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Executive summary

2023 Economic and Industry Outlook:
Third-Quarter Perspectives

Economic outlook

The global economy continues to grow at a more moderate pace,
showing a positive growth trend that is preventing a worldwide
recession for the time being, with some improvement in the financial
system and greater dynamism in the services sector. Thus, forecasts
point to weaker global growth than anticipated in our report of the
previous quarter. On the inflation side, supply factors have softened
rapidly, with raw material prices (mainly energy-related) transferring
certain signs of deflation to industrial prices and introducing a more
moderate reading of the cost of goods. In contrast, the boom in the
services sector has stabilized core inflation readings on a more rigid
downward path, broadly impacting salaries in a stressed labor market
and shifting demand towards areas of activity less sensitive to
monetary tightening.

Supply chains continue to normalize, yet are subject to both downside
risks, given the underlying layer of geopolitical tensions, and upside
risks because of the nearshoring process, which could offer future
benefits in the form of greater diversification. Moreover, the context of
declining global demand and China's weak post-COVID reopening have
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caused raw materials, especially those in the energy sector, such as oil
and gas, to move towards a more sustainable price environment. This
is beginning to negatively impact countries that export raw materials,
with regard to both trade volume and terms, affecting the current
accounts of developed and emerging countries.

Meanwhile, factors such as the stressed labor markets, which may
increase the risk of additional pressure on salaries, fiscal policy and
the potential withdrawal of the majority of aid packages, among
others, may affect price growth in both directions, meaning that
greater price volatility is to be expected. Therefore, inflation is likely to
continue falling, albeit more slowly, with a tendency to stabilize around
core inflation at a potentially erratic and volatile pace.

The monetary tightening cycle is therefore expected to continue in the
coming months. The revised inflation levels worldwide have barely
changed compared to the previous quarter, making it necessary to
assign more weight to the inflation factor as opposed to activity.

In the United States, the forecasts point to modest, positive changes in
terms of activity for 2023. A short recession is still on the horizon,
although the first contraction should appear later than we previously
predicted, in the last quarter of 2023. As for the Eurozone, after the
negative first-quarter data, we have maintained our growth forecasts
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for 2023 and expect the economy to weaken slightly in 2024, in line
with the data from the latest industry surveys. Meanwhile, the Chinese
economy seems to have stalled in recent months, with industrial
production, export and consumer-spending data reflecting a loss of
momentum. However, this decline in economic activity should reverse
in the second half of the year thanks to a more proactive economic
policy and a looser monetary policy. As for the rest of Asia, thanks to
investment and moderate inflation rates, dynamic growth can be
expected, thus providing some level of relief to global economic
performance. Lastly, our forecast for Latin American countries points
to an upward revision in the aggregate, albeit with divergences, the
main drivers being improved economic prospects for Mexico and
Brazil. Otherwise, activity in these economies is expected to slow
down, with below-potential growth.

In this context, the baseline scenario considered in this report is still
one of global stagflation, with growth that remains limited by below-
potential rates around the world, particularly in the developed
markets, which remain affected by selective recessions and divergent
growth. Therefore, global activity is forecast to grow by around 2.6%
and 2.3% in 2023 and 2024, respectively, while in terms of prices, the
revised forecasts point to average inflation of 7.0% and 4.9% in 2023
and 2024, respectively.

Meanwhile, in the stressed scenario (alternative and more pessimistic],
lower activity is anticipated at the global level, with an upturn in
inflation due to less cyclical and more structural forces. This would
cause monetary policy to activate levers towards a higher terminal rate
towards the end of the year, with more restrictive real interest rates. In
this alternative scenario, global economic growth would stand at
around 2.4% and 1.7% in 2023 and 2024, respectively, with average
inflation of around 7.4% and 5.4% in each of these years.
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Industry outlook

Our revised economic growth estimates for 2023 continue to present a
mixed outlook for insurance companies’ activity and profitability this
year, which is being reflected in the insurance industry data, although
a further economic slowdown is expected in 2024. This should appear
as the effects of tougher financial conditions for households,
businesses and companies are transferred to the real economy, which
could result in lower growth in the more cyclical lines of the insurance
business.

The latest inflation data shows signs of improvement but still suggests
that most central banks will maintain tight financing conditions, with
some making additional adjustments until they get close to their
targets. Significant exceptions include China, which has entered a
monetary easing phase, and Japan, which is maintaining loose
financial conditions. Other central banks that began the monetary
tightening process earlier, such as those of Brazil and Mexico, are now
in a phase of holding interest rates at the levels reached in previous
months as inflation subsides. The higher interest rates are favoring
development of the life savings and annuity insurance business,
although the inversion of the yield curves in many markets has been
accentuated, somewhat complicating the management of products
with medium and long-term interest rate guarantees.

The automotive sector, in particular, continues to benefit from the
normalization of supply chain problems and some pent-up demand,
which is why car insurance demand has improved. However, the
persistence of inflation is impacting its profitability, while the
tightening of conditions for financing new vehicle purchases and the
anticipated economic slowdown may weigh on demand in the coming
months. Meanwhile, health insurance continues to have strong
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prospects as a complement to public health systems, although it also
faces the challenge of controlling rising costs under inflationary
pressures.

Regarding investment portfolios, the financial markets, especially
equity, made a noteworthy recovery at the end of the first half of the
year, and a certain degree of stability can be anticipated in monetary
policy rates in the second half. Some additional hikes are on the
horizon for central banks that started the monetary tightening process
later, such as the European Central Bank in the Eurozone and, after its
recent pause, the Federal Reserve in the United States.

Finally, when analyzing the solvency ratios of the main insurance
groups in the European Union in 2022, it should be noted that despite
the positive effect of interest rate hikes on the valuation of technical
provisions, the accelerated increase in interest rates had a negative
impact on the valuation of investment portfolios. This was amplified by
the increase in risk premiums, both factors having a negative net effect
on the own funds of the groups analyzed, which saw their solvency
ratios drop, practically across the board, compared to the previous
year, although they still show a robust solvency position.
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1. Economic outlook

1.1 The world economic outlook

1.1.1 Stalled catalysts:
growth, inflation and the financial system

Since the previous version of this report!, global activity has continued
to show the signs of cautious optimism detected at the start of the
year, following a path of positive growth with moderate yet favorable
progress on the inflation side. It has thus overcome both the
accelerated normalization of monetary policy and the turbulence in the
banking sector that sounded alarm bells regarding the health of the
financial system. On the other hand, this resilience confirms that the
positive cyclical behavior of the services sector is currently the main
source of support, as it continues to reflect the post-COVID-19
reopening, in contrast with the aforementioned divergences in the
manufacturing sector, which has entered a phase of cyclical slowdown.
As a result, growth is being led by economies whose productive
structure best reflects this reorganization (economies oriented
towards the tertiary sector).

From the perspective of inflation, this change in drivers is reflected in
the rapid softening of supply factors, with the prices of raw materials
(mainly energy-related) transferring certain signs of deflation to
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industrial prices and introducing a more moderate reading of the cost
of goods. In contrast, the boom in the services sector has stabilized
core inflation readings on a more rigid downward path, broadly
impacting salaries in a stressed labor market and shifting demand
towards areas of activity less sensitive to monetary tightening.

Recalling the catalysts of the inflationary episode still underway, the
current status of supply chains could be described as practically
normalized, albeit subject to both downside risks, given the
underlying layer of geopolitical tensions, and upside risks because of
the nearshoringprocess, which could offer future benefits in the form
of greater diversification. In terms of inputs, improvement is mainly
reflected in energy-related raw materials, with the oil and gas
markets moving towards an environment of more sustainable prices,
conditioned by both the context of shrinking global demand and the
fact that China's post-COVID reopening failed to provide additional
momentum. This dynamic is already starting to have a negative
impact on countries that export raw materials, mining, and industry
with proximity to inputs, whose activity figures are beginning to
permeate the current accounts of certain emerging markets
(countries in Latin America, such as Chile and Colombia, and in Asia,
like South Korea and Taiwan) as well as developed economies that
are also manufacturing-intensive but further along the supply chain
(countries in Europe, like Germany and France). While the outlook is
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somewhat bleak in terms of activity, its pass-through to prices
suggests more positive prospects, leading the current disinflation
process and setting the stage for significantly better headline
inflation readings. This situation could be amplified by the bullwhip
effect (less predictable demand and excess inventory causing inverse
bottlenecks], thus facilitating the battle of the central banks (see
Charts 1.1.1-a to 1.1.1-d).

However, the shift of demand to the services sector, with tourism
assuming the main role, has been affecting price dynamics in an
additive way. This is due to the increased pressure on core
inflation, helping to keep inflation at high levels, and in turn
generating additional pressures on wages that could give rise to a
price spiral as the service sector slows its pace of expansion and
converges towards the manufacturing sector’s already established
path. In fact, the latest trading data already shows differential
dynamics that make a correction in core inflation unlikely in the
short term.

Other noteworthy factors in the reduction of price growth have been
both the leveraging of the base effect and the fiscal policy factor, acting
as a firewall in the transfer to final prices. However, both the dilution of
this step in the year-on-year comparison(base effect] and the
foreseeable withdrawal of most support packages (fiscal policy effect)
may cause tailwinds that gradually dissipate in the second half of the
year. In short, these clashing forces will foreseeably cause inflation to
continue to decline, albeit at a slower pace, with less visibility in core
inflation, and on a potentially erratic and volatile path (see Charts
1.1.1-e to 1.1.1-h].

Against this backdrop, the main central banks have provided a roadmap
for continuity, suggesting that the monetary tightening cycle will
remain on course in the coming months, at least until enough progress
has been made with inflation to prevent the aforementioned factors

Fundaciéon MAPFRE
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Chart 1.1.1-a
Global: bottlenecks
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Chart 1.1.1-b
Global: raw materials price index
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Chart 1.1.1-c
Selected economies: producer price indexes
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Chart 1.1.1-d
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Chart 1.1.1-e
Global: global inflation vs. emerging markets
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Chart 1.1.1-f
Selected economies: core inflation
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from taking root in the economy, shifting inflation expectations (see
Box 1.1.1). Thus, the still-uncomfortable developments on the price
side prevail over economic performance, which remains surprisingly
resistant (analogous behavior in the labor markets). Additionally, the
conditioning factors arising from financial instability in the banking
sector seem to be dissipating, suggesting a brighter outlook in which
the financial system (verified in the latest stress test of the U.S.
Federal Reserve?] and balance sheets of market agents remain
relatively healthy. All of this, combined with the progressive tightening
of credit standards and lower credit demand, means that the risks
remain controlled to the extent that the reduced elasticity of monetary
policies results in a higher terminal rate and provides longer-term
support (see Charts 1.1.1-i and 1.1.1-j).

In line with the above, and despite remaining signs that progress in
inflation has been insufficient overall, everything seems to indicate
that the expansionary cycle is still underway, and therefore monetary
policy will continue to react upwards. Thus, the most probable risk
scenario is configured around the feedback from this dynamic,
lengthening the cyclical stage and postponing a landing for the
economy that is still forecast to be soft. This dynamic gives rise to the
stressed scenario (risk scenario) considered in this report; a less-likely
scenario where a more abrupt drop in global demand would be
catalyzed by more intense and lasting inflationary pressures, activating
a more aggressive monetary policy and with a certain degree of
overreaction. However, considering the signs of recession, which have
not dissipated, the limited impact of the lag effect and the atypical
dynamics of this cycle (along with the limited capacity in terms of
economic levers to deal with new shocks], we still cannot rule out the
possibility of a full hard landing, or the feasibility of a transition to a
non-linear event with a later (but also more pronounced) recession
(see Charts 1.1.1-k to 1.1.1-0].

Fundaciéon MAPFRE

2023 ECONOMIC AND INDUSTRY OUTLOOK (Q3)

Chart 1.1.1-g
Selected economies: PMIs
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Chart 1.1.1-h
Selected economies: savings
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Box 1.1.1
Monetary policy update

Federal Reserve

At its June meeting, the US Federal Reserve left monetary policy

interest rates unchanged in the 5.00%-5.25% official range. In terms of ChartA.

rate projections, the Federal Open Market Committee (FOMC) dot plot United States: Federal Reserve Dot Plot

hinted at the need to move forward with two additional rate hikes for the -
remainder of 2023, to the 5.50%-5.75% range, anticipating that rate cuts e
will not take place until at least 2024 and with levels that could remain 65
elevated until 2025 (see Chart A). In terms of the balance sheet, the = - 60
Federal Reserve made no changes to its asset holding reduction, with o . 55
the monthly combined roll off of US$60 billion in Treasury bonds and o . 5.0
US$35 billion in MBS (Mortgage-Backed Securities), without offering any SO e 45
additional future guidance. . - 0
As for the programs that were created following episodes of instability — N
in the banking sector, the Bank Term Funding Program (BFTD] s ¥
continued to increase by US$6.546 billion, to reach a record of 0 »
US$100.161 billion. Meanwhile, lending through the discount window 20
also increased by US$1.741 billion to US$296.396 billion. In sum, the 18
balance stood at US$8.3 trillion, resuming the path to normalization L0
(see Chart B). In addition, the Federal Reserve activated a series of 05
additional rules, establishing guidelines on repos (US$500 billion per 0.0
operation) and reverse repos (US$160 billion per day), as well as the ' : : !
reinvestment of the amount of principal payments on Treasury and MBS 20 20z 207 e
holdings, Capped at US$35 billion and US$65 billion per month, Source: MAPFRE Economics (based on Federal Reserve data)

respectively.

Fundacion MAPFRE



2023 ECONOMIC AND INDUSTRY OUTLOOK (Q3)

Box 1.1.1 [continued)
Monetary policy update

raising their calls on the central bank through the aforementioned

ChartB. windowing guidelines. Furthermore, money market funds climbed to a
United States: Federal Reserve balance sheet record US$5.46 billion, to benefit from higher Treasury bill rates, to the
detriment of traditional deposits, and could additionally weigh on the

— Total YoY [right axis) money supply (see Chart C).

All other
B Assets: Liquidity and Credit Facilities: Other Credit Extensions . . . .
B Assets: Liquidity and Credit Facilities: Bank Term Funding Program, Net On the macroeconomic front, new pr‘OJeCtIOI’]S were presented, with
0 000,000 Joo, economic growth for 2023 upward to 1.0% (from 0.4% previously), 1.1%

in 2024 and 1.8% in 2025 (down one tenth and up one tenth,
8,000,000 M 20% respectively). For inflation, the forecasts show little change, anticipating

7,000,000
\'\\ 15%
6,000,000 \
Chart C.
5,000,000 10%

\_\\ United States: money market funds and bank deposits
4,000,000 5%
\\ — |CI Money Market Funds Assets
3,000,000 = US Commercial Bank Liabilities Deposits SA

\ 0% 20,000 5,600
2,000,000 19,500 5,400
5%
1,000,000

p— 19,000 5,200
0 — |, 18,500 5,000
2022 2023
18,000 4,800
17,500 4,600
Source: MAPFRE Economics (with Haver data)
17,000 4,400
) i X 16,500 4,200
With the balance sheet reduction back on track, and as the Treasury is 5000 Lo00
expected to rebuild its general account (TGA) once the debt ceiling deal 2022 (Q3) 2022 (Q4) 2023 (Q1) 2023 (Q2) '
is reached by depositing money at the Fed, it is expected that the money
supply will be further tightened, putting more pressure on banks and Source: MAPFRE Economics [based on Bloomberg data)
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Box 1.1.1 (continued)
Monetary policy update

that inflation will remain high in 2023 at 3.2% (up from 3.1% previously),
2.5% in 2024 and 2.1% in 2025 (in line with the March forecast), while
core inflation will be slightly higher.

The narrative from the Fed's statement has been harsher than
expected, departing from the consensus by suggesting a higher terminal
rate and subverting expectations of a sustained pause over time, relying
on strong activity and employment, lack of progress in controlling
inflation, and additional credit tightening in the wake of banking turmoil
that has not materialized.

Chart D.
United States: real interest rates
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Source: MAPFRE Economics (with Haver data)

Assessment

With the June meeting, the Fed tilts its pause toward a further
tightening environment, under a series of mixed signals across the
board: (i) inflation moderating, but with core inflation showing some
downward opposition; (i) activity diverging across economic sectors, but
expanding; (i) employment continuing to imply wage pressures; and (iv)
a less gloomy outlook for banking instability.

Chart E.
United States: inflation (base effect of June 2022)
l CPI(MoM)
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Box 1.1.1 (continued)
Monetary policy update

Inflation data, meanwhile, offered positive progress in the headline CPI
reading (4.0% YoY, 0.1% m/m), its most benign reading since March
2021 and better than expected for the fourth consecutive time, with
energy as the main downward component. However, the contribution in
the case of goods was moderate, sideways on the services side [i.e.,
housing, which did advance by 0.6% m/m, compared to 0.4% in April)
and not yet visible in core inflation (5.3% YoY and 0.4% m/m). Thus, in
general terms, progress was insufficient to sustain the pause, and
premature despite the positive real interest rates (not under the prism
of the core), the base effect of June (less favorable in the following
months), and the tailwind of industrial prices (see Charts D, E and F).

In terms of economic activity, the forecast remains weaker, confirming
that the slowdown in the U.S. economy is still ongoing, albeit moving
away from landing scenarios. The main deterioration continues to unfold
in the manufacturing sector (PMI dropped from its preliminary level of
48.5, to 48.4 at the end of May, down from 50.2 in April, while the ISM
dropped from 47.1 to 46.9). On the flip side, services continue to expand
(PMI of 54.9 PMI and ISM of 50.3), albeit moderating to the slowest pace
since December 2022, partly due to the more advanced state of the cycle.

Employment, meanwhile, continues to show a latent imbalance, with
the ratio of vacancies to be filled/unemployed at 1.66 and labor
participation failing to recover pre-pandemic levels. However, the latest
available data show some weakness in both job vacancies and
household surveys, resulting in an unemployment rate that increased to
3.7% (from 3.4% previously). Finally, banking instability has had a

Chart F.
United States: consumer and industrial producer prices
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moderate impact, which appears to have been quelled, with less risk
arising from the potential for further tightening of credit conditions.

All in all, the second half of the year is leaning towards an extension of
the expansionary cycle subject to a higher-than-expected terminal rate,
with an additional 25 basis points (bps) expected next July (implicit
rates assessed at close to 70% probability) and an additional 25 bps that
could well be signaled for August-September at the upcoming Jackson
Hole symposium (implicit rates with more volatile probabilities). After
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Box 1.1.1 [continued)
Monetary policy update

Chart G.
United States: implied rates
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that point, it would be plausible to establish a new pause (unanimous
decision in June) that would allow us to continue assessing the
cumulative effect of monetary tightening and sustaining conditionality
for a longer period of time (see Chart G).

European Central Bank

In its most recent meeting, the European Central Bank (ECB) decided to
stay the course by raising the three official interest rates by 25 bps
(4.25% for the marginal lending rate, 4.00% for the main refinancing
rate and 3.50% for the deposit facility). As for the balance sheet, the

ECB is continuing to reduce its security holdings through the Asset
Purchase Programme (APP), at an average pace of €15 billion through
the end of June 2023, unlike reinvestments under APP, which will be
discontinued as of July. Elsewhere, it will maintain its intention to
reinvest the principal payments from securities purchased under PEPP
(Pandemic Emergency Purchase Programme] until at least the end of
2024, as well as the direction of the Targeted Longer-term Refinancing
Operations (TLTROs), with no new developments.

On the macroeconomic front, new projections were presented, including
GDP contraction of 0.1% in Q1 which lowers growth for 2023 to 0.9%
(from 1.0% previously), and with 1.5% in 2024 and 1.5% in 2025 (vs. 1.6%
previously). As for inflation, the forecasts remain high and practically
unchanged, averaging 5.4% in 2023, 3.0% in 2024 and 2.2% in 2025 (one
tenth of a percent higher in all years). On the other hand, the dynamics
of core inflation are expected to persist for longer than expected, driven
by inflation in the services sector, which has not yet moderated, and by
wage compensation, which is gaining momentum according to the most
recent data. In sum, and as expected, the ECB meeting was
accompanied by an additional interest rate hike, a prospect of more
hikes throughout the rest of the year and the confirmation of a latent
stagflationary outlook, offering a more pessimistic picture in its review
of core inflation, whose moderation is still tentative.

Assessment

Along similar lines to the Federal Reserve, the ECB has revitalized the
pillars underpinning the need for additional monetary tightening, with
an upwardly biased narrative based on the factors proposed by the
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Box 1.1.1 [continued)
Monetary policy update

Chart H.
Eurozone: PMIs
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Federal Reserve, albeit removing the pause scheme from the table. In
terms of activity, and after revising the Q1 data, it is clear that the
Eurozone is indeed immersed in a slight technical recession, with more
notable divergences in the manufacturing industry (weighed down by
the energy shock and the loss of competitiveness] and in the services
sector (in a later phase of expansion), as well as the drop in
consumption that could not be offset by the energy saving measures,
fiscal support, or the strength of the labor market (see Charts H and I).

Chart .
Eurozone: Quarterly GDP
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Source: MAPFRE Economics (with Haver data)

With respect to prices, progress has not been positive either, since,
although the general indicator moderated to 6.1% in May, core inflation
remains rigid (5.3%) and still does not show a clear change in trend,
supported by both the services sector and wages, which are more
noticeably beginning to shed their loss of purchasing power, although
without fully triggering second-round effects (see Chart J).

Financial instability, in terms of the Eurozone, seems to be well
contained and, to date, has sustained a low level of contagion in the

Fundaciéon MAPFRE




2023 ECONOMIC AND INDUSTRY OUTLOOK (Q3)

Box 1.1.1 [continued)

Monetary policy update
Chart J. Chart K.
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banking sector, which is in a less marked position (albeit with the
imminent repayment of €500 billion of TRLTOs) with risk premiums
contained, allowing the anti-fragmentation mechanism to remain
inactive.

