2.8 2.2 2.7 2.3 2.9 2.7
Financial private sector credit (% YoY, average) 17.0 3.3 0.9 1.0 0.5 1.4 1.8
Savings rate (%, average) 12.4 12.3 12.1 12.2 13.0 13.0 13.0
Source: MAPFRE Economic Research (based on data from the ECB) Click here to access the interactive
Forecast end date: January 7, 2020. version of this information
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Chart 1.2.2-c
Eurozone: PMls, 2017-2019
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Source: MAPFRE Economic Research (based on data from Markit)

Chart 1.2.2-d
Eurozone: ZEW growth expectations Index, 2017-2019

= ZEW, growth expectations
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Source: MAPFRE Economic Research (based on data from Markit)

trends indicating an improvement in this
regard. It is also important to note that net
purchases under the Governing Council's asset
acquisition program [(APP] resumed on
November 1 at a monthly rate of 20 billion
euros. These purchases are due to continue for
as long as necessary to reinforce the
accommodative impact of official interest rates,
coming to an end shortly before the ECB begins
lifting interest rates.

The UK elections handed the Conservative
Party a robust victory, ensuring an easier
passage through Parliament for the European
Union withdrawal agreement. This has brought
some clarity to the situation, while the United
Kingdom will need to secure a trade agreement
with the EU by the end of 2020. It will also have
to revise or renew the agreements that it has
benefited from hereto as a result of its EU
membership.

The risks to the eurozone in terms of growth
are the absence of any reforms to spur
economic activity, as well as the budgetary and
solvency constraints facing member states,
chiefly Italy. Unexpected strains on sovereign
bond or banking markets could again spook
investors, trigger a contagion effect and impair
financial conditions across the eurozone.
Moreover, the monetary policy instruments
currently available to the ECB are considerably
more limited than during the previous
mandate.

Fundaciéon MAPFRE

1.2.3 Spain

The Spanish economy remains in a gradual
slowdown

The Spanish economy grew 2.0% YoY and 0.4%
QoQ in the third quarter of 2019, keeping pace
with the previous quarter, but indicating a
sustained gradual slowdown going forward.
Private consumption grew 1.5% YoY (1.1% QoQJ,
investment 2.0% YoY (1.3% QoQ) and exports
2.3% YoY (-0.8% QoQ).

Similarly, consumer confidence surveys are
beginning to reveal deteriorating sentiment,
owing to the evident inability of political parties
to form a government and little prospect of the
problem being resolved in the near term.

Industrial production again posted a negative
figure in October (-1.4% YoY), while the
manufacturing PMI, despite a rebound in
November (47.5), was down for the second
consecutive year. The services PMI and
composite indicator, meanwhile, remain in
positive territory (53.2 and 51.9 respectively).
The unemployment rate fell to 13.92%, but the
pace of job creation, an aspect that shapes
consumption growth, is slowing (see Charts
1.2.3-a and 1.2.3-b).
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Spain

e The Spanish economy is losing traction, as is
job creation.

e Consumer and investor sentiment is showing
signs of impairment.

e Loose financial conditions and positive indica-
tions for some EU partners should cushion the
slowdown.

Spain’'s economy is expected to grow 1.7% in
2020, meaning the slowdown will gain traction,
albeit smoothly, in particular as the ECB's
monetary stimulus and accommodative policies
from the world's central banks begin to take
effect (see Table 1.2.3 and Charts 1.2.3-c and
1.2.3-d). Loose financial conditions thanks to
the ECB's sustained expansionary monetary
policy, as well as positive signals from some EU
partners, especially Germany, should keep the
slowdown in check.

On the other hand, year-on-year inflation in
November stood at 0.4% (flash), with fuel, food
and non-alcoholic beverage prices showing
stability compared to the declines posted in
2018.

The formation of a new government in Spain is
a step forward in terms of stability and
overcoming the previous political deadlock. It is
still too soon to evaluate the impact of the new
government’s policies, which are yet to be
specified. However, there is uncertainty
regarding the design and implementation of
economic policy, which could undermine
consumer and investor confidence and,
ultimately, the future performance of the
Spanish economy.

Chart 1.2.3-a
Spain: PMIs, 2017-2019
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Source: MAPFRE Economic Research (based on data from Markit)

Chart 1.2.3-b
Spain: unemployment rate, 2017-2019
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Chart 1.2.3-c Chart 1.2.3-d
Spain: GDP breakdown and forecasts Spain: domestic demand breakdown and forecasts
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Source: MAPFRE Economic Research (based on data from the INE) Source: MAPFRE Economic Research (based on data from the INE)
Table 1.2.3

Spain: main macroeconomic aggregates

2015 2016 2017 2018 2019(e) 202011) 202111
GDP (% YoY, average) 3.8 3.0 2.9 2.4 2.0 1.7 1.5
Domestic demand contribution 3.9 2.0 3.0 2.6 1.6 1.5 1.4
Foreign demand contribution -0.1 1.0 -0.1 -0.3 0.4 0.2 0.1
Private consumption contribution 1.7 1.6 1.7 1.1 0.7 0.8 0.8
Private investment contribution 0.9 0.4 1.1 1.0 0.5 0.4 0.5
Public spending contribution 0.4 0.2 0.2 0.3 0.4 0.3 0.3
Domestic demand (% YoY, average) 4.1 2.1 3.1 2.7 1.7 1.6 1.8
Total consumption (% YoY, average) 2.7 2.3 2.5 1.9 1.4 1.4 1.4
Private investment (% YoY, average) 4.9 2.4 5.9 5.3 2.6 2.2 2.4
Exports (YoY in %) 4.3 5.4 5.6 2.2 1.9 2.3 2.4
Imports (YoY in %) 5.1 2.7 6.6 3.3 0.8 2.0 2.3
Unemployment rate (%, last quarter) 20.9 18.6 16.6 14.5 13.7 13.0 12.6
Inflation (% YoY, last quarter) -0.3 1.0 1.4 1.7 0.5 1.0 1.5
Fiscal balance (% of GDP) -5.3 -4.4 -3.0 -2.5 -2.3 -1.9 -1.7
Trade balance (% of GDP) -1.9 -1.3 -1.9 -2.4 -2.3 -2.0 -1.9
Fiscal impulse (% of GDP) -2.2 -1.5 -0.5 -0.1 0.1 0.4 0.5
Current account balance (% of GDP) 2.0 3.2 2.7 1.9 1.7 1.2 1.1
Official interest rate (end of period) 0.05 0.00 0.00 0.00 0.00 0.00 0.00
Short-term rate (end of period) -0.13 -0.32 -0.33 -0.31 -0.39 -0.39 -0.36
Long-term rate (end of period) 1.77 1.35 1.51 1.41 0.48 0.70 1.28
Exchange rate vs. USD (end of period) 1.09 1.05 1.20 1.15 1.09 1.09 1.13
Exchange rate vs. euro (end of period) n/r n/r n/r n/r n/r n/r n/r
Private credit (% YoY, average) n/a n/a n/a n/a n/a n/a n/a
Household credit (% YoY, average) -3.7 -2.5 -1.4 -0.3 0.6 2.7 33
Non-financial priv. sect. credit (% YoY, average) -3.0 -2.6 -1.1 -1.5 2.4 3.9 2.5
Financial private sector credit (% YoY, average) -9.3 -15.5 -7.3 -6.5 -3.6 2.6 3.0
Savings rate (%, average) 7.6 7.4 5.9 6.2 8.5 8.7 8.9
Source: MAPFRE Economic Research (based on data from the INE] Click here to access the interactive
Forecast end date: January 7, 2020. version of this information
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1.2.4 Germany

Germany has managed to stem impairment of
the economy and avert a recession

The deterioration of the German economy
seems to have bottomed out and prospects are
now beginning to improve. Germany managed
to avert a recession, with 0.5% YoY growth
thanks to robust private consumption (1.8% YoY
in the third quarter), public spending expanding
2.4% and exports marking a return to growth
after contraction in the second quarter (1.6%].

If forecasts for the final quarter of 2019 are
unchanged at levels seen in the previous
quarter, our annual forecast would remain at
0.6% YoY. Thus, our estimate for 2020 stands at
0.6% YoY, although this may be revised upward
over the course of the year (see Table 1.2.4 and
Charts 1.2.4-c and 1.2.4-d). While there is still
uncertainty over the potential fallout from
Brexit and the possibility of the US imposing
tariffs on EU vehicle imports, the shift toward
accommodative policies adopted by most
central banks is beginning to bear fruit in the
international context, notably on expectations
for Germany, a major exporting economy.

Expectations surveys are showing signs of
moderate optimism. The ZEW survey in
December offered the third positive reading in
four months (12.8). Similarly, the IFO business

Germany

e The ZEW growth expectations survey showed
a third positive reading in four months.

e The IFO business expectations survey also
bottomed out in September.

e The purchasing managers' index rallied in
October and November.

climate survey bottomed out in September.
Although the composite and manufacturing
PMIs remain in negative territory, they were
down again in December, standing at 49.4 and
43.4 respectively. The services sector,
meanwhile, was in positive territory at 52 points
(see Charts 1.2.4-a and 1.2.4-b).

In addition, November inflation stood at 1.1%,
while core inflation was at 1.2%. With an
unemployment rate of 5.0% and salary
compensation (unit labor costs) rising above
3.0%, we expect inflation to climb to around
1.4% in 2020.

Chart 1.2.4-a
Germany: PMls, 2017-2019
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Chart 1.2.4-b
Germany: ZEW growth expectations index and current
situation, 2017-2019
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Chart 1.2.4-c
Germany: GDP breakdown and forecasts
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Chart 1.2.4-d
Germany: domestic demand breakdown and forecasts
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Table 1.2.4
Germany: main macroeconomic aggregates

2015 2016 2017 2018

GDP (% YoY, average)

Domestic demand contribution
Foreign demand contribution
Private consumption contribution
Private investment contribution
Public spending contribution
Domestic demand (% YoY, average)
Total consumption (% YoY, average)
Private investment (% YoY, average)
Exports (YoY in %)

Imports (YoY in %)

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

Fiscal balance (% of GDP)

Trade balance (% of GDP)

Fiscal impulse (% of GDP)

Current account balance (% of GDP)

Official interest rate (end of period)
Short-term rate (end of period)
Long-term rate (end of period)
Exchange rate vs. USD (end of period)
Exchange rate vs. euro (end of period)

Private credit (% YoY, average)

Household credit (% YoY, average)
Non-financial priv. sect. credit (% YoY, average)
Financial private sector credit (% YoY, average)
Savings rate (%, average)

Source: MAPFRE Economic Research (based on data from DESTATIS)
Forecast end date: January 7, 2020.
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Now that the risk of recession in the near term
has been chased away by a rebound in business
expectations and loose financial conditions, the
biggest risks to the German economy are the
possibility of the US imposing tariffs on car
exports and the potential consequences of a
hard Brexit. Manufacturing accounts for 20% of
the country’'s GDP, so there is some vulnerability
to the global manufacturing recession.

1.2.5 ltaly

Stagnation, high debt, a fiscal deficit and
regional elections

Economic growth in Italy is stagnating largely
as a result of structural problems, notably high
sovereign debt, which reached 133% of GDP.
Growth in 2019 is estimated to stand at 0.2%
YoY, a rate that we expect to be sustained into
2020 due to the lack of any catalysts that might
drive a recovery (see Table 1.2.5 and Charts
1.2.5-c and 1.2.5-d). In view of this situation, the
Italian government is no longer considering any
hike in value added tax (VAT) in 2020.

Based on the composition of growth, we are
unlikely to see the economy enjoy a robust
recovery. Exports look fairly resilient (1.2% YoY in
the third quarter], as do private consumption
(0.8% YoY) and investment (which rallied 2.5% in
the third quarter). However, the effects of labor
reforms, which saw temporary contracts
converted to permanent contracts in recent

Italy

e Growth is stagnating in the Italian economy,
chiefly due to structural problems.

e 2020 budget scraps the value added tax
increase.

e With regional elections coming in 2020,
further political instability may be in store.

months, are beginning to taper off, as indicated
by company hiring prospects. Likewise, the
government has little budgetary leeway for fiscal
stimulus. In fact, it needs to find ways to drive
down sovereign debt (see Chart 1.2.5-a.

Meanwhile, November inflation stood at 0.4%
YoY, a common phenomenon in developed
economies due to slow salary growth (+0.8%
YoY in September]. Inflation is expected to
remain below 1% over the next two years.

The new government's more pro-European
stance has alleviated budgetary tensions with
Brussels. However, concerns still linger as to
whether the government will be able to remain
united and implement the reforms required to
boost growth (see Chart 1.2.5-b). Differences
between the four coalition parties are beginning
to reveal the fragile nature of the government.
Deteriorating economic prospects could ramp
up pressure on the government. The coming
regional elections may represent a key test.

Chart 1.2.5-a
Italy: risk premium comparison

— Risk premium: Greece
— Risk premium: Spain

— Risk premium: Italy
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Chart 1.2.5-b
Italy: Eurobarometer, assessment of membership of
the European Union
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Chart 1.2.5-c Chart 1.2.5-d
Italy: GDP breakdown and forecasts Italy: domestic demand breakdown and forecasts
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Table 1.2.5

Italy: main macroeconomic aggregates

2015 2016 2017 2018 2019(e) 202011 20211n)
GDP (% YoY, average) 0.7 1.4 1.8 0.7 0.2 0.3 0.5
Domestic demand contribution 1.1 1.9 1.6 0.9 -0.1 0.5 0.6
Foreign demand contribution -0.4 -0.5 0.1 -0.3 0.3 -0.2 -0.1
Private consumption contribution 1.1 0.7 0.9 0.5 0.3 0.2 0.4
Private investment contribution 0.3 0.7 0.6 0.5 0.4 0.0 0.1
Public spending contribution -0.1 0.1 -0.0 0.1 0.1 0.0 0.1
Domestic demand (% YoY, average) 1.1 2.0 1.7 1.0 -0.1 0.5 0.6
Total consumption (% YoY, average) 1.3 1.1 1.1 0.7 0.5 0.3 0.5
Private investment (% YoY, average) 1.6 4.2 3.5 3.0 2.3 0.1 0.8
Exports (YoY in %) 4.1 2.0 6.5 1.3 1.7 1.4 1.7
Imports (YoY in %) 6.3 4.2 6.6 2.4 0.9 2.1 2.1
Unemployment rate (%, last quarter) 11.5 11.8 11.0 10.5 9.7 9.9 9.9
Inflation (% YoY, last quarter) 0.2 0.1 0.9 1.4 0.4 0.8 1.1
Fiscal balance (% of GDP) -2.6 -2.4 -2.4 -2.2 -2.2 -2.5 -2.1
Trade balance (% of GDP) 2.5 2.9 2.8 2.2 2.8 2.7 2.7
Fiscal impulse (% of GDP) 1.5 1.5 1.4 1.5 1.4 1.1 1.4
Current account balance (% of GDP) 1.4 2.6 2.7 2.6 3.0 2.7 2.8
Official interest rate (end of period) 0.05 0.00 0.00 0.00 0.00 0.00 0.00
Short-term rate (end of period) -0.13 -0.32 -0.33 -0.31 -0.39 -0.39 -0.36
Long-term rate (end of period) 1.61 1.82 2.00 2.77 1.37 1.62 2.18
Exchange rate vs. USD (end of period) 1.09 1.05 1.20 1.15 1.09 1.09 1.13
Exchange rate vs. euro (end of period) n/r n/r n/r n/r n/r n/r n/r
Private credit (% YoY, average) n/a n/a n/a n/a n/a n/a n/a
Household credit (% YoY, average) -0.3 0.4 1.3 1.8 2.6 4.2 4.1
Non-financial priv. sect. credit (% YoY, average) -1.9 -2.0 -2.9 -0.3 -1.5 -0.3 2.1
Financial private sector credit (% YoY, average) -3.0 -3.9 -11.5 25.7 13.4 -4.2 -0.7
Savings rate (%, average) 10.2 10.2 9.6 9.4 9.7 9.7 10.4
Source: MAPFRE Economic Research (based on data from ISTAT) Click here to access the interactive
Forecast end date: January 7, 2020. version of this information
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Heavy losses for the Democratic Party and the
Five-Star Movement (two coalition parties) could
have consequences in terms of the stability of
the government.

