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Economic climate and
business results
The general trend with regard to the securities market
activity around the world in 2018 has been greatly
affected at all times by a large number of prevailing
economic and geopolitical uncertainties, from the
tension in the US-China trade relations to the Brexit
withdrawal agreement in Europe. All these factors have
an impact on the capital markets and negatively affect
the global, European and Spanish economies, both in
2018, and also in the outlook for 2019.
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In brief, we can say that from a macroeconomic and business viewpoint, the figures for the
Spanish stock exchange have been particularly affected by the following elements in 2018:

• Cooling of expectations for domestic and international growth with a u-turn of general
opinion during the last quarter of the year with this becoming less positive over the shortand medium term.
• A quickening in the change of the US monetary policy cycle. Europe forecasts more of
the same for 2019 with its growth bases weakened.
• A weakened Euro against the Dollar; oil prices rising throughout the year only to fall sharply
by 35% in three months; the Spanish risk premium rising 80% in 9 months.
• In Europe, the uncertainty of public revenue and the spending promises forcing politicians into almost impossible and undesirable commitments: the Euro and welfare policies continue to raise doubts within a framework of growing migratory pressure.
• After the EC’s rejection of the Italian budgets and its Government’s confrontation with
Europe, the downward revision of projected growth and political instability compromise the approval and credibility of Spain’s Budget.
• Listed companies respond to the uncertainties with profits and a better financial
position. The aggregate EBITDA of IBEX 35 companies grows at a rate of 8% in the first 9
months of the year.
• The turnover of all the Spanish listed companies grows slightly (2-3%). More so in Spain
than abroad which, however, continues to represent 67% of the total.
• Improved financing costs and a slight increase in the listed company debt in the first half
of the year. However, the increase in profits causes the solvency ratio (net debt over EBITDA)
to improve during the period.
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In general, 2018 has not fulfilled the expectations that were so favourably predicted for the global
economy and stock exchanges at the close of 2017, a year in which the main international bodies repeatedly revised their figures for global growth upwards and forecasts for the following
years and the increase in the global trade volume increased to figures exceeding 4%. In 2018
the European economy has not been able to maintain the rhythm of 2017 when its good performance accelerated to the point that growth stood a few tenths of a point over 2%, the best data of
the last five years, driven by the good performance of the German and Spanish economies, and
also aided by the improvement in France and Italy.

IBEX 35 IN 2018

Slowdown

The European economy failed to
keep up its 2017 growth rate.

SPANISH RISK PREMIUM IN 2018
DIFFERENCE IN BASIS POINTS OF THE SPANISH 10Y TYPE COMPARED TO THE GERMAN.
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In the last few months of 2018, both the IMF and the OECD has revised their growth estimates
for global growth downwards for 2018 as well as for 2019 to levels that range between 3.6% and
3.8%. Global trade growth has also been revised downwards to 3.7% in 2019. The reason for the
lower dynamism of the economy and trade in 2018 and forecast for 2019 is due to the progressive
materialisation of risks with an current and potential impact on the global, European and Spanish
economies: growing protectionism and localised trade wars, Brexit, changes in monetary policy
towards a more restrictive bias, crisis in some emerging economies, destabilisation in the currency markets, a very significant surge in populism in all areas of the global economies, and increased
government and private debt in global aggregate terms.
The performance of the European economy and particularly the Eurozone has adjusted to the
pattern of deacceleration and has also resulted in generalised downward revisions of the growth
estimates: for example, the ECB revised the GDP growth of the eurozone slightly downwards to
2% and 1.8% for 2018 and 2019 respectively. This body warned that “the balance of risks is balanced
and the cycle will continue to be positive for the Eurozone, but external threats are gaining ground”.

In respect of the forecasts at the close of 2018 and the estimates for 2019, the Bank of Spain
trimmed a decimal point off the forecast GDP growth for 2018 down to 2.6%, and two decimal
points for 2019 to stand at 2.2%. By sector, growth in consumption and exports is revised downwards, while investment (Gross Capital Formation) is revised upwards for both the construction
sectors and capital and non-material goods.

OIL PRICE 2018 (BRENT $)
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In the case of Spain, in 2018 the economy entered into a more mature phase of the cycle as a result of the progressive waning of the favourable “tail winds” and the impact of the aforementioned
risks, in particular the global and European downturn, the increase of protectionism and the crisis
in some emerging economies. Two drivers of the Spanish economy have seen themselves weakened: consumption, especially due to the increase in oil prices, and exports, due to the lower
European and emerging dynamism. In this regard, the sudden fall in oil prices over the last two
months is very welcome news for the Spanish economy in reducing our energy bill and making
imports cheaper. There is also the consideration that the economic slowdown forecast for Spain
and the instability regarding the problems of the Eurozone with regard the finances of significant
members such as Italy is prolonging the downward slide of the Euro which, coincidentally favours
the intense and significant foreign trade activity of the main Spanish companies, many of which
are listed.

03.

24
Annual Report 2018 BME

ECONOMIC CLIMATE

The changes in monetary policies in the main global economic areas in 2018 have been one of
the main influencing factors in the performance of the economy and the world financial markets
in particular. In 2018, the divergence between the behaviour of the Federal Reserve, which will
end the year with four interest rate rises to 2.5% and the European Central Bank, which has not
touched the interest rates in 2018 (0%) and it appears that this will remain so for the beginning
of 2019. This has caused significant gaps between the long-term rates of the two economic areas of its direct influence. Without denying that the monetary conditions on both sides of the
Atlantic still favour economic growth more than not, the disassociation of the trends followed by
the Central Banks in the US and Europe have caused tensions in the currency markets and this
has triggered severe episodes of crises in emerging countries such as Turkey and Argentina.
The debt purchases carried out by the ECB as part of its quantitative easing (QE) policy will come
to an end in December 2018 and it is highly likely that as from January it shall maintain its policy
of reinvesting the debt and coupon maturities “for the foreseeable future”. It seems that interest
rates will remain fixed at 0% and the deposit facility at -0.4% at least until summer 2019. The general consensus of the analysists is that the first interest rate rise will be towards the end of 2019.