All in all, the outlook in the Eurozone remains weak, although
overcoming the prospect of a deep recession and chronicling certain
risks which to date have been overcome with some success, but which
leave no room for complacency. Under this approach, with the risk of
inflation expectations becoming unanchored (the average fell from 6.3%

to 5.3% in April, but remains high) continuing to drive wages and
sterilize part of the positive supply-side gains (in addition to a fiscal
lever that has yet to change its bias), the data seem sufficient for the
monetary cycle to remain in place. In this regard, two additional interest
rate hikes of 25 bps are expected in July and September (see Chart K],
thus prolonging the possibility of reaching a higher terminal rate before
the end of the year.
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. Chart 1.1.1-j
Chart 1.1.1-i : ]
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Chart 1.1.1-m
Selected economies: Manufacturing PMIs
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1.1.2 Regional perspectives and dynamics
Chart 1.1.1-0

The revised forecasts in this report consider changes at a global level, Selected economies: money supply (M2)

with slightly lower growth forecast for 2023, of 2.6% compared to the — M2 Eurozone — M2 United States
previous 2.8%, and for 2024, of approximately 2.3% [vs. 3.0%

previously). Regarding the inflation outlook, the forecasts remain 30

unchanged, pointing to 7.0% in 2023 and 4.9% in 2024, with concerns

regarding inflation weighing more heavily on the scale than activity. It 20

should be noted that the regional dynamics reflect a series of
divergent trends that anticipate changes in terms of contributions to

growth, although they are insufficient to escape the global b

Chart 1.1.1-n -10
Selected economies: 2-10 year yield spread
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stagflationary environment. These disparities are largely due to: (i) the

05 productive structure, which is conditioned by the gap between
.l III manufacturing and services (more pronounced in developed regions);

0.0 L e — (ii) the resilience of both consumer spending and labor markets, and
II (iii) the effectiveness of economic policies. Thus, special attention is

0e paid to the current monetary cycle, which may begin to loosen in

certain emerging economies that took a proactive stance sooner,
compared to the more conservative stance of developed countries.
Meanwhile, fiscal policy continues to adjust towards neutrality
(highlighting the limitations of the United States after the agreement
on the new debt ceiling), although at a slower pace than anticipated
(with the Eurozone still maintaining an accommodative strategy, while
optimistic that a compromise will be reached by the end of the year],
and in a more complex environment for access to financing (see Chart
1.1.2-a).
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Chart 1.1.2-a
Global: growth and inflation outlook and contribution by region
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United States

In the United States, the forecasts point to positive changes in
terms of activity, at least for 2023, as the staying power of
consumption and tight labor market continue to thwart the anti-
inflationary targets of the Federal Reserve. On the price side, the
forecasts are unchanged, with pressures on durable goods fading,
but services picking up the effects of this resilience in consumption
and the base effects in a less favorable stage. Meanwhile, and after
the pause in interest rate hikes and the stabilization of the banking
environment, monetary policy is expected to resume the cycle of
rate increases, with a level of additional tightening that raises the
expected terminal rate and the intention to remain in restrictive
territory for a longer period of time. The latest revision of GDP for
the first quarter and its components, mainly personal consumption,

validate a trend that could be longer than initially expected, while
financial health shows no signs of further adjustment in an
environment of more adverse financial conditions. These are points
of support that should be moderated as monetary policy takes
effect, still with a lag, but reflected in “soft data” series and a fiscal
policy with few changes on the horizon. All in all, we maintain our
forecast of a short recession in the second half of the year, but
expect to see the first contraction in economic activity later than
previously anticipated, in the last quarter of 2023 or the first quarter
of 2024 (see Charts 1.1-2-c and 1.1.2-d).
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Eurozone
Chart 1.1.2-b
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Chart 1.1.2-e
Global: gas prices
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Chart 1.1.2-f
China: PMIs
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side, albeit at the cost of worse performance, subject to structural
risks on the energy side, while core inflation will continue increasing
slightly, subject to risks related to salary trends. Accordingly, we have
revised our forecasts of a more hawkish European Central Bank (ECB],
with a higher terminal rate and financial conditions that are tighter in
general, which could accelerate governments’ transition to fiscal
sustainability (see Charts 1.1.2-d and 1.1.2-e).

China and Asia Pacific

As for the Chinese economy, the boom from the post-COVID reopening
appears to have stalled in recent months, with industrial production
data, exports and consumer spending weakening slightly. Additionally,
it continues to face headwinds, both externally, with the slowdown in
global demand, and internally, with the real estate market that has not

quite overcome the downturn following the latest government
measures (new housing-related loans fell to 2013 levels).

Despite a disappointing first half in terms of activity, reflected in prices
(with inflation and industrial prices slowing down), the Chinese
economy is thought to be building momentum and could be
reinvigorated in the second half of the year. This would be the result of
a more proactive economic policy (fiscal and quasi-fiscal policies
aimed at restarting growth) and with the support of an easier monetary
policy, sending signals of greater flexibility both in the RRR (in addition
to the 10 basis points already announced in June) as well as the
medium-term lending facility (MLF) and the benchmark rate for new
loans (LPR) (see Charts 1.1.2-f and 1.1.2-g). As for the rest of Asia, a
positive view of growth is maintained, despite concerns about the
reduction in external demand (Taiwan and South Korea stand out due
to the cyclical nature of semiconductors). A significant part of the
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Brazil after the improvement in its credit rating, and in Mexico,

_ _Chart1.1.2-g N benefiting from the gradual increase in investment related to
China: credit impulse and commodities nearshoring. Meanwhile, inflation dynamics show a more concrete path
— Creditimpulse  — Commodities (YoY, %), right axis of deceleration, and should follow a slightly faster path in the future

compared to the trend of developed economies, allowing several
countries in the region to enter the easing cycle sooner, especially in
economies supported by strong currencies. On the negative side, these
improved prospects are not evenly distributed, and in particular, in
30% . . X : .
35 economies such as Argentina, Colombia, Chile and Peru, fiscal
accounts continue to deteriorate, activity is depressed and inflation is
high, making a change in monetary policy impossible (see Charts

45 60%

0%

25 1.1.2-h and 1.1.2-i).
-30%
In short, the overall forecast at the beginning of the year for a gradual
15 2010 201e - -60% shift from price concerns to demand problems remains valid,

Source: MAPFRE Economics (with Bloomberg and Haver data)

Chart 1.1.2-h

. . . . . Latin America: current account balance of payments
region’s economic growth continues to come from investment, which,

coupled with the reduced inflation rates, could lead central banks to
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assign more weight to growth and provide some level of early relief. — Latin America Current Account Balance (% GODP)
40 1
Latin America 0
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Finally, our forecasts for the main Latin American economies have B
been revised upwards, despite the continued intra-regional 0 -2
divergences, with the improvement in prospects concentrated on the 5
economies of Mexico and Brazil. Despite the symptoms of lower global -20
demand and the accumulated drag of an early restrictive monetary -4
policy, both economies are showing stronger signs of both a slowdown 40 5
in prices and resilient consumption, indicating that economic activity 2010 2015 2020

could have been underestimated again in our last report. Further
tailwinds are expected on the investment side, which could rally in
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tempered by the cautious optimism at the beginning of the year that
has continued over time, with the latest revision of the forecast
pointing to greater resilience. Points of support include the firewall of
fiscal policy, consumption, underpinned by the strong labor markets,
the services sector [not manufacturing, which is following the expected
script), and the drawn-out effects of monetary policies, which have not
finished permeating the economy as a whole. In terms of prices, the
indexes continue to pick up divergent signals from industry and
services, reflecting the gap between headline inflation (trending
downward] and core inflation (more stubborn] readings, providing
insufficient fiscal and monetary policy space to close the cycle. Along
these lines, and in the absence of new positive catalysts for economic
activity, the forecast of inflation that does not subside along the
expected path and the absence of new financial instability events that
force a shift in monetary and fiscal policy, the scenario of stagflation
remains (see Charts 1.1.2-j to 1.1.2-m).
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Chart 1.1.2-i
Selected emerging markets: currency trends

— Brazil = Mexico == Colombia == China == India = Malaysia — Poland — South Africa

150

140

130

120

110

100

90

80
2020 2021 2022 2023

Source: MAPFRE Economics (based on Bloomberg data)

Chart 1.1.2-k
Emerging markets: PMIs
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Chart 1.1.2-1 1.1.3 Scenarios and forecasts
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predominant productive structure. The baseline is maintained, with a
cyclical slowdown in demand that eases concerns about inflation, but
-90 whose effects are extended over time, supported by factors that
prolong the expansive tone of consumption, labor markets that are
maintaining some strength, and a fiscal policy that took longer than
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On the price side, a high-pressure scenario continues, trending

Chart 1.1.2-m downward but over a longer period of time, and declining at a slower

Selected economies: likelihood of recession pace [mainly in the core index] due to the aforementioned factors. By
contrast, inflation has a much narrower support base (the

— Eurozone  — United States  — Germany contribution of raw materials, durable goods and the manufacturing

sector is limited compared to the support of services, especially
tourism), but greater potential to trigger second-round effects.
80 Salaries are the next link in the price chain and a potential catalyst
for this risk, which would favor a movement towards the risk
scenario considered below.

100

60

40

This outlook includes, in turn, tighter financial conditions than
anticipated in the previous version of our report, with the central banks
0 of developed countries adding another interest rate hike to what was
anticipated; specifically, the Federal Reserve with an additional 25
basis points in July (versus the previously proposed pause] and the
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previously]. At the same time, their emerging counterparts, with a
more advanced monetary cycle and more controlled price dynamics,
have postponed monetary tightening for a quarter.

At the geopolitical level, the forecast horizon remains unchanged, with
the war in Ukraine, tensions over Taiwan, and other events of
fragmentation and transition towards a multipolar world as an ongoing
trend, albeit subject to the inherent volatility they may cause.
Therefore, in the baseline scenario of our report, raw materials
stabilize at current levels, avoiding abrupt price drops due to lower
demand and trending slightly higher than observed in the last decade.
In particular, oil should stand at 85 USD/b on average in 2023 and
remain at around 80 USD/b during 2024 and 2025.

Stressed scenario

Meanwhile, the stressed scenario (risk scenario] maintains the
assumptions of the previous edition of this report, with a drop in global
economic activity and rise in inflation that activate an environment of
stricter financial conditions based on a more aggressive monetary
policy and a moderate fiscal policy response, with increases in risk
premiums that do not trigger a fiscal dominance event. Regarding
activity, there is a marked erosion of purchasing power in consumption
and investment, which begin to contract in the second half of 2023 and
early 2024, with developed economies facing selective, yet deeper
recessions. Meanwhile, emerging countries see their performance
diminished by the drop in global demand, more noticeable in countries
that export raw materials, which are especially open to the exterior
and vulnerable in terms of current account financing. In aggregate
terms, global growth continues to find support in Asia, especially in
China, India and their satellite countries, and to a lesser extent, in
other emerging countries in Latin America, Europe, the Middle East
and Africa, with the developed regions making the smallest
contribution.

On the inflation side, in this risk scenario, the rise in prices is due to
less cyclical and more structural forces, causing monetary policy to
activate levers towards a higher terminal rate towards the end of the
year. Real interest rates are more restrictive than anticipated for much
of 2024, channeling into a decline in the labor markets that deepens
the drop in consumption. Consequently, countercyclical fiscal policies
are only activated in a small group of countries, limited by fiscal space,
and this is insufficient to serve as a cushion for previous shocks, such
as in the energy sector.

Meanwhile, the change in financial conditions and decreased liquidity
caused by more aggressive balance-sheet reduction programs lead to
implicit volatility that raises the VIX to levels above 40 and the annual
average to around 30. This implies a correction in risk assets, with
global equities contracting 20% in their aggregate index, fixed income
starting from a 10% correction in the 10-year duration, and the dollar
strengthening again against other currencies (1.08 against the euro).
This amplifies the effects of the withdrawal of liquidity and a flight-to-
quality that affects emerging currencies, which face outflows similar to
the ones caused by previous shocks. Credit spreads widen in the range
of 150 to 300 basis points, depending on the credit quality scale.
Meanwhile, the real estate market suffers limited yet adverse
contagion, with falls similar to those modeled for fixed income and
wide divergences by region. As for raw materials, they are not affected
by a significant shock, as the assumption is based on a structural
shock. However, they are moving towards a weaker price environment
in the medium term, given the drop in demand, accelerating the end of
the current stage of the cycle.

1.1.4 Risk assessment

There are several additional potential triggers illustrated schematically
on the risk map shown in Chart 1.1.4. These triggers could result in an
event similar to a recessionary shock and are described as follows.
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Global governance and geopolitical crisis

The European Union (EU) recently issued a strategic economic security
document with three main priorities: competitiveness, protection
against economic risks and collaboration with other countries. The
proposals aim to improve government oversight of “risky” trade with
third countries, reflecting the new global environment, where the
potential militarization of trade dependencies is mentioned several
times. As part of the risk balance for the global economy, this section
explores the importance of these measures, their potential impact on
trade with partners such as China, and the challenges for their
implementation. It also elaborates on current trends in various sectors,
including trade tensions, financial developments, energy transitions,
agricultural issues, defense and national security concerns, debates in
the field of health and technological regulation, all of which are
shaping the global landscape.

The EU's economic security strategy is centered on addressing
economic security concerns, especially in light of geopolitical events
such as Russia's invasion of Ukraine and the COVID-19 pandemic. The
strategy includes proposals for periodic reviews and reports to the
European Council, with input from the private sector, to address
supply-chain vulnerabilities and technology leaks. It proposes the
creation of a Strategic Technologies Platform for Europe that seeks to
improve the EU’s competitiveness, especially in green and digital
transformations.

Pressure from the United States

The strategy also responds to pressure from the United States to
restrict the flow of sensitive goods and technologies to China. While the
EU is considering export controls on dual-use goods and security risks
associated with investing abroad, its approach is less hardline than that
of the United States. The EU aims to balance its collaboration with the
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United States and maintain trade relations with China. The
implementation of these measures will largely depend on the next
Commission, and transatlantic tensions could arise if the United States
experiences a change in leadership after the 2024 presidential election.

Spanish Presidency of the Council of the European Union

The Spanish Presidency of the Council of the European Union aims to
address the main challenges facing the EU. This includes responding
to crises such as the COVID-19 pandemic, Russia's invasion of Ukraine

Chart 1.1.4
Short-term risk balance: vulnerabilities and global risks
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and geopolitical changes. The Spanish government aims to play a
significant role in shaping the future course of the EU and
strengthening its global alliances. Top priorities include supporting
Ukraine, finding new allies in Latin America and the Caribbean and
making progress on the green transition. One of the key challenges for
the Spanish presidency is finalizing the New Pact on Migration and
Asylum, balancing responsibility and solidarity among European
countries.

Current trends in various sectors

On the US business front, where intense global positioning activity is
underway, a coalition of labor and environmental groups have raised
concerns about the Treasury and the Biden Administration’s vague and
insufficient interpretation of the Inflation Reduction Act (IRA],
especially regarding critical mineral mining practices and the electric
vehicle tax credits applied to allied nations like Japan. Labor issues
with Mexico are also becoming a campaign issue, with unions
demanding stricter enforcement of the USMCA.

In the U.S. banking and financial market, Sherrod Brown, the chairman
of the Senate Banking Committee, scored a major victory by securing
approval of a proposal allowing the U.S. government to claw back the
compensation received by top executives at failed banks. Separately,
BlackRock and JPMorgan have partnered with the Ukrainian
government to create a 400-billion-dollar reconstruction bank Finally,
Indian Prime Minister Narendra Modi’s visit to the United States failed
to deliver on commitments to lower barriers for Indian companies to
list on U.S. stock exchanges.

On energy issues, the drama around COP-28 continues, and Russian oil
is facing pressure from EU sanctions. EU countries with major
automotive industries are struggling to respond to the flood of cheap
Chinese electric vehicles on the market. The TransWest Express

Transmission project is finally beginning, marking a breakthrough in
the Biden Administration’'s efforts toward clean energy. ESG
investment is facing opposition, with GOP-controlled state legislatures
banning such investments, and the EU potentially requiring ESG
reporting from U.S. companies.

In U.S. national defense/security, President Joe Biden's comments
about Chinese Supreme Leader Xi Jinping have sparked controversy.
Meanwhile, Romania is being considered to train Ukrainian pilots to fly
F-16s, and the House panel has approved amendments to strengthen
cybersecurity against China.

Political impact of the riots in France

The murder of a young man of Algerian descent has unleashed
widespread violence in France, exposing deep divisions in the
country’'s society. The government is facing a complex challenge to
restore order and address underlying issues to prevent further
escalation and polarization. The lasting political impact of the riots
will depend on how long they persist. Advocates of stricter
enforcement of police control could gain popular support, as an IFOP
poll showed that the majority trust and sympathize with the police.
The situation has also raised concerns about public safety, tourism
and upcoming events such as the Rugby World Cup and the Paris
Olympics. However, parallels cannot be drawn with the riots of 2005,
as the events then were far more intense and caused more damage.
The political landscape has since changed, with increased support for
both the far right and the far left, making incendiary responses to the
police and riots more likely.

In short, the new EU economic security strategy reflects the growing
concern for economic security in a changing world. The proposed
measures seek to balance relations with the United States and China
while protecting the EU’'s commercial interests. However, its
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implementation will face challenges, and the political future of the EU
will depend on how international tensions and domestic situations,
such as the riots in France, are managed. Today's global scenario is
full of complexities and challenges across various sectors, and it will
be crucial to find more collaborative and balanced solutions to
address these issues and move towards a more secure and
prosperous future.

Global debt

In the first quarter of 2023, global debt increased by 8.3 trillion dollars,
reaching 305 trillion dollars, which represents 332% of worldwide GDP
(eight-tenths less than at the end of 2022). Overall, this increase was
led by the developed markets, whose debt rose by 5.1 trillion dollars,
while that of emerging markets did so by 3.2 trillion dollars, a new
record. As interest rate hikes by major central banks take hold, and
despite slowing global growth, global debt levels remain stuck near
their all-time highs and around 50 percentage points above 2008 levels.
The growth of leverage, in the case of developed markets, has
concentrated mainly on governments, and to a lesser extent on the
financial sector (the opposite of what has taken place in emerging
markets), followed by the household sector. This dynamic continues to
weigh on the debt burden (with upward pressure from the renewal of
interest rates), hindering productivity (mainly in economies with the
highest debt ratios) and jeopardizing its sustainability (debt crisis risk],
as monetary policy has yet to reach a turning point, with less liquidity
and slower growth.

Economic policy

Along with inflation data, the monetary policy of the main central banks
has helped to lengthen the tightening cycle. They have signaled a
higher terminal interest rate than forecast just one month ago while
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reiterating that it will remain high until financial stability targets are
met, together with the additional factor of the ongoing balance sheet
reduction. In addition, fears have dissipated regarding financial turmoil
related to the banking sector and the potential effects of an additional
tightening of financial conditions that could reverse the progress made
to date. On the other hand, and despite the improved performance of
the global economy, there are still clear signs of a slowdown, with
some soft landings already in progress (a slight recession in the
Eurozone has been confirmed) and others on the horizon (the U.S.
economy is still expected to contract slightly by the end of this year or
early 2024).

This dissonance between growth and inflation, partly prolonged by lags
in the transmission of monetary policy, the stronger-than-anticipated
labor markets in terms of employment (although purchasing power
has decreased) and the cushioning role of fiscal policy, has allowed
activity to expand at the cost of more resilient inflation. However, the
tendency to continue using monetary levers to depress activity without
assessing the accumulated delayed effects (beyond a pause to benefit
regional banking in the United States) widens the gap in expectations,
as shown by the deeply inverted yield curve, while positioning the
balance of risks to the downside, driven by the possibility of generating
a monetary overreaction. As the Federal Reserve and the central banks
of the G-10 move into the restrictive realm of monetary policy in their
attempt to contain inflation, they face the increasingly palpable
dilemma of how much to erode demand and, with it, global growth, and
what levels of inflation are consistent with medium- and long-term
expectations. In this sense, while inflation rates are starting to move
away from their peaks, the fragility in risk assets and alarm bells of a
potential financial accident continue to accumulate side-by-side with a
return to normalcy that is still out of balance due to lower production
capacity that has not yet recovered, and demand depressors that have
yet to show their impact.
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Sovereign financial crisis in China

Early indicators of momentum from China's post-pandemic reopening
have been showing more weakness than initially anticipated,
suggesting that the recovery could be less intense and more uneven.
The main catalysts continue to be consumption and the services
sector, supported by accumulated savings and the normalization of
depressed confidence levels. However, this reactivation of
consumption is not maintaining the initial level of momentum,
consumer confidence has not fully recovered its anticipated positive
tone, and savings could remain above the pre-pandemic trend for a
longer period of time, as shown by the country’'s most recent inflation
data. Meanwhile, indicators for the manufacturing sector show that
normalization has not taken place at all (contraction of the PMI in May
for the second consecutive month), the result of slowing global
demand (putting the brakes on Chinese exports) and the drag from the
country's reduced presence in supply chains, which could take time to
reverse. In turn, the tone of the real estate sector remains subdued in
general, unable to sustain its recent stabilization (the figures for new
housing-related loans have plummeted to their lowest level since
2013) and casting doubt on the effectiveness of the comprehensive
plan launched to revitalize it. In this context, the second half of the
year should see new stimulus packages, in terms of both economic
policy (the PBOC lowered the inverse repo rates, opening the door to
further easing measures) and fiscal or quasi-fiscal policy, aimed at
reviving domestic demand and propping up the real estate market to
avoid negative feedback in terms of confidence. While these measures
would restore the traction lost since the momentum from the
reopening, they would feed into balance sheet risk, given the already
high leverage of the Chinese economy.

Climate change

Vulnerabilities associated with climate change continue to generate
warnings, as the economic costs of extreme weather-related events
spread across the globe in an interconnected way, with forecasts of “El
Nino” as an example of an approaching weather event. The
appearance of these anomalies has been impacting the market prices
of basic products, such as wheat, coffee, sugar and cocoa futures,
among others, by affecting crop vyields, energy prices and the
availability of water. In this context, the volatility around the supply
chains and its transfer to prices may generate an additional shock to
the normalization of inflation.

Inflation

Inflation data has continued to show a downward trend, with the
positive moderation of raw materials, mainly in the energy sector,
supply chains operating almost normally and the easing of demand for
durable and manufacturing-intensive goods. Conversely, inflation in
services continues to rise without showing an equivalent trend, and is
more resistant to yielding than anticipated. This dynamic has been
reflected in core inflation, with a series of less favorable tailwinds,
increasing the likelihood of a longer duration and the possible support
of salary increases triggered both by labor market friction and by the
cumulative loss of purchasing power.

In certain developed markets, inflation's more linear dynamic is
palpable as the weight of the service sector is greater (depending on
the production structure), fiscal policy has remained expansive for a
longer period of time, and the normalization of the monetary cycle,
while intense, also occurred later. In emerging countries, however, the
slowdown in inflation is more advanced, a result of greater
dependence on raw material prices, a tighter fiscal policy, the
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anticipated impact of lower global demand and a more preemptive
counter-cyclical monetary policy.

All in all, the price trend is expected to continue showing signs of
moderation, albeit at a slower pace than desirable, while avoiding
second-round effects that de-anchor inflation expectations. The main
deflationary drivers will continue to be raw materials and the different
links in the supply chains (China's dynamics may be decisive on this
point), although with a base effect that could diminish. Conversely,
services could take longer and trigger a tighter and more prolonged
monetary reaction to speed up the process of reaching the targeted
price stability. As for structural factors (deglobalization and
geopolitical tensions, instability and energy transition, imbalances in
the labor markets and prominence of fiscal levers), although they have
made progress towards a better risk balance, they continue to weigh
as factors with the potential to trigger a shift towards a regime of
sustained inflation.

Real estate market

The turbulence in the banking sector, combined with the environment
of rising interest rates and declining potential to recover purchasing
power, continues to weaken the appetite for the real estate sector from
the perspective of both investors (with both the money and debt
markets offering competitive returns) and consumers (whose demand
for credit is waning amid tighter financial conditions). Consequently,
valuation adjustment continues to be a risk in the main economies,
although the process has been taking place at a moderate pace thus
far.