1.2.6 United Kingdom

A comfortable election victory ensures a
Brexit as envisaged by the Conservative Party

The United Kingdom posted growth in the third
quarter of 2019, putting the year-on-year rate
at 1.0%. Private consumption has expanded by
1.2% YoY, while investment continues to show a
negative trend (-0.4%) and exports grew just
0.2% YoY adjusted for seasonality. We forecast
weak growth of 1.0% in 2020 (see Table 1.2.6
and Charts 1.2.6-c and 1.2.6-d).

Economic surveys have not been very
encouraging. All PMIs are in contraction
territory (<50 points] and deteriorated in
November (see Chart 1.2.6-a). Consumer
sentiment (GfK], which has been in negative
since 2016, also weakened slightly, standing at
-14 points in November. Industrial production
declined at a rate of -1.3% YoY according to the
October figure.

United Kingdom

e The majority secured by the Conservative Par-
ty will allow it to pass the Brexit agreement,
although the January 31 deadline still looks
challenging.

e The pound sterling rose powerfully thanks to
uncertainty being dispelled.

e Leaving the European Union will force the
United Kingdom to negotiate its own trade
agreements.

Inflation stood at 1.5% in October, with core
inflation at 1.7%. We estimate a figure of around
1.6% in 2020, amid a strong labor market, with
ILO unemployment at 3.9% in October and
salary growth of 3.6% in September.

At its December meeting, the Bank of England
left interest rates at 0.75%. The central bank's
monetary policy stance will be guided by the
Brexit scenario. If the economic slowdown gains
traction, coupled with appreciation of the pound
sterling and smoother inflation, the Bank of
England may be inclined to cut interest rates.
For now, our forecast is for stable interest rates
during 2020.

Chart 1.2.6-a
United Kingdom: PMls, 2017-2019

— Manufacturing PMI = Composite PMI = Services PMI
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Source: MAPFRE Economic Research (based on data from Markit)

Chart 1.2.6-b
United Kingdom: exchange rate, 2016-2019

— Exchange Rate (USD/GBP)
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Source: MAPFRE Economic Research (based on data from Markit)
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Chart 1.2.6-c Chart 1.2.6-d
United Kingdom: GDP breakdown and forecasts United Kingdom: domestic demand breakdown and
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Table 1.2.6

United Kingdom: main macroeconomic aggregates

2015 2016 2017 2018 | 2019(e) 2020(f) 20211
GDP (% YoY, average) 2.4 1.9 1.9 1.4 1.3 1.0 1.9
Domestic demand contribution 2.5 2.5 1.1 1.3 1.5 1.3 2.0
Foreign demand contribution -0.1 -0.6 0.7 0.1 -0.3 -0.3 -0.1
Private consumption contribution 1.8 2.4 1.4 1.0 0.8 0.8 1.2
Private investment contribution 0.6 0.6 0.3 -0.0 0.0 0.1 0.3
Public spending contribution 0.3 0.2 0.0 0.1 0.6 0.3 0.5
Domestic demand (% YoY, average) 2.5 2.6 1.2 1.3 1.5 1.3 2.0
Total consumption (% YoY, average) 2.7 3.2 1.8 1.4 1.7 1.3 2.0
Private investment (% YoY, average) 3.7 3.6 1.6 -0.1 0.2 0.6 2.1
Exports (YoY in %) 3.8 2.7 6.2 -0.8 0.4 1.7 2.2
Imports (YoY in %) 5.5 4. 3.5 0.7 3.5 1.4 2.4
Unemployment rate (%, last quarter) 5.1 4.7 4.4 4.0 3.8 3.8 3.7
Inflation (% YoY, last quarter) 0.1 1.2 3.0 2.3 1.6 1.6 1.6
Fiscal balance (% of GDP) -4.5 -3.2 -2.4 -2.2 -2.0 -2.1 -1.9
Trade balance (% of GDP) -6.1 -6.7 -6.6 -6.6 -6.8 -6.5 -6.5
Fiscal impulse (% of GDP) -2.2 -0.9 0.2 0.2 0.2 0.1 0.3
Current account balance (% of GDP) -4.9 -5.2 -35 -4.3 -4.3 -3.7 -3.5
Official interest rate (end of period) 0.50 0.25 0.50 0.75 0.75 0.75 1.00
Short-term rate (end of period) 0.59 0.37 0.52 0.91 0.79 0.81 1.01
Long-term rate (end of period) 2.02 1.28 1.25 1.33 0.70 1.14 1.52
Exchange rate vs. USD (end of period) 1.48 1.23 1.35 1.28 1.33 1.35 1.35
Exchange rate vs. euro (end of period) 1.36 1.17 1.13 1.1 1.20 1.21 1.20
Private credit (% YoY, average) n/a n/a n/a n/a n/a n/a n/a
Household credit (% YoY, average) 2.9 4.0 3.9 3.4 3.5 3.3 3.3
Non-financial priv. sect. credit (% YoY, average) -1.9 6.2 9.5 1.7 1.3 2.5 2.9
Financial private sector credit (% YoY, average) -13.9 7.3 9.4 5.1 5.0 5.0 5.1
Savings rate (%, average) 10.0 7.2 5.3 6.1 6.3 6.1 6.1
Source: MAPFRE Economic Research (based on data from the Office for National Statistics) Click here to access the interactive
Forecast end date: January 7, 2020. version of this information
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The December 12 elections handed a clear
victory to the Conservative Party, which is now
set to drive its Brexit agreement through
Parliament. However, doing so before January
31, 2020, looks a challenge, and the United
Kingdom may have to request a further delay
from the European Union. The British pound
has reacted positively to Brexit uncertainty
being dispelled, gaining value in the run-up to
the elections and reaching 1.35 USD/GBP once
the results were confirmed (see Chart 1.2.6-b).

The risks facing the British economy are
associated with companies potentially
relocating following the country’'s withdrawal
from the European Union, a cooling real estate
market and the pound sterling rising in value,
which would further ease inflation and hinder
exports. The likely signing of a withdrawal
agreement should clarify the UK's relationship
with the European Union, but marks the start of
a new set of challenges, in which the country
will have to negotiate its own trade agreements
outside the EU.

1.2.7 Japan

Fiscal stimulus in 2020 to counter the
slowdown

Japanese GDP grew 1.7% YoY in the third
quarter, largely the result of a surge in
consumption ahead of a value added tax (VAT)
hike on October 1. A slowdown is anticipated in
the final quarter of the year for the same

Chart 1.2.7-a
Japan: PMls, 2017-2019
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Source: MAPFRE Economic Research (based on data from Markit)

Japan

e The value added tax hike in early October and
adverse weather conditions point to a fourth
quarter of weak growth.

e The announced fiscal stimulus plan will be
critical to preventing further economic
deceleration.

e Exports are being hampered by various trade
tensions.

reason. Proportionally, private consumption is
the element that contributed most to this rally
(2.1%), while public spending posted the fastest
growth (2.8%). Exports have shrunk (-1.1% YoY)
amid trade tensions, while investment
rebounded (4.9% vs. 0.8% in the previous
quarter).

Components of the Coincident Indicator for
October show that the fourth quarter slowdown
made itself felt (industrial production -7.4%,
shopping mall sales -19%, wholesale sales
-10%). Meanwhile, December purchasing
managers' indices (PMls) pointed to a
deterioration mainly in the industrial sector,
with the indicator standing at 48.9, while the
services sector remains in positive territory,
albeit at a low 50.6, and the composite index
was marginally in negative territory at 49.8 (see
Chart 1.2.7-a). In this context, growth of the
Japanese economy in 2019 is expected to stand

Chart 1.2.7-b
Japan: central bank assets, 2009-2019
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Chart 1.2.7-c Chart 1.2.7-d
Japan: GDP breakdown and forecasts Japan: domestic demand breakdown and forecasts
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Table 1.2.7

Japan: main macroeconomic aggregates

2015 2016 2017 2018 2019(e) 2020(1) 202111
GDP (% YoY, average) 1.3 0.6 1.9 0.8 0.8 0.2 0.9
Domestic demand contribution 0.9 0.0 1.4 0.8 1.0 0.1 0.9
Foreign demand contribution 0.4 0.6 0.6 0.0 -0.2 0.1 -0.1
Private consumption contribution -0.1 -0.1 0.6 0.2 0.2 -0.2 0.4
Private investment contribution 0.4 -0.1 0.7 0.2 0.5 0.2 0.3
Public spending contribution 0.3 0.3 0.1 0.2 0.4 0.2 0.1
Domestic demand (% YoY, average) 0.9 0.0 1.3 0.8 1.0 0.1 0.9
Total consumption (% YoY, average) 0.3 0.3 0.9 0.5 0.8 0.0 0.7
Private investment (% YoY, average) 1.7 -0.3 3.0 1.1 2.0 0.7 1.4
Exports (YoY in %) 3.0 1.7 6.8 3.5 -1.9 0.9 2.6
Imports (YoY in %) 0.7 -1.6 3.4 3.3 -0.7 0.3 2.7
Unemployment rate (%, last quarter) 3.3 3.0 2.7 2.4 2.4 2.4 2.4
Inflation (% YoY, last quarter) 0.2 0.3 0.6 0.9 0.9 0.3 0.6
Fiscal balance (% of GDP) -3.6 -35 -3.0 -2.4 -2.7 -3.2 -2.9
Trade balance (% of GDP) -0.2 1.0 0.9 0.2 0.1 0.1 0.0
Fiscal impulse (% of GDP) n/a n/a n/a n/a n/a n/a n/a
Current account balance (% of GDP) 3.1 3.9 4.2 3.5 3.5 3.3 3.2
Official interest rate (end of period) 0.04 -0.06 -0.06 -0.06 -0.03 -0.06 -0.04
Short-term rate (end of period) 0.08 -0.05 -0.02 -0.07 -0.10 -0.07 -0.04
Long-term rate (end of period) 0.27 0.04 0.05 0.01 -0.10 -0.20 -0.11
Exchange rate vs. USD (end of period) 120.50 116.80 112.90 110.83 109.00 106.00 105.98
Exchange rate vs. euro (end of period) 131.19 123.12 135.40 126.90 118.70 115.66 119.42
Private credit (% YoY, average) 2.0 2.2 4.2 2.9 2.1 1.2 2.3
Household credit (% YoY, average) 1.1 1.3 2.2 2.8 1.5 0.1 0.0
Non-financial priv. sect. credit (% YoY, average) 0.4 1.8 2.4 1.9 3.2 1.5 1.7
Financial private sector credit (% YoY, average) 7.8 -0.2 8.0 5.9 0.8 1.7 1.7
Savings rate (%, average) 1.2 2.9 25 4.3 4.6 5.0 4.9
Source: MAPFRE Economic Research (based on data from the Statistics Bureau) Click here to access the interactive
Forecast end date: January 7, 2020. version of this information
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close to 0.8% and ease in 2020 to around 0.2%
(see Table 1.2.7 and Charts 1.2.7-c and 1.2.7-d).

Moreover, inflation in Japan is stagnating at
very low levels (0.2% in October), which,
together with the current fourth quarter
slowdown, could represent an argument in
favor of fiscal stimulus and eventually new
monetary stimulus. Indeed, in early December
2019, Prime Minister Shinzo Abe announced a
stimulus package worth 26 trillion yen (5% of
GDPJ, including increased public spending,
seeking to reduce downside risks following the
consumer tax hike in October.

The Bank of Japan kept official interest rates
unchanged at its last meeting in December, at
-0.10%, with a balance sheet showing assets
that now exceed 105% of GDP (see Chart 1.2.7-
b).

The global slowdown and accommodative
monetary policies adopted by central banks
around the world mean that the Japanese
economy does not stand out in any negative
way. This has meant some stability for the yen,
moving in a range of 105-109 JPY/USD.

1.2.8 Turkey

Recovery in 2020, but structural weaknesses
and risks persist

In the third quarter of 2019, Turkey's economy
grew 0.95% YoY. All elements of GDP recovered
except investment (-12.5%), due to the risk
associated with large external borrowing in
dollars, which remains strong. Consumption
recovered (+1.5%) after three quarters of rapid
contraction, with individuals and businesses
cutting debt levels. Exports grew 5.1% and
imports 7.6%. The current account balance
moved into a surplus in the second half of the
year, following currency devaluation.

As a result of low interest rates and improving
domestic consumption, we expect the Turkish
economy to grow 2.8% in 2020, moving fully into
an economic recovery (See Table 1.2.8 and
Charts 1.2.8-a and 1.2.8-b).

Inflation, meanwhile, has fallen steadily over
the past 12 months, from 25% to 8.6% in
October. However, due to the recovery in
domestic demand and currency stability, as
well as a waning base effect, inflation rallied to
10.6% in November. In the absence of
structural reforms, however, lower levels are
set to be elusive. We therefore expect inflation
to hold stable at around 11% during 2020.
Global accommodative policies and lower
inflation led the central bank to cut interest
rates by a further 200 basis points (bps]) in
December, putting rates at 12.0% (accumulated
reduction of 1,200 bps in one year). The Turkish
lira showed stability in 2019, fluctuating in a
range of 5.60-5.80 TRY/USD (see Charts 1.2.8-c
and 1.2.8-d).

The risks to the Turkish economy lie, first and
foremost, in the large external debt held in
dollars, mainly by companies. Moreover, a lack
of investor confidence in Turkey's economic
stability could exert further pressure on the
currency, inflation and interest rates. For the
time being, the external context and the
government’'s economic program have
reassured markets.

Turkey

e Interest rates being cut from 24% to 12% un-
derpins consumer sentiment.