This resilience continues to be most evident in the residential
segment, where supply remains out of balance with demand, which is
still relatively stable despite the widespread economic uncertainty,
fears of a recession and tighter financing environment, given the

Fundaciéon MAPFRE

2023 ECONOMIC AND INDUSTRY OUTLOOK (Q3)

monetary adjustment still in progress. On the other hand, the
commercial real estate sector is at risk of greater turbulence, due in
part to occupancy losses since the pandemic, investment demand with
a downward trend, and the concentration of risks on certain types of
credit institutions that were exposed to recent episodes of financial
volatility in the United States, with a certain propensity to focus on
liquidity management. In short, the valuation adjustment cycle could
become more abrupt and pronounced as the appetite for risk declines,
access to financing tightens, and refinancing needs increase
insolvencies, all contingent on a more restrictive interest rate
environment and below-trend economic performance.

Energy markets

Fears of a global energy crisis have been subsiding throughout 2023 as
pressure on energy-related raw materials has eased, with gas prices,
especially in Europe, recovering levels prior to the Russian invasion
and moving away from the highs seen in the second half of 20223. This
progress towards containing energy prices is mainly underpinned by
the China's underwhelming post-COVID reopening (far less intense
than initially expected), the disappearance of support measures of the
governments most exposed to the energy crisis, acceleration of the
energy transition and the deployment of a larger network of alternative
energies that balance the energy mix. This is taking place as the
outlook shifts towards weaker global demand, which the
manufacturing sectors are starting to reflect (both in purchasing
manager surveys and in the reduction observed in industrial producer
prices). In contrast, on the supply side, the OPEC countries have been
maintaining a policy of slight production cuts in order to achieve an
improvement in price levels4. With this re-balancing, concerns about
the energy markets are diminishing, allowing a less abrupt
reorientation of energy business and providing more maneuvering
room to manage the ongoing transition. However, given the global
geopolitical landscape, the energy crisis is still far from over, further



2023 ECONOMIC AND INDUSTRY OUTLOOK (Q3)

price volatility events remain a risk, and the investment gap in
alternative energy is still visible.

1.2 Forecasts and risk assessments in selected
economies

1.2.1 United States

The credit crunch continues to point to a recession

The U.S. economy grew 1.6% YoY in the first quarter of 2023 (+0.3%
QoQ, +1.3% QoQ annualized) and is in the process of slowing down.
Despite this, consumption is stronger than anticipated a few months
ago (0.9% QoQ), and the explanation lies in households use of
accumulated savings and consumer credit. Meanwhile, investment fell
sharply, by 2.1% YoY (-11.5 QoQ annualized) as a result of the rise in
financing costs and the tightening of credit conditions. Exports grew by
8.6% YoY, and imports dropped 1.8% YoY. Although initial unemployment
claims rose in June to 264,000, continuing claims are still below their
February peak. In fact, the Federal Reserve relies on the argument of a
tight labor market to justify that there is room to continue raising
interest rates.

The Conference Board’s Leading Economic Index has stabilized in recent
months (-7.9 in May), the decline in new building permits has moder-
ated, and production in the manufacturing sector continues to fall
(-1.2%). The consumer confidence indicator has improved to 63.9, as
have expectations, to 68.0. In the real estate market, building permits
are gaining ground after falling by one-third in 2022. Mortgage interest
rates have risen from 3% in 2021 to more than 6% (6.1% at the end of
June for variable rates and 6.6% for 30-year fixed rates). Therefore,
commercial real estate is also a sector that will suffer due to higher
refinancing costs and lower demand for space, which has significant

ramifications for mid-sized
commercial banks. As for the
future activity surveys, the
PMIs (purchasing manager
indexes) worsened slightly in
their most recent measure- e However, expectations have worsened
ment, with the composite at with regard to the coming quarters.

53.0, manufacturing at 46.3 e The tightening of financial conditions
and services at 54.1 points; will cool down the economy to control
only the manufacturing index inflation.

is in the contraction zone.

United States

e So far, the U.S. economy has performed
better than expected.

In short, although 2023 has exceeded expectations so far, it is fore-
seeable that financial tightening and its implications for the availabil-
ity of credit will impact activity levels in the second half of the year,
with quarter-on-quarter contractions leading to the expected reces-
sion in the fourth quarter. This recession may or may not be accom-
panied by further events in the U.S. banking sector, in commercial
real estate, or more abrupt credit restrictions, aspects that the Fed-
eral Reserve has promised to monitor closely. Thus, in the baseline
scenario considered in this report, GDP growth is expected to reach
1.3% in 2023 and 0.5% in 2024 (see Table 1.2.1 and Charts 1.2.1-a and
1.2.1-b).

Regarding inflation, the CPI stood at 4.0% in May (4.9% in April], with
core inflation falling two tenths to 5.3%, a slow decline that gives the
Federal Reserve reasons to maintain its tight monetary stance. By
components: food at home rose 6.7%; food at restaurants was up 8.3%;
automotive fuels dropped 20%, and electricity rose 5.9%.

At its June meeting, the Federal Reserve did not raise interest rates,
holding them at 5.25% (high band), considering that inflation is
easing slowly, especially core inflation. Therefore, further rate hikes
are expected, but it has not committed to dates, since it wants to
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Table 1.2.1
United States: main macroeconomic aggregates
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Baseline (BS) Stressed (SS)
2023 | 20241 | 20231 | 2024

GDP (% YoY)

Domestic demand contribution 3.3
External demand contribution -0.4
Private consumption contribution 2.0
Total investment contribution 1.0
Public spending contribution 0.2
Private consumption (% YoY) 2.9
Public spending (% YoY) 1.2
Total investment (% YoY) 4.7
Exports (% YoY) 2.8
Imports (% YoY) 4.2
Unemployment rate (%, last quarter) 3.8
Inflation (% YoY, average) 2.4
Inflation (% YoY, last quarter) 2.2
Fiscal balance (% of GDP) -6.0
Primary fiscal balance (% of GDP) N/A
Current account balance (% of GDP) -2.1
Official interest rate (end of period) 2.50
3-month interest rate (end of period) 2.81
10-year interest rate (end of period) 2.69
Exchange rate vs. U.S. dollar (end of period) N/A
Exchange rate vs. euro (end of period) 1.15
Private lending (% YoY, average) 4.7
Household lending (% YoY, average) 3.5
P.S. non-financial lending (% YoY, average) 9.1
P.S. financial lending (% YoY, average) 1.9
Savings rate (% pers. disp. income, avg.) 7.6

Source: MAPFRE Economics (based on Federal Reserve data)
Forecast end date: July 5, 2023.
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observe the effects of previous increases first. The more demanding
credit conditions for households and companies could weigh on
economic activity, employment and inflation. It should be noted that
there is a lag between monetary policy and its impact on the
availability and cost of credit (transmission of monetary policy).
Therefore, the Federal Reserve wants to avoid tightening conditions
too much, as this could have major implications for the financial
system’s stability.

The main short-term risk for the U.S. economy is the potential error in
monetary policy. It is difficult to estimate the extent to which monetary
tightening will result in a credit crunch for the economy, and the extent
to which it could lead to a risk for the financial system. At the corporate
level, many businesses created over the past 20 years (including those
in the commercial real estate rental sector) have relied on low interest
rates to be profitable. With higher interest rates, some contracts are no
longer profitable, and commercial real estate sales are therefore being
observed at great discounts. The higher cost of borrowing will affect
rents, mortgages, business investment, car rentals, and the working
capital of companies and businesses, to name just a few. Inflation will
also cause a drop in consumption, although for now consumers are
relying on savings and consumer credit to absorb the impact.

1.2.2 Eurozone

Monetary restriction deepens to control inflation.

The Eurozone's economy has shrunk by 0.1% QoQ for two consecutive
quarters (+1.0% YoY), and although it is marginal, this officially places it
in a recession. This situation has been caused mainly by Germany,
which is suffering from high inflation and has also contracted for two
consecutive quarters. Domestic demand in the Eurozone has
contracted by 0.8% QoQ, while investment is growing weakly (+0.6%
QoQ), and exports are down slightly (-0.1% QoQ).

The purchasing managers’
indexes (PMls] for June
worsened, especially in the
manufacturing sector, which
fell to 43.6 points, while the
composite stood at 50.3,
and services at 52.4. Indus-
trial production is declining
in several sectors, espe-
cially in the energy and dur-
able consumer goods sec-
tor. Thus, the industry sur-
vey anticipates a contraction
in total orders (-9.4%) and

Eurozone

e |mpacted by the performance of the
German economy, the Eurozone has
officially entered a recession.

e The Eurozone's leading indicators
point to a cooling off in the coming
quarters, especially in industry.

e The ECB recognizes that inflation
remains high, and its restrictive
monetary policy must be maintained.

in export orders (-12.3%].

The leading indicator index has been worsening for months, espe-
cially in terms of the (inverted) yield curve and the drop in building
permits. Consumer confidence remains negative (-16.1), while car
sales are one of the few positive points (with 20% growth], as the
sector continues to meet pent-up demand following the bottlenecks
in production lines and the semiconductor crisis, which had delayed
deliveries.

Although Germany has entered a recession, in the Eurozone as a
whole, there are still several countries with acceptable growth, with
expanding tourism and services. Indeed, the Southern European
countries will benefit from aid from the recovery and growth plan and
the plan to promote renewable energy (NextGenEU). Thus, the estimate
for GDP growth stands at 0.6% in 2023 and 1.0% in 2024 (see Table
1.2.2 and Charts 1.2.2-a and 1.2.2-b).

For its part, aggregate inflation in the Eurozone stood at 5.5% YoY in
June, dropping from 6.1% in May. Core inflation, on the other hand,
increased one tenth of a point to 5.4% YoY. Food prices were still the
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Table 1.2.2
Eurozone: main macroeconomic aggregates
Eu rozogZ?gl;I.Dzl:Ji;kdown
and forecasts 2018 | 2019 | 2020 | 2021 | 202
— GDPBS (YoY,%) — GDPSS (YoY, %) GDP (% YoY) 1.8 1.6 -6.2 5.3 35 0.6 1.0 0.5 0.8
Domestic demand contribution Domestic demand contribution 1.7 2.4 -5.7 4.0 3.8 -0.4 1.1 -0.4 0.8
5 B External demand contribution External demand contribution 0.0 -0.8 -0.6 1.3 -0.2 0.8 -0.1 0.9 0.0
Private consumption contribution 0.8 0.7 -4.2 2.0 2.3 0.2 0.9 0.2 0.7
10 Total investment contribution 0.6 1.4 -1.4 0.9 0.8 -0.1 0.2 -0.1 0.1
Public spending contribution 0.2 0.4 0.2 0.9 0.3 -0.1 0.2 -0.1 0.2
° Private consumption (% YoY) 1.5 1.4 -7.8 3.7 4.5 0.3 1.7 0.3 1.4
0 Public spending (% YoY) 1.0 1.7 1.0 4.3 1.4 -0.4 0.9 -0.4 0.9
Total investment (% YoY) 3.2 6.7 -6.5 4.0 3.8 -0.3 1.0 -0.3 0.4
-5 Exports (% YoY) 3.6 2.9 -9.3 10.6 7.4 1.2 2.0 1.3 1.9
10 - — - - Imports (% YoY) 3.8 4.9 -8.8 8.3 8.4 -0.4 2.5 -0.4 2.1
S S S S
- - - h Unemployment rate (%, last quarter) 7.9 7.5 8.3 7.1 6.7 6.7 6.9 6.7 7.0
Source: MAPFRE Economics [based on ECB data) Inflation (% YoY, average) 1.8 1.2 0.3 2.6 8.4 5.0 1.0 5.2 1.2
Inflation (% YoY, last quarter) 1.9 1.0 -0.3 4.6 10.0 2.0 0.7 2.4 0.7
Eurozonct:el:z':r;fs:tzi;bdemand Fiscal balance (% of GDP) -0.4 -0.6 -7.1 -5.3 -3.6 -3.3 -2.8 -3.3 -2.8
breakdown and forecasts Primary fiscal balance (% of GDP) 1.4 1.0 -5.5 -3.9 -1.9 =15 -0.9 -1.5 -0.9
B Public spending B inventory changes Current account balance (% of GDP) 2.9 2.3 1.6 2.3 -1.1 2.2 2.0 2.2 2.2
I Totalinvestment M Private consumption
15 Official interest rate (end of period) 0.00 0.00 0.00 0.00 2.50 4.50 3.25 4.75 3.50
3-month interest rate (end of period) -0.31 -0.38 -0.55 -0.57 2.13 873 1.61 3.67 1.62
10 I 10-year interest rate (end of period) 1.17 0.32 -0.19 0.32 3.39 2.69 2.46 2.59 2.33
5 I Exchange rate vs. U.S. dollar (end of period) 1.15 1.12 1.23 1.13 1.07 1.12 1.18 1.08 1.10
o -!! ! ! E o - Exchange rate vs. euro (end of period) N/A N/A N/A N/A N/A N/A N/A N/A N/A
0 i-_ = e — [ [ e
. I. Private lending (% YoY, average) N/A N/A N/A N/A N/A N/A N/A N/A N/A
Household lending (% YoY, average) 2.4 3.4 3.0 3.9 4.1 1.9 A 1.8 3.6
-10 - o - - P.S. non-financial lending (% YoY, average) 2.3 2.0 2.9 3.1 5.8 1.8 1.6 1.8 1.4
S S S S P.S. financial lending (% YoY, average) -0.4 2.5 -0.9 -0.1 7.2 -0.2 1.4 -0.2 1.3
Savings rate (% pers. disp. income, avg.) 12.5 13.2 19.8 17.9 14.0 133 13.3 13.3 133
Source: MAPFRE Economics (based on ECB data)

Source: MAPFRE Economics (based on ECB data) Click here to access the interactive
Forecast end date: July 5, 2023. version of this information
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most worrisome item, rising nearly 14% (May), while airfares continued
to show a marked increase (18%]), and car prices went up 6.7%, with a
trend that is leveling off.

At its June meeting, the European Central Bank (ECB) raised interest
rates by 25 basis points (bps), leaving the main financing rates at
4.00% and deposit rates at 3.50%. The Council recognizes that
inflation remains too high and considers it necessary to continue
raising interest rates in order to reduce inflation to the 2% target. The
indicators of core inflationary pressures remain high. The ECB
believes that financing conditions have already begun to gradually
affect the economy, while costs have risen sharply, and loan growth is
running out of steam. The ECB's future decisions on interest rates
will be made according to the inflation outlook, core inflation, new
economic data and the intensity of the transmission of monetary
policy (the latter is already intense, according to the most recent
data).

The ECB intends to hold interest rates higher over a longer period of
time. It remains to be seen whether this position can be maintained
without wreaking too much havoc on the economy (unemployment,
recession, destruction of companies) or the financial system (default
rate, effect of the inverted curve). As for the asset purchase programs
(APP and PEPP), the ECB will end reinvestments under the APP in July
and continue to reinvest under the PEPP until at least the end of 2024.
It will periodically evaluate measures for credit institutions.
Additionally, the Transmission Protection Instrument is available to
counteract unjustified and disorderly market dynamics. All these
measures constitute a significant reduction in liquidity to the system,
which will surely moderate inflation, but the cost in terms of an
economic contraction, with all its ramifications, remains to be seen.
Fine-tuning the credit crunch to control inflation is essential to avoid a
monetary policy error.

Short-term risks for the real economy and the financial sector in the
Eurozone are on the rise. As financial conditions tighten, household
disposable income and the borrowing capacity of companies decrease.
Households, in particular, are affected by higher monthly mortgage
payments, which reduces their ability to spend on other goods and
services. Meanwhile, for companies, this results in higher interest
expenses and more expensive refinancing. This situation has
significant ramifications for investment in the productive sectors,
including the construction and real estate sectors. For example, in
Germany, construction is already facing a 20% slowdown (construction
orders), while residential construction fell 32% in 2022. In terms of
financial risk, there is apparent calm, because the banks largely
continue to operate without “deposit wars,” and the ECB is maintaining
moderate speed as it undoes the “pandemic liquidity measures.” The
ECB has attempted to reassure the markets by making it clear that it
will always provide the necessary liquidity.

As for other non-financial risks, uncertainty persists about future energy
prices, especially where fossil fuels are concerned, since the push
towards renewable energies is generating underinvestment in this
sector. The reduction of nuclear power in Europe, with the exception of
France, will test the ability of renewables to replace fossil fuels. There is
a risk of relocation of energy-intensive industries out of Europe. The
destruction of the Nordstream 1 and 2 gas pipelines in September of last
year will condition energy costs in Europe for many years to come.

1.2.3 Spain

Stronger economic performance in 2023
and impacts from the credit crunch in 2024.

In the first quarter of 2023, the Spanish economy performed better
than expected a few months ago, growing 3.8% YoY (0.5% QoQ). Exports
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are surprisingly positive,
and the tourism component Spain
is very strong, with the po-
tential to exceed 2019 levels
this year. Private consump-
tion is weaker due to the e Inflation stands below 2% due to the
loss of purchasing power base effect and fuel aid.

from the inflation effect,
except in relation to car
sales, which are recovering
from their inventory short-
age problems. Public con-
sumption is evolving accord-
ing to the forecast fiscal spending and different EU funds. Meanwhile,
investment is slowing down, especially in the real estate and construc-
tion markets, given the tightening of financial conditions.

e So far in 2023, the Spanish economy
has performed better than anticipated.

e The credit crunch and rise in the Euri-
bor will gradually impact dynamism in
the economy.

The purchasing managers' indexes (PMIs]) for June were positive,
except for manufacturing, which stood at 48.0 points, while services
came in at 53.4. The leading indicator index has stabilized, while the
consumer confidence indicator remains negative (-21.2). Retail sales
have grown since last year (+6.5% YoY), although they contracted in
April (-0.6% MoM). The European Commission's economic sentiment
indicator (100.5) is below 2019 levels, and the retail sector survey is
positive, but slowing down, with rising prices still expected. Similarly,
car sales are recovering (+8.3% YoY).

Looking ahead to the rest of the year, and with indications that the
economy performed well in the second quarter, growth is expected to
be stronger than anticipated a few months ago. Prospects have
improved thanks to the moderation of energy costs, a tourism sector
that will recover and surpass its performance in 2019, and the
normalization of the bottlenecks that impacted the previous year,
especially in the automotive sector. Thus, the growth forecast for
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Spanish GDP stands at 2.2% in 2023, with strong exports and
reasonably high private consumption, given high inflation, financial
tightening, and public consumption benefiting from the entry of
European funds and still-expansive fiscal policy. In 2024, however, the
economy is forecast to grow 1.9% (see Table 1.2.3 and Charts 1.2.3-a
and 1.2.3-b).

Meanwhile, inflation reached 1.9% in June (preliminary data), a positive
figure (3.2% in May), but the result of falling energy prices (-10.5%),
while food (12.0%), household goods (5.8%) and other items continue to
climb. Core inflation remains uncomfortably high (6.1%), although it
has eased. Producer prices fell 4.5%, which bodes well for inflation in
the coming months. Companies made it through 2022 with salary
moderation, while in 2023 renegotiations are already underway to
recover the purchasing power of workers. Thus, inflation will be lower
than expected in 2023, but it should be more resilient in 2024. This is
due, on the one hand, to a possible rise in energy prices (partly a result
of OPEC's strategy), and on the other, to the end of the temporary aid
activated to minimize the impact of price increases.

Short-term risks for the Spanish economy are rooted in the lag in the
effects of financial tightening and what this implies for the economy in
terms of a credit crunch for consumption and investment purposes. In
fact, a significant decrease is already being observed in the granting of
mortgages (new mortgages fell 18% in the first four months and 26.7%
YoY in April). This can also be seen in corporate loans, since, in Europe
in general, the financing of companies is still largely brokered by the
banking sector (to a much greater extent than in the United States).
Additionally, the higher cost of public financing will reduce public
consumption, although in this case, it will be offset by the inflow of EU
funds. Furthermore, uncertainty persists regarding energy costs in the
medium term.
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Chart 1.2.3-a
Spain: GDP breakdown
and forecasts
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Chart 1.2.3-b
Spain: domestic demand
breakdown and forecasts
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Source: MAPFRE Economics (based on INE data)
Forecast end date: July 5, 2023.
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Spain: main macroeconomic aggregates
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1.2.4 Germany

The economy has entered a recession, and
expectation surveys point to further contractions.

The German economy entered a recession in the first quarter of
2023, after two consecutive quarters of decline, with a 0.5% YoY
decrease (-0.3% QoQ). Very high inflation and tightening interest
rates have taken their toll on consumption (-1.2% QoQ), weak
exports (+0.4% QoQ) and government spending (-4.9% QoQ with the
end of aid). Thus, domestic demand dropped 1%. Based on data
from the past few months, factory orders in the aggregate are down
10% from 2022, while the volume of construction activity has fallen
by around 20% from 2021 levels, with a 28% decrease in residential
construction. More expensive energy and financing are affecting
industrial activity levels, even though energy prices have fallen
recently. However, uncertainty over future energy prices is
influencing industrial planning. Similarly, automobile production
has fallen by almost half in the last four years due to the relocation
trend.

The IFO business confidence
index (expectations) has
fallen to 83.6 (from 88.3), e The German economy has entered a
with many sectors expecting recession.

significant contractions in
business volume. The index
for business expectations
has also dropped signific-
antly, from 88 to 83.6. Addi-
tionally, the purchasing
managers’ indexes (PMIs) e More expensive financing and energy
for June worsened, with the are taking their toll on industry.

Germany

e Factory orders are 10% lower than those
registered in 2022.

e The construction sector is down 20%,
and residential real estate has dropped
28%.

composite at 50.8 (from
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53.9), services at 54.1 (from 57.2) and manufacturing at 41.0 points
(from 43.2). Retail sales (-5.1% in May] are falling in almost all cat-
egories, following a sustained downward trend due to the cooling off
[via more severe financing conditions) pursued by the ECB to combat
inflation. The sole exception were car sales, possibly due to pent-up
demand from previous years. Similarly, consumer confidence remains
very negative (-24.2 in June).

Meanwhile, inflation is already falling, although it remains at high
levels (6.1% in May). Food was the category with the sharpest
increase (+14.5%), followed by hotels and restaurants (+9.3%).
Harmonized inflation is at 6.3%. In the coming quarters, the
recession, which initially affected manufacturing above all, is
expected to begin impacting consumption (lower retail sales) and
could expand into a demand recession. Due to the aforementioned
factors, in our baseline scenario, German GDP is expected to shrink
0.3% in 2023, with a recovery (+1.0%) in 2024 (see Table 1.2.4 and
Charts 1.2.4-a and 1.2.4-b).