¢ Domestic demand is recovering, an important
factor in galvanizing activity.

e High foreign debt and the balance sheet ad-
justments required at companies mean in-
vestment is curbed.
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Chart 1.2.8-a
Turkey: GDP breakdown and forecasts
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Source: MAPFRE Economic Research (based on data from
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Chart 1.2.8-b
Turkey: domestic demand breakdown and forecasts
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Source: MAPFRE Economic Research (based on data from
TURKSTAT)

Table 1.2.8
Turkey: main macroeconomic aggregates

2015
GDP (% YoY, average) 6.0
Domestic demand contribution 5.5
Foreign demand contribution 0.5
Private consumption contribution 3.4
Private investment contribution 2.7
Public spending contribution 0.5
Domestic demand (% YoY, average) 5.4
Total consumption (% YoY, average) 5.1
Private investment (% YoY, average) 9.1
Exports (YoY in %) 4.3
Imports (YoY in %) 1.8
Unemployment rate (%, last quarter) 10.5
Inflation (% YoY, last quarter) 8.2
Fiscal balance (% of GDP) =11
Trade balance (% of GDP) -5.6
Fiscal impulse (% of GDP) n/a
Current account balance (% of GDP) -3.7
Official interest rate (end of period) 8.81
Short-term rate (end of period) 11.47
Long-term rate (end of period) 10.74
Exchange rate vs. USD (end of period) 2.92
Exchange rate vs. euro (end of period) 3.18
Private credit (% YoY, average) 23.0
Household credit (% YoY, average) 12.5
Non-financial priv. sect. credit (% YoY, average) 29.9
Financial private sector credit (% YoY, average) 26.4
Savings rate (%, average) 28.3

Source: MAPFRE Economic Research (based on data from TURKSTAT)
Forecast end date: January 7, 2020.
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Chart 1.2.8-c
Turkey: inflation and interest rates, 2016-2019
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Source: MAPFRE Economic Research (based on data from the CBRT)

Chart 1.2.8-d
Turkey: exchange rate, 2016-2019
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Source: MAPFRE Economic Research (based on data from the CBRT)

1.2.9 Mexico

Growth in 2020 following a recession in 2019

The Mexican economy remained stagnant in the
third quarter of 2019, putting year-on-year
growth at 0% (adjusted for seasonality) and
-0.3% (not seasonally adjusted). This weak
performance from the economy stems from the
fact that all GDP items are in contraction with
the exception of exports, which grew 2.5%.
Private consumption declined (-0.3% YoY),
government spending was down (-2.3% YoY)
and investment likewise fell (-7.3% YoY).
Consumer confidence has also cooled, with the
manufacturing PMI in contraction at 48 points
(see Chart 1.2.9-c) and industrial production
declining -1.8%. GDP growth in 2019 could
therefore reach 0%.

After a period of five years in decline, a recovery
in terms of investment looks unlikely. With a
final addendum now having been signed, the
trade agreement between the United States,
Mexico and Canada (USMCA) has been ratified
by the Mexican Senate and is now set to be
passed by US and Canadian lawmakers. Mexico
is expected to return to growth in 2020 of
around 0.9% (see Table 1.2.9 and Charts 1.2.9-a
and 1.2.9-b).

In October, inflation stood at 3.0%, with core
inflation at 3.7% and interest rates holding at
relatively high levels (see Chart 1.2.9-d). We
expect a slight increase in 2020 due to rising

nominal salaries (4% in October). The Bank of
Mexico cut interest rates by a total of 100 basis
points (bps) in 2019. Interest rate policy in 2020
will be shaped by factors such as monetary
trends in the United States, foreign exchange

Mexico

e The Mexican economy is expected to post YoY
growth of 0% in 2019.

e Investment fell 7.3% in the third quarter of the
year.

e Nonetheless, GDP is expected to recover
gradually through 2020 to 0.9%.

fluctuations, inflationary control and the pace of
economic activity. An additional cumulative cut
of 75 bps to interest rates by the end of 2020
therefore seems feasible.

The main risks facing Mexico’'s economy at
present include failure to drive through the
economic and institutional reforms and
measures required to ensure a significant
revival of the country’'s economy.

Fundaciéon MAPFRE
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Chart 1.2.9-a Chart 1.2.9-b
Mexico: GDP breakdown and forecasts Mexico: domestic demand breakdown and forecasts
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Table 1.2.9

Mexico: main macroeconomic aggregates

2015 2016 2017 2018 20191e) 202011 20211
GDP (% YoY, average) 3.3 2.6 2.4 2.1 0.0 0.9 1.8
Domestic demand contribution 2.5 2.2 3.3 2.4 -1.4 0.5 2.0
Foreign demand contribution 0.8 0.4 -0.9 -0.2 1.4 0.3 -0.2
Private consumption contribution 1.8 2.3 2.3 1.5 0.4 1.1 1.6
Private investment contribution 1.1 0.2 -0.3 0.1 -0.9 -0.1 0.3
Public spending contribution 0.2 0.3 0.1 0.2 -0.1 0.2 0.3
Domestic demand (% YoY, average) 2.5 2.2 3.3 2.4 -1.4 0.5 2.0
Total consumption (% YoY, average) 2.6 3.4 3.0 2.1 0.4 1.6 2.8
Private investment (% YoY, average) 5.1 1.1 -1.6 0.6 -4.3 -0.5 1.4
Exports (YoY in %) 8.6 3.6 4.3 5.6 3.1 1.6 1.8
Imports (YoY in %) 6.0 2.4 6.9 6.2 -0.7 0.7 2.3
Unemployment rate (%, last quarter) 4.2 3.5 3.3 3.3 3.8 3.9 4.0
Inflation (% YoY, last quarter) 2.3 3.2 6.6 4.8 2.9 3.3 3.4
Fiscal balance (% of GDP) -3.4 -2.5 -1.1 -2.0 -2.0 -2.5 -2.6
Trade balance (% of GDP) -1.2 -1.2 -0.9 -1.1 0.4 -0.8 -0.7
Fiscal impulse (% of GDP) n/a n/a n/a n/a n/a n/a n/a
Current account balance (% of GDP) -2.6 -2.2 -1.7 -1.8 -0.0 -0.9 -0.7
Official interest rate (end of period) 3.25 5.75 7.25 8.25 7.25 6.50 6.25
Short-term rate (end of period) 3.50 6.02 7.56 8.50 7.45 6.54 9./3
Long-term rate (end of period) 6.28 7.42 7.66 8.70 6.83 6.79 6.72
Exchange rate vs. USD (end of period) 17.20 20.74 19.67 19.65 19.47 19.39 19.53
Exchange rate vs. euro (end of period) 18.73 21.86 23.59 22.50 21.20 21.16 22.00
Private credit (% YoY, average) 13.6 16.3 12.1 10.4 12.0 7.9 5.3
Household credit (% YoY, average) 8.4 12.8 10.0 8.4 6.8 6.9 8.4
Non-financial priv. sect. credit (% YoY, average) n/a n/a n/a n/a n/a n/a n/a
Financial private sector credit (% YoY, average) -11.4 3.5 1.7 -0.8 6.6 17.5 12.0
Savings rate (%, average) 14.6 12.8 10.7 12.5 16.3 16.8 16.7
Source: MAPFRE Economic Research (based on data from INEGI) Click here to access the interactive
Forecast end date: January 7, 2020. version of this information
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Chart 1.2.9-c
Mexico: manufacturing PMI, 2016-2019
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Chart 1.2.9-d
Mexico: inflation and interest rates, 2016-2019
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Source: MAPFRE Economic Research (based on data from the
Bank of Mexico and INEGI)

1.2.10 Brazil

New reforms planned to follow the overhaul of
pensions

The Brazilian economy grew in the third quarter
of 2019, putting the year-on-year growth rate at
1.2%, representing a slight acceleration.

Private consumption was up to 1.9% and
investment to 2.9%. Exports contracted (-5.5%),
while imports expanded 2.2% thanks to strong
domestic demand. Government spending
slipped 1.4%, in line with efforts to shore up
fiscal consolidation. Moreover, recent industrial
output data (showing growth of 1.0%) confirmed
that the recovery is digging in. The current
account balance expanded again in October to
-3.0%, driven by robust domestic demand (see
Chart 1.2.10-c).

Based on the above, 2019 is expected to end
with growth of 1.1% and 2020 with expansion of
2.0% (see Table 1.2.10 and Charts 1.2.10-a and
1.2.10-b).

Inflation, meanwhile, remains on a downward
trajectory, pointing to average inflation of 3.6%
in 2019 (see Chart 1.2.10-d). The inflation figure
is likely to hold at similar levels over the next
two years. In December, the central bank cut
Selic rates by 50 basis points (bps) to 4.50%,
based on inflation being under control and a
relatively stable external scenario. Thanks to
low inflation and despite recent exchange rate

weakness, we believe the central bank could
cut rates by an additional 50 bps during 2020 to
stimulate growth.

Brazil

e The growth of 1.1% forecast for 2019 means
consolidation of the Brazilian economic re-
covery.

e According to the latest data, industrial produc-
tion expanded by 1.0%.

e The Brazilian government has announced a
new series of reforms to drive progress to-
ward budgetary equilibrium.

The pension reforms that have already been
passed are expected to secure savings of 700
billion reals over 10 years. The current
administration has already announced a fresh
raft of reforms aimed at achieving fiscal
equilibrium and accountability at all levels of
the administration. The primary deficit should
stand close to 1.0% in 2019 and 0.7% in 2020,
with a total deficit of 6.2% and 5.8%
respectively.
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Chart 1.2.10-a
Brazil: GDP breakdown and forecasts
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Chart 1.2.10-b
Brazil: domestic demand breakdown and forecasts
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Source: MAPFRE Economic Research (based on data from
the Brazilian Institute of Geography and Statistics, IBGE)

Table 1.2.10
Brazil: main macroeconomic aggregates

2015 2016 2017 2018 | 2019 2020if) 202111
GDP (% YoY, average) -3.6 -3.3 1.3 1.3 1.1 2.0 2.3
Domestic demand contribution -7.1 -5.1 1.7 2.1 2.2 2.9 2.7
Foreign demand contribution 3.6 1.9 -0.4 -0.8 -1.1 -0.9 -0.3
Private consumption contribution -2.2 -2.6 1.3 1.4 1.3 1.5 1.7
Private investment contribution -2.9 -2.3 -0.4 0.6 0.5 0.6 1.0
Public spending contribution -0.2 0.0 -0.1 0.1 -0.1 0.1 0.0
Domestic demand (% YoY, average) -6.7 -4.9 1.7 2.1 2.1 2.8 2.6
Total consumption (% YoY, average) -2.8 -3.0 1.4 1.7 1.4 1.9 2.0
Private investment (% YoY, average) -14.0 -11.9 -2.5 3.9 3.3 3.7 5.7
Exports (YoY in %) 6.9 0.9 5.4 3.3 -3.8 -1.4 3.4
Imports (YoY in %) -14.1 -9.7 7.3 7.5 2.6 &y b
Unemployment rate (%, last quarter) 8.9 12.0 11.8 11.6 1.3 10.1 9.7
Inflation (% YoY, last quarter) 10.4 7.0 2.8 4.1 2.9 3.7 3.7
Fiscal balance (% of GDP) -10.2 -9.0 -7.8 -7.1 -6.1 -5.7 -4.9
Trade balance (% of GDP) 1.0 25 3.1 2.8 2.0 1.8 1.7
Fiscal impulse (% of GDP) n/a n/a n/a n/a n/a n/a n/a
Current account balance (% of GDP) -3.0 -1.3 -0.7 -2.2 -3.0 -3.0 -2.8
Official interest rate (end of period) 14.25 13.75 7.00 6.50 4.50 4.00 6.00
Short-term rate (end of period) 14.15 13.65 6.90 6.40 4.37 3.93 5.41
Long-term rate (end of period) 16.10 11.36 10.24 9.28 6.86 6.83 7.28
Exchange rate vs. USD (end of period) 3.90 3.26 3.31 3.87 4.15 4.16 B85
Exchange rate vs. euro (end of period) 4.25 3.43 3.97 AAA 4.52 4.54 4.45
Private credit (% YoY, average) n/a n/a n/a n/a n/a n/a n/a
Household credit (% YoY, average) 10.1 4.3 4.6 6.8 10.5 14.3 15.7
Non-financial priv. sect. credit (% YoY, average) n/a n/a n/a n/a n/a n/a n/a
Financial private sector credit (% YoY, average) n/a n/a n/a n/a n/a n/a n/a
Savings rate (%, average) 18.5 17.2 17.4 16.1 16.5 15.3 15.1

Click here to access the interactive
version of this information

Source: MAPFRE Economic Research (based on data from the Brazilian Institute of Geography and Statistics, IBGE)
Forecast end date: January 7, 2020.
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Chart 1.2.10-c
Brazil: current account balance sheet,
2016-2019

= Current account balance sheet (% of GDP)
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Source: MAPFRE Economic Research (based on data from the
Central Bank of Brazil)

Chart 1.2.10-d
Brazil: inflation, 2016-2019

— CPI
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Source: MAPFRE Economic Research (based on data from the Brazil-
ian Institute of Geography and Statistics)

1.2.11 Argentina
Economic prospects remain poor

The economic outlook for Argentina over the
coming years remains weak. In the third
quarter the Argentinian economy shrank 1.5%
YoY seasonally adjusted, with a significant
slump in private consumption (-6%) and
investment (-17% YoY). Nonetheless, the real
adjustment and currency depreciation have
underpinned export growth (13% in the third
quarter]). The Argentinian economy is expected
to decline 3.0% in 2019, with contraction in
2020 of 1.3% YoY, while a recovery is set to
begin as of 2021 (see Table 1.2.11 and Charts
1.2.11-aand 1.2.11-b).

Inflation remains rampant (49% in November),
compounded by sharp currency depreciation.
We estimate inflation of around 35% in 2020
and 24% in 2021. The central bank's
benchmark interest rate (the seven-day LELIQ)
stands at 63% (see Chart 1.2.11-c). Official
rates are set to remain high in an effort to
control exchange rates. Easing domestic
consumption and declining imports should help
to secure equilibrium for the current account
balance, which may move into surplus in 2020
and 2021.

The Argentinian peso failed to return to the
levels seen prior to the primary elections of
August. At the close of 2019, the peso seemed
to have stabilized in the region of 60 ARS/USD

Argentina
e GDPis expected to shrink -3% in 2019.

e Economic activity will decline further in 2020,
by 1.3%.

¢ Inflation is set to stand at 55% in 2019 and
around 35% in 2020.

(see Chart 1.2.11-d). However, continuation of
the crisis over the next year could trigger
further depreciation in 2020 and 2021.