Short-term risks for the German economy are centered around
energy costs. Although they have fallen, it is difficult to predict how
they will behave in the coming months. The energy transition will
surely influence the production mix and therefore the cost of
electricity. In the future, companies will have to plan their costs
carefully, and this is causing industries to relocate, especially those
with high energy consumption. The manufacturing recession will
likely be replaced by a demand recession, as financial tightening and
the loss of purchasing power of salaries take their toll. Latent
financial risks for banks remain due to the increase in the cost of
financing and the rise in default rates, which tend to increase during
recessions.
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Table 1.2.4
Germany: main macroeconomic aggregates
Chart 1.2.4-a .
Germany: GDP breakdown Baseline (BS) Stressed (SS)
and forecasts 2018 | 2019 | 2020 | 2021 | 2022 | 20230 | 2024i | 2023w
— GDPBS(YoY,%) = GDP SS (YoY, %) GDP (% YoY) 41 -03 -0.4 0.8
B omestic demand contrbution Domestic demand contribution 16 17 -31 19 32 -11 14 <11 1.1
External demand contribution
15 External demand contribution -0.5 -0.6 -1.0 0.7 -1.3 0.8 -0.4 0.7 -0.3
Private consumption contribution 0.8 0.9 -3.1 0.2 2.5 -0.5 1.6 -0.5 1.4
10 Total investment contribution 0.7 0.4 -0.6 0.2 0.1 0.2 0.4 0.2 0.3
Public spending contribution 0.2 0.5 0.8 0.8 0.3 -1.0 0.2 -1.0 0.2
5 Private consumption (% YoY) 1.5 1.7 -5.9 0.4 4.9 -0.9 3.0 -1.0 2.7
Public spending (% YoY) 0.8 2.6 4.0 3.8 1.2 -4.6 0.8 -4.6 0.8
0 Total investment (% YoY) 3.4 2.0 -3.0 1.0 0.5 1.0 2.0 1.0 1.5
Exports (% YoY) 2.4 1.3 -10.1 9.5 3.5 1.0 2.2 1.0 2.0
5 Imports (% YoY) 4.1 2.9 -9.1 8.9 7.0 -0.3 33 -0.4 3.0
S 2 2 s
Unemployment rate (%, last quarter) 5.0 5.0 6.1 5.3 5.5 5.5 5.4 5.5 5.3
Source: MAPFRE Economics (based on DESTATIS data) .
Inflation (% YoY, average) 1.8 1.4 0.6 3.0 6.9 b5 1.7 5.2 1.2
Chart 1.2.4-b Inflation (% YoY, last quarter) 2.0 1.2 -0.1 4.7 8.6 2.1 1.9 2.0 1.3
Germany: domestic demand Fiscal balance (% of GDP) 1.9 1.5 -4.3 -3.7 -2.7 -2.3 -2.0 -2.3 -1.9
breakdown and forecasts Primary fiscal balance (% of GDP) 2.8 2.3 -3.7 -3.1 -1.9 -15 -1.2 -1.5 1.1
M Public spending | Inventory changes Current account balance (% of GDP) 8.1 8.4 7.0 7.8 4.3 6.1 5.7 6.1 5.7
I Totalinvestment M Private consumption
15 Official interest rate (end of period) 0.00 0.00 0.00 0.00 2.50 4.50 325 4.75 3.50
3-month interest rate (end of period) -0.31 -0.38 -0.55 -0.57 2.13 3.78 1.61 3.67 1.62
10 10-year interest rate (end of period) 0.25 -0.19 -0.58 -0.18 2.57 2.03 1.83 1.86 1.70
Exchange rate vs. U.S. dollar (end of period) 1.15 1.12 1.23 1.13 1.07 1.12 1.18 1.08 1.10
5 I Exchange rate vs. euro (end of period) N/A N/A N/A N/A N/A N/A N/A N/A N/A
211k
=jES2lg=n_ -mmiN
, me=NEE T = = BEgEm=== Private lending (% YoY, average) N/A N/A N/A N/A N/A N/A N/A N/A N/A
|
I I Household lending (% YoY, average) 2.4 4.6 4.3 5.1 5.0 4.0 7.4 3.8 6.1
-5 — ~ - . P.S. non-financial lending (% YoY, average) 9.1 4.7 4.5 3.7 7.7 5.2 38 5.2 35
& & & & P.S. financial lending (% YoY, average) 2.7 10.3 9.7 8.4 9.6 -0.5 2.0 -0.5 2.1
, Savings rate (% pers. disp. income, avg.) 11.2 10.7 16.5 15.3 1.4 1.3 1.3 1.3 1.4
Source: MAPFRE Economics (based on DESTATIS data)
Source: MAPFRE Economics (based on DESTATIS data) Click here to access the interactive
Forecast end date: July 5, 2023. version of this information

Fundacion MAPFRE


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

1.2.5 ltaly

The indicators anticipate some decline,
especially in industry and exports.

Italy’s GDP grew 1.9% YoY in
the first quarter (+0.6% Italy
QoQ), which was stronger
than expected a few months
ago. Private and public con-
sumption remain at very
healthy levels (+0.5% QoQ
and +1.1% QoQ, respect- e The manufacturing and construction
ively) thanks to the fiscal PMIs have entered contraction territ-
push, due to both fiscal Ol

spending and the receipt of o Inflation is falling slowly, and core in-
EU recovery funds, of which flation remains quite high.

Italy has been the main be-
neficiary. In addition, in-
vestment grew by 0.8% QoQ, but exports (-1.4% QoQ) are already re-
flecting the lower demand from abroad.

e Although the Italian economy per-
formed better than expected in 2023,
the leading indicators point to slow-
down.

Industrial production fell significantly in April (-7.2% YoY) as a result of
lower demand, higher production costs and higher financing. This real
data has already been corroborated by the industry survey: factory
orders for May at -11.7 (survey result)] and export orders at -17.6
(survey result). While surveys point to an improvement in retail sales,
the real data from recent months shows a contraction (-3.0% in April).
Meanwhile, consumer confidence (105 points) seems to have peaked
and is starting to decline, and car sales continue to recover from the
2021 semiconductor crisis. The June purchasing managers’ indexes
(PMIs] are in contraction territory, with the exception of services (52.2
points): manufacturing at 43.8, construction at 48.6 and composite at
49.7.
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In the coming quarters, all contributions to GDP are expected to slow
down except for public consumption, which will be supported by EU
funds. Consumption, investment and exports will suffer due to higher
prices and more restrictive financial conditions. In this context, and
due to the lagged effects of financial tightening, economic growth is
forecast to reach 1.2% in 2023 and 0.7% in 2024 (see Table 1.2.5 and
Charts 1.2.5-a and 1.2.5-b).

Meanwhile, inflation is already coming down, albeit slowly: It was 6.4%
in June, with harmonized inflation of 6.7%, core inflation for goods of
7.6% and services 4.3%, while producer prices fell 6.8% YoY. Food has
increased a further 11.2% and housing and household energy are up
10.1%, while transport is down 0.2%. Fuel has dropped 11.3%, while
airfares have risen 11.4% from last year.

In terms of risks, there is noticeable calm in the banking sector, but
financial tightening will end up being reflected in the default rate.
Government bond yields are now above 4.0%, which will increase
interest expenses in the budget. Additionally, the slowdown in exports
and the recession in the Eurozone are already reflected in industrial
production and factory orders. For now, with the inflow of EU funds and
still-lax fiscal spending, the economy is maintaining some dynamism.
It remains to be seen what will drive activity once the special post-
pandemic measures expire, when the European Commission again
demands fiscal balance.
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Table 1.2.5
Italy: main macroeconomic aggregates
Italy: GDP breakdown
— GDPBS(YoY,%) = GDPSS (YoY, %) GDP (% YoY) 0.8 0.5 -9.0 7.0 3.8 1.2 0.7 1.1 0.4
Domestic demand contribution Domestic demand contribution 1.1 -0.3 -8.2 7.0 4.3 0.9 0.9 0.8 0.5
. W External demand contribution External demand contribution 03 07 09 00 05 03 03 03 -0
Private consumption contribution 0.6 0.1 -6.3 2.8 2.7 0.6 0.2 0.5 0.0
Total investment contribution 0.5 0.2 -1.5 3.4 2.0 0.4 0.2 0.4 0.0
10 Public spending contribution 0.0 -0.1 0.0 0.3 0.0 0.2 -0.1 0.2 -0.1
Private consumption (% YoY) 1.0 0.2 -10.4 4.7 4.6 0.9 0.4 0.9 -0.1
Public spending (% YoY) 0.1 -0.6 0.0 1.5 0.0 1.0 -0.5 1.0 -0.5
0 Total investment (% YoY) 2.8 1.2 -8.0 18.6 9.7 2.0 0.8 2.0 0.1
Exports (% YoY) 1.6 1.8 -14.3 14.1 10.2 1.5 2.8 1.6 2.9
10 Imports (% YoY) 2.8 -0.5 -12.7 15.3 12.5 0.6 3.7 0.6 3.2
N N & N
S S S S
- - - - Unemployment rate (%, last quarter] 105 9.7 9.8 9.0 78 8.1 8.5 8.1 8.6
Source: MAPFRE Economics [based on ISTAT datal Inflation (% YoY, average) 1.1 0.6 -0.1 1.9 8.2 5.8 1.9 5.9 2.2
Inflation (% YoY, last quarter) 1.4 0.3 -0.2 3.5 1.7 1.0 1.8 1.2 1.9
Italy: dome(s:t'}?;jt;r;\za;?\-dbbreakdown Fiscal balance (% of GDP) -2.2 -1.5 -9.7 -9.0 -8.0 -4.9 -3.4 -4.9 -3.3
and forecasts Primary fiscal balance (% of GDP) 1.4 1.9 -6.2 -5.4 -3.6 -0.3 1.3 -0.2 1.3
B Public spending B Inventory changes Current account balance (% of GDP) 2.6 3.4 3.8 3.1 -1.2 2.4 1.4 2.4 1.8
I Total investment M Private consumption
20 Official interest rate (end of period) 0.00 0.00 0.00 0.00 2.50 4.50 S8 4.75 3.50
3-month interest rate (end of period) -0.31 -0.38 -0.55 -0.57 2.13 3.73 1.61 3.67 1.62
10-year interest rate (end of period) 2.77 1.43 0.52 1.19 4.72 3.89 3.77 3.82 3.62
10 Exchange rate vs. U.S. dollar (end of period) 1.15 1.12 1.23 1.13 1.07 1.12 1.18 1.08 1.10
I I I l Exchange rate vs. euro (end of period) N/A N/A N/A N/A N/A N/A N/A N/A N/A
0 _!_-!.!!=-=_=—===
I m= - mE== Private lending (% YoY, average) N/A N/A N/A N/A N/A N/A N/A N/A N/A
Household lending (% YoY, average) 1.8 2.2 1.2 3.0 3.4 1.9 3.1 1.9 2.7
-10 = 5 - . P.S. non-financial lending (% YoY, average) -0.5 -0.7 3.3 0.1 2.0 2.1 2.4 2.1 1.6
S S S S P.S. financial lending (% YoY, average) 25.1 -5.8  -10.3 22.7 -5.0 -0.4 1.8 -0.3 1.7
Savings rate (% pers. disp. income, avg.) 9.6 9.5 17.0 14.7 9.7 8.4 9.2 8.4 9.7
Source: MAPFRE Economics (based on ISTAT data)
Source: MAPFRE Economics (based on ISTAT data) Click here to access the interactive
Forecast end date: July 5, 2023. version of this information
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1.2.6 United Kingdom

Inflation remains high, and financial tightening
is increasing the risks.

The UK economy grew by
0.2% YoY (0.1% QoQ]) in the
first quarter of the year
Consumption is flat (0% e For now, the UK economy has escaped
QoQJ, government spending a recession.

is moderating (-2.5% QoQ),
investment is still growing
(1.3% QoQ), and exports and
imports have fallen
significantly (-8.1% and
-7.2% QoQ, respectively).
The fact that the British
economy got off to a poor e The manufacturing and construction
start in 2023 has been PMIs point to a reduction in economic
confirmed. High inflation activity.

and the tightening of
financial conditions, both
internally and externally, can only point to a continued slowdown.
Consumption, government spending and investment are expected to
swing between slightly positive and slightly negative. The purchasing
managers indexes (PMIs] for June worsened, with manufacturing in
the contraction zone. The composite stood at 52.8, services at 53.7,
manufacturing at 46.2 and construction at 48.9 points. Consumer
confidence (GFK] is recovering, although it remains negative (-24 in
June). Furthermore, retail sales (-2.1%) have been contracting since
April of last year. The contraction of imports is thus expected to
surpass that of exports, which could allow a recession to be
mathematically avoided. GDP is expected to grow around 0.4% in 2023,
and given the challenges of controlling inflation and the expectation of
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e Amid inflation that remains high, the
Bank of England will continue increas-
ing interest rates.

¢ The rise in interest rates will have to
be calibrated in order to avoid risks to
the financial system.
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high rates for a longer period of time, it should do so by 0.7% in 2024
(see Table 1.2.6 and Charts 1.2.6-a and 1.2.6-b).

Inflation, for its part, reached 8.7% in May, the same value as in the
previous month, showing that it is more entrenched than desired,
with core inflation also persistent and rising to 7.1%. This, together
with the tight labor market (unemployment at lows), led the Bank of
England to implement a more aggressive rate tightening. Food prices
remained high, rising 18.3%, home services increased 12.1%,
transport rose less (+1.2%), but airfares continued to increase
(+31.4%), and hotels and restaurants did so by 10.3%. Producer
prices dropped slightly in May (-0.2% finished product prices], while
input prices continued to rise in the aggregate (+0.5%) despite the
sharp decline in petroleum products.

At its June meeting, the Bank of England raised interest rates by 50
bps to 5.00%, surprising the market, which expected only 25 bps. The
decision was not unanimous: seven members voted in favor of the
increase and two voted to leave them at 4.50%. The majority
interpreted the latest inflation data, strong labor market, significantly
revised salaries and still-strong retail demand as indicators of
persistent inflation. The two members who voted against the increase
recommended waiting to see the impact of the previous rate hikes, due
to the lagged effects in the transmission of monetary policy. In their
opinion, contrary to the data already published, forward indicators
point to less pressure on wages and prices. In terms of forward
guidance, the Bank of England has preferred not to commit, simply
saying that it will keep a close eye on the data. The market has
adjusted its expectations upwards to 6.0% by December before rates
drop as of March 2024. We expect them to increase a bit less, to 5.75%
by September, but this level should be held stable in 2024 before the
first decreases in 2025.
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Table 1.2.6
United Kingdom: main macroeconomic aggregates
United K|nagnddo;z;fclzztgreakdown 2018 2019 20 2021 2022
— GDPBSNOY% — GOPSS (YoY, %) GDP (% YoY) 1.7 16 -11.0 7.6 4.1 0.4 0.7 0.4 0.4
Domestic demand contribution Domestic demand contribution 0.8 1.8 -11.9 8.4 5.3 -1.4 1.2 -1.4 0.7
B External demand contribution External demand contribution -0.1 -0.3 15 -1.2 -1.2 1.2 -0.8 1.2 -0.7
%0 Private consumption contribution 13 0.6 -80 3.8 3.2 0.0 03 -01 0.0
20 Total investment contribution 0.0 0.3 -1.9 1.1 1.5 0.0 -0:3 0.0 -0.4
Public spending contribution 0.1 0.8 -1.4 2.5 0.4 0.0 0.4 0.0 0.4
10 Private consumption (% YoY) 2.1 1.0 -129 6.3 5.3 -0.1 05 -0.1 -0.1
0 Public spending (% YoY) 0.3 4.1 -7.3 12.5 1.8 0.2 2.1 0.2 2.1
Total investment (% YoY) -0.2 1.9 -10.5 6.1 8.6 -0.1 -1.3 -0.1 -1.9
-10 Exports (% YoY) 3.1 1.7 -12.1 2.2 9.9 -3.1 2.1 -3.0 1.9
0 Imports (% YoY) 3.3 2.6 -16.0 6.2 13.3 -6.5 4.6 -6.6 4.0
S N Q N
S S S S
o o o o Unemployment rate (%, last quarter) 4.0 3.8 5.2 4.0 3.7 4.0 43 4.0 s
Source: MAPFRE Economics [based on data from the Office for National Inflation (% YoY, average) 2.5 1.8 0.9 2.6 9.1 7.8 3.0 8.0 8.3
slatistes Inflation (% YoY, last quarter) 23 14 0.6 49 108 bt 2.6 4.7 2.9
United Kingdom:‘;’;i::};iizc-%':mand b reakdonn Fiscal balance (% of GDP) 22 25  -131 80 52  -65  -61  -65  -60
and forecasts Primary fiscal balance (% of GDP) 0.5 -0.1 -11.0 -5.2 -0.4 -1.4 -1.1 -1.4 -1.0
_ . Current account balance (% of GDP) -4.1 -2.8 -3.2 -1.5 -3.9 -2.7 -3.2 -2.7 -3.1
[ Public spending [l Inventory changes
I Total investment [l Private consumption
30 Official interest rate (end of period) 0.75 0.75 0.00 0.25 3.50 578 4.75 9.7 5.00
3-month interest rate (end of period) 0.91 0.79 0.03 0.26 3.87 5.27 5.19 5.21 4.96
20 10-year interest rate (end of period) 1.27 0.83 0.20 0.97 3.67 4.25 3.94 4.01 3.76
0 . I Exchange rate vs. U.S. dollar (end of period) 1.28 1.32 1.36 1.35 1.20 1.30 1.37 1.26 1.27
i=!=! _ o Exchange rate vs. euro (end of period) 1.1 1.18 1.1 1.19 1.13 1.17 1.16 1.17 1.16
0 mm = R
I I Private lending (% YoY, average) N/A N/A N/A N/A N/A N/A N/A N/A N/A
10 Household lending (% YoY, average) 2.8 2.0 2.3 3.3 3.5 2.5 1.9 2.4 1.7
20 - . . - P.S. non-financial lending (% YoY, average) 2.1 1.2 9.4 1.2 1.5 2.9 2.9 2.9 2.9
S S S S P.S. financial lending (% YoY, average) 9.4 2.0 12.1 -1.3 12.2 1.5 3.7 1.5 3.8
Source: MAPFRE Economics based on daa from the Ofce for National Savings rate (% pers. disp. income, avg.) 5.1 5.4 15.9 12.6 8.5 7.8 6.8 7.8 7.3
Statistics) Source: MAPFRE Economics (based on data from the Office for National Statistics) Click here to access the interactive
Forecast end date: July 5, 2023. version of this information
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The UK appears to be avoiding a recession, but many components have
contracted. The fact that it has avoided a recession almost comes down
to pure mathematics, thanks to a significant contraction in imports.
With inflation showing few signs of easing and the central bank
prepared to continue tightening financial conditions, the possibility of a
monetary policy error that puts financial stability at risk is increasing.
The United Kingdom already faced problems in September 2022
regarding liability management strategies in pension funds. After 20
years of very low interest rates, many investments are not prepared to
withstand very high interest rates (such as those in the real estate
sector, for example). Therefore, risks could materialize anywhere in the
financial markets, commercial banking, real estate, or again in
pensions. Managers will be adapting their strategies, anticipating
higher interest rates for a longer period of time.

1.2.7 Japan

A weak economy due to global deceleration
and currency devaluation.

The Japanese economy grew 1.8% YoY (+0.7% QoQ) in the first quarter
of 2023, with strong private consumption (+2.7% YoY) and robust public
and private non-residential investment. Conversely, residential
investment is falling. Exports cooled off during the first quarter of the
year, to +1% YoY (-15.9% QoQ). Meanwhile, automobile manufacturing
is on the rise (+14.0%), a sign that supply chain problems have been
overcome. The terms of trade have improved thanks to the decline in
energy costs, and the current account balance is positive, at 1.6% of
GDP.

Retail sales continue to grow, rising 5.7% YoY in May (+1.3% MoM].
Meanwhile, the leading indicator index has stabilized at around 97.0
(97.6 in April], its lowest level in the last two years (above 100).
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Purchasing managers’
indexes [(PMls) for June Japan
place manufacturing at 49.8
points, while services have
dropped to 54.0 points. Going
forward, consumption and e The manufacturing and export sectors
investment are expected to have been affected by the global eco-
grow, albeit gradually, while nomic slowdown.

exports should show some e Inflation has stabilized, but at levels

weakness as the global that remain high for Japan.
economy cools off. The

e The Japanese economy is showing a
cooling trend.

estimate for Japanese GDP
growth stands at 1.1% in 2023 and 2024 (see Table 1.2.7 and Charts
1.2.7-a and 1.2.7-b).

Meanwhile, inflation appears to have stabilized (3.2% in May] thanks
to the reduction of fuel costs and the fact that producer prices are
also moderating (+5.1%). However, core inflation is far from being
under control (4.1% in April], reaching levels not seen since the
1980s. In this context, the Bank of Japan, at its June meeting,
maintained interest rates at -0.10%. The central bank will continue to
buy as many bonds as necessary (no limit has been set) to further
control the interest rate curve and thus keep the yield on the 10-year
bond close to zero, with a high fluctuation range between -0.50% and
+0.50%. The Bank of Japan will also continue to buy ETFs (exchange-
traded funds) and real estate funds up to 12 trillion yen and 180
trillion yen, respectively. Additionally, the central bank will continue
acquiring commercial paper to maintain the portfolio at 2 trillion. For
corporate bonds, it will continue buying in order to keep the portfolio
at around its pre-pandemic level of 3 trillion yen. Japan's monetary
policy is the most lax of the developed countries, with an expansion of
the money supply (M2 has grown nearly 2.7%) thanks to the purchase
of bonds to “control the curve.”
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Chart 1.2.7-a
Japan: GDP breakdown
and forecasts

— GDP BS (YoY, %) — GDP SS (YoY, %)

Domestic demand contribution
B External demand contribution

2021
2022
2023
2024

Source: MAPFRE Economics (based on Statistics Bureau data)

Chart 1.2.7-b
Japan: domestic demand breakdown
and forecasts
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Source: MAPFRE Economics (based on Statistics Bureau data)

_

18
GDP (% YoY) 0.6
Domestic demand contribution 0.6
External demand contribution 0.0
Private consumption contribution 0.1
Total investment contribution 0.1
Public spending contribution 0.2
Private consumption (% YoY) 0.2
Public spending (% YoY) 1.0
Total investment (% YoY) 0.6
Exports (% YoY) 3.8
Imports (% YoY) 3.8
Unemployment rate (%, last quarter) 2.4
Inflation (% YoY, average) 1.0
Inflation (% YoY, last quarter) 0.9
Fiscal balance (% of GDP) -2.5
Primary fiscal balance (% of GDP) N/A
Current account balance (% of GDP) 3.5
Official interest rate (end of period) 0.00
3-month interest rate (end of period) 0.07
10-year interest rate (end of period) 0.01
Exchange rate vs. U.S. dollar (end of period)  110.83
Exchange rate vs. euro (end of period) 126.90
Private lending (% YoY, average) 2.6
Household lending (% YoY, average) 2.5
P.S. non-financial lending (% YoY, average) 2.4
P.S. financial lending (% YoY, average) 6.3
Savings rate (% pers. disp. income, avg.) 1.8

Source: MAPFRE Economics (based on Statistics Bureau data)
Forecast end date: July 5, 2023.

Table 1.2.7
Japan: main macroeconomic aggregates

-0.4
0.1
-0.5
-0.3
0.1
0.4
-0.6
1.9
0.5
-1.4
1.1

2.3
0.5
0.5
-3.0
N/A
3.4

0.00
0.07
-0.02
109.12
122.59

1.8
2.2
3.6
2.9
3.3

-4.3
-3.5
-0.9
-2.6
-0.9
0.5
-4.7
2.4
-3.7
-11.7
-6.8

3.0
0.0
-0.9
-9.0
N/A
2.9

0.00
0.08
0.04
103.54
127.05

5.2
3.1
7.9
17.1
1.4

2021 2022
2.2 1.0

1.2
1.1
0.2
0.0
0.7
0.4
3.5
0.1
12.0
5.1

2.7
-0.2
0.5
-6.2
N/A
3.9

0.00
0.07
0.09
115.00
130.25

3.1
3.6
3.2
7.3
7.8

1.6
-0.5
1.1
-0.3
0.3
2.0
1.5
-1.0
5.1
8.0

2.5
2.5
3.9
-6.2
N/A
2.0

0.00
0.06
0.45
132.65
141.48

2.8
1.7
2.5
7.4
5.2

Baseline (BS) Stressed (SS)
2023in | 2024m | 20231 | 2024
1.1 1.1 0.8 0.6

1.2 0.6 1.2 0.7
0.1 0.5 -0.4 -0.1
0.9 0.5 0.9 0.5
0.6 0.4 0.6 0.3
0.0 -0.2 0.0 -0.2
1.6 0.8 1.6 0.9
0.1 -1.1 0.1 -1.1
2.3 1.5 2.3 1.4
-0.6 1.5 -0.6 0.9
1.8 1.2 1.8 1.2
2.5 2.3 2.5 2.4
2.8 1.0 3.0 1.1
1.6 0.6 1.6 0.7
-5.6 -4.5 -5.6 -4.5
N/A N/A N/A N/A
1.9 2.1 2.0 2.5

0.00 0.00 0.00 0.00
0.09 0.22 0.07 0.12
0.46 0.51 0.31 0.36

135.36  126.46 132.25 124.78
151.26 14913 142.23 136.88
4.4 -0.2 4.3 -0.4
1.0 0.0 0.9 -0.6
0.9 -1.6 0.9 -1.6
-2.6 3.8 -2.6 3.8
1.6 1.3 1.6 1.6

Click here to access the interactive
version of this information
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One of the main short-term risks for the Japanese economy still lies in
the continued depreciation of the yen. After a few months of relief, the
pressure on the exchange rate has returned, given the ultra-lax
monetary policy, with monetary expansion, as opposed to the dynamic
in the United States and Europe. The Central Bank balance sheet will
reach 130% of the GDP. Inflation is at unusual levels for Japan because
of import prices, due in part to currency depreciation. This should keep
raw material costs high, while the deceleration of Western countries
will shrink its exports.

1.2.8 Turkey

Signs that the government will steer the economy carefully
to avoid accumulated risks.

The Turkish economy grew 4.0% on a non-seasonally adjusted basis
(+3.8% when seasonally adjusted) in the first quarter of the year (+0.3%
QoQ when seasonally adjusted). Consumption was strong, growing
16.1%, but exports performed poorly, shrinking 0.3% YoY, and imports
rose 14.4%. Currency depreciation has influenced the deterioration of
the terms of trade, especially in fuel imports.

The re-election of Recep Tayyip Erdogan for a third term appears be a
vote of confidence from the population for unconventional economic
policies, as evidenced by their impact on inflation and currency depre-
ciation. The cycle of low interest rates and the consequent depreciation
of the currency has worsened the current account balance and points
to future challenges. Mehmet Simsek, a government official with ex-
tensive experience in previous Erdogan mandates, having guided the
post-crisis economic recovery in 2008, has been appointed as minister
of Treasury and Finance. In his first statements, Simsek acknowledged

the need to return to “more rational policies” and promote fiscal dis-
cipline, supporting the central bank’s efforts to reduce inflation. This
posture, supported by Vice President Cevdet Yilmaz, also known for his
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more conventional views, has
led the market to trust in
that commitment and the
stability, at least on a tem- e The central bank is showing signs of
porary basis, of the exchange monetary orthodoxy after raising in-
rate. terest rates by 650 basis points.

Turkey

e However, real interest rates remain
quite negative, weighing down the ex-
change rate.

At the level of indicators that
suggest activity for the com-

ing months, the purchasing e The new Erdogan government will try

managers ,'”d?x (PMI) for to prevent structural risks from mater-
manufacturing in June came ializing.

in at 51.5 points, marginally

positive (>50). Retail sales
slowed in April, to +3.4%
MoM, due to the impact of inflation. For its part, consumer confid-
ence dropped slightly to 85 in June. In this context, in our central
scenario, we forecast growth of 1.9% for 2023 and 1.5% for 2024, with
a significant slowdown in consumption, exports, and lower public
consumption due to reduced spending (see Table 1.2.8 and Charts
1.2.8-a and 1.2.8-b).

Inflation in Turkey continues to soften, falling to 39.6% in May from a
peak of 85.5% in October. Food prices climbed 53%, and housing costs
moderated to 20.7% while transport rose 23.7%. Core inflation (46.4%)
and producer prices (40.7%) have improved but remain very high. The
Turkish lira has reached nearly 24/USD and 26/EUR, and despite the
recent, temporary stabilization, it is expected to continue depreciating.

At its June meeting, the Bank of Turkey abruptly raised interest rates
(1-week Repo) by 650 bps to 15.00%. This increase follows new
appointments in the central bank and Ministry of Finance under
Erdogan’s new government. The committee of Turkey's central bank
decided to initiate the monetary tightening process in order to chart a
course towards deflation as soon as possible, while anchoring inflation
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Chart 1.2.8-a
Turkey: GDP breakdown
and forecasts

— GDP BS (YoY, %) — GDP SS (YoY, %)

Domestic demand contribution
B External demand contribution

2021
2022
2023
2024

Source: MAPFRE Economics (based on TURKSTAT data)

Chart 1.2.8-b
Turkey: domestic demand breakdown
and forecasts
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M Total investment
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GDP (% YoY)

Domestic demand contribution -0.6
External demand contribution 3.6
Private consumption contribution 0.3
Total investment contribution -0.1
Public spending contribution 0.9
Private consumption (% YoY) 0.6
Public spending (% YoY) 6.5
Total investment (% YoY) -0.2
Exports (% YoY) 8.8
Imports (% YoY) -6.2
Unemployment rate (%, last quarter) 12.3
Inflation (% YoY, average) 16.3
Inflation (% YoY, last quarter) 22.4
Fiscal balance (% of GDP) -1.9
Primary fiscal balance (% of GDP) 0.0
Current account balance (% of GDP) -2.6
Official interest rate (end of period) 24.00
3-month interest rate (end of period) 24.07
10-year interest rate (end of period) 16.53
Exchange rate vs. U.S. dollar (end of period) 5.29
Exchange rate vs. euro (end of period) 6.06
Private lending (% YoY, average) 20.2
Household lending (% YoY, average) 0.1
P.S. non-financial lending (% YoY, average] ~ 18.2
P.S. financial lending (% YoY, average) 25.1
Savings rate (% pers. disp. income, avg.) 32.0

Source: MAPFRE Economics (based on TURKSTAT data)
Forecast end date: July 5, 2023.

Table 1.2.8
Turkey: main macroeconomic aggregates

-1.4
2.2
0.9

-3.6
0.5
1.5
3.8

-12.5
4.2
-5.0

13.3
15.2
10.3
-2.9
-0.6

1.4

11.50
10.35
11.95
5.95
6.68

8.4
-2.4
5.5
18.3
30.4

7.0
-5.0
1.9
1.8
0.4
3.3
2.5
7.4
-14.4
6.7

12.9
12.3
13.5
-3.5
-0.8
-4.4

17.00
17.25
12.51
7.44
9.1

30.1
32.1
29.0
21.2
20.9

1.4
6.6
4.8
9.1
1.9
0.4

15.3
2.6
7.4

24.9
2.4

11.0
19.6
25.8
-2.7
-0.2
-0.9

14.00
16.32
22.99
13.32
15.23

23.9
16.2
23.2
31.5
22.7

2021 | 2022
5.6

5.0
0.6
121
0.7
0.7
19.6
5.2
2.8
9.1
7.9

10.1
72.3
77.4
-0.9

1.2
-5.4

9.00
10.35
9.50
18.69
19.96

54.8
25.9
56.3
105.5
9.8

Baseline (BS) Stressed (SS)
20231 20241 2023 20241
1.9 1.5 1.7 1.1

4.1 0.5 3.9 -0.1
-2.2 1.0 -1.2 1.2
4.3 =83 4.1 =38
0.9 -0.4 0.8 -0.6
0.4 -0.2 0.4 -0.2
6.1 -4.6 5.9 -5.2
2.7 -1.3 2.7 -1.3
38 -1.8 3.4 =29
-0.9 3.9 -0.9 3.8
8.4 -0.3 8.1 -1.1
10.6 10.2 10.7 10.4
46.4 29.5 46.8 32.0
47.1 22.1 48.0 23.9
-4.7 =31 -4.7 =32
=31 -1.9 =31 -2.0
-4.2 -2.0 -4.2 -1.6
24.75 22.75 25.50 22.50
25.15 18.78 25.26 18.44
19.62 12.20 19.35 12.19
25.35 25.17 26.64 27.30
28.33 29.68 28.65 29.94
4Lb.4 13.7 45.0 14.7
89,393.7 24,037.0 89,146.1 23,876.0
44.6 37.8 44.5 36.6
62.0 39.1 62.1 39.1
22.7 20.8 22.7 21.0

Click here to access the interactive
version of this information
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expectations and controlling the deterioration of price behavior. The
committee has indicated that it will determine the official interest rate
in order to create the necessary monetary and financial conditions to
guarantee a drop in core inflation and achieve its 5% inflation target in
the midterm. Monetary tightening will be reinforced as necessary and
appropriate, taking place gradually until a significant improvement in
inflation prospects is achieved. Another benefit would be to stop the
“drain” on the exchange rate. However, since interest rates are still in
broadly negative territory, this decision has provided only slight relief.

Indicators seem to suggest that Erdogan’s new government will
attempt to prevent the structural risks from materializing. Turkey is
seeking investment support in the Middle East to compensate for the
distancing of Western investors. Currency depreciation is a difficult
obstacle, a reflection of fiscal imbalances of the current account deficit
and of the high external debt in dollars.

1.2.9 Maexico

A stronger currency, real interest rates
and a moderate outlook for 2024.

The Mexican economy grew by 3.7% in the first quarter of the year
(+1.0% QoQ). Private consumption has grown 4.8% YoY ahead of an
expected deceleration in the coming quarters. Industrial production is
holding steady in the aggregate (+0.7% YoY) thanks to oil, textiles, and
machinery. However, as in other parts of the world, many other
industrial sectors are shrinking. Monetary policies that aim to control
inflation are influencing demand expectations, and industry is also
adjusting production. Retail sales continue to grow year-on-year
(+4.6% in April, +1.5% MoM). Additionally, factory orders remain at high
levels, with the index at 52.8 in April, while business confidence is also
at satisfactory levels, at 52.6 points.
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It should be noted that geopolitical tensions and disruptions in
production chains in the last two years are favoring the Mexican
economy due to the nearshoring phenomenon (bringing production
closer to destination markets). This is increasing foreign direct
investment in industries that

were already linked to the
production chains generated Mexico
by the trade agreement
between Mexico, the United
States and Canada. The
purchasing managers’ index
(PMI) for manufacturing in

June stood at 50.9 points,
still in expansion territory. e Mexico has benefited from the global

Moreover, car production process for the relocation of produc-
continues to improve from tion chains (nearshoring).

the lows of 2021. Consumer
confidence has also
improved compared to 2022.
Thus, in view of the improved
outlook for 2023, we have

e The Mexican economy has been per-
forming well so far in 2023, but it will
inevitably cool off due to tighter finan-
cial conditions and a possible reces-
sion in the United States.

¢ The Mexican peso has been strengthened
by very positive real interest rates and
increased portfolio flows amid uncer-
tainty in other emerging markets.

increased our forecast for

Mexican GDP growth to 1.8% in 2023, while maintaining 1.5% in 2024,
which could be modified if there is strong contagion of the anticipated
recession in the United States (see Table 1.2.9 and Charts 1.2.9-a and
1.2.9-b).

Meanwhile, inflation was 5.8% in May, continuing the downward trend
since the highs of September 2022, although far from the target band
of the monetary authorities, especially since core inflation remains at
7.4%. Food rose around 9%, housing climbed 4%, and fuels contributed
to the moderation (+1.9%), while airfares fell 7.3%. Thus, inflation is
expected to remain high, at 5.7% in 2023, before gradually dropping to
4.0% in 2024. The Bank of Mexico held reference interest rates at
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Chart 1.2.9-a
Mexico: GDP breakdown
and forecasts
— GDP BS (YoY, %) = GDP SS (YoY, %)

Domestic demand contribution
B External demand contribution

2021
2022
2023
2024

Source: MAPFRE Economics (based on INEGI data)

Chart 1.2.9-b
Mexico: domestic demand
breakdown and forecasts
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Source: MAPFRE Economics (based on INEGI data)
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Mexico: main macroeconomic aggregates
Forecast end date: July 5, 2023.
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Table 1.2.9
Mexico: main macroeconomic aggregates
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11.25% at its June meeting. Amid the process of reducing price growth,
which is progressing, albeit slowly, no further increases or immediate
decreases are anticipated until the deflationary process is considered
to be over. Meanwhile, given the positive real interest rates and
increase in portfolio cash flows, in view of the uncertainty in other
emerging markets, the Mexican peso has appreciated to nearly 17
pesos/dollar.

The main short-term risk to the Mexican economy is the potential
recession in the United States, predicted for the first quarter of 2024,
which would spread to Mexico through its exports. Otherwise, the
deflation process is progressing slowly yet surely. Meanwhile,
nearshoring is bringing production from Asia to North America, with
benefits for the Mexican economy.

1.2.10 Brazil

Better growth in 2023, but the uncertainty continues.

The Brazilian economy grew by 3.4% in the first quarter of 2023 (+1.9%
QoQ). Private consumption rose 3.5%, investment weakened (+0.8%),
and exports behaved well (+7.0%). Industrial production in Brazil fell by
2.7% in April, reflecting the cooling down of activity to a certain extent.
Fixed investment is expected to be the weakest item this year due to
the tightening of financing conditions for companies. Meanwhile,
consumer confidence has improved thanks to the improvement in
inflation. The PMIs fell in June, with the composite index at 51.5 points,
the service index at 53.3 and the manufacturing index at 46.6. In this
context, our growth estimate for Brazil's GDP this year stands at 1.8%,
driven by exports and consumption, although our expectations for 2024
have decreased to 1.4% (see Table 1.2.10 and Charts 1.2.10-a and
1.2.10-b).
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Meanwhile, inflation has
been dropping for a year and )
stood at 4.0% in May. Food Brazil
increased less (5.5%]), but
pressures remained from
clothing (11.1%) and health
(11.6%), while fuels pushed
down the CPI (-26%]). Infla-
tion in 2023 should stand at
around 5.0% on average,
affected by the end of aid. At
its June meeting, the Cent-
ral Bank of Brazil main-
tained the SELIC interest
rate at 13.75%. The central
bank considers that there
are risks in both directions and that macroeconomic projections
have more uncertainty than usual. Its objective is to bring inflation
back to target by stabilizing prices, smoothing fluctuations in the
level of economic activity and promoting full employment.

¢ Inflation has been dropping for a year
thanks to a monetary tightening cycle
initiated ahead of the majority of oth-
er central banks.

e The central bank held interest rates
steady, recognizing that there is still
considerable uncertainty, with risks
in both directions.

¢ The tightening of financial conditions
will lead to an economic slowdown.

Short-term risks to the Brazilian economy are concentrated in the
following areas: the inflationary pressures still observed worldwide;
the evolution of fiscal policy and the path of public debt and its impacts
on the markets; the deceleration of the global economy, which could
affect demand for Brazilian exports, and elimination of the aid
established for economic recovery. The tightening of global financial
conditions, specifically those of Brazil, will undoubtedly make an
impact on activity and investment levels.
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Table 1.2.10
Brazil: main macroeconomic aggregates
Chart1.2.10-a Baseline (BS) Stressed (SS)
Brazil: GDP breakdown
and forecasts
— GDPBS[YoY,%) — GDPSS (Yo, %) GDP (% YoY) 1.7 1.2 -3.6 5.3 3.0 1.8 1.4 1.7 0.7
Domestic demand contribution Domestic demand contribution 2.3 1.8 -4.9 6.5 2.3 0.8 3.0 0.8 2.7
- B External demand contribution External demand contribution 0.7 -0.6 14 12 0.7 1.0 -1.6 0.9  -2.0
Private consumption contribution 1.6 1.8 -3.4 2.8 3.0 0.7 0.1 0.7 0.0
0 Total investment contribution 0.8 0.7 -0.3 2.9 0.2 -0.9 0.3 -0.9 0.2
Public spending contribution 0.1 -0.1 -0.6 0.6 0.3 0.3 0.3 0.3 0.3
s Private consumption (% YoY) 2.3 2.6 -4.9 4.0 4.3 1.0 0.2 1.0 0.0
Public spending (% YoY) 0.8 -0.5 -3.7 3.5 1.5 1.7 2.0 1.7 2.0
0 Total investment (% YoY) 5.2 4.0 -1.7 16.6 0.8 -4.6 1.8 -4.7 0.9
Exports (% YoY) 3.5 -2.5 -2.7 6.5 5.9 5.7 -0.2 5.7 -0.7
Imports (% YoY) 7.1 1.3 -9.8 12.6 1.1 -0.8 11.6 -0.9 1.3
-5 — o~ ™ <
Source: MAPFRE Economics (based on data from the Instituto Brasileiro de Unemployment rate (%, last quarter) 1.7 11 14.2 11 7.9 Bl = Bl L
Geografia e Estatistica (Brazilian Institute of Geography and Statistics, Inflation [% YoY_ average] 3.7 3.7 3.2 8.3 93 5.0 4.3 5.1 4.5
IBGE))
1 0,
Chart 1.2.10-b Inflation (% YoY, last quarter) 4.1 3.4 4.3 10.5 6.1 5.4 4.0 5.6 3.8
Brazil: domestic demand Fiscal balance (% of GDP) -7.0 -5.8 -13.3 -4.3 -4.6 -8.0 -7.7 -8.0 -7.8
breakdown and forecasts Primary fiscal balance (% of GDP) -15 -0.8 -9.2 0.7 1.3 -1.0 -0.8 -1.0 -0.9
[ Public spending B Inventory changes Current account balance (% of GDP) -2.8 -3.6 -1.9 -2.8 -3.0 -1.5 -3.5 -1.6 -3.9
[ Totalinvestment M Private consumption
1 Official interest rate (end of period) 6.50 4.50 2.00 9.25 13.75 13.25 9.25 13.50 9.50
0 3-month interest rate (end of period) 6.40 4.40 1.90 9.15 13.65 12.90 8.93 13.04 8.65
10-year interest rate (end of period) 9.24 6.81 6.98 10.31 12.76 11.18 10.81 10.89 10.67
. I Exchange rate vs. U.S. dollar (end of period) 3.87 4.03 5.20 5.58 5.22 5.03 5.10 5.22 5.24
I I I I I I = l Exchange rate vs. euro (end of period) L4 4.53 6.38 6.32 5.56 5.63 6.02 5.62 5.75
[ | ! ] =EE= Private lending (% YoY, average) N/A N/A N/A N/A N/A N/A N/A N/A N/A
. Household lending (% YoY, average) 7.0 10.8 10.1 17.7 20.3 11.6 10.2 11.5 10.2
8 8 N g P.S. non-financial lending (% YoY, average) N/A N/A N/A N/A N/A N/A N/A N/A N/A
o o o o P.S. financial lending (% YoY, average) N/A N/A N/A N/A N/A N/A N/A N/A N/A
Source: MAPFRE Economics (based on data from the Instituto Brasileiro de . o . .
Geografia e Estatistica (Brazilian Institute of Geography and Statistics, Savings rate (% pers. disp. income, an-] 16.4 15.8 19.0 22.2 20.2 20.4 19.7 20.3 19.8
IBGE))
Source: MAPFRE Economics (based on data from the Brazilian Institute of Geography and Statistics (IBGE)) Click here to access the interactive
Forecast end date: July 5, 2023. version of this information
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1.2.11 Argentina

Accelerating inflation and exponential
currency depreciation.

The Argentine economy grew 1.3% in the first quarter of the year,
when economic activity is expected to be affected by the drought,
which will reduce agricultural production. Private consumption
increased 6.0%, investment fell 0.6%, exports dropped 6.0%, and
imports rose 2.9%. Government consumption may not decrease
before the December elections, and the fiscal deficit has barely
changed (nearly 4%/GDP). Industrial production has cooled off
(+1.6%), while construction is down (-4.0%), and automobile
production is stable. Car sales also grew (+15% YoY) but have been at
low levels since 2019, with the industry selling half as many cars as
were sold in 2018. In this framework, our GDP growth forecast for
2023 (see Table 1.2.11 and Charts 1.2.11-a and 1.2.11-b) stands at
-1.5% [versus -0.7% in our previous report) due to the challenging
conditions for exports (drought in the countryside), public spending
(commitment to adjust the deficit), private consumption (inflation)
and investment (investor confidence).

Meanwhile, inflation continues to climb (114.2% in May), with core in-
flation at 110.3%. According to the expectations survey conducted by
the central bank in late May, the analysts surveyed expect inflation to
stand at 149% throughout 2023, compared to their estimates of 126%
in April and 98.4% last December. Price increases are occurring in all
segments: food, clothing, transportation, restaurants, goods and ser-
vices. It is difficult to cool down prices when the money supply (M2)
continues to grow at around 70% per year. The LELIQ 28-day refer-
enced rates have risen four times since March, from 75% to 97% in
mid-June. The other benchmark rate is the BADLAR rate for private
banks, which stands at 93%. The Argentine peso will continue to de-
preciate due to the increase in money supply and injections of money
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in the form of outside assistance. As of the date of this report, the cur-
rency was already above 248 ARS/USD, with an almost exponential de-
preciation trend.

Argentina is grappling with out-of-control inflation due to the increase
in the money supply, fiscal spending, currency depreciation and the
external financing it receives. The government has few incentives to
cut spending during a general election year (October). Reserves in U.S.
dollars are lower than in

other pre-electoral periods,
which will give the central
bank less of a margin to
adjust the interest rate. The e The Argentine economy is facing chal-
currency is depreciating lenging conditions for growth.
exponentially, and the
inflation estimates for 2023
in the central bank's survey
were revised from around
100% in December to around
150% today.