With the country being propped up by the
International Monetary Fund (IMF], the
government's priorities will be to secure fiscal
balance equilibrium in the medium-term and to
cut public debt. We estimate a fiscal deficit of
4.3% of GDP in 2019 and 4.5% in 2020. The
country will only be able to reduce public debt
in the medium-term via revenue from
privatizations and by cutting public spending to
steady the fiscal balance.
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Chart1.2.11-a Chart 1.2.11-b
Argentina: GDP breakdown and forecasts Argentina: domestic demand breakdown and forecasts
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Table 1.2.11

Argentina: main macroeconomic aggregates

2015 2016 2017 2018 | 2019 202011 202111
GDP (% YoY, average) 2.7 -2.0 2.7 -2.4 -3.0 -1.3 1.3
Domestic demand contribution 4.4 -1.6 b.4 -3.6 -10.7 -4.6 1.1
Foreign demand contribution -1.7 -0.4 -3.7 1.3 7.7 3.8 0.2
Private consumption contribution 2.5 -0.5 2.9 -1.7 -5.5 -2.8 0.7
Private investment contribution 0.7 -1.1 2.3 -1.1 -3.9 -2.6 0.3
Public spending contribution 0.9 -0.1 0.4 -0.4 -0.1 0.1 0.3
Domestic demand (% YoY, average) 4.2 -1.5 6.0 -3.2 -9.9 -4.5 1.2
Total consumption (% YoY, average) 4.1 -0.7 3.8 -2.6 -6.3 -3.2 1.2
Private investment (% YoY, average) 3.4 -5.7 12.0 -4.5 -19.3 -15.8 2.0
Exports (YoY in %) -2.8 6.0 1.7 -0.4 8.2 4.1 3.6
Imports (YoY in %) 4.9 6.1 15.3 -3.8 -20.9 -9.7 3.1
Unemployment rate (%, last quarter) 7.0 7.6 7.2 9.1 9.9 9.3 8.6
Inflation (% YoY, last quarter) 26.0 37.5 23.3 47.4 52.0 35.1 23.9
Fiscal balance (% of GDP) -5.9 -5.8 -5.9 -5.0 -4.3 -4.5 -35
Trade balance (% of GDP) -0.1 0.8 -0.9 -0.2 4.2 6.3 6.2
Fiscal impulse (% of GDP) -3.9 -4.1 -3.7 -2.2 -0.5 -0.5 0.3
Current account balance (% of GDP) -2.7 -2.7 -4.9 -5.1 -1.4 0.4 0.4
Official interest rate (end of period) 33.00 24.75 28.75 59.25 73.75 54.00 26.00
Short-term rate (end of period) 23.50 26.23 27.44 56.76 53.06 26.08 21.18
Long-term rate (end of period) 6.65 7.00 5.91 10.86 24.79 8.99 7.70
Exchange rate vs. USD (end of period) 13.04 15.89 18.65 37.70 60.47 82.19 101.72
Exchange rate vs. euro (end of period) 14.20 16.75 22.37 43.17 65.86 89.68 114.61
Private credit (% YoY, average) n/a n/a n/a n/a n/a n/a n/a
Household credit (% YoY, average) n/a n/a n/a n/a n/a n/a n/a
Non-financial priv. sect. credit (% YoY, average) n/a n/a n/a n/a n/a n/a n/a
Financial private sector credit (% YoY, average) n/a n/a n/a n/a n/a n/a n/a
Savings rate (%, average) n/a n/a n/a n/a n/a n/a n/a
Source: MAPFRE Economic Research (based on data from INDEC) Click here to access the interactive
Forecast end date: January 7, 2020. version of this information
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Chart 1.2.11-c
Argentina: inflation and interest rates, 2016-2019

— CPI = Interest rate
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Source: MAPFRE Economic Research (based on data from the
Central Bank of the Argentine Republic)

Chart 1.2.11-d
Argentina: exchange rate, 2016-2019
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Source: MAPFRE Economic Research (based on data from the
Central Bank of the Argentine Republic)

1.2.12 China

A trade agreement with the United States is a
first step toward more balanced trade

Growth in China slowed to 6.1% in 2019
(estimated) from 6.6% the previous year. This
was partly due to a rapid slowdown in exports
(from 4.4% to 1.5%) and the government's
sharper focus on controlling domestic risks.
Consumption remains strong (6.8% YoY in 2019
estimated], partly thanks to the raft of
measures aimed at stimulating domestic
demand and to counter the foreign sector
slowdown (tax cuts and boosting credit to the
private sector).

The Chinese government is expected to sustain
monetary and fiscal stimulus with the aim of
shoring up the desired level of growth,
supported by inflation controlled at around
2.0% in 2020 and interest rates commensurate
with such price growth (see Chart 1.2.12-c]. It
should be noted that the government is now
more focused on risk control and limiting any
short-term stimulus that might exacerbate
economic imbalances, with an emphasis on
fiscal measures. Meanwhile, the 2019 current
account balance showed a surplus of just 0.3%
of GDP, triggering debate as to whether China
may begin to run a deficit going forward.

We expect Chinese economic growth to slow
further (5.7% in 2020 and 2021), the drivers
being private consumption and public spending,

as well as exports that may potentially mark a
return to accelerating levels (see Table 1.2.12
and Charts 1.2.12-a and 1.2.12-b).

China

e Chinese economic growth remains in a con-
trolled slowdown.

e Foreign trade may regain moderate traction in
2020.

¢ Signing of the phase one agreement with the
United States is pending.

The main short-term uncertainty for the
Chinese economy is the outcome of the trade
war with the United States. This uncertainty
may begin to dissipate thanks to the so-called
"Phase 1" trade negotiation agreement, which
envisages a reduction in tariffs in September.
Signing this agreement would help reduce the
tariff burden on exports and boost market
sentiment, and would likely result in the yuan
stabilizing at around 7.0 CNY/USD over the next
few months (see Chart 1.2.12-d).
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Chart 1.2.12-a Chart 1.2.12-b
China: GDP breakdown and forecasts China: domestic demand breakdown and forecasts
— GDP (Yo, %) [ Public spending B Inventory changes

Domestic demand contribution

B Foreign demand contribution [ Private investment B Private consumption
eign ibuti

10 10
8 8

[
1
I
I
T
I/
I/

N
N
i

| — s aEE =E 0
0 . ]
2 -2 —
@ o IS PN 2 Z I N
S IS S S Q & Q Q
Source: MAPFRE Economic Research (based on data from the Source: MAPFRE Economic Research (based on data from the
BoPRC) BoPRC)
Table 1.2.12

China: main macroeconomic aggregates

2015 2016 2017 2018 2019¢(e) 2020if) 20211
GDP (% YoY, average) 6.9 6.7 6.8 6.6 6.1 5.7 5.7
Domestic demand contribution 6.9 7.3 6.1 7.1 5.5 53 5.2
Foreign demand contribution 0.0 -0.6 0.6 -0.5 0.6 0.4 0.5
Private consumption contribution 3.1 3.1 2.6 2.9 2.7 2.6 2.6
Private investment contribution 3.3 3.1 2.2 2.1 1.8 1.7 1.7
Public spending contribution 0.9 1.1 1.1 2.0 0.7 0.9 0.8
Domestic demand (% YoY, average) 7.1 7.5 6.2 7.2 5.6 5.4 586
Total consumption (% YoY, average) 8.0 8.5 7.2 9.4 6.5 6.6 6.3
Private investment (% YoY, average) 7.3 6.7 4.8 4.7 4.0 3.9 4.0
Exports (YoY in %) 0.4 1.9 6.9 WA 1.6 1.4 2.8
Imports (YoY in %) 0.4 3.3 8.3 6.7 -1.5 2.6 4.2
Unemployment rate (%, last quarter) 4.1 4.0 3.9 3.8 3.6 3.6 3.6
Inflation (% YoY, last quarter) 1.5 2.2 1.8 2.2 3.9 2.0 2.1
Fiscal balance (% of GDP) -3.4 -3.8 -3.7 -4.2 A -4.8 -4.3
Trade balance (% of GDP) 5.3 A 3.9 2.9 3.3 3.0 2.9
Fiscal impulse (% of GDP) n/a n/a n/a n/a n/a n/a n/a
Current account balance (% of GDP) 2.8 1.8 1.6 0.4 1.2 0.8 0.8
Official interest rate (end of period) 2.32 2.59 3.09 3.07 2.53 2.53 2.75
Short-term rate (end of period) 3.05 4.25 5.53 3.70 3.16 2.89 3.16
Long-term rate (end of period) 2.82 3.05 3.91 3.26 3.23 3.41 3.56
Exchange rate vs. USD (end of period) 6.49 6.94 6.51 6.88 7.06 7.07 6.92
Exchange rate vs. euro (end of period) 7.07 7.32 7.80 7.87 7.69 7.72 7.80
Private credit (% YoY, average) 14.8 13.3 10.5 12.0 12.4 11.0 9.4
Household credit (% YoY, average) n/a n/a n/a n/a n/a n/a n/a
Non-financial priv. sect. credit (% YoY, average) n/a n/a n/a n/a n/a n/a n/a
Financial private sector credit (% YoY, average) n/a n/a n/a n/a n/a n/a n/a
Savings rate (%, average) 39.3 38.3 38.6 38.3 38.3 38.2 38.5
Source: MAPFRE Economic Research (based on data from the BoPRC) Click here to access the interactive
Forecast end date: January 7, 2020. version of this information
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Chart 1.2.12-c
China: interest rates, 2016-2019
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Chart 1.2.12-d
China: exchange rate, 2016-2019
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1.2.13 Indonesia

Economic growth should
remain buoyant during 2020

Indonesia’s economy grew 5.0% in the third
quarter of 2019 amid a global slowdown,
stagnant exports and imports shrinking 8.9%.
Private demand and public spending are the
two factors making the strongest contributions
to growth. The global trend of interest rate
reductions should support growth, with
Indonesia cutting interest rates 4 times (100
basis points) in 2019 to 5.0%. Thus, the
economy is expected to grow 4.9% in 2020 and
5.2% in 2021 (see Table 1.2.13 and Charts
1.2.13-a and 1.2.13-b].

Inflation stood at 3.0% in November, within the
central bank's target range (2.0%-4.0%).
Inflation is set to climb in 2020 due to certain
regulated prices rising, such as electricity and
diesel, but also driven by stronger food price
inflation as a result of dry weather in the
second half of 2019.

The Indonesian central bank lowered interest
rates on four consecutive occasions to 5.0% in
October (see Chart 1.2.13-c). The authority is
expected to pause the rate decline path,
although continuation of its loose monetary
policy cannot be ruled out. At the November
meeting, the central bank also lowered the
mandatory primary reserve ratio for
commercial banks from 6.0% to 5.50% and the

secondary reserve ratio to 3.0%, with the aim of
boosting liquidity in the system. With positive
real interest rates (5%-3%), the authority hopes
to maintain a differential that will attract direct

Indonesia

e Domestic demand and public spending are the
growth drivers.

e Exports are suffering as a result of the global
slowdown, albeit to a lesser extent than other
countries in the region.

e Seeking loose financial conditions internally,
while remaining attractive to foreign financing.

foreign investment and finance a current
account deficit that is set to hold at around 3%.
The aim therefore is to establish slightly looser
financial conditions internally without
tarnishing the economy's appeal to foreign
investors (see Chart 1.2.13-d).

Global trade tensions have resulted in lower
foreign sector activity due to the global
slowdown. However, the direct impact on
Indonesia has been eased by the country's
lower level of integration in global supply
chains compared to other Asian countries.
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Chart 1.2.13-a Chart 1.2.13-b
Indonesia: GDP breakdown and forecasts Indonesia: domestic demand breakdown and forecasts
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Table 1.2.13

Indonesia: main macroeconomic aggregates

2015 2016 2017 2018 2019(e) 2020(1) 202111
GDP (% YoY, average) 4.9 5.0 5.1 5.2 5.0 4.9 5.2
Domestic demand contribution 3.9 4.9 4.8 6.2 3.7 5.4 5.5
Foreign demand contribution 0.9 0.1 0.3 -1.0 1.3 -0.6 -0.3
Private consumption contribution 2.7 2.8 2.8 2.8 2.9 2.9 3.0
Private investment contribution 1.6 1.5 2.0 2.2 1.5 1.7 2.3
Public spending contribution 0.5 -0.0 0.2 0.4 0.4 0.5 0.5
Domestic demand (% YoY, average) 4.0 5.0 4.8 6.3 3.7 5.6 5.6
Total consumption (% YoY, average) 4.9 A 4.6 5.1 5.1 5.4 5.6
Private investment (% YoY, average) 5.0 4.5 6.1 6.7 4.6 5.3 6.9
Exports (YoY in %) -2.1 -1.6 9.0 6.5 -1.2 0.5 35
Imports (YoY in %) -6.2 -2.4 8.1 12.2 -7.5 3.6 5.5
Unemployment rate (%, last quarter) 5.8 5.5 5.3 5.2 4.8 4.5 4.2
Inflation (% YoY, last quarter) 4.8 3.3 3.5 3.2 3.0 3.2 2.9
Fiscal balance (% of GDP) -2.6 -25 -2.6 -1.7 -2.1 -2.4 -2.0
Trade balance (% of GDP) 1.6 1.6 1.9 -0.0 0.2 0.1 0.3
Fiscal impulse (% of GDP) n/a n/a n/a n/a n/a n/a n/a
Current account balance (% of GDP) -2.0 -1.8 -1.6 -2.9 -2.7 -2.6 -2.5
Official interest rate (end of period) 6.25 4.75 4.25 6.00 5.00 5.00 4.75
Short-term rate (end of period) 8.86 7.46 5.48 7.70 5.45 5.80 6.45
Long-term rate (end of period) 8.81 7.85 6.30 7.90 7.00 7.12 7.38
Exchange rate vs. USD (end of period) 13,836 13,525 13,484 14,380 14,121 14,055 13,863
Exchange rate vs. euro (end of period) 15,063 14,257 16,171 16,465 15,379 15,335 15,620
Private credit (% YoY, average) 10.6 7.8 8.2 10.8 9.6 10.3 10.2
Household credit (% YoY, average) n/a n/a n/a n/a n/a n/a n/a
Non-financial priv. sect. credit (% YoY, average) n/a n/a n/a n/a n/a n/a n/a
Financial private sector credit (% YoY, average) 32.0 10.1 15.1 5.6 0.3 8.0 8.5
Savings rate (%, average) 17.0 17.0 17.0 17.1 17.2 16.8 16.9
Source: MAPFRE Economic Research (based on data from the BPS) Click here to access the interactive
Forecast end date: January 7, 2020. version of this information
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Chart 1.2.13-c
Indonesia: interest rates, 2016-2019

— Bank of Indonesia 7 Day Reverse Repo Rate (Announcement)

2017 2018 2019

Source: MAPFRE Economic Research (based on data from Markit)

Chart 1.2.13-d
Indonesia: financial conditions index, 2016-2019
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1.2.14 Philippines

Growth recovery driven by strong domestic
demand

The Philippine economy grew at a rate of 6.2%
YoY in the third quarter of 2019, accelerating
following a more sluggish start to the year, with
the manufacturing sector showing a positive
trend throughout 2019 (see Chart 1.2.14-c).

Public spending was revitalized following the
May elections (9.6% in the third quarter), while
private consumption remained strong (6.2%),
although investment failed to recover in the
quarter. There were improvements to consumer
sentiment (4.6) and business confidence (56.1)
in the third quarter, with the exception being the
construction sector (30.6). This suggests a
potential recovery in economic activity.

The trade balance held in positive territory
during 2019 thanks to imports (-10.5% YoY as
per September] shrinking faster than exports
(-2.6%), while both had posted double-digit
growth in previous years. However, in the
medium-term we continue to project a current
account deficit in excess of 2%. In this context,
we expect economic growth to re-accelerate
from 5.8% in 2019 to 6.0% in 2020. Nonetheless,
this remains short of the government target of
6.5%-7.5% (see Table 1.2.14 and Charts 1.2.14-
aand 1.2.14-b).

As far as inflation is concerned, in the third
quarter the figure slipped to 0.8%, albeit largely
due to base effects caused by price growth the
previous year. Once these underlying effects
dissipate, inflation is expected to return to 3.0%
in 2020 and 3.2% in 2021.

Philippines

e The Philippine economy is set to gain buoyancy
in 2020.

e Private consumption is growing at a rate of
6.2% while public spending is being reinvigo-
rated, but exports and imports are in decline.

e The central bank cut interest rates to 4.0% and
bank reserve requirements to 14%.

The central bank of the Philippines cut interest
rates 3 times in 2019 to 4% in September, a
cumulative decrease of 75 basis points [(see
Chart 1.2.14-d). In December, the central bank
again lowered the reserve requirement ratio
(RRR) for banks by 100 bps to 14%,
accumulating a 400 bps drop this year. We
expect interest rates to be cut by 25 bps in 2020
to 3.75%.
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Chart 1.2.14-a
Philippines: GDP breakdown and forecasts, 2015-2019

Chart 1.2.14-b
Philippines: domestic demand breakdown

and forecasts, 2015-2019

— GDP (YoY, %)
Domestic demand contribution
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Source: MAPFRE Economic Research (based on PSA data) Source: MAPFRE Economic Research (based on PSA data)

Table 1.2.14
Philippines: main macroeconomic aggregates

2015 2016 2017 2018 2019(e) 202011 202111
GDP (% YoY, average) 6.0 6.9 6.7 6.2 5.8 6.0 5.7
Domestic demand contribution 9.1 11.9 7.4 9.0 6.5 7.0 6.5
Foreign demand contribution -3.0 -5.0 -0.7 -2.8 -0.7 =1:0 -0.8
Private consumption contribution 4.4 4.9 4.1 3.8 4.0 3.9 3.8
Private investment contribution 3.6 6.2 2.7 3.7 0.9 1.9 1.8
Public spending contribution 0.8 0.9 0.6 1.4 0.9 1.0 0.9
Domestic demand (% YoY, average) 9.0 11.5 6.8 8.4 5.9 6.3 5.9
Total consumption (% YoY, average) 6.5 7.4 5.9 6.6 6.2 6.1 5.8
Private investment (% YoY, average) 16.6 26.6 9.4 13.2 2.9 6.4 6.1
Exports (YoY in %) 8.7 11.7 19.7 13.4 2.9 5.9 5.2
Imports (YoY in %) 14.6 20.5 18.2 16.0 3.6 6.6 5.6
Unemployment rate (%, last quarter) 5.6 4.7 5.0 5.1 5.5 5.3 4.9
Inflation (% YoY, last quarter) 0.3 2.0 3.0 5.9 1.5 3.0 3.2
Fiscal balance (% of GDP) -0.9 -2.4 -2.2 -3.2 -2.6 -3.0 -3.0
Trade balance (% of GDP) -8.0 -11.7 -12.8 -15.4 -14.2 -14.5 -14.7
Fiscal impulse (% of GDP) n/a n/a n/a n/a n/a n/a n/a
Current account balance (% of GDP) 2.5 -0.4 -0.7 -2.6 -1.6 -1.9 -1.9
Official interest rate (end of period) 4.00 3.00 3.00 4.75 4.00 BN/ 4.00
Short-term rate (end of period) 3.03 2.50 3.22 5.03 4.08 3.92 4.28
Long-term rate (end of period) 4.10 4.63 5.70 7.05 4.38 4.17 4.95
Exchange rate vs. USD (end of period) 47.17 49.81 49.92 52.72 50.99 51.15 50.24
Exchange rate vs. euro (end of period) 51.35 52.51 59.87 60.37 55.53 55.81 56.60
Private credit (% YoY, average) 13.2 15.3 18.0 17.0 9.5 13.5 12.1
Household credit (% YoY, average) n/a n/a n/a n/a n/a n/a n/a
Non-financial priv. sect. credit (% YoY, average) n/a n/a n/a n/a n/a n/a n/a
Financial private sector credit (% YoY, average) 2.6 8.7 9.2 10.2 6.9 9.2 8.8
Savings rate (%, average) 7.7 7.8 8.1 7.7 7.0 8.6 8.9

Click here to access the interactive
version of this information

Source: MAPFRE Economic Research (based on PSA data)
Forecast end date: January 7, 2020.
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Chart 1.2.14-c
Philippines: manufacturing PMI, 2016-2019

— Manufacturing PMI
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Source: MAPFRE Economic Research (based on data from Markit)

Chart 1.2.14-d
Philippines: inflation and interest rates, 2016-2019

— CPI
— Overnight Reverse Repurchase Agreement RRP Rate
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Source: MAPFRE Economic Research [based on data from the
Philippines Central Bank)
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2. Industry outlook

2.1 The economic environment and its
impact on demand for insurance

2.1.1 Global markets

The current economic situation is one of a
confirmed slowdown in global growth, which is
estimated to stand at 3% in 2019 compared to
3.6% in 2018. This economic deceleration has
undermined the expansion of global insurance
premiums, particularly in the Non-Life
business.

However, forecasts of economic growth at
around 3.1% in 2020 suggest stabilization of the
global economy, with a stronger performance
from emerging markets. This indicates a
recovery in premiums growth in the Non-Life
insurance segment worldwide, possibly at
around 3.7% (measured in USD] during 2020},
with a trend shift toward a more robust
recovery in subsequent years as prospects of
stronger global economic activity materialize
(see Table 2.1.1 and Chart 2.1.1).

Meanwhile, the accommodative monetary
policies adopted by most monetary authorities
in an effort to bolster growth have seen interest
rates stabilize at relatively low levels. Messages
conveyed by major central banks suggest that
this situation will continue for as long as weak
economic growth persists, which would be
detrimental to development of the traditional

Chart 2.1.1

Global markets: Non-Life premiums growth
(quarterly change, %)

— Premiums growth (in current USD)

2002
2004
2006
2008
2010
2012
2014
2016
2018
2020

Source: MAPFRE Economic Research

Life savings and annuity insurance business
lines. However, in many emerging markets
interest rates remain significantly higher than
in developed markets. Combined with Llikely
economic improvements, this scenario
indicates that such countries offer business
opportunities for these types of products.

Table 2.1.1

Global markets: Non-Life premiums growth forecasts
(YoY, %)

2016 2017

USD: current prices

2018 2019te) 2020(f) 2021(f)

Global Total USD 3.0 5.2

6.8 1.5 3.7 6.0

Source: MAPFRE Economic Research
Forecast end date: January 8, 2020.
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Table 2.1.2
Eurozone: Non-Life premiums growth forecasts
(YoY, %)

I P A T
3.6 2.6 2.2 2.0 2.1

Euros: current prices 0.9
USD: current prices 0.6 5.6 7.4 -3.5 -0.4 3.9
Euros: constant prices 0.2 2.3 0.7 0.8 0.8 0.6

Source: MAPFRE Economic Research
Forecast end date: January 8, 2020.

2.1.2 Eurozone

As noted in the first part of this report, the 2020
forecast for real GDP growth in the eurozone is
around 1%, slowing slightly compared to the
growth estimated for 2019 (1.2%). However,
prospects point to a slight improvement in the
region's economic performance in 2021 (1.3%).

Growth in the Non-Life and Life Protection
insurance business is expected to remain
relatively weak, at around 2% in 2020 (0.8% in
real terms), with real growth falling short of
real eurozone GDP growth, as has been the
tendency in recent years (see Table 2.1.2 and
Chart 2.1.2-a). It should be noted that this is
affected by the weight of major insurance
markets in the region, where the maturity of
the above business lines is strong.

Moreover, inflation in the eurozone remains low
but is gradually rising, leading the European
Central Bank (ECB) to leave official interest
rates unchanged in its last meeting.
Furthermore, as anticipated, the net asset
purchase program was resumed on November
1, as part of the asset acquisition program, to
the tune of 20 billion euros per month. The
risk-free yield curves produced by the
European Insurance and Occupational Pensions
Authority (EIOPA) indicate a slight recovery
from interest rates across the curve, albeit still
standing well below the minimum levels of
2018. Chart 2.1.2-b shows the minimum,
average and maximum levels posted in 2018, as
well as the levels indicated by the latest curves
published by EIOPA for the months of
September and November 2019 (the interactive
version of this information can be found via the
link at the bottom right of Chart 2.1.2-b). As
this information shows, the interest rate curve
remains in negative values, affecting all curve

Chart 2.1.2-a

Eurozone: Non-Life premiums growth
(quarterly change, %)

— Growth in premiums (euros, nominal)
— Growth in premiums (euros, real)
== Growth in USD (nominal)

2016
2017
2018
2019
2020
2021

Source: MAPFRE Economic Research

Chart 2.1.2-b

Eurozone: risk-free yield curve
(%)

@ 2018 Average == Sept. 2019 =— Nov. 2019
Ranae of minimum and maximum values
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Source: MAPFRE Economic Click here to access the
Research (based on data from interactive version of this
EIOPA) information
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terms of under 10 years, which in practice
hinders the insurance industry from developing
the Life business lines of savings and annuities
insurance. However, the Euro Stoxx 50 index
has risen by 25.8% over the year to date
(through to December 21], which amid low
interest rates may support the development of
Life insurance products in which the
policyholder assumes the investment risk.

2.1.3 Germany

Forecasts for the German economy point to
2020 GDP growth of around 0.6% in real terms,
matching the estimated growth for 2019
(compared to 1.6% in 2018). However, it is
important to note that expectations for
Germany's economic performance have
changed compared to the previous year. The
economy is no longer expected to slow further,
as had been the case, thus averting the risk of a
movement into recession. The main growth
driver is domestic private consumption, while
the labor market and salaries remain robust,
expanding faster than inflation. Improving
disposable income should therefore be
conducive to growth in Non-Life and Life
Protection business lines in the German
insurance market.

We therefore expect Non-Life insurance
premiums in the German insurance industry to
end 2019 with nominal growth of 2.4% (1.1% in
real terms] and to post 2020 nominal growth of
around 2.0% (0.6% in real terms), standing
close to GDP growth (see Table 2.1.3 and Chart
2.1.3). Looking at the traditional Life segments
of savings and annuity insurance, interest rates
are expected to remain low and continue to
weigh on this business, as in the rest of the
eurozone and particularly in Germany, where
sovereign debt offers the lowest interest rates
in the region.

Chart 2.1.3.
Germany: Non-Life premiums growth
(quarterly change, %)

— Growth in premiums (nominal)
— Growth in premiums (real)

2016
2017
2018
2019
2020
2021

Source: MAPFRE Economic Research

2.1.4 ltaly

The forecast for the Italian economy is for GDP
growth of around 0.3% in 2020 in real terms, in
line with the low growth of 0.2% estimated for
2019 (0.7% in 2018). Italian investment and
consumption have grown slightly during the
year, while the foreign sector has also
contributed toward growth as a result of
declining imports and improved exports.
However, economic growth remains weak and
high levels of public debt continue to be the
chief vulnerability.

Table 2.1.3
Germany: Non-Life piremlu]ms growth forecasts

N T T T TR TR T

Euros: current prices

Euros: constant prices 0.8 5.0

0.8 1.1 0.6 0.5

Source: MAPFRE Economic Research
Forecast end date: January 8, 2020.
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Table 2.1.4
Italy: Non-Life premiums growth forecasts
(YoY, %)

2016 2017 2018 2019(e) 2020(f) 2021(f)
Euros: current prices -0.2 1.2 2.3 1.8 1.2 1.3
Euros: constant prices -0.3 0.3 0.9 1.3 0.4 0.2

Source: MAPFRE Economic Research
Forecast end date: January 8, 2020.

Chart 2.1.4
Italy: Non-Life premiums growth
(quarterly change, %)

— Growth in premiums (nominal)
— Growth in premiums (real)

2016
2017
2018
2019
2020
2021

Source: MAPFRE Economic Research

This climate of sluggish economic growth
hinders development of the Non-Life insurance
and Life Protection business lines of the
insurance market. The insurance industry is
expected to post growth in Non-Life insurance
premiums of 1.8% in nominal terms during
2019 (1.3% in real terms], while the growth
forecast for 2020 stands at around 1.2% in
nominal terms (0.4% in real terms), slightly
outstripping GDP growth (see Table 2.1.4 and
Chart 2.1.4).

As for the traditional Life savings and annuity
insurance businesses, the Italian sovereign
debt risk premium has eased following
implementation of new unconventional
monetary policy measures by the ECB. The new
government's attitude seems to have alleviated
tensions with Brussels concerning budgets,
given the Italian economy’s high public debt
levels, although there are still uncertainties as
to whether the reforms required to rein in
public debt may be implemented without
hampering economic activity growth. Although
Italian sovereign debt with long maturities
continues to offer positive term premiums,
higher than other major eurozone economies,
these premiums have declined sharply,
meaning the interest rate environment will
again not be conducive to development of the
traditional Life savings and annuities insurance
products in the Italian insurance market.

2.1.5 Spain

The Spanish economy continues to slow, with
real GDP growth in 2020 expected to stand at
around 1.7%, compared to estimated growth of
2% in 2019 (2.4% in 2018). The unemployment
rate remains in decline, but the pace of job
creation has slackened. This economic
deceleration is affecting the development of the
Non-Life and Life Protection business lines in
the insurance market, which are likewise
slowing, with moderate growth expected to
continue next year.

Table 2.1.5
Spain: Non-Life premiums growth forecasts
(YoY, %)

2019te) 2020(f) 2021(f)
Euros: current prices 4.5 3.8 4.1 2.8 2.0 2.5
Euros: constant prices 3.5 2.3 2.3 2.2 1.0 1.0

Source: MAPFRE Economic Research
Forecast end date: January 8, 2020.

Fundaciéon MAPFRE



ECONOMIC AND INDUSTRY OUTLOOK 2020

2.1.6 United Kingdom

Chart 2.1.5
Spain: Non-Life premiums growth

(quarterly change, %) The forecast for the UK economy is for GDP

growth of around 1% in 2020 in real terms,
compared to the estimated 1.3% in 2019 (1.4%
- g;gm::g::;:jgz{:g;}'”a” in 2018). The recent election in the country

handed a robust victory and absolute majority

g to the Conservative Party, paving the way for
approval of the European Union withdrawal
6 agreement. However, there are ongoing

uncertainties as to its impact. Business and
consumer sentiment indicators point to an
economic slowdown. Nonetheless, the
unemployment rate remains at low levels of
around 3.8%. This general climate is having a
negative bearing on the development of the
Non-Life and Life Protection business in the UK
insurance market, which is slowing and is
2 expected to decelerate further next year. We
estimate that insurance premiums in the Non-
Life business will grow at around 1.3% in 2020,

2016
2017
2018
2019
2020
2021

Source: MAPFRE Economic Research

We expect Non-Life insurance premiums to

expand by around 2.0% in 2020, or 1.0% in real United King dom?mrrfﬂj’;iemiumsgmwth
terms. This growth stands below the 2019 (quarterly change, %)

forecast of 2.8% in nominal terms and 2.2% in
real terms (see Table 2.1.5 and Chart 2.1.5).

— Growth in premiums (pounds, nominal)
— Growth in premiums (pounds, real)

.. . . . == Growth in USD (nominal]

As for the traditional Life insurance businesses

of savings and annuity insurance, the business 15
remains handicapped by the low interest rate
environment, as in the rest of the eurozone. This
situation is set to endure based on the latest 5
monetary policy messages from the ECB,
meaning it will remain a structural factor
limiting growth in this market. 5

o ~ © o o -
- — = = I o~
o o o o o o
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Source: MAPFRE Economic Research

Table 2.1.6
United Kingdom: Non-Life premlums growth forecasts
(YoY, %)
Pounds: current prices -5.0
USD: current prices -16.1 2.0 6.7 -3.2 5.3 2.4
Pounds: constant prices -6.1 3.7 0.7 0.0 -0.3 -0.4

Source: MAPFRE Economic Research
Forecast end date: January 8, 2020.
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Chart 2.1.6-b
United Kingdom: risk-free yield curve
(%)

® 2018 average == Sept. 2019 = Nov. 2019
Range of minimum and maximum values
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Source: MAPFRE Economic Click here to access the

Research (based on data from interactive version of this
EIOPA] information

meaning a decline in real terms of -0.3%,
discounting the inflation effect, compared to
1.5% nominal estimated in 2019, meaning nil
growth in real terms in that year (see Table
2.1.6 and Chart 2.1.6-a).

As for the traditional Life savings and annuity
insurance lines, interest rates likewise remain
low in the UK, which is set to weigh on the
business going forward. November EIOPA risk-
free interest rate curves (see Chart 2.1.6-b)
showed a slight uptick in rate levels across all
tranches of the curve compared to the previous
September, albeit still well below the
minimums posted in 2018, except for the one-
year interest rate. The curve remains inverted
in the initial tranche up to three years. It
subsequently shows a slight positive slope,
although there is no term premium for short-
term rates and levels are at minimums, so the
environment remains unfavorable for the
development of these types of insurance

ECONOMIC AND INDUSTRY OUTLOOK 2020

products. In contrast, a securities market
recovery, following declines in late 2018, may
benefit results for insurance products in which
the policyholder assumes the investment risk,
which are common in this market.