Argentina

e Prices continue to grow at hyper-infla-
tionary levels.

e The currency is following an acceler-
ated depreciation trend.
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Table 1.2.11
Argentina: main macroeconomic aggregates
Argentina: fGo[r):C:,;f: kdown 2019 | 2020 | 2021 | 2022 .
— GDP BS (YoY, %) — GDP SS (YoY, %) GDP (% YoY) -2.6 -2.0 -9.9 10.4 5.2 -1.5 0.2 -1.8 -0.4
Domestic demand contribution Domestic demand contribution -4.1 -9.5 -10.3 13.3 8.2 -3.7 -1.9 -3.7 -2.0
B External demand contribution External demand contribution 15 7.5 03 29  -30 2.2 2.0 1.9 1.6
0 Private consumption contribution -1.7 -4.6 -9.8 6.8 6.4 -1.9 -0.3 -2.0 -0.3
- Total investment contribution -1.2 -3.2 -2.2 5.6 2.2 -1.8 -0.3 -1.8 -0.4
Public spending contribution -0.3 -0.9 -0.2 1.0 0.3 -0.6 -0.1 -0.6 -0.1
0 Private consumption (% YoY) -2.2 -6.1 -13.7 10.0 9.4 -2.7 -0.4 -2.8 -0.5
Public spending (% YoY) -1.9 -6.4 -1.9 7.1 1.8 -4.5 -0.7 -4.5 -0.7
0 Total investment (% YoY) -5.7 -16.0 -13.0 33.4 10.9 -8.4 -1.6 -8.5 -1.8
] L I Exports (% YoY) 0.6 98  -17.7 9.2 57  -0.1 49  -0.2 45
Imports (% YoY) -4.5 -18.7 -18.5 22.0 17.4 -13.5 -4.2 -13.6 -4.4
o 5 m Q g
s : s s Unemployment rate (%, last quarter) 9.1 8.9 11.0 7.0 6.3 8.4 7.4 8.5 7.5
Source: MAPFRE Economics (based on INDEC datal Inflation (% YoY, average) 34.3 53.5 42.0 48.4 72.4  120.0 97.9 132.0 104.0
Inflation (% YoY, last quarter) 47.4 52.2 36.4 51.4 91.8 134.3 70.6 146.8 69.8
Chart 1.2.11-b Fiscal balance (% of GDP) 49 38 -84 36 38 -38 29 38  -3.0
Argentina: domestic demand
breakdown and forecasts Primary fiscal balance (% of GDP) 23 04  -b4 -2 20 =23 -19  -23  -20
B Public spending B inventory changes Current account balance (% of GDP) -4.9 -0.8 0.8 1.4 -0.6 1.0 1.6 1.0 1.7
[ Total investment [l Private consumption
30 Official interest rate (end of period) 59.25 55.00 38.00 38.00 75.00 112.00 97.00 120.00 110.00
3-month interest rate (end of period) 56.76 45.13 29.55 31.49 67.61 95.01 95.07 95.11 93.18
20 I 10-year interest rate (end of period) 16.85 30.24 21.68 25.52 34.40 33.70 31.37 33.37 31.39
Exchange rate vs. U.S. dollar (end of period) ~ 37.70 59.89 84.15  102.72  177.15 382.71 638.12 401.54 656.86
10 I I I I Exchange rate vs. euro (end of period) 43.17 67.28  103.26  116.34 188.95 427.65 75254 431.85 720.67
0 I ! ! ! ! = ! l = .- = o— - Private lending (% YoY, average) N/A N/A N/A N/A N/A N/A N/A N/A N/A
I l I EE= Household lending (% YoY, average) 52.3 15.3 22.9 34.6 60.4 56.2 5785 56.2 5755
10 ~ - = - P.S. non-financial lending (% YoY, average) N/A N/A N/A N/A N/A N/A N/A N/A N/A
= S S = P.S. financial lending (% YoY, average) N/A N/A N/A N/A N/A N/A N/A N/A N/A
Savings rate (% pers. disp. income, avg.) N/A N/A N/A N/A N/A N/A N/A N/A N/A
Source: MAPFRE Economics (based on INDEC data)
Source: MAPFRE Economics (based on INDEC data) Click here to access the interactive
Forecast end date: July 5, 2023. version of this information
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1.2.12 China

Exports fall, anticipating
a worldwide economic slowdown.

The Chinese economy grew
4.5% in the first quarter of China
2023, with private
consumption rising 3.3% and
government consumption by
15.2%, but exports remain
unchanged (0% YoY) and e The authorities are reinforcing stimuli
imports rose only marginally in an attempt to prevent the economy
(+0.2% YoY). It should be from slowing down.

noted that since the end of e Risks in the real estate sector persist,
the .quarter, a significant as do the high levels of debt in the
decline has been measured economy.

in exports (-7.5% in May) and

e Chinese exports are falling as a result
of lower demand from the rest of the
world.

imports (-4,5%), reflecting
the impact of the deceleration of the global economy.

However, leading indicators (purchasing managers' indexes, PMIs] re-
main positive, with the composite at 52.5, manufacturing at 50.5 and
services at 53.9 points. Although they have changed markedly through-
out the year, car sales are strong, reaching 2.2 million units a month.
Meanwhile, consumer and business confidence are stable. The Chinese
government has an official growth target for the economy of around
5%. Against this backdrop, growth is forecast to reach 5.3% this year
and 4.7% in 2024, provided that the decline in exports is not signific-
antly exacerbated and the economy manages to navigate the choppy
waters of its financial and real estate sectors (see Table 1.2.12 and
Charts 1.2.12-a and 1.2.12-b).
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Meanwhile, inflation is very low, 0.2% YoY in May (-0.2% MoM) and has
been dropping for four months. In fact, it is feared that China could
begin experiencing deflation if this dynamic is maintained. With the
global deceleration and producer prices (PPI) falling (-4.6% in May, and
-5.3% in the case of raw materials), deflation is certainly a possibility to
consider. Regarding monetary policy, the central bank unexpectedly
decided to lower the reverse repo rate by 10 bps to 1.90%, the first drop
since August 2022, in a clear effort to encourage lending. Subsequently,
it also relaxed the medium-term credit facility by 10 bps, to 3.55%.
Furthermore, the required reserve ratio for banks has not changed
since March, at 10.75%.

Regarding short-term economic risks, China continues to face the
problem of a very inflated real estate sector, a heavily indebted state-
owned business sector, and regional finance under pressure. Global
deceleration is on the horizon, and this is noticeable in Chinese
exports. Now that prices have been dropping for four months, with
extremely negative producer prices, there is a certain risk of China
beginning to export deflation to the rest of the world. With the financial
sector, real estate sector and regional finance to save, China will
attempt to make at least its exports resilient. At the geopolitical level,
amid growing tensions with the United States, China continues to draw
closer to the rest of the BRICS and the Middle East. Europe, which is
carefully observing this dynamic, is attempting to clarify that it only
wants to “de-risk” and not "de-couple” from China.
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Chart 1.2.12-a
China: GDP breakdown
and forecasts

— GDPBS (YoY,%)  — GDP SS (YoY, %)

Domestic demand contribution
B External demand contribution

2021
2022
2023
2024

Source: MAPFRE Economics (based on BoPRC data)

Chart 1.2.12-b
China: domestic demand
breakdown and forecasts
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Source: MAPFRE Economics (based on BoPRC data)
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Exchange rate vs. euro (end of period)

Private lending (% YoY, average)
Household lending (% YoY, average)
P.S. non-financial lending (% YoY, average)
P.S. financial lending (% YoY, average)
Savings rate (% pers. disp. income, avg.)

Source: MAPFRE Economics (based on BoPRC data)
Forecast end date: July 5, 2023.
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Table 1.2.12
China: main macroeconomic aggregates

6.0
5.3
0.6
2.5
2.2
1.1
6.3
6.6
5.1
2.3
-0.7

3.1
2.9
4.3
-5.6
-2.2
0.7

3.25
3.02
3.14
6.99
7.85

13.1
N/A
N/A
N/A
29.0

2.2
1.6
0.7
-1.0
1.3
0.8
-2.4
4.6
3.1
1.7
-2.2

3.5
2.5
0.1
-7.6
-3.7
1.7

3.00
2.76
3.14
6.52
8.00

13.1
N/A
N/A
N/A
32.9

8.5
6.6
2.3
4.6
1.3
0.3
12.1
1.6
3.2
18.2
6.7

3.3
0.9
1.8
-5.1
-1.5
2.0

3.00
2.50
2.78
6.35
7.19

12.3
N/A
N/A
N/A
30.2

3.0
2.2
0.7
0.0
1.3
1.4
0.1
9.0
3.3
-0.3
-4.7

3.6
2.0
1.8
-7.4
-3.6
2.2

2.75
2.42
2.84
6.90
7.36

11.1
N/A
N/A
N/A
32.0

Baseline (BS)

Stressed (SS)

53 4.7 4.9 4.2

6.6 4.1 6.6 3.9
=13 -1.0 -1.7 0.3
3.6 2.0 3.6 2.0
2.4 1.8 2.4 1.6
0.7 0.3 0.7 0.3
9.3 5.0 9.3 5.0
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1.2.13 Indonesia

Inflation is coming under control,
with a potential change in the monetary cycle ahead.

The Indonesian economy
grew 5.0% in the first
quarter of the year, with
domestic, private and public
consumption rising 4.5%

o .
and 4.0%, respectively, and e Despite slowing down to a certain ex-

. o .
'”VeStm‘?”t up 2.0%. While tent, growth in 2023 will reach around
exports increased by 11.7%, 4.5%.

already slowing down, the
balance of trade is very
positive thanks to
agricultural and mining
exports. The purchasing
managers’ index (PMI manufacturing) for June came in at 52.5,
improving from 50.3 the previous month. Factory orders are
progressing well, but the sub-indicator for suppliers shows that there
are still some headwinds for materials supply. Retail sales are on the
rise, but the latest data points to moderation (+0.9%). Additionally, car
sales performed well in the first quarter but experienced a significant
slowdown at the start of the second.

Indonesia

e The Indonesian economy continues to
grow at a fast pace.

¢ Inflation is also easing, and interest
rates could soon be lowered.

For the coming quarters, consumption is expected to continue driving
growth, while exports and imports are expected to weaken due to the
global slowdown and the tightening of financial conditions in many
countries. Thus, the forecast for economic growth in Indonesia stands
at 4.5% for 2023, rising to 4.9% for 2024 (see Table 1.2.13 and Charts
1.2.13-a and 1.2.13-b).
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Inflation dropped to 3.5% in June, easing from a peak of almost 6.0% in
2022, and core inflation fell to 2.6%. Producer prices remain somewhat
higher, but also on a moderation path (+4.4% in April). This moderation
trend is expected to continue thanks to the drop in energy costs and
imported products. The Central Bank of Indonesia held interest rates
at 5.75% at its June meeting, with inflation within the target range of
2-4%. Core inflation stands at 2.6%, which suggests a positive trend
ahead. If it continues on this path, we could see the beginning of a
change in the monetary cycle in the fourth quarter.

Short-term risks to the Indonesian economy could come from a global
economic slowdown, affecting palm oil and coal prices, its main
exports. The current account balance remains positive, close to 1.2% of
GDP, and although exports are softening, imports are falling more (the
upward trend continues). The exchange rate recovered in the last
quarter, albeit with a certain degree of volatility, standing at around
15,000 IDR /USD. Rising interest rates on external dollar debt is a
challenge for all emerging countries when rolling over such debt
issues, and instability in international funding markets would be a
challenge for Indonesia.

1.2.14 Philippines

Economic growth weakens
as exports slow down.

The Philippine economy grew 6.4% in the first quarter of the year.
Private consumption grew by 6.3% YoY, government consumption by
6.2% YoY, and investment by 12.2%. Exports remained flat (0.4%)], eas-
ing for a few months after a spectacular previous year (base effect).
The most recent data (April) show exports falling by 20.2% and imports
by 17.7%, which seems to support the prediction of a slowdown in
2023. The current account balance is strongly negative, especially
since 2021, as a result of a deterioration of the terms of trade. As for
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Chart 1.2.13-a
Indonesia: GDP breakdown
and forecasts
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Chart 1.2.13-b
Indonesia: domestic demand
breakdown and forecasts
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Source: MAPFRE Economics (based on BPS data)
Forecast end date: July 5, 2023.

5.2
6.2
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2.8
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0.4
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6.5
12.1

5.1
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3.3
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N/A
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6.00
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10.8
10.2
N/A

5.6
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Table 1.2.13
Indonesia: main macroeconomic aggregates

5.0
3.6
1.4
2.9
1.5
0.3
5.2
3.3
4.5
-0.5
-7.1

5.1
2.8
2.7
-2.2
N/A
-2.7

5.00
5.51
7.10
13,883
15,596

8.8
7.9
N/A
-3.0
22.8

-2.1
-3.6
1.5
-1.5
-1.6
0.2
-2.7
2.1
-5.0
-8.4
-17.6

6.7
2.0
1.6
-6.2
N/A
-0.4

3.75
4.06
6.10
14,050
17,241

1.4
2.1
N/A
-6.0
21.4

3.7
4.1
-0.4
1.1
1.2
0.3
2.0
4.2
3.8
18.0
24.9

6.2
1.6
1.8
-4.6
N/A
0.3

3.50
3.75
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14,253
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1.0
2.2
N/A
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53
4.5
0.8
2.7
1.2
-0.4
4.9
-4.5
3.9
16.3
14.7

5.7
4.2
5.5
-2.4
N/A
1.0

5.50
6.62
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9.6
7.8
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15.3
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Baseline (BS)

4.5
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1.4
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0.7
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4.1
4.3
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5.6
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2.8
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N/A
0.5
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N/A
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6.07
6.77
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Stressed (SS)
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4.1
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5.6
4.1
2.9
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7.8
7.8
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leading indicators of activity,
the manufacturing PMI
stood at 50.9 points in June,
and the future business
conditions surveys dropped
from 49 to 46.4 (<50 indic-
ates contraction). Industrial e Exports fell significantly in April as a
production rose 8.2% in result of the slowdown of the global
April, with the automotive economy.

sector expanding (+38%],
while other sectors contrac-

Philippines

e The Philippine economy has begun to
slow down but is far more dynamic
than the global average.

¢ Inflation was stuck above 6%, showing
a certain degree of stubbornness.

ted (chemicals and fur-
niture). Against this back-
drop, in 2023, the Philippine
economy is expected to slow down from its record levels in 2022,
mainly due to inflationary pressures and tighter financial conditions.
Thus, Philippine GDP growth should reach around 5.1% in 2023 and
4.9% in 2024, due mainly to a slowdown in consumption, while exports
are running out of momentum, consolidating levels after significant
growth in the last two years (see Table 1.2.14 and Charts 1.2.14-a and
1.2.14-b).

Inflation, on the other hand, reached 6.1% in May, stabilizing (0.0%
MoM] and appearing unlikely to drop any further, and with persistently
high core inflation (7.7%). With the monetary base increasing
significantly at the end of 2022, inflation should remain high for some
time. By categories, food rose 7.4%, and housing and household
supplies by 6.5%, while the cost of transport has fallen (-0.5%) due to
the moderation of fuels. Within this framework, the central bank’s
interest rates remain at 6.25% (overnight repo). The central bank has
lowered the reserve requirement for commercial banks and other
entities by 25 bps. The bank emphasizes that this is not a relaxation,
but rather a measure to counterbalance others that are about to expire
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related to the fulfillment of reserves, adding that it intends to maintain
the levels of liquidity and credit in the economy. The central bank
continues to prioritize bringing inflation back to the medium-term
path, and it will continue to signal monetary policy through the
overnight repo rate.

As for short-term risks to the Philippine economy, the main risk
continues to be inflation, with core inflation easing very slowly. Another
risk is the trade deficit, which remains broadly negative despite
moderating to a certain extent in April, with exports falling more than
imports. The terms of trade have been worsening for years, with the
price of exports growing less than those of imports. On the positive
side, we must acknowledge the sustained high economic growth of the
Philippine economy, even if it will slow down in the next two years.
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Chart 1.2.14-a
Philippines: GDP breakdown
and forecasts
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Chart 1.2.14-b
Philippines: domestic demand
breakdown and forecasts

I Public spending
I Totalinvestment

B Inventory changes
M Private consumption

-20

2021
2022
2023
2024

Source: MAPFRE Economics (based on PSA data)

GDP (% YoY)

Domestic demand contribution
External demand contribution
Private consumption contribution
Total investment contribution
Public spending contribution
Private consumption (% YoY)
Public spending (% YoY)

Total investment (% YoY)
Exports (% YoY)

Imports (% YoY)

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

Inflation (% YoY, last quarter)

Fiscal balance (% of GDP)

Primary fiscal balance (% of GDP)
Current account balance (% of GDP)

Official interest rate (end of period)
3-month interest rate (end of period)
10-year interest rate (end of period)

Exchange rate vs. U.S. dollar (end of period)

Exchange rate vs. euro (end of period)

Private lending (% YoY, average)
Household lending (% YoY, average)
P.S. non-financial lending (% YoY, average)
P.S. financial lending (% YoY, average)
Savings rate (% pers. disp. income, avg.)

Source: MAPFRE Economics (based on PSA data)
Forecast end date: July 5, 2023.
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Table 1.2.14
Philippines: main macroeconomic aggregates

Baseline (BS) Stressed (SS)
2018 | 2019 2021 | 2022 | 20230 | 2024w 20240
5.1 4.9 5.0 4.2

6.3
-0.2
4.3
1.1
1.1
5.9
9.1
3.9
2.6
2.3

4.6
2.4
1.4
-3.4
N/A
-0.8

4.00
3.97
A
50.74
57.01

9.5
12.8
N/A

6.9

5.0

-9.5
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4.0
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1.3
-8.0
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-16.1
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8.7
2.4
2.9
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N/A
3.2

2.00
2.00
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4.0
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2. Industry outlook

2.1 The economic environment and its impact
on insurance demand

2.1.1 Global markets

Estimates for 2023 point to a scenario of economic slowdown, with
global growth of around 2.6% (+3.4% in 2022) and data on inflation that,
despite showing signs of improvement, suggests that the problem is
not yet under control. This is prompting additional interest rate hikes
by some central banks, with the forecast that they will maintain the
tight financing conditions until inflation clearly approaches their
monetary policy targets. However, this economic slowdown should be
less pronounced than we predicted at the beginning of the vyear,
considering the accelerated tightening of financing conditions that has
taken place in the world’s main economies over the past year. This
context continues to paint a mixed picture for the activity and
profitability of insurance companies this year, although a further
economic slowdown is expected in 2024, as the effects of tighter
financial conditions and their repercussions on credit volume are
transferred to the real economy.

On the other hand, inflation data is at high levels in many economies
(especially core inflation), so the profitability of insurance companies
will therefore remain under pressure from rising claims costs and
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other operating expenses. However, the situation continues to improve,
and higher interest rates are encouraging the growth of the life
insurance business. The automotive sector, in particular, continues to
benefit from the normalization of supply chain problems and some
pent-up demand, which is why car insurance demand has improved.
However, the persistence of inflation is impacting its profitability, while
the tightening of conditions for financing new vehicle purchases and
the anticipated economic slowdown may weigh on demand in the
coming months. Meanwhile, health insurance continues to have strong
prospects as a complement to public health systems, although it also
faces the challenge of controlling rising costs under inflationary
pressures.

Lastly, the financial markets, especially equity, made a noteworthy
recovery at the end of the first half of the year, and a certain degree of
stability can be anticipated in monetary policy rates in the second half.
Some additional hikes are on the horizon for central banks that started
the monetary tightening process later, such as the European Central
Bank (ECB) in the Eurozone and, after its recent pause, the Federal
Reserve in the United States, based on inflation data. Other central
banks that began the monetary tightening process earlier, such as
Brazil and Mexico, have already entered a phase of holding interest
rates at the levels reached in previous months, while inflation
subsides. The improved performance of equity indexes (after the falls
experienced in the previous year) and high interest rates could be

Fundacion MAPFRE m



favorable to life savings insurance products and those in which the
policyholder assumes the investment risk. These products can take
advantage of the higher returns offered by fixed income in the product
mix launched in the market.

2.1.2 Eurozone

Economic growth across the Eurozone should reach an estimated 0.6%
in 2023 (+3.5% in 2022), which would confirm a significant slowdown in
the area’s economic activity, as the effects of interest rate hikes and
credit crunch associated with the tightening of financing conditions are
transmitted to the real economy. This climate of slowing economic
growth could mean lower growth for the most cyclical lines of the
insurance industry. However, the interest rate hikes will continue to
favor life savings insurance, while the improved returns on investment
portfolios, lower inflation and the revised rates applied in 2023 to offset
higher costs may help to boost the profitability of insurance companies,
recovering lost margins from the inflationary process.

Meanwhile, the ECB has continued to tighten its monetary policy with
two new interest rate hikes of 50 basis points (bps) each, in May and
June, putting interest rates at 4% for main financing operations and
3.5% for the deposit facility. The message is that the interest rate
increases have not yet ended, with inflation data that is improving, but
that remains high across the Eurozone as a whole, standing at 5.5% in
June (6.1% in May), compared to average inflation of 8.4% for 2022.
Upon analyzing the risk-free yield curves produced by the European
Insurance and Pensions Authority (EIOPA), the short and medium
tranches show a further rise in interest rates, increasing the inversion
of the risk-free yield curve, which has a negative slope in all its

tranches, especially maturities up to six years (see Chart 2.1.2]5.
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The rises in risk-free interest rates continue offering a suitable outlook
for the Life Savings business, although the inversion of the interest
rate curve continues to complicate the management of this business,
which must adapt to a new environment in which the term premium is
negative, more appropriate for products with shorter durations and
periodic renewals and more complex for longer-term products offered
by insurers, such as traditional life annuities.

Also notable are the rally of the Euro Stoxx 50 index, which reached
15.7% between January and the end of June, and in the U.S. market,
the S&P500, which has rebounded 15.5%, as well as the Nasdaq
Composite, which has done so by 30.5%. This recovery of the indexes
(after the drops experienced the previous year) can be favorable for life
insurance products in which the policyholder assumes the investment

Chart 2.1.2
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risk. These can also take advantage of the higher profitability offered
by fixed income, especially in the shortest terms of the curve, in the
product mix launched on the market, given the high level of the equity
indexes, which are close to their historic highs.

2.1.3 Germany

In this report, our economic growth forecast for Germany in 2023 has
been revised downwards, and we anticipate a mild recession with a
0.3% decrease in annual GDP (+1.9% in 2022). The moderation in
energy prices and rapid normalization of supply chains were not
enough to prevent the German economy from entering a technical
recession in the first quarter of the year. Weaker-than-anticipated
demand, a result of tighter financing conditions, and inflation that is
beginning to show some signs of easing, but remains high (6.1% and
6.4% in May and June, respectively, after averaging 6.9% in 2022),
continue to present a complex outlook for the business growth and
profitability of the insurance industry in the Non-Life segment (as a
result of high inflation). This situation could improve in 2024, when
economic growth should reach around 1.0% and inflation is expected to
ease significantly.

Meanwhile, after the latest inflation data and the ECB’s additional
interest rate hikes, German sovereign bond yields have continued to
rise, especially in the shorter maturities, and to a lesser extent, in the
long tranches. Therefore, the slope of the German sovereign bond yield
curve remained markedly negative at the end of the first half. This
interest rate situation continues to provide a favorable environment for
Life savings business with guaranteed interest rates with shorter
terms and periodic renewals, and a more complex one for products
with longer-term guaranteed interest rates, as well as for traditional
annuities by virtue of the inversion of the risk-free yield curve.
However, in the last quarter, the environment has slightly improved for
these types of products with guaranteed interest rates with longer

terms. The German DAX, meanwhile, has recovered with a revaluation
of 15.4% in the first half of the year, following a 12.3% drop in 2022. The
strong performance of equities may favor the development of Life
insurance products in which the policyholder assumes the investment
risk. These products can also benefit from the higher returns offered
by fixed income in the product mix offered in the market.