2.1.7 United States

The 2020 forecast for real GDP growth in the
United States stands at 1.6%, compared to the
estimated 2.3% in 2019 (2.9% in 2018). The
main factors shaping the slowdown in activity
are private investment and exports. Private
consumption remains strong, supported by a
low unemployment rate and real salary growth
above inflation, which continues to underpin
disposable income.

The mild slowdown in the US economy since
2018 has also meant more sluggish growth in
the Non-Life and Life Protection businesses of
the insurance industry, with this gradual
slowdown expected to continue next year. In
this framework, we estimate that Non-Life
insurance premiums will grow 2.2% in nominal
terms in 2020, implying real growth of 0.5%
compared to the 2.4% nominal figure estimated
in 2019, representing real growth of 0.4% (see
Table 2.1.7 and Chart 2.1.7-a).

Looking at the Life products of savings and
annuity insurance, the Federal Reserve agreed
at its most recent meeting to leave interest
rates at current levels, which it considers
appropriate for the economic situation based
on the latest indicators that point to a smooth
deceleration. The most recent risk-free rate
curves for the US market produced by EIOPA
for the month of November (see Chart 2.1.7-b)
show a slight recovery in interest rates across
all tranches of the curve, except maturities of
up to two years, compared to the levels shown
in September, albeit well below the minimums
posted in 2018. The rate curve is losing its
negative slope, which can now only be seen in

Table 2.1.7
United States: Non-Life premlums growth forecasts

[YOY u]

—m a7 mmmm

USD: current prices

USD: constant prices 1.9 3.0

2.8 0.4 0.5 0.1

Source: MAPFRE Economic Research
Forecast end date: January 8, 2020.
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Chart 2.1.7-a
United States: Non-Life premiums growth
(quarterly change, %)

— Growth in premiums (nominal)
— Growth in premiums (real)
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2019
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2021

Source: MAPFRE Economic Research

Chart 2.1.7-b
United States: risk-free yield curve
(%)
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terms of less than two years, with steepening
evident in longer terms. However, declining
interest rates will not benefit the Life savings
business going forward, particularly in products
that offer guarantees for interest rates in the
medium- and long-term, despite the slight
term increase in premiums.

Meanwhile, securities markets in the United
States remain robust, which should support
development of insurance products in which the
policyholder assumes investment risk, which
are very common in the US insurance market,
although the current high market levels might
generate some caution when investing in such
products, bearing in mind the record highs
posted by leading US securities markets at a
time when forecasts point to a macroeconomic
slowdown.

2.1.8 Brazil

Economic prospects for Brazil are improving,
with 2020 GDP growth expected to stand at
2.0%, compared with estimated real growth of
1.1% in 2019. This growth forecast has been
driven by improving consumption and private
investment. Following the approval of pension
reforms (finally ratified by the Senate at the end
of October), the government is pushing forward
major structural reforms to improve the severe
imbalances affecting public accounts in the
medium-term.

The growth prospects for the Non-Life and Life
Protection insurance businesses are therefore
improving. However, Provisional Measure (PM)
No. 904/19, announced by the Brazilian federal
government in November to eliminate
Insurance for Personal Damages Caused by
Land Motor Vehicles as on January 1, 2020, will
negatively affect this trend, unless Congress
decides not to implement the same. Inflation
has been held in check and continues to fall,
which is good news for these business lines.
The positive impact may be offset by exchange
rate depreciation, although this likewise looks
set to stabilize. We estimate that the Brazilian
Non-Life insurance premiums market will grow
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Table 2.1.8

Brazil: Non-Life premlums growth forecasts
YOY 0
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N T N T TR TR T

Reals: current prices

USD: current prices

-1.8 11.6 -8.2

-2.7 1.0 1.1

Reals: constant prices

-4.1 -0.5 0.9

2.2 3.1 4.0

Source: MAPFRE Economic Research
Forecast end date: January 8, 2020.

around 5.1% in nominal terms in 2019 (2.2% in
real terms), with growth gaining traction in
2020 to 7.0% in nominal terms, meaning real
growth of 3.1% in that year (see Table 2.1.8 and
Chart 2.1.8-a).

Meanwhile, curbed inflation has allowed the
Brazilian central bank to implement a fresh
reference interest rate cut as part of its
monetary policy. November risk-free interest
rate curves (see Chart 2.1.8-b) show that rates
remain in decline and positive slope steepening
is ongoing. This is conducive to the development

of the Life insurance savings and annuity
insurance businesses, thanks to guaranteed
higher medium- and long-terms rates than
short-term rates. Generally speaking, interest
rates on all maturities are lower than in
previous years, meaning fewer relative
incentives to develop this insurance business
line, although absolute rate levels should still
permit growth in this market segment. In
addition, prospects of further interest rate cuts
might be an incentive to release new products
for these segments.

Chart 2.1.8-a
Brazil: Non-Life premiums growth
(quarterly change, %)

— Growth in premiums (reals, nominal)
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Chart 2.1.8-b
Brazil: risk-free yield curve
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Table 2.1.9
Mexico: Non-Life priemiur]ns growth forecasts
YoY, %

N B T T T T T

Pesos: constant prices 11.5 15.4 10.6
USD: constant prices -5.3 14.1 2.6 10.0 8.7 8.7
Pesos: constant prices 8.0 8.3 -0.5 7.4 5.5 5.6

Source: MAPFRE Economic Research
Forecast end date: January 8, 2020.

2.1.9 Mexico

The real GDP growth forecast for the Mexican
economy in 2020 stands at around 0.9%, an
improvement compared to the economic
stagnation of 2019 (with near zero growth
expected for the full year). Inflation under
control and easing pressure on exchange rates
(due to looser monetary policy in the United
States) has allowed the Bank of Mexico to relax
its monetary policy. This will help stimulate the
economy by reducing financing costs for
households and businesses. Likewise, the
signing of the final protocol of the US-Mexico-
Canada trade agreement (USMCA), and its
imminent legislative ratification, may also help
to buoy investment and exports. This will
ensure that the climate remains conducive to

growth in the insurance market during 2020,
helped by low levels of insurance penetration in
the country’s economy. Furthermore, easing
inflation and exchange rates performing
strongly against the dollar are good news for
the profitability of Non-Life business lines, due
to a positive impact on claims expenses and the
cost of reinsurance coverage. In this context
(stripping out the seasonal impact of the
Petréleos Mexicanos' biannual policy),
estimate that Mexican Non-Life insurance
market premiums will grow around 10.6% in
nominal terms during 2019 (7.4% in real
terms), with sustained strong growth in 2020 of
around 9.0% in nominal terms on average,
meaning real growth of 5.5% (see Table 2.1.9
and Chart 2.1.9-a.

Chart 2.1.9-a
Mexico: Non-Life premiums growth
(quarterly change, %)

— Growth in premiums (pesos, nominal)
— Growth in premiums (pesos, real)
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Chart 2.1.9-b
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The November risk-free interest rate curves
from the EIOPA (see Chart 2.1.9-b) show that
the rate curve has stabilized following a decline
across all curve tranches toward the end of the
September 2019, standing well below the lows
of 2018 in all tranches, although the curve
continues to show a slight negative slope for
maturities of less than three years. This climate
remains favorable for Life savings and annuity
products that capitalize on long-term rate
levels, as well as temporary Life savings
products that may be renewed for periods of
less than a year, meaning the guaranteed rate
can be revised upon each renewal. Additionally,
the potential positive impact on the economy
and prospects of interest rates being cut further
in 2020 may benefit the marketing of this type of
product.

2.1.10 Argentina

The forecast for the Argentinian economy is for
GDP to shrink -1.3% in 2020 in real terms,
compared to -3.0% estimated in 2019 (-2.4% in
2018). Private investment and consumption have
suffered sharp setbacks, while falling imports and
climbing exports driven by currency depreciation
have helped stop GDP from shrinking further. The
current account is expected to move into surplus
in 2020, with Argentina possibly moving back into
growth in 2021. For the time being, structural
vulnerabilities continue to affect the economy,
mainly as a result of foreign borrowing in dollars.

This recessive macroeconomic environment
negatively affects the development of the insur-
ance business, especially the Non-Life and Life
Protection segments. Difficulties controlling
exchange rates and inflation (52% YoY in the
third quarter of 2019) will have a negative im-
pact on claims costs at those insurance compa-
nies that are unable to take full advantage of the
high interest rates offered by monetary policy
(73.3%) in order to shore up the financial prof-
itability of these lines of business. This is due to

ECONOMIC AND INDUSTRY OUTLOOK 2020

Chart 2.1.10
Argentina: Non-Life premiums growth
(quarterly change, %)

— Growth in premiums (pesos, nominal)
— Growth in premiums [pesos, real)
- - Growth in USD (nominal)
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Source: MAPFRE Economic Research

the regulatory limits imposed on insurance
companies for investment in short-term public
debt instruments.

We expect the insurance industry to remain
weak, with estimated nominal growth in Non-
Life insurance premiums of 19.5% in 2019
(-21.4% in real terms), and nominal growth ex-
pected at around 17.2% in 2020. This will mean
a drop of -13.3% in real terms (see Table 2.1.10
and Chart 2.1.10).

Meanwhile, the high interest rate environment
could offer an opportunity to continue marketing
temporary and annually renewable Life savings
insurance products with short maturities,
renegotiated at a guaranteed rate upon each
maturity. However, the regulatory limits imposed
on insurance companies for investment in short-
term public debt instruments render it a
challenge to develop such products.

Table 2.1.10
Argentina: Non-Life premiums growth forecasts

Pesos: current prices 34.9 26.3 30.5 19.5 17.2 16.4
USD: current prices -15.6 12.6 -22.3 -30.8 -21.1 -10.0
Pesos: constant prices -1.9 2.4 -11.4 -21.4 -13.3 -6.0

Source: MAPFRE Economic Research
Forecast end date: January 8, 2020.
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2.1.11 Turkey

The GDP growth forecast in 2020 stands at
around 2.8% in real terms, compared with the
estimated figure of 0.2% in 2019 (3.1% in 2018).
Prospects are therefore improving, although
structural vulnerabilities persist, mainly those
derived from foreign private borrowing in
dollars. Furthermore, such improvements are
allowing a partial easing of the tight monetary
policy applied by the central bank in order to
shore up exchange rates.

As far as the insurance industry is concerned,
weak economic growth has had a negative
bearing on the development of the Non-Life
and Life Protection business lines, which have
likewise been affected by the price control
system implemented on compulsory third-party
liability insurance for motor vehicles. The
inflation rate is easing, but remains high (10.3%
in the last quarter of 2019), while the currency
has secured a better performance thanks to
restrictive monetary policy, but a depreciating
trend continues, with the impairment of these
two indicators subsequently having a negative
bearing on claims costs at insurance
companies. Meanwhile, monetary policy rates
that remain high (12% in the final quarter of
2019) may help to partially offset these adverse
effects, underpinning the financial profitability
of these business lines.

We therefore anticipate that the insurance
industry will continue to weaken, with
estimated nominal growth for Non-Life
insurance premiums in 2019 of 8.6% (-1.5% in
real terms) and a nominal growth estimate of
around 2.7% in 2020, leading to a real decline of
-7.3% that year (see Table 2.1.11 and Chart
2.1.11-a). Elsewhere, as the risk-free interest
rate curves prepared by the EIOPA for the
Turkish market illustrate, short-term interest
rates are relaxing and the curve is flattening

Chart 2.1.11-a
Turkey: Non-Life premiums growth
(quarterly change, %)
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Source: MAPFRE Economic Research

(see Chart 2.1.11-b). This environment of
slightly inverted interest rate curves is
detrimental to the development of products
with long-term guarantees in the Life savings
and annuity insurance segments. However, still
high levels of short-term interest rates
continue to present a business opportunity for
the marketing of renewable temporary Life
savings products in short-terms, which allow
for the guaranteed rate to be reviewed at each
renewal.

Table 2.1.11
Turkey: Non-Life pr[emlun]15 growth forecasts

N T I T T TR T

Lira: current prices 25.6 17.2
USD: current prices 13.1 -10.1 -11.3 -7.8 -0.6 0.4
Lira: constant prices 16.7 -3.3 -4.2 -1.5 -7.3 -8.0

Source: MAPFRE Economic Research
Forecast end date: January 8, 2020.
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Despite the slowdown, growth forecasts remain
T Chart2'1'11.'b positive for the Non-Life and Life Protection
urkey: risk-free yield curve . . . . . .

(%) insurance business in China, with penetration
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Source: MAPFRE Economic Click here to access the
Research (based on data from interactive version of this
EIOPA) information

Chart2.1.12-a

2.1.12 China China: Non-Life premiums growth
(quarterly change, %)

The forecast for the Chinese economy is for

GDP growth of around 5.7% in 2020 in real — Growth in premiums (renminbi, nominal)
. . = Growth in premiums (renminbi, real)
terms, compared with estimated growth of - - Growth in USD [nominal)
6.1% in 2019 and 6.6% in 2018, sustaining the 0
shift toward a controlled slowdown for the
economy. Trade tensions with the United States 25
appear to be improving, but the slowdown in
credit growth continues and prospects of more 20
sluggish global growth point to lower real
growth for the economy, which is expected to 15
weaken further in 2020. The Chinese
government’s fiscal stimulus program has 10
prevented a greater economic slowdown, but .
fiscal and monetary authorities are now more
focused on risk control and are not (R ~ . . D B
implementing new short-term stimulus ] S S g 8 g
measures.
Source: MAPFRE Economic Research
Table 2.1.12
China: Non-Life premiums growth forecasts
(YoY, %)

2016 2017 2018 2019(e) 20201f) 2021(f)
Renminbi: current prices 22.4 11.9 14.3 14.6 14.0 13.6
USD: current prices 15.8 10.0 16.8 9.4 11.7 14.3
Renminbi: constant prices 19.8 9.9 11.9 10.3 1.7 1.3

Source: MAPFRE Economic Research
Forecast end date: January 8, 2020.
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Chart 2.1.12-b
China: risk-free yield curve
(%)
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illustrates, the curve is still showing a positive
slope, even though rates for all maturities are
at relatively low levels compared to those seen
in 2018, which makes it difficult to market new
products in these business segments, although
the expectation that rates will be cut further to
prevent the economy decelerating more rapidly,
keeping inflation under control, could stimulate
their development.

2.1.13 Japan

The Japanese economy will decelerate in 2020,
with GDP growth forecast to stand at around
0.2% in real terms, compared to the estimated
growth of 0.8% in 2019 (0.8% in 2018). Exports
and industrial production have been impaired
by international trade conflicts, while economic
activity is expected to weaken further next year
and subsequently improve in 2021.

Consumption is currently underpinning
economic growth and helping to maintain
moderate expansion in the Non-Life and Life
Protection insurance businesses. Thus, the
fiscal stimulus approved by the Japanese
government to keep economic weakening in
check may help buoy growth of the insurance
business next year. In this context, Non-Life
insurance premiums are expected to grow in
nominal terms by around 1.7% in 2019 (0.8% in
real terms, similar to GDP growth), with nominal
growth in Non-Life premiums estimated to stand
at around 1.8% in 2020, or 1.6% in real terms
(see Table 2.1.13 and Chart 2.1.3-a).

On the other hand, looking at the EIOPA interest
rate curves for the Japanese market (see Chart
2.1.13-b), despite a recovery in November
compared to the September reading, the data
shows negative values for maturities of up to 11
years and in term premiums beyond these
maturities, rendering it very challenging to
market Life savings and annuity insurance
products. This shows that the sustained context
of low interest rates continues to be detrimental
to the development of the specified insurance
business lines.

Table 2.1.13
Japan: Non-Life prelemiun}s growth forecasts

YoY, %
-8.0 0.4 1.7 1.8 2.0

Yen: current prices 1.3
USD: current prices 12.8 -10.7 2.0 3.0 4.0 2.8
Yen: constant prices 0.9 -8.5 -0.4 0.8 1.6 1.4

Source: MAPFRE Economic Research
Forecast end date: January 8, 2020.
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2.1.14 Philippines
Chart 2.1.13-a

Japan: Non-Life premiums growth o
(quarterly change, %) The forecast GDP growth for the Philippine

economy stands at about 6% in 2020 in real
— Growth in premiums fyen, nominal terms, compared to estimated growth of 5.8%
— Growth?npremiumsv[yen,real] in 2019 [6.20/0 in 2018] Growth is being driven

- - Growth in USD (nominal) . . . .
by domestic demand, mainly via private
15 consumption that remains strong, as
n investment posted little growth in the last few
10 s quarters. The central bank pursued
N ) accommodative monetary policy throughout
N s S=msall, 2019, with three interest rate cuts, which may
: help restore investment growth. However,
despite a better performance in the third

-5 ' quarter, the trade deficit continues to
/' deteriorate as this is a net importer economy.
-10 -
In any case, the Philippine economic growth
-15 © o~ o o~ o — H
z z z z s S outlook is favorable for the prospects of the

Non-Life and Life Protection insurance
business, supported by still low rates of
insurance penetration in the country. Inflation
is under control, which should support the
profitability of these business lines, as the

Source: MAPFRE Economic Research

Chart 2.1.13-b growth of claims costs has eased for insurance

JapamriSk'[:J'/e]e yield curve companies. In this context, it is estimated that

’ Non-Life insurance premiums will grow during
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Range of minimum and maximum values in real terms), estimating nominal growth for

0.8% 2020 of around 9.6%, or 6.4% in real terms (see

Table 2.1.14 and Chart 2.1.14).
0.6%

0.4%

Chart 2.1.14
Philippines: Non-Life premiums growth
(quarterly change, %)

0.2%

0.0%

— Growth in premiums (pesos, nominal)
— Growth in premiums (pesos, real)

-0.2% == Growth in USD (nominal)
20
_ 0
0.4% 12 34 56 78 910111213 14151617 1819 20
Years
) 10
Click here to access the
Source: MAPFRE Economic Research interactive version of this
(based on data from EIOPA) information
0
-10
-20

2016
2017
2018
2019
2020
2021

Source: MAPFRE Economic Research

Fundaciéon MAPFRE


https://app.klipfolio.com/published/29577612d0ba9ff3681af85b8ee8a998/curvas-eiopa
https://app.klipfolio.com/published/29577612d0ba9ff3681af85b8ee8a998/curvas-eiopa
https://app.klipfolio.com/published/29577612d0ba9ff3681af85b8ee8a998/curvas-eiopa
https://app.klipfolio.com/published/29577612d0ba9ff3681af85b8ee8a998/curvas-eiopa
https://app.klipfolio.com/published/29577612d0ba9ff3681af85b8ee8a998/curvas-eiopa
https://app.klipfolio.com/published/29577612d0ba9ff3681af85b8ee8a998/curvas-eiopa

ECONOMIC AND INDUSTRY OUTLOOK 2020

Table 2.1.14
Philippines: Non-Life premlums growth forecasts

(YoY, %)

T e

Pesos: current prices 10.7 10.6
USD: current prices 6.0 2.5 5.2 12.3 11.0 10.8
Pesos: constant prices 8.5 5.6 3.8 9.0 6.4 6.2

Source: MAPFRE Economic Research
Forecast end date: January 8, 2020.

In addition, the easing of restrictive monetary
policies applied by the central bank has left the
monetary policy benchmark rate at 4% (down
from 4.75% at the start of the year), while the
10-year sovereign bond yield, which stood at 7%
in December 2018, is forecast to decline to
levels of around 4.4% by late 2019. This interest
rate environment, with rate decreases expected
and now materializing, along with flattening of
the risk-free yield curve, may complicate
subsequent development of the traditional Life
savings and annuity insurance business lines.

2.1.15 Reinsurance

Major reinsurers estimate economic losses
from natural disasters in the first half of 2019
of around 40 billion dollars, of which 15 billion
dollars are insured damages, a figure short of
the 21 billion dollars posted in the first half of
2018. Developing countries have been hardest
hit by catastrophic events in 2019, where
insurance for such risks remains low. Cyclone
Idai, which brought strong winds and severe
flooding to Mozambique, Malawi, Zimbabwe
and Madagascar, was the deadliest catastrophe
during the period.

As for insured losses, most of the damages
were caused by electrical storms and flooding
across several of the world’s regions, including
a more active than usual tornado season in the
United States, a heat wave and severe electrical
storms and violent hailstorms in Europe, as
well as flooding in Australia.

Other major natural disasters took place in the
second half of 2019, including Hurricane
Dorian, which struck the Bahamas in
September, and typhoons Faxai and Hagibis,
which battered Japan during September and
October. The latter two events are expected to
cost the insurance industry over 20 billion
dollars.

As for Spain, several atypical cyclonic storms
and heavy flooding took place during July,
August and September of 2019. Following the
flooding between September 11 and 15, which
mainly struck the southeast of Spain, the
Insurance Compensation Consortium (CCS)
received 63,034 applications for compensation
from policyholders, at an estimated cost of 426
million euros. The CCS expects to receive
nearly 65,000 indemnification claims, with an
estimated cost of around 435 million euros.
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2.2 Regulatory trends
2.2.1 Global trends

IAIS common frameworks for oversight of
groups

On November 14, 2019, the International
Association of Insurance Supervisors (IAIS]
approved reforms to the common framework for
cross-border solvency supervision of
Internationally Active Insurance Groups (IAIGs)).

The Common Framework (ComFrame] is
intended to provide guidance and a common
language for the supervision implemented by
supervisory authorities in the various countries
where |AIGs operate. The ComFrame includes
a number of Insurance Core Principles (ICPs)
applicable to the supervision of IAIGs and an
International Capital Standard (ICS, Version 2.0)
for these insurance groups. The standard is
applicable to IAIGs that meet minimum
international activity volume requirements,
based on three criteria: (i) they have at least 50
billion dollars in assets or 10 billion dollars in
premiums, (i) they operate in at least three
jurisdictions, and (iii) at least 10% of premiums
are underwritten outside the original
jurisdiction.

ECONOMIC AND INDUSTRY OUTLOOK 2020

Implementation of this common supervisory
framework will happen in two phases: a first
monitoring phase lasting five years, which
should take place between 2020 and 2025, to be
followed by an implementation phase from 2026
onward (see Chart 2.2.1). In the monitoring
phase, the minimum solvency capital calculation
for IAIGs will be used for discussion by
supervisory colleges on a confidential basis and
will not lead to supervisory action based on the
results of the standard being applied. The
information provided by supervisors during the
process will help to drive additional
improvements prior to implementation of the
standard as a Prescribed Capital Requirement
(PCR).

Finally, as part of the regulatory and superviso-
ry measures aimed at safeguarding global fi-
nancial stability, the IAIS adopted the so-called
"Holistic Framework” for systemic risk as-
sessment and mitigation, to be implemented as
of the start of 2020. This framework consists of
a series of reinforced supervisory policy mea-
sures and powers of intervention, an annual
monitoring exercise run by IAIS, as well as a
collective discussion of the results of the exer-
cise, appropriate responses and their imple-
mentation.

End of
consultation
at 1st level
ICS-CD

Start

of ICS

project

Chart 2.2.1
Progress through the IAIS timeline for the ICS project

End of

consultation at

2nd level ICS-CD
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consultation
at 3rd level
ICS-CD

Third field test
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Second field test

field test

Monitoring Implementation
phase phase
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2013 2014 2015 2016 2017 2018 2019 2020 2025
First field ICS
test (version 1.0)
Adoption
End of of the ICS
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Ist level ICS-CD 2nd level ICS-CD ratevetiton

Source: MAPFRE Economic Research (based on data from the IAIS)
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2.2.2 European Union

Solvency Il: review of the guidelines
framework planned for 2020

Under the anticipated timeline for reforms of
the Solvency Il guidelines framework, a reform
proposal will be drawn up by the European
Commission toward the end of 2020. The
Commission will base the reform proposal on
technical advice prepared by the European
Insurance and Occupational Pensions Authority
(EIOPA), which is to be forwarded to the
Commission next June. Once the Commission
has readied its proposal, it will be debated and
approved by the co-legislators (European
Council and Parliament], with publication of the
reform in the Official Journal of the European
Union potentially having to wait until 2022.

The EIOPA opened a public consultation on
October 15, 2019, prior to referral to the
European Commission and preparation of its
final technical adviceé/. Interested parties have
until January 15, 2020, to submit their
comments. Following an evaluation of the
responses, as well as any additional data
collected over the coming months with regard
to quantitative impacts, the EIOPA will draw up
the final report to be sent to the Commission in
June 2020.

In addition, on December 16 the EIOPA pub-
lished another document to support the Eu-
ropean Commission in the drafting of its reform
proposal, featuring an analysis of asset and lia-
bility management by insurance firms in rela-
tion to the liquidity of their liabilities7/. This
report had been requested by the Commission
from the EIOPA in April 2018, with a view to us-
ing it as an additional technical document
ahead of the preparation of the 2020 Solvency Il
reform.

Finally, it is also worth noting that on December
17 the EIOPA published its fourth annual report,
which will be referred to the European Parlia-
ment, Council and Commission, on the impact
had by implementation of long-term guarantee
and equity risk measures, with the aim of pro-
viding additional information on how the Sol-
vency Il guidelines framework operates, applic-
able to insurance companies in the European
Union and their groups, for the purposes of fu-
ture reformss.

2019 Stress Test on Institutions for
Occupational Retirement Provisions

On December 17, the EIOPA released the
results of its stress test study on Institutions for
Occupational Retirement Provisions (IORPs),
which it conducts on a biennial basis. On this
occasion, 176 I0RPs from 19 countries,
covering more than 60% of national defined
benefit plans (DBs) and 50% of defined
contribution plans (DCs), were evaluated based
on asset volumes. It should be noted that no
defined or hybrid benefit plans from the United
Kingdom were included in this exercise, as was
the case in the previous year. Such UK plans
manage around 1.6 trillion in assets,
approximately half of the defined benefit fund
assets in the current European Economic Area
employment system.

The baseline (or pre-stress] scenario uses
year-end 2018 balances, reflecting current
market conditions. The adverse scenario simu-
lates a drop in European Union stock markets (-
40% on average), combined with declining
prices for fixed income [yields and spreads ris-
ing) and other risky assets.

The European IORPs with DB/hybrid plans from
the sample have, on aggregate in the baseline
scenario, sufficient assets to cover their
pension commitments with 102% coverage
(compared to a shortfall of -3% in 2017). The
surplus, equivalent to 2% of assets, amounted
to 19 billion euros. In the adverse (stress]
scenario, said coverage fell to 82% (compared
to 79% in 2017), meaning a shortfall of 18%
against commitments, valued at 180 billion
euros according to national methodologies and
216 billion euros according to the common
methodology.

In the EIOPA exercise, the financial situation
for defined and hybrid benefit employment
plans would be significantly affected in the
short-term. This would put promoter firms
under significant strain within a few years
from the crisis, as well as having potential
long-term effects on beneficiary retirement
income for decades (should the short-term
effects become permanent]). Based on the as-
sumptions of the common methodology, short-
falls in the adverse scenario would undermine
aggregate profits by around 173 billion euros,
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while sponsor companies would have to pro-
vide financial support of 49 billion euros.

Finally, for the first time, the exercise also in-
cluded an analysis of ESG factors (environmen-
tal, social and governance) applied by IORPs.
The analysis indicates a large carbon footprint
among the sample’s capital investment, in re-
lation to the European Union economy. Most
IORPs state that they factor in ESG aspects, but
less than 20% of the sample currently evaluate
such impacts as part of the risk and return as-
sessment.
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Appendix 1: macroeconomic forecasts

Table A-1

Baseline and risk scenarios: gross domestic product (GDP)
(annual growth, %)

1.6 2.4 2.9 2.3 1.6 1.7

United States

Eurozone 1.9 2.7 1.9 1.2 1.0 1.3
Germany 2.1 2.8 1.6 0.6 0.6 1.3
France 1.1 2.3 1.7 1.2 1.3 1.3
Italy 1.4 1.8 0.7 0.2 0.3 0.5
Spain 3.0 2.9 2.4 2.0 1.7 1.5

United Kingdom 1.9 1.9 1.4 1.3 1.0 1.9

Japan 0.6 1.9 0.8 0.8 0.2 0.9

Emerging markets 4.6 4.8 4.5 3.9 4.6 4.8

Latin America’ -0.6 1.2 1.0 0.2 1.8 2.4
Mexico 2.6 2.4 2.1 0.0 0.9 1.8
Brazil -3.3 1.3 1.3 1.1 2.0 2.3
Argentina -2.0 2.7 -2.4 -3.0 =13 1.3

Emerging European? 4.8 3.3 6.0 3.6 0.8 2.8
Turkey 3.3 7.4 3.1 0.2 2.8 3.4

Asia Pacific? 6.2 6.2 6.0 5.6 5.5 5.3
China 6.7 6.8 6.6 6.1 5.7 5.7
Indonesia 5.0 5.1 5.2 5.0 4.9 5.2
Philippines 6.9 6.7 6.2 5.8 6.0 5.7

World 3.4 3.8 3.6 3.0 3.1 3.4

1.6 2.4 2.9 2.3 1.4 1.2

United States

Eurozone 1.9 2.7 1.9 1.2 -0.2 -0.6
Germany 2.1 2.8 1.6 0.6 -0.4 -0.6
France 1.1 2.3 1.7 1.2 -0.2 -0.5
Italy 1.4 1.8 0.7 0.2 -1.0 -1.2
Spain 3.0 2.9 2.4 2.0 -0.1 -0.5

United Kingdom 1.9 1.9 1.4 1.3 -0.1 0.6

Japan 0.6 1.9 0.8 0.8 0.0 0.5

Emerging markets 4.6 4.8 4.5 3.9 4.3 3.9

Latin America' -0.6 1.2 1.0 0.2 0.9 2.0
Mexico 2.6 2.4 2.1 0.0 0.8 1.5
Brazil -3.3 1.3 1.3 1.1 1.9 2.3
Argentina -2.0 2.7 -2.4 -3.0 -1.6 0.9

Emerging European? 4.8 3.3 6.0 3.6 0.7 2.6
Turkey 3.3 7.4 3.1 0.2 2.6 2.8

Asia Pacific3 6.2 6.2 6.0 5.6 5.3 4.8
China 6.7 6.8 6.6 6.1 515 4.7
Indonesia 5.0 5.1 5.2 5.0 4.8 4.7
Philippines 6.9 6.7 6.2 5.8 5.8 5.0