2.1.4 ltaly

The forecast for the Italian economy has been revised upwards for
2023, to 1.2% (+3.8% in 2022), and downwards for 2024, to 0.7%. This
upward revision of this year's growth estimate is based on some
economic indicators that continue to provide positive surprises,
particularly consumption [(public and private]. However, this is
observed in a slowing economic environment as a result of the
tightening of financial conditions for households and companies due to
the interest rate increases, with an inflation level that, although it
continues to moderate, remains high (7.6% and 6.4% in May and June,
compared to an average inflation rate of 8.2% in 2022). This economic
situation will imply a still-complicated picture for the business and
profitability of the insurance industry, especially for the Non-Life
segment, due to high inflation levels.

On the other hand, the ten-year sovereign bond yield has remained
above 4%, although for the first time, the sovereign debt curve had an
inverted tranche for maturities between three and seven years at the
end of the first half. In any case, this environment of higher interest
rates and a yield curve that makes it possible to offer returns on
medium and long-term products that are significantly higher than
short-term rates (term premium) continues to paint a good picture for
traditional life savings and annuity products. On the other hand, equity
markets have performed well so far this year (after the declines
observed in the previous year); the FTSE MIB in particular rose by
18.3% in the first half of the year. This strong performance of equity
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can help the development of life insurance products in which the
policyholder assumes the investment risk, which are very common in
the Italian market. These can also continue taking advantage of the
higher profitability offered by fixed income in the combination of
products launched on the market.

2.1.5 Spain

The economic growth forecast for the Spanish economy in 2023 has
improved, reaching 2.2% (+5.5% in 2022), exceeding the pre-pandemic
level of GDP. The strong performance of the foreign sector (tourism
and exports) and the moderation of energy prices are contributing to
this. However, the tightening of financial conditions for households and
companies continues, despite the fact that in Spain, inflation continues
to show clear signs of moderation (3.2% and 1.9% year-on-year in May
and June, respectively, compared to average inflation of 8.4% in 2022).
The ECB continues to transmit the message that it will continue to
tighten monetary policy, with some additional interest rate hikes and
balance sheet reductions, until inflation eases across the entire
Eurozone. In particular, the Spanish economy continues to paint a
picture of moderate growth for the insurance business and improved
prospects for profitability (due to lower inflation). This is reflected in its
behavior in the first half of the year, with positive, above-inflation
growth in all the major business segments and strong potential for the
rest of the year. This is especially the case of the Life savings business,
where premiums grew 71.6% in the first five months of the year thanks
to the rise in interest rates and the behavior of other participants in the
Spanish savings management market. The Spanish economy should
grow by an estimated 1.9% in 2024, which represents a slowdown as
the effects of interest rate hikes and the credit crunch are transferred
to the real economy, which could be reflected in lower growth in the
insurance industry.
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2.1.6 United Kingdom

The forecast for the UK economy in 2023 points to low growth, with
GDP rising by around 0.4% (+4.1% in 2022), while the 2024 forecast has
been revised downward to +0.7%, due to the Bank of England's
decision to tighten monetary policy in response to inflation that
remains stubbornly high despite the fall in energy prices. In any case,
the outlook remains unfavorable for the development of the UK
insurance market, especially for the Non-Life segment, in an
environment of weak economic growth and high inflation (8.7% year-
on-year in April and May, compared to an average inflation of 9.1% in
2022). This continues to erode household disposable income and the
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profitability of the insurance industry, keeping pressure on insurance
prices high.

With respect to savings-linked Life insurance and traditional annuities,
the Bank of England notably increased interest rates again at its May
and June meetings by 25 and 50 basis points, respectively, leaving
them at 5%, in view of the poor inflation data. EIOPA’s risk-free yield
curves at the end of June (see Chart 2.1.6) show an upward movement
in the curve, especially in the first tranches, compared to the curve in
March, with a curve maintaining a markedly negative slope. The high
level of short-term interest rates continues to be favorable for the
marketing of life savings insurance products with guaranteed rates for
short durations and rate reviews at each renewal. Meanwhile, it is less
favorable for the marketing of annuities with guaranteed interest rates,
in an environment of negative real interest rates and a curve that
maintains a negative slope affecting all tranches. With regard to
equities, the FTSE 100 remains sideways, unlike other large indexes,
closing the first half with a slight increase of 1.1%. However, the strong
performance of the main international equity indexes in the quarter
continues to favor the marketing of life insurance policies in which the
policyholder assumes the investment risk, which are deeply rooted in
this market, with products that can also leverage the higher returns of
fixed income.

2.1.7 United States

In this report, the economic growth forecast for the United States in
2023 has been revised upwards to 1.3% (+2.1% in 2022). However, the
forecast for next year has been lowered, with estimated growth of
0.5%, as a result of the effect on the real economy of the tightening of
financing conditions, with interest rates at levels not seen in the last 15
years. The risk of a major credit crunch due to the problems in
medium-sized and small U.S. banks, after the bankruptcies in March,
has not materialized, and inflation continues to show signs of easing

(4.9% and 4.0% in April and May, respectively, compared to average
inflation of 8.0% in 2022). Despite the economic slowdown, the labor
market and consumption remain strong, which continues to favor
moderate growth in the insurance business, and lower inflation may
help improve its profitability. High interest rates are also helping to
improve the outlook for the future profitability of its investment
portfolios.

Regarding the financial environment for savings-linked life insurance,
at its June meeting, the U.S. Federal Reserve notably decided to pause
the process of interest rate hikes, holding monetary policy rates within
a range of 5% to 5.25% after the 25 bps increase agreed in May. It
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suggested that a further increase could be announced at its next
meeting in July, maintaining a restrictive monetary policy until there is
solid evidence that inflation is under control, approaching its 2%
target. The June market risk-free yield curve produced by EIOPA (see
Chart 2.1.7) shows a rise in interest rates in all tranches of the curve,
which has acquired a negative slope affecting every tranche. In any
case, the high levels of risk-free interest rates continue to offer a
favorable outlook for the Life Savings business, but the inversion of the
interest rate curve continues to complicate the management of this
business, which must adapt to a new environment in which the short-
term rates are higher than the long-term rates (negative term
premium), which could benefit products with shorter durations and
periodic renewals, although more complex for longer-term products
and for traditional life annuities.

On the other hand, the S&P 500 index gained 15.5% year-to-date
through the end of June, and the Nasdag Composite rallied 30.5%. This
may encourage the sale of life insurance products in which the
policyholder assumes the investment risk, very common in the U.S.
market, which can also take advantage of the higher returns offered by
fixed income in the mix of products launched in the market.

2.1.8 Brazil

The growth forecast for the Brazilian economy in 2023 has been
revised upwards, to 1.8% (+3.0% in 2022), due to the stronger
performance of the foreign sector and domestic consumption.
However, the slowdown should be accentuated in 2024, with estimated
economic growth of 1.4%, as the effects of the high interest rates
maintained by the central bank of Brazil to combat inflation are
transferred to the real economy. Meanwhile, the insurance market
continues to show good performance, mainly in the non-life segment,
with significant, above-inflation growth in nearly all lines of business,
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and particularly in car insurance, a segment that has benefited from
the normalization of supply chains and the moderation of energy
prices, boosting production and new vehicle registrations. On the other
hand, the profitability indicators for the insurance industry have also
improved, which is helping to ease inflation.

In general, the interest rate environment continues to benefit the
development of life savings insurance in the Brazilian market,
following the Brazilian central bank’s decision to hold interest rates at
13.75% at its June meeting, their level since August 2022, with inflation
already within its target range and continuing to decline (4.18% and
3.94% in April and May, respectively, compared to average inflation of
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9.3% in 2022), but which remains exposed to upward risks. This
positive real interest rate environment is still highly favorable for
conducting the life savings and annuities business, with interest rates
offering returns significantly higher than the latest inflation data. The
EIOPA risk-free yield curves at the end of June (see Chart 2.1.8) show a
decline in all tranches of the curve, which has a negative slope in its
first tranches, a situation that continues to favor the development of
products backed by short-maturity sovereign bonds, which are very
common in this market (Vida Gerador de Beneficio Livre, VGBL, and
Plano Gerador de Beneficio Livre, PGBL), and continues to make the
possibility of acquiring bonds with longer durations attractive.

2.1.9 Mexico

The Mexican economy is handling the tightening of monetary policy in
2023 better than expected thanks to private consumption, which has
led to an upward revision of the growth forecasts for 2023, to 1.8%
(+3.0% in 2022), with a slight additional slowdown in 2024, when
economic growth could be around 1.5%. The economy is slowing down
due to the effect of high interest rates (11.25%), with inflation that
continues to ease (6.25% and 5.84% in April and May, respectively), still
above its target range (between 2% and 4%). This may lead to a
slowdown in the insurance market, mainly in the non-life segment,
although the easing of inflation and the high profitability of the
investment portfolios could help improve their profitability.

Regarding the interest rate environment, the Bank of Mexico decided to
hold the reference monetary policy interest rate at 11.25% in May and
June. In the risk-free yield curves produced by EIOPA (see Chart 2.1.9),
a slight decline is noticeable at all tranches of the curve, which
remains significantly inverted in its shortest tranches. This interest
rate environment continues to be appropriate for the development of
life savings insurance, which can offer significantly higher
remuneration than the latest inflation data. The inversion in the
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interest rate curve remains favorable for launching savings products
with shorter-term rate guarantees and periodic reviews of guaranteed
rates, and even to take advantage of the relatively high levels of the
medium tranches with longer-term rate guarantees.

2.1.10 Argentina

In Argentina, the economic growth prospects have been revised
downward, with GDP expected to drop by around 1.5% in 2023 (+5.2% in
2022) and triple-digit inflation that continues to rise (114.2% in May,
compared to average inflation of 72.4% for 2022). Estimates indicate
that the Argentine economy could emerge from recession and grow
slightly in 2024, by around 0.2% in 2024. This challenging economic
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context continues to paint a very complex picture for the business and
profitability of the insurance industry.

Meanwhile, in response to the rise in inflation, the central bank
decided to increase the reference interest rate to 97% at its meeting in
June, in an environment of negative real interest rates. Thus, the
outlook is difficult for savings-linked life insurance, since the market
does not offer financial assets with enough security and profitability to
back products that can offset the loss of purchasing power caused by
inflation.

2.1.11 Turkey

In this report, the forecast for the Turkish economy in 2023 has been
revised slightly upwards, with estimated growth of 1.9% (5.6% in 2022),
which implies an economic slowdown that would continue until 2024,
when growth of around 1.5% is anticipated. Inflation remains high but
is easing (39.6% in May, compared to average inflation in 2022 of
72.3%). At its latest meeting in June, the Turkish central bank decided
to change the orientation of the monetary policy applied at recent
meetings (when it held rates at 8.5%, despite high inflation) and raised
interest rates to 15%.

The milder-than-expected economic slowdown points to an outlook for
moderate growth for the insurance industry in real terms, and better
inflation data may help to improve profitability. On the other hand,
despite the latest rise in interest rates, the savings-linked life
insurance business will remain weighed down by the situation of
negative real interest rates, although in recent months the gap
between inflation and nominal interest rates has continued to narrow.
The EIOPA curves (see Chart 2.1.11) show a rise in the market risk-free
interest rates across all tranches of the curve, which now shows a
positive slope in maturities up to 10 years, although the interest rates
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are still far from being able to compensate for the loss of purchasing
power due to high inflation. The outlook therefore remains very
complex for the life savings insurance business in that market.

2.1.12 China

The anticipated economic growth environment in China remains
appropriate for the development of the insurance business. Thus, in
this report, we have revised our expectations for economic growth in
China slightly upwards for 2023, anticipating real GDP growth of
around 5.3% (+3.0% in 2022), and slightly downwards for 2024, when
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savings and annuity insurance business, with a curve that allows
Chart 2.1.12 guaranteed medium- and long-term rates to be offered that are higher

China: risk-free yield curve than short-term rates, above inflation. However, rate decreases may
(%) make them less attractive until policyholders assume that the market
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economic growth is expected to be around 4.7%, supported by an
accommodative monetary policy and moderation in energy prices. 1.0%

On the other hand, inflation in China picked up slightly in May, 0.5%
increasing to 0.2% from 0.1% in April, but stands at relatively low levels
(average inflation for 2022 was 2.0%). This has allowed the central
bank to continue applying an accommodative monetary policy, reducing 0.0%
interest rates by ten basis points to 3.55% at its June meeting for the
first time in ten months. The EIOPA curves (see Chart 2.1.12) show a
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structural standards of the Japanese economy, which could have a
negative impact on its profitability.

Regarding the life business, the Bank of Japan decided once again, at
its June meeting, not to modify its ultra-lax monetary policy, holding
short-term interest rates at -0.1% and the 10-year sovereign bond at
around 0%, despite the inflation data (3.5% and 3.2% in April and May,
respectively, above its 2% target). The risk-free yield curves produced
by EIOPA (see Chart 2.1.13) show a curve that has stabilized compared
to the levels observed at the end of the previous quarter, with positive
values across all tranches except maturities of up to one year, which
are negative. The curve makes it possible to offer a positive term
premium, albeit below inflation, which, together with the expectations
that it might increase, continues to paint a more complex picture for
the management of this business.

2.1.14 Philippines

Economic expectations for the Philippines in 2023 have been revised
slightly upwards, with anticipated GDP growth of 5.1% (+7.6% in 2022),
reflecting strong performance in the industrial and manufacturing
sectors and aided by falling energy prices. All of this continues to
present a favorable outlook for the development of the insurance
business. Inflation has eased significantly, although it remains high,
standing at 5.4% in June (average inflation in 2022 was 5.8%], thus
improving the outlook for the profitability of insurance companies.

In relation to savings-linked life insurance, the Central Bank of the
Philippines continues to apply a restrictive monetary policy, deciding to
maintain the benchmark rate at 6.25% at its last two meetings in May
and June, given the improvement in the latest inflation data. The yield
on the two-year sovereign bond stood at 6.41% at the end of June, while
the ten-year sovereign bond was at 6.45%. This makes the interest rate
environment significantly better for the marketing of traditional life
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savings and annuity products, with real interest rates entering positive
territory and high levels in an inflationary environment that shows clear
signs of improvement.

2.2 Regulatory and supervisory trends

SFCR of the leading insurance groups in the European Union

During the second quarter of 2023, the leading insurance groups in the
European Union (EU) published the Solvency and Financial Condition
Report (SFCR) for fiscal year 2022. It was the seventh such report
released by those companies since the risk-based solvency regulatory

framework (Solvency Il) entered into force in the EUS.

One of the main changes introduced by the aforementioned European
solvency regulation was the mandatory calculation of a group-level
Solvency Capital Requirement (SCR), which applies to groups of
insurance companies located in the EU. Before Solvency Il entered into
force, the only obligation was the calculation of regulatory capital at the
individual level by insurance companies, with prudential control
exercised by national supervisory authorities on this basis. In addition,
supplementary control for the supervision of insurance groups was
formulated, focusing on detecting intra-group operations that may
result in the double calculation of capital in various companies of the
same group, or the existence of additional risks that are not discernible
at the individual level. Under the new guidelines framework applicable
to insurance groups established in the EU, a regulatory scheme is
reproduced based on three pillars, seeking to create incentives not just
so that insurance companies are properly administered at the
individual level, but also at the level of the insurance groups of which
they are a part. The aim is to strengthen the regulatory scheme in
charge of protecting the interests of those insured while ensuring that
the insurance industry contributes to good economic performance and,
accordingly, to the stability of the financial system.
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Within the scheme applicable to insurance groups, Pillar 1 is aimed at
determining the quantitative aspects that preserve the group's
solvency position, defined under the solvency regulations themselves,
and which therefore may differ from the accounting consolidation
perimeter. Pillar 2, for its part, aims to maintain adequate governance
and supervision of insurance groups as an additional element that
underpins their performance and solvency position. And finally, the
purpose of Pillar 3 is to ensure transparency and the disclosure of
these groups’ information to the market.

Thus, pursuant to the specific applicable regulatory framework under
Pillar 3, insurance groups must publish information on their financial
position and solvency on an annual basis, providing clear, comparable
and high-quality information to the market by releasing the group's
SFCR. With this exercise in transparency, the regulation seeks to
enable interested economic operators to have access to information
that allows them to understand the implicit risk at the level of the
different insurance groups and, to that extent, are in a condition to be
able to assess, from an aggregate perspective, the characteristics of
their risk assessment and management processes, the level of
sufficiency of their technical provisions and own funds and, therefore,
their solvency position.

Analysis of solvency ratio behavior

This section includes an analysis of the behavior of the solvency ratios
of the top insurance groups in the European Union (EU) in 2022,
including some comparisons of the evolution of their main components
with respect to 2021. It is important to highlight that, in 2022, the fall in
the value of the technical provisions of the set of groups analyzed was
especially relevant. This highlights the impact that the change in
orientation in 2022, with the tightening of monetary policy by the
European Central Bank (ECB) and other central banks of the main
developed economies [with accelerated interest rate hikes due to

rising inflation), has had on the valuation of technical provisions for
solvency purposes. These have fallen substantially when discounting
the flows of projected liabilities with higher discount rates, after a
prolonged situation of near-zero and even negative interest rates.

However, despite the positive impact of interest rate increases on the
valuation of technical provisions, the accelerated rate hikes had a
negative impact on the valuation of insurance groups  investment
portfolios. This impact on the asset side was amplified by the increase
in risk premiums (due to geopolitical tensions and the central banks’
liquidity withdrawal programs), both factors having a negative net
effect on the own funds of the groups analyzed, which have seen their
solvency ratios drop, practically across the board, compared to the
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previous year, despite continuing to show a robust position. Thus, as
illustrated in Chart 2.2-a, the volatility adjustments for the calculation
of technical provisions for investment portfolios in the main currencies
at year-end were substantially higher than those at the start of the
year, having increased progressively throughout the year, unlike in
2021, when they remained fairly stable. Thus, once again, in 2022 the
volatility adjustments partially offset the impact of volatility spikes on
insurance groups’ solvency position, considering their nature as
medium- and long-term institutional investors and highlighting the
importance of this mechanism introduced by the Solvency Il regulation.

Solvency ratios

Chart 2.2-b shows the 2022 solvency ratios published by the main
insurance groups in the EU, as well as their comparison with those of
the previous year. According to this information, the French group
Covéa saw its solvency ratio reduced significantly to 226% (compared
to 351% in 2021), due largely to the impact of the acquisition of the
reinsurer Partner RE on its solvency position. Therefore, it no longer
occupies the top position in the ranking of European groups based on
this criterion. Meanwhile, Poste Vita tops the ranking in 2022, with a
solvency ratio of 253%, which has also been reduced by 34.5
percentage points (pp) compared to the previous year. Also noteworthy
is the 41 pp drop in the solvency ratio of Crédit Agricole, which stands
at 204% (compared to 245% in 2021), causing the group to fall seven
positions to eleventh place in the ranking based on the solvency ratios
of the groups analyzed. Of all the groups that make up the analyzed
sample, only CNP, and to a lesser extent, Sogecap, increased their
solvency ratio between 2021 and 2022, by 13.0 and 0.3 pp, respectively.

In addition, Table 2.2-a shows the main financial and solvency figures
for fiscal year 2022 reported by the insurance groups in their respective
SFCRs. This information shows that the total premiums in that year for
all the EU insurance groups included in the sample that served as a
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Poste Vita
HDI
Allianz
CNP
Sogecap
Covéa
Generali
Axa

R+V
Aegon
Crédit Agricole
MAPFRE
Unipol
Aviva

NN

BNP

Source: MAPFRE Economics (based on data from the SFCRs published by the indicated companies)
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Allianz
Axa
Generali
HDI

Aviva
CNP
Crédit Agricole
MAPFRE
BNP
Aegon
Covéa
R+V
Poste Vita
Sogecap

Unipol

Nationale
Nederlanden

Total
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Main financial and solvency figures, 2022

Premiums

145,657
99,615
81,538
53,432
36,340
36,007
33,663
24,540
23,920
21,745
21,466
18,985
17,572
14,758

13,843

13,641

656,722

Table 2.2-a

(millions of euros)

Technical
provisions

544,671
44t 468
367,100
113,082
276,283
323,945
296,870

26,921
196,448
139,479

71,582

87,098
133,029
134,858

53,815
130,835

3,340,486

Eligible
own funds

89,169
58,483
46,421
27,041
21,086
36,380
27,295

9,235
15,822
16,332
28,143
15,918
12,805

9,679

9,192
17,822

440,823

SCR
required

38,769
27,170
21,050
11,121
10,664
15,803
13,403
4,591
9,717
7,844
12,464
7,484
5,056
4,241

4,591
9,040

203,009

Source: MAPFRE Economics [based on data from the SFCRs published by the indicated companies)

Solvency
ratio

230.0%
215.2%
220.5%
243.2%
197.7%
230.2%
203.6%
201.2%
162.8%
208.2%
225.8%
212.7%
253.3%
228.2%

200.2%
197.1%

217.1%

basis for this analysis amounted to €656.7 billion (€649.8 billion in
2021), while technical provisions stood at €3.3 trillion (€4 billion in
2021). As previously indicated, this represents a 16.6% drop in the
value of the technical provisions of all the groups analyzed,
highlighting the impact that the tightening of monetary policy by the
ECB and other central banks of the main developed economies in 2022
(with accelerated interest rate hikes due to the sharp rise in inflation)
has had on the valuation of technical provisions for solvency purposes,
which have fallen upon discounting the projected liability flows at
higher discount rates.

However, as previously noted, despite the positive impact of interest
rate hikes on the valuation of technical provisions, the rate increases
had a negative impact on the valuation of the investment portfolios of
the insurance groups analyzed. This was amplified by the increase in
risk premiums (as a result of geopolitical tensions and central banks’
liquidity withdrawal programs), both factors having a net negative
effect on the equity of the groups analyzed on the whole. Thus, the
total own funds of the sample stood at €440.8 billion (€489.2 billion in
2021), while the aggregate SCR amounted to €203.0 billion (€213.5
billion in 2021). The foregoing resulted in the relative worsening of the
aggregate solvency ratio of the sample, which stood at 217.1%
(compared to 229.2% in 2021); in any case, this was well above the
minimum capital requirements set by the Solvency Il regulation.

SCR calculation methods

Information regarding the method used by the insurance groups
considered in this report to calculate the SCR in 2022 is presented in
Table 2.2-b. Based on this information, of the 16 groups analyzed,
seven (CNP, Crédit Agricole, BNP, Sogecap, Poste, Covéa and R+V)
used the standard formula, while the remaining nine (Allianz, Axa,
Generali, RSA, Aviva, HDI, Aegon, MAPFRE and Nationale
Nederlanden) used different forms of internal models. In general, the
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groups that carry out some form of internal modeling chose to apply
partial internal models, combining the calculation of the standard
formula for certain modules with internal models for certain risk
categories, with the sole exception of HDI, which uses a
comprehensive internal model. Similarly, most of the internal models
used focus on financial (market and credit) and underwriting risks, and
five of them used a dynamic volatility adjustment in their respective
models (Axa, Allianz, HDI, Aviva and Aegon).

Eligible own funds

Table 2.2-c presents information on the quality of eligible own funds
that were available to the different insurance groups considered in this
analysis to cover their capital requirements. According to this
information, at an aggregate level, 85.9% of eligible own funds were of
the highest quality, or Tier 1, while 12.4% were classified as Tier 2, and
the remaining 1.7% corresponded to the Tier 3 level, with hardly any
changes compared to the quality structure observed the previous year.
Based on this analysis, the R+V and Covéa groups stand out, for which
the highest-quality eligible own funds were 100% and 98%,
respectively.

To complement this information, Charts 2.2-c, 2.2-d and 2.2-e offer a
comparison of the amount of eligible own funds of the different
insurance groups considered in the analysis, in relation to some main
figures of the balance sheet and the business (assets, technical
provisions and premiums), as well as the changes recorded in these
relative references compared to 2021. Regarding the comparison
between own funds and assets, the cases of Covéa, MAPFRE and HDI
stand out, with a proportion of 26.5%, 20.7% and 16.0%, respectively. In
the relationship between own funds and technical provisions, the first
three positions are also held by Covéa, MAPFRE and HDI, with a
proportion of 39.3%, 34.3% and 23.9%, in each case. Finally, in the
relationship between own funds and premiums, Covéa, Nationale
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Table 2.2-b
SCR calculation methods, 2022
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Source: MAPFRE Economics [based on data from the SFCRs published by the indicated companies)
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Table 2.2-c
Quality of eligible own funds, 2022

Tier 1r
Eligible own
of euros of euros of euros of euros

Allianz 89,169,194 73,179,019 82.1% 5,465,461 6.1% 9,297,390 10.4% 1,227,325 1.4%
Axa 58,482,858 40,674,449 69.5% 5,704,369 9.8% 11,414,102 19.5% 689,938 1.2%
Generali 46,421,023 38,563,305 83.1% 1,703,595 3.7% 5,787,967 12.5% 393,156 0.8%
CNP 36,380,277 28,910,965 79.5% 2,596,073 7.1% 3,806,152 10.5% 1,067,087 2.9%
Covéa 28,142,995 27,400,844 97.4% 220,341 0.8% 521,810 1.9%

Crédit Agricole 27,294,623 21,573,001 79.0% 1,813,516 6.6% 3,862,597 14.2% 45,509 0.2%
HDI 27,041,268 23,201,855 85.8% 349,951 1.3% 3,170,033 11.7% 319,429 1.2%
Aviva 21,085,875 14,866,465 70.5% 1,068,507 5.1% 4,816,600 22.8% 334,303 1.6%
Nationale Nederlanden 17,821,988 12,922,969 72.5% 1,715,680 9.6% 2,273,695 12.8% 909,644 5.1%
Aegon 16,332,013 11,762,356 72.0% 1,822,078 11.2% 2,195,500 13.4% 552,079 3.4%
R+V 15,918,386 15,904,319 99.9% 522 0.0% 13,545 0.1%

BNP 15,821,739 10,626,294 67.2% 1,401,327 8.9% 2,627,138 16.6% 1,166,980 7.4%
Poste Vita 12,804,895 10,064,015 78.6% 727,630 5.7% 2,013,250 15.7%

Sogecap 9,678,583 7,411,865 76.6% 870,060 9.0% 1,377,439 14.2% 19,219 0.2%
MAPFRE 9,235,240 7,670,080 83.1% 1,022,280 11.1% 542,880 5.9%
Unipol 9,192,007 7,611,958 82.8% 1,133,922 12.3% 425,048 4.6% 21,079 0.2%
TOTAL 440,822,964 352,343,760 79.9% 26,593,033 6.0% 54,624,546 12.4% 7,288,627 1.7%

Source: MAPFRE Economics (based on data from the SFCRs published by the indicated companies)
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Nederlanden and CNP stand out, with coefficients of 131.1%, 130.7%
and 101.0%, respectively.

Impact of transitional and adjustment measures

When analyzing the level of the solvency ratios of the insurance groups
considered in the sample, a significant aspect is the effect of the
transitional and adjustment measures that were introduced in the
Solvency Il Directive in order to alleviate potential harm to the
business arising from the existence of product portfolios with long-
term guarantees. These measures establish a broad transitional
regime for the full entry into force of Solvency Il, which considers the
nature of long-term institutional investors that insurance companies
and their groups have, enabling them to contend with considerable
volatility of financial markets with market spread increments, without
requiring forced sales to be made (volatility adjustment], and the
satisfactory management of asset-liability risks [(matching
adjustment).

In this regard, the measures adopted by the Solvency Il Directive were
as follows: First, the transitional measure on technical provisions, which
allows the difference between the technical provision estimated under
the parameters of Solvency Il and the one calculated in line with the
previous standards under Solvency | to be phased in gradually over an
initial 16-year period, until January 1, 2032 (seven years having now

elapsed)’. This regime allows for a smooth transition to the
requirements of the new system for those who decide to make use of
it. It should be noted that, in 2022, the insurance groups Allianz, Aviva,
Generali, MAPFRE, Nationale Nederlanden, R+V and HDI applied the
transitional measures in calculating their group solvency ratio.
Second, the volatility adjustment measure, which permits correcting the
discount interest rate for the technical provisions to mitigate the
effects of momentary volatilities in credit spreads in investment
portfolios. And finally, the asset and lability matching adjustment
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measure, a measure which, if certain requirements are met, allows
companies to adjust the discount curve on technical provisions in line
with institutions holding fixed income assets to maturity with a
duration that is similar to their liabilities, and which are therefore not
exposed to market volatility in credit spreads.

The aforementioned transitional and adjustment measures have a
different effect on the level of eligible own funds and the SCR, and
therefore on the solvency ratio of the insurance groups. The extent of
this impact in each case is determined by, among other factors, the
structure of the risk portfolio of each insurance group as well as by the
characteristics of their risk management process. These effects were
disclosed by each of them in the respective SFCR publication, and are
presented in Tables 2.2-d and 2.2-e. Furthermore, these impacts are
illustrated, along with their variation compared to 2021, in Charts 2.2-f
and 2.2-g.

Relative weight of SCR components

Charts 2.2-h and 2.2-i illustrate the aggregate composition of the
different modules and other components of the SCR in 2022 for the
insurance groups analyzed in this report, distinguishing between those
that calculate the SCR using the standard formula and those that use
different forms of internal models for that purpose. In the case of
insurance groups that calculate SCR using the standard formula
(Chart 2.2-h), a significant increase in the relative weight of the
underwriting risk module (+21.0 pp) and a correlated reduction in the
market risk modules (-20.1 pp), and to a lesser extent, the credit risk
(-0.9 ppl, were observed between 2021 and 2022. It should be noted
that this increase in underwriting risk comes mainly from life
underwriting risk and, particularly, surrender risk. Likewise, for this
subset of insurance groups, a reduction in the positive effect of
diversification (-6.2 pp) related to what was observed in the previous
year was recorded. Finally, compared to 2021, a larger relative profit
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Chart 2.2-c Chart 2.2-d
Relative weight of own funds to Relative weight of own funds to technical
assets in 2022 and variation vs. 2021 provisions in 2022 and variation vs. 2021
7] 2022 2021 [ 2022 Variation vs. 2021 (pp) | 2022 2021 [ 2022 Variation vs. 2021 (pp)
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Source: MAPFRE Economics (based on data from the SFCRs published by the indicated companies) Source: MAPFRE Economics (based on data from the SFCRs published by the indicated companies)
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Chart 2.2-e

Relative weight of own funds compared to
premiums in 2022 and variation vs. 2021

2022 2021 2022 Variation vs. 2021 (pp)
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Source: MAPFRE Economics (based on data from the SFCRs published by the indicated companies)
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derived from the adjustments for the loss absorbing capacity of the
technical provisions and deferred taxes, which represent a 63.2%
reduction compared to 50.5% in the previous year (-12.7 pp), is
observed.

On the other hand, with regard to the subset made up of insurance
groups that use different forms of internal models (Chart 2.2-i),
between 2021 and 2022, there was a slight decrease in the relative
weight of the market risk component (-0.8 pp) and of credit risk (-0.2
pp), while the underwriting risk component showed an increase
compared to the previous year (+1.0 pp). Additionally, in this subset, in
2022, an increase in the benefits derived from diversification was
registered (-0.9 pp, implying a greater reduction in the capital
requirement), along with an increase in the weight of operational risk
(+1.6 ppl. Finally, regarding the effect of the adjustments on the loss
absorption capacity of the technical provisions and deferred taxes, it is
correct to note that, in the case of insurance groups that used internal
models, this metric is indicating solely the effect of the adjustments
that had been modeled but not incorporated in the other components
of the SCR.
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Table 2.2-d Table 2.2-e
Effect of transitional and adjustment measures Effect of transitional and adjustment measures
on own funds, 2022 on SCR, 2022
(thousands of euros) (thousands of euros)

Effect of Effect of Effect of Effect of Effect of Effect of

Eligible own transitional volatility matching SRC transitional volatility matching

funds adjustment TP adjustment on adjustment on required adjustment TP | adjustment on adjustment on

on own funds own funds own funds on own funds own funds own funds
Allianz 89,169,194 -11,295,581 702,743 Allianz 38,769,154 3,377,945
Axa 58,482,858 -1,710,982 Axa 27,170,224 5,023,471
Generali 46,421,023 -92,389 -1,176,255 Generali 21,050,098 6,447,098
CNP 36,380,277 -464,572 CNP 15,803,240 301,105
Covéa 28,142,995 -208,313 Crédit Agricole 13,402,766 -105,763
Crédit Agricole 27,294,623 614,011 Covéa 12,463,688 74,496
HDI 27,041,268 -3,594,681 112,709 HDI 11,120,882 119,001 1,943,644

Aviva 21,085,875 -2,503,252 -89,381 -5,446,324 Aviva 10,664,052 588,966 204,131 5,229,795
Nationale 17,821,988 -95,663 1,419,139 BNP 9,717,258 -89,114

Nederlanden .

Aegon 16,332,013 -570,645 -15,681 s:zg:;l:den 9,040,198 1,024,736

R+V 15,918,386 -4,632,909 40,693 Aegon 7,843,550 653,972 28,291
BNP 15,821,739 -177,682 R+V 7,484,356 314.662 52.048
Poste Vita 12,804,895 -391,511 Poste Vita 5,055,992 135,944
Sogecap 9,678,583 -310,071 Unipol 4,591,379 49,965

MAPFRE 9,235,240 -448,150 -37,800 -200,930 MAPFRE 4,591,130 450 -420 -74,830
Unipol 9,192,007 -170,544 Sogecap 4,241,342 27,732

Source: MAPFRE Economics [based on data from the SFCRs published by the indicated companies) Source: MAPFRE Economics [based on data from the SFCRs published by the indicated companies)
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Chart 2.2-f
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Effect of transitional and adjustment measures on own funds, 2022

I TP transitional adjustment Il Volatility adjustment Bl Matching adjustment

Effect on own funds in 2022

-1,711.0 Wl Axa
12956 0 702.7 Allianz
_1,17:32'4. Generali
21705 Unipol
-3,594.7 [
12.7 HDI
-2,503.3 .
-89.4 Aviva
-5,44¢6.3 NN
-570.6 1l Aegon
-15.7
-95.7
-1,419.1 [ NN
-4,632.9 [N
40.7 R+V
-464.6 1 CNP
16140 Crédit Agricole
-448.2 ||
-37.8 MAPFRE
-200.9 |
-177.7 BNP
-3915 | Poste Vita
-310.1 |1 Sogecap
-208.3 | Covéa
-15,000  -10,000  -5,000 0 5,000

Variation vs. 2021*

-609.6 ]

1,129.6

-3,623.7
8.9
ST

-124.71

-770.5 :Iﬂ 3386

1,630.7

-399.3 M
7.6

0 266.0
-1,053.3

] 463.6
34.

4.

-264.6 0

-228.0 1

-189.8 )

-5,000 -2,500 0

Source: MAPFRE Economics (based on data from the SFCRs published by the indicated companies)
* Negative variation implies increased impact of adjustment.

1,892.9

2,500

Chart 2.2-g

Effect of transitional and adjustment measures on SCR, 2022
[millions of Euros)

Effect on SCR in 2022

Axa

Allianz

Generali

Unipol

HDI

Aviva

Aegon

NN

R+V

CNP

Crédit Agricole

MAPFRE

BNP

Poste Vita

Sogecap

Covéa

I 50235
I 3,377.9
I 64471

50.0

| 119.0
1,943.6

M 589.0

I 2041
5,229.8

M 6540
283

I 1,024.7

03147
52.0

1301

-105.8 |

-2,000

0 2,000

27.7

74.5

4,000 6,000

8,000

Axa

Allianz

Generali

RSA

Talanx

Aviva

Aegon

NN

R+V

CNP

Crédit Agricole

MAPFRE

BNP

Poste

Sogecap

Covéa

[l TP transitional adjustment M Volatility adjustment Ml Matching adjustment

Variation vs. 2021*

-3,000

S8404 ]
-2,001.0

-662.9 [__5‘%

7.3

28.4

-2,000 -1,000 0

Source: MAPFRE Economics (based on data from the SFCRs published by the indicated companies)

* Negative variation implies increased impact of adjustment.

Fundaciéon MAPFRE




2023 ECONOMIC AND INDUSTRY OUTLOOK (Q3)

Chart 2.2-h Chart 2.2-i
Relative weight of the different components of the SCR Relative weight of the different components of the SCR
for groups that use the standard formula in 2022 and variation vs. 2021 for groups that use partial internal models in 2022 and variation vs. 2021
(millions of Euros and percentages) (millions of Euros and percentages)
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Tables: macroeconomic forecast scenarios

United States
Eurozone
Germany
France
Italy
Spain
United Kingdom
Japan
Emerging markets
Latin America
Mexico
Brazil
Argentina
Colombia
Chile
Peru
Emerging markets, Europe!
Turkey
Asia Pacific
China
Indonesia
Philippines
Global
Source: MAPFRE Economics

TEastern Europe
Forecast end date: July 5, 2023.
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2.3
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1.1
1.9
0.5
2.0
1.6
-0.4
3.6
0.2
-0.2
1.2
-2.0
3.2
0.7
2.3
2.5
0.8
5.9
6.0
5.0
6.1
2.8

-2.8
-6.2
-4.1
-7.7
-9.0
-11.3
-11.0
-4.3
-1.8
-6.8
-8.2
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-6.3
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-1.6
1.9
1.6
2.2
-2.1
-9.5
-2.8

5.
53
2.6
6.4
7.0
5.5
7.6
2.2
6.9
7.0
4.9
53
10.4
1.0
1.9
13.4
7.3
1.4
8.0
8.5
3.7
5.7
6.3

Table A-1
Baseline and stressed Scenarios: gross domestic product

Stressed Scenario (SS)

(annual growth, %)

Baseline Scenario (BS)

9 2.1 1.3 0.5

3.5
1.9
2.5
3.8
5.5
4.1
1.0
4.0
4.0
3.0
3.0
5.2
7.3
2.5
2.7
0.8
5.6
3.3
3.0
53
7.6
3.4

0.6
-0.3
0.5
1.2
2.2
0.4
1.1
4.1
1.2
1.8
1.8
-1.5
1.0
-0.4
1.5
1.2
1.9
5.2
9.3
4.5
5.1
2.6

1.0
1.0
0.7
0.7
1.9
0.7
1.1
3.8
1.4
1.5
1.4
0.2
1.9
1.9
2.9
2.5
1.5
4.7
4.7
4.9
4.9
2.3

2.3

1.6
1.1
1.9
0.5
2.0
1.6
-0.4
3.6
0.2
-0.2
1.2
-2.0
3.2
0.7
2.3
2.5
0.8
5.9
6.0
5.0
6.1
2.8

9 2.1 1.2

-2.8
-6.2
-4.1
-7.7
-9.0
-11.3
-11.0
-4.3
-1.8
-6.8
-8.2
-3.6
-9.9
-7.3
-6.3
-11.0
-1.6
1.9
1.6
2.2
-2.1
-9.5
-2.8

5. -0.4
53 3.5 0.5 0.8
2.6 1.9 -0.4 0.8
6.4 2.5 0.4 0.5
7.0 3.8 1.1 0.4
5.5 5.5 2.1 0.8
7.6 4.1 0.4 0.4
2.2 1.0 0.8 0.6
6.9 4.0 3.8 &3
7.0 4.0 1.0 0.7
4.9 3.0 1.7 0.5
53 3.0 1.7 0.7
10.4 5.2 -1.8 -0.4
1.0 7.3 0.2 1.4
11.9 2.5 -0.7 1.6
13.4 2.7 1.4 2.9
7.3 0.8 1.0 2.1
1.4 5.6 1.7 1.1
8.0 3.3 4.9 4.2
8.5 3.0 4.9 4.2
3.7 53 4.4 4.2
5.7 7.6 5.0 4.2
6.3 3.4 2.4 1.7

Click here to access the interactive
version of this information

Fundacion MAPFRE


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

2023 ECONOMIC AND INDUSTRY OUTLOOK (Q3)

Table A-2

Baseline and stressed scenarios: inflation
(% YoY, average)

Stressed Scenario (SS)
2019 | 2020 | 2021 2022 2024(p)
1.8 1.3 47 8.0 45 3.2

Baseline Scenario (BS)
IR 2022 | 2023ip) | 20240p)
1.8 1.3 47 8.0 41 29

United States

Eurozone 1.2 0.3 2.6 8.4 5.0 1.0 1.2 0.3 2.6 8.4 5.2 1.2
Germany 1.4 0.6 3.0 6.9 585 1.7 1.4 0.6 3.0 6.9 5.2 1.2
France 1.1 0.5 1.6 5.2 5.1 2.6 1.1 0.5 1.6 5.2 5d) 2.8
Italy 0.6 -0.1 1.9 8.2 5.8 1.9 0.6 -0.1 1.9 8.2 5.9 2.2
Spain 0.7 -0.3 3.1 8.4 3.4 2.5 0.7 -0.3 3.1 8.4 3.9 2.8

United Kingdom 1.8 0.9 2.6 9.1 7.8 3.0 1.8 0.9 2.6 9.1 8.0 33

Japan 0.5 0.0 -0.2 2.5 2.8 1.0 0.5 0.0 -0.2 2.5 3.0 1.1

Emerging markets 5.1 5.2 5.9 9.8 8.6 6.5 5.1 5.2 5.9 9.8 9.2 7.1

Latin America 7.7 6.3 11.6 14.7 13.3 9.0 7.7 6.3 11.6 14.7 13.7 9.4
Mexico 3.6 3.4 5.7 7.9 5.7 4.0 3.6 3.4 5.7 7.9 5.9 4.2
Brazil 3.7 3.2 8.3 9.3 5.0 4.3 3.7 3.2 8.3 9.3 5.1 4.5
Argentina 53.5 42.0 48.4 72.4 120.0 97.9 53.5 42.0 48.4 72.4 132.0 104.0
Colombia 3.5 2.5 3.5 10.2 11.5 5.6 3.5 2.5 3.5 10.2 12.1 2.9
Chile 2.3 3.0 4.5 11.6 7.9 3.3 2.3 3.0 4.5 11.6 8.0 3.0
Peru 2.1 1.8 4.0 7.9 6.9 3.8 2.1 1.8 4.0 7.9 7.0 3.4

Emerging markets, Europe! 6.7 5.4 9.6 27.9 19.7 13.2 6.7 5.4 9.6 27.9 20.3 13.9

Turkey 15.2 12.3 19.6 72.3 46.4 29.5 15.2 12.3 19.6 72.3 46.8 32.0

Asia Pacific 2.9 2.5 1.0 2.2 2.5 2.3 2.9 2.5 1.0 2.2 2.9 2.3
China 2.9 2.5 0.9 2.0 1.4 2.3 2.9 2.5 0.9 2.0 1.5 2.2
Indonesia 2.8 2.0 1.6 4.2 4.0 2.4 2.8 2.0 1.6 4.2 4.1 2.6
Philippines 2.4 2.4 3.9 5.8 5.6 2.8 2.4 2.4 3.9 5.8 5.7 3.0

Global 3.5 3.2 4.7 8.7 7.0 4.9 3.5 3.2 4.7 8.7 7.4 5.4

Source: MAPFRE Economics Click here to access the interactive

version of this information
TEastern Europe

Forecast end date: July 5, 2023.
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Table A-3

Baseline and stressed scenarios: 10-year government bond yield

(end of period, %)

Baseline Scenario (BS)

2019 - 2021 2022 2023(p) 2024(p)

United States 1.92 1.52 3.88 3.28 2.81

Eurozone 0.32 -0.19 0.32 3.39 2.69 2.46

Source: MAPFRE Economics
Forecast end date: July 5, 2023.

Table A-4

Baseline and stressed scenarios: exchange rates

(end of period, %)

Baseline Scenario (BS)

oo [ o] || s | o]

USD-EUR 0.89 0.81 0.88 0.94 0.89 0.85
EUR-USD 1.12 1.23 1.13 1.07 1.12 1.18
GBP-USD 1.32 1.36 1.35 1.20 1.30 1.37
USD-JPY 109.12 103.54 115.00 132.65 135.36 126.46
USD-CNY 6.99 6.52 6.35 6.90 7.00 6.48

Source: MAPFRE Economics
Forecast end date: July 5, 2023.

Table A-5

Stressed Scenario (SS)

2019 2020 2021 2022 2023(p)

1.92 0.93 1.52 3.88 2.83 2.41

0.32 -0.19 0.32 3.39 2.59 2.33

Click here to access the interactive
version of this information

Stressed Scenario (SS)

s |
oo [ o] || s | o]

0.89 0.81 0.88 0.94 0.93 0.91
1.12 1.23 1.13 1.07 1.08 1.10
1.32 1.36 1.35 1.20 1.26 1.27
109.12 103.54 115.00 132.65 132.25 124.78
6.99 6.52 6.35 6.90 7.08 6.53

Click here to access the interactive
version of this information

Baseline and stressed scenarios: official benchmark interest rate

(end of period, %)

Baseline Scenario (BS)

2019 2020 2021 2022 2023(p) 2024(p)

United States 0.25 0.25 4.50 5.50 4.25
Eurozone 0.00 0.00 0.00 2.50 4.50 8.2
China 3.25 3.00 3.00 2.75 2.50 3.00

Source: MAPFRE Economics
Forecast end date: July 5, 2023.

Stressed Scenario (SS)

2019 2020 2021 2022 2023(p) 2024(p)

0.25 0.25 4.50 5.75 4.50
0.00 0.00 0.00 2.50 4.75 3.50
3.25 3.00 3.00 2.75 2.50 2.75

Click here to access the interactive
version of this information
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