World 3.4 3.8 3.6 3.0 2.5 1.4

Source: MAPFRE Economic Research (based on data from national statistics centers and the IMF)
1Argentina, Brazil, Chile, Colombia, Mexico, Peru and Venezuela; 2Russia, Turkey, Commonwealth of Independent States (CIS) and Central Europe; 3Association

of Southeast Asian Nations (ASEAN)
Forecast end date: January 8, 2019.
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Table A-2

Baseline and risk scenarios: inflation
(end of period, %)

1.8 2.1 2.2 2.0 1.7 2.0

United States

Eurozone 0.7 1.4 1.9 1.0 1.1 1.4
Germany 1.5 1.4 1.6 1.3 1.4 1.5
France 0.5 1.1 1.9 1.1 1.2 1.3
Italy 0.1 0.9 1.4 0.4 0.8 1.1
Spain 1.0 1.4 1.7 0.5 1.0 1.5

United Kingdom 1.2 3.0 2.3 1.6 1.6 1.6

Japan 0.3 0.6 0.9 0.9 0.3 0.6

Emerging markets 4.3 4.3 4.8 4.7 4.7 4.6

Latin America’ 5.6 6.0 6.2 7.2 5.6 4.9
Mexico 3.2 6.6 4.8 2.9 8.3 3.4
Brazil 7.0 2.8 4.1 2.9 3.7 3.7
Argentina 37.5 233 47.4 52.0 35.1 23.9

Emerging European? 55 5.4 6.2 6.8 8.3 7.4
Turkey 7.6 12.3 22.4 10.3 10.8 10.5

Asia Pacific3 2.6 2.6 3.0 3.0 38 2.8
China 2.2 1.8 2.2 3.9 2.0 2.1
Indonesia 3.3 3.5 3.2 3.0 3.2 2.9
Philippines 2.0 3.0 5.9 1.5 3.0 3.2

World 2.8 3.0 33 3.7 3.4 3.2

1.8 2.1 2.2 2.0 1.6 1.6

United States

Eurozone 0.7 1.4 1.9 1.0 1.0 0.4
Germany 1.5 1.4 1.6 1.3 1.4 0.8
France 0.5 1.1 1.9 1.1 1.2 1.4
Italy 0.1 0.9 1.4 0.4 0.5 -0.1
Spain 1.0 1.4 1.7 0.5 0.7 0.0

United Kingdom 1.2 3.0 2.3 1.6 1.6 1.2

Japan 0.3 0.6 0.9 0.9 0.3 0.2

Emerging markets 4.3 4.3 4.8 4.7 4.6 4.5

Latin America’ 5.6 6.0 6.2 7.2 5.4 4.6
Mexico 3.2 6.6 4.8 2.9 3.0 3.1
Brazil 7.0 2.8 4.1 2.9 A 3.6
Argentina 37.5 233 47.4 52.0 35.0 23.2

Emerging European2 5.5 5.4 6.2 6.8 8.1 7.2
Turkey 7.6 12.3 22.4 10.3 10.4 9.8

Asia Pacific3 2.6 2.6 3.0 3.0 3.1 3.1
China 2.2 1.8 2.2 3.9 2.1 1.7
Indonesia 3.3 3.5 3.2 3.0 3.8 2.8
Philippines 2.0 3.0 5.9 1.5 3.2 2.7

World 2.8 3.0 3.3 3.7 2.5 2.0

Source: MAPFRE Economic Research (based on data from national statistics centers and the IMF)
Argentina, Brazil, Chile, Colombia, Mexico, Peru and Venezuela; ?Russia, Turkey, Commonwealth of Independent States (CIS) and Central Europe; 3Association

of Southeast Asian Nations (ASEAN)
Forecast end date: January 8, 2019.
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Table A-3
Baseline and risk scenarios: 10-year government bond yield
(end of period, %)

e e e ]

United States 2.45 2.40 2.69 1.75 1.79 1.95
Eurozone 0.93 1.13 1.17 0.18 0.34 0.75

2016 2017 2018 2019(e) 2020(f) 2021(1)
United States 2.45 2.40 2.69 1.75 1.60 1.33
Eurozone 0.93 1.13 1.17 0.18 0.42 0.81

Source: MAPFRE Economic Research (based on data from national statistics centers and the IMF)
Forecast end date: January 8, 2019.

Table A-4

Baseline and risk scenarios: exchange rates
(end of period, %)

e e e e ]

USD-EUR 0.95 0.83 0.87 0.92 0.92 0.89
EUR-USD 1.05 1.20 1.15 1.09 1.09 1.13
GBP-USD 1.23 1.35 1.28 1.33 1.35 1.35
USD-JPY 116.80 112.90 110.83 109.00 106.00 105.98
USD-CNY 6.94 6.51 6.88 7.06 7.07 6.92
_
USD-EUR 0.95 0.83 0.87 0.92 0.92 0.89
EUR-USD 1.05 1.20 1.15 1.09 1.09 1.13
GBP-USD 1.23 1.35 1.28 1.33 1.33 1.35
USD-JPY 116.80 112.90 110.83 109.00 105.90 106.21
USD-CNY 6.94 6.51 6.88 7.06 7.02 6.96

Source: MAPFRE Economic Research (based on data from national statistics centers and the IMF)
Forecast end date: January 8, 2019.

Table A-5
Baseline and risk scenarios: benchmark interest rate
(end of period, %)

N = = o e

United States 0.75 1.50 2.50 1.75 1.50 1.50
Eurozone 0.00 0.00 0.00 0.00 0.00 0.00
China 2.59 3.09 3.07 2.53 2.53 2.75

Risk scenario

| Riskscenao |

United States 0.75 1.50 2.50 1.75 2.25 2.50
Eurozone 0.00 0.00 0.00 0.00 0.00 0.00
China 2.59 3.09 3.07 2.53 2.59 2.21

Source: MAPFRE Economic Research (based on data from national statistics centers and the IMF)
Forecast end date: January 8, 2019.
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Appendix 2: Non-Life premiums growth forecasts

Table A-6
Forecasts for growth in Non-Life premiums: local currency and current prices
(%)
 m or o mw mn
United States 3.7 5.2 5.1 2.4 2.2 2.2
Australia 3.7 [ 3.7 2.4 2.1 1.7
Canada 3.0 5.1 6.7 2.7 1.9 1.4
Denmark 2.8 2.8 4.6 1.4 1.0 0.9
Japan 1.3 -8.0 0.4 1.7 1.8 2.0
United Kingdom -5.0 6.8 3.0 1.5 1.3 1.2
Average Other Developed Markets 1.2 2.2 3.7 2.0 1.6 1.4
France 1.1 1.0 2.0 1.6 2.0 2.0
Germany 1.8 6.5 2.8 2.4 2.0 2.0
Italy -0.2 1.2 2.3 1.8 1.2 1.3
The Netherlands -2.7 2.5 1.8 2.5 2.4 2.5
Portugal 5.8 7.0 7.3 1.7 1.4 1.6
Spain 4.5 3.8 4.1 2.8 2.0 2.5
Eurozone average 0.9 3.6 2.6 2.2 2.0 2.1
Poland 13.1 15.7 6.7 16.0 13.9 12.6
Russia 7.9 -2.0 8.5 213 19.1 17.8
Turkey 25.6 8.6 17.2 8.6 2.7 1.7
Czech Republic -3.7 4.2 6.6 13.9 12.5 11.7
Hungary 12.7 13.6 10.5 18.7 15.2 13.2
Saudi Arabia 1.0 -1.2 -2.9 5.9 7.1 8.1
South Africa -9.2 17.8 4.8 -0.4 3.6 6.9
EEMEA* average 6.8 8.1 7.3 12.0 10.6 10.3
Argentina 34.9 26.3 30.5 19.5 17.2 16.4
Brazil 2.7 2.3 5.1 5.1 7.0 7.8
Chile 6.0 4.8 9.5 8.2 8.7 7.5
Colombia 7.8 7.2 6.6 9.2 9.9 11.6
Ecuador -7.2 -0.8 1.2 9.8 11.2 11.2
Mexico 11.5 15.4 4.3 10.6 9.0 9.2
Peru 0.6 -2.3 10.3 10.1 10.4 10.5
Uruguay 2.5 9.7 5.6 10.7 10.6 10.4
Latin America average 7.4 7.8 9.1 10.4 10.5 10.6
China 22.4 11.9 14.3 14.6 14.0 13.6
Hong Kong 0.3 3.6 6.3 7.3 9.2 9.5
Philippines 10.7 8.8 9.9 10.6 9.6 9.6
South Korea 5.3 4.6 3.1 8.1 9.9 9.8
Thailand 2.1 4.0 6.6 9.1 10.0 9.8
Indonesia 4.5 3.3 8.8 9.1 10.5 9.9
Emerging Asia total (ex-China) 4.6 4.9 6.9 8.8 9.8 9.7
Overall average 5.8 6.3 7.1 8.6 8.3 8.2
Source: MAPFRE Economic Research * For the purposes of this analysis: Poland, Russia, Turkey,
Forecast end date: January 8, 2019. Czech Republic, Hungary, Saudi Arabia and South Africa.

ECONOMIC AND INDUSTRY OUTLOOK 2020 Fundaciéon MAPFRE



ECONOMIC AND INDUSTRY OUTLOOK 2020

Table A-7
Forecasts for growth in Non-Life premiums: local currency and constant prices
(%)
2019(e) 2020(f) 2021(f)

United States 1.9 3.0 2.8 0.4 0.5 0.1
Australia 2.2 2.4 1.9 0.6 0.4 -0.3
Canada 1.5 3.2 4.5 0.6 0.1 -0.7
Denmark 2.4 1.5 3.7 0.6 0.3 -0.2
Japan 0.9 -8.5 -0.4 0.8 1.6 1.4
United Kingdom -6.1 3.7 0.7 -0.0 -0.3 -0.4

Average Other Developed Markets 0.2 0.5 2.1 0.5 0.4 -0.0
France 0.6 -0.2 0.1 0.5 0.7 0.6
Germany 0.8 5.0 0.8 1.1 0.6 0.5
Italy -0.3 0.3 0.9 1.3 0.4 0.2
The Netherlands -3.3 1.2 -0.2 1.4 1.6 1.1
Portugal 5.0 55 6.5 1.4 0.6 0.2
Spain 3.5 2.3 2.3 2.2 1.0 1.0

Eurozone average 0.2 2.3 0.7 0.8 0.8 0.6
Poland 12.8 13.1 5.1 13.0 10.9 9.8
Russia 0.8 -4.6 4.2 17.9 14.9 13.6
Turkey 16.7 -3.3 -4.2 -1.5 -7.3 -8.0
Czech Republic -5.1 1.6 4.4 11.6 10.4 9.5
Hungary 11.3 1.1 7.1 14.7 11.7 9.6
Saudi Arabia -2.2 -7.3 -7.4 2.9 3.6 4.5
South Africa -9.2 17.8 4.8 -0.4 3.6 6.9

EEMEA* average 3.6 4.0 2.0 8.3 6.8 6.6
Argentina -1.9 2.4 -11.4 -21.4 -13.3 -6.0
Brazil -4.1 -0.5 0.9 2.2 3.1 4.0
Chile 3.1 2.7 6.9 5.6 5.7 4l
Colombia 0.3 2.8 3.3 5.5 5.9 7.9
Ecuador -8.8 -1.2 1.4 9.5 10.4 10.2
Mexico 8.0 8.3 -0.5 7.4 5.5 5.6
Peru -2.9 -4.9 8.8 7.7 8.2 7.9
Uruguay -6.5 3.3 -1.9 2.8 3.1 3.6

Latin America average -1.6 1.6 1.0 2.4 3.6 4.7
China 19.8 9.9 11.9 10.3 11.7 11.3
Hong Kong -0.9 1.9 3.6 4.0 7.3 7.4
Philippines 8.5 5.6 3.8 9.0 b.4 6.2
South Korea 3.8 3.1 1.3 8.0 8.5 7.7
Thailand 1.4 3.1 5.7 8.5 8.8 8.4
Indonesia 1.1 -0.2 5.5 5.8 7.0 6.7

Emerging Asia average (ex-China) 2.8 2.7 4.0 7.1 7.6 7.3
Overall average 1.8 2.6 2.4 4.5 4.6 4.7

Source: MAPFRE Economic Research * For the purposes of this analysis: Poland, Russia, Turkey,
Forecast end date: January 8, 2019. Czech Republic, Hungary, Saudi Arabia and South Africa.
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Table A-8
Non-Life premiums growth forecasts: USD (current prices)
(%)
2016 2017 2018 2019(e) 2020(f) 20211(f)

United States 3.7 5.2 5.1 2.4 2.2 2.2
Australia 2.7 7.6 1.1 -4.9 0.0 2.8
Canada -0.7 7.4 6.8 0.2 3.1 3.0
Denmark 2.7 4.8 9.3 -4.3 -1.3 2.8
Japan 12.8 -10.7 2.0 3.0 4.0 2.8
United Kingdom -16.1 2.0 6.7 -3.2 5.3 2.4

Other Developed Markets total -1.1 -0.7 4.5 -0.8 3.5 2.7
France 0.8 2.9 6.7 -4.1 -0.4 3.8
Germany 1.5 8.5 7.7 -3.3 -0.4 3.8
Italy -0.4 3.2 7.1 -3.9 -1.2 3.0
The Netherlands -3.0 4.5 6.6 -3.2 0.1 4.3
Portugal 5.5 9.1 12.4 -3.9 -0.9 3.4
Spain 4.2 5.8 8.9 -2.9 -0.4 4.3

Eurozone total 0.6 5.6 7.4 -3.5 -0.4 3.9
Poland 8.1 20.9 11.6 8.3 12.6 16.0
Russia -1.9 12.7 1.0 17.3 19.2 20.2
Turkey 13.1 -10.1 -11.3 -7.8 -0.6 0.4
Czech Republic -3.1 9.0 14.7 7.4 11.5 16.1
Hungary 11.8 16.5 12.3 9.8 9.0 15.3
Saudi Arabia 1.0 -1.2 -2.9 5.9 7.1 8.1
South Africa -9.2 17.8 4.8 -0.4 3.6 6.9

EEMEA* total 1.8 7.8 2.1 6.7 10.6 13.2
Argentina -15.6 12.6 -22.3 -30.8 -21.1 -10.0
Brazil -1.8 11.6 -8.2 -2.7 1.0 11.1
Chile 2.4 9.3 10.8 -2.0 -4.1 12.3
Colombia -9.5 5.3 7.9 2.1 2.8 13.2
Ecuador -7.2 -0.8 1.2 9.8 11.2 11.2
Mexico -5.3 14.1 2.6 10.0 8.7 8.7
Peru -7.0 -2.2 11.2 8.6 9.4 10.1
Uruguay -9.1 9.2 3.0 -1.2 -0.9 3.4

Latin America total -6.8 10.9 -5.6 -3.9 0.3 8.4
China 15.8 10.0 16.8 9.4 11.7 14.3
Hong Kong 0.2 3.2 5.7 7.3 9.5 10.1
Philippines 6.0 2.5 5.2 12.3 11.0 10.8
South Korea 2.6 7.4 6.0 1.3 5.7 12.1
Thailand -1.0 8.2 11.9 13.6 11.7 8.3
Indonesia 3.7 6.0 10.5 0.9 4.5 12.0

Emerging Asia total (ex-China) 3.2 6.3 9.3 1.4 5.1 11.9
World 3.0 5.2 6.8 1.5 3.7 6.0

Source: MAPFRE Economic Research * For the purposes of this analysis: Poland, Russia, Turkey, Czech
Forecast end date: January 8, 2019. Republic, Hungary, Saudi Arabia and South Africa.
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