To a large extent, the activity levels registered in 2018 concerning the Spanish stock exchange are
in line with the conditioning factors of its setting. However, as can be seen in the accompanying
charts, the continuing increase in the Spanish risk premium since the beginning of the summer in
2018 has run in parallel with a more prolonged deterioration of the IBEX 35 which is still ongoing
today. Although the reasons for both these facts are multiple, there are two more specific ones
that are slightly beyond exogenous factors of a more international nature. One is a strong explosion towards a Europe of great socio-economic and political pressure regarding the viability of the
Euro and the real willingness of some of the large countries to remain or not in something which
18 years later is still a project. The other is a prolonged situation of instability and temporariness
of the internal policy with evident negative collateral effects concerning the confidence of international capital in the consolidation of the economic growth model. These circumstances also
come charged with more negative tension depending on how the discussion of the current government regarding its willingness to pass on a significant part of the bill from the crisis to activities
carried out by the capital and the companies on the financial markets that offer their investors
more transparency, rigour and trust: the regulated stock exchanges. The execution of the plans
detailed could have very negative consequences on the financing conditions, investment, and
growth of the Spanish economy over the coming years.

Headquarters of the ECB in Frankfurt.
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AGGREGATE DATA OF IBEX 35 COMPANIES. VARIATION (%) COMPARED TO THE SAME PERIOD THE
PREVIOUS YEAR
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Net Revenue from the Spanish listed companies (with a Spanish ISIN) during the first half of 2018
grew 1.66% year-on-year. From this data was the surprising turnover of the domestic market,
showing a growth of 5.05% whereas that generated from the foreign market only managed a
growth of 0.04%. Thus, the percentage of foreign turnover at the mid-year point stood at 66.67%,
down from the 67.75% of the previous year. Turning to revenue originating from foreign markets,
33.21% comes from EU countries, 35.27% from OECD (ex EU) countries and 31.52% from elsewhere in the world.
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In this increasingly more global, competitive and complex environment the performance of the
listed companies is generally good. Largely due to the extensive diversification of the sources of
foreign revenue during the first nine months of 2018 during which the companies making up the
IBEX 35 presented an aggregate EBITDA up between 8% and 9% year-on-year. In addition the
improvement in financing costs and conditions, together with an increase in profits, has given
companies a bit of breathing room allowing them to slightly and temporarily relax the debt reduction efforts they have been making for a long time. Subsequently, even though financial debt increased slightly during the first half of the year, solvency has improved. In other words, the weight
of the net financial debt over the aggregate EBITDA for IBEX 35 companies has fallen from 2.61
times at the close of 2017 to 2.49 (the lowest for ten years) on 30 June 2018.

THE BUSINESS OF LISTED COMPANIES MAINTAINED ITS GROWTH
IN 2018

2017

The listed companies are holding out with growing turnover and profits
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In the case of IBEX 35 companies, with a significant weight overall, revenue for the first half of the
year was up 1.7% compared to 2017, with 67.68% of the revenue of the Spanish companies included in the index being generated from foreign markets. 64.7% of the IBEX 35 companies increased
their revenue during the first half of the year. Furthermore, 70.58% of these companies saw an
increase in the revenue from the domestic markets and 52.94% recorded an increase in their
revenue from foreign markets.
The net profit obtained during the first half of the year by the companies listed on the IBEX 35
fell by 6.55% year-on-year (but when excluding Naturgy from the comparison, affected by an extensive asset depreciation process), the figure jumps up to show a growth of 10.89%. Only three
companies of the index recorded losses at the close of the first half of the year.

WEIGHT OF DEBT IN IBEX 35 NON-FINANCIAL COMPANIES
THE FIGURE SHOWS THE WEIGHT (%) OF CURRENT AND NON-CURRENT LIABILITIES OF ALL
COMPANIES CONSIDERED OVER THEIR TOTAL ASSETS
2013-10-27 average
37.73
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33.39

SOLVENCY RATIO OF IBEX 35 NON-FINANCIAL COMPANIES
THE FIGURE SHOWS THE WEIGHT (%) OF NET FINANCIAL DEBT OVER EBITDA
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The aggregate EDITBA of the companies forming the IBEX 35 increased by 3.56% at the close of
the six month period and improved by almost 9% for the first nine months of 2018. The good
performance in the management of the large listed companies during the period has allowed
them to somewhat relax the profuse and continuous effort to reduce the level of debt that has
been ambitiously implemented since 2009. Thus, during the first half of 2018, the whole of the
non-financial companies of the index increased their financial debt by 5.42% compared to 2017, to
reach 175 million euros, 25% lower than the 233 million euros registered 9 years ago.
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The joint result of the performance of the EBITDA and net financial debt of non-financial companies of the IBEX 35 for the fist half of 2018 is a slight improvement to the solvency ratio, which
has fallen from 2.61 to 2.49 for the period. The value of the ratio indicates the number of times
that the EBITDA would cover a company’s total net debt and a level of less than 3 is considered
as balanced. The improvement to the solvency of all the non-financial companies of the IBEX 35
has been constant since 2014, when their level at the close of the financial year was 3.62 times.
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Conversely, the financial debt (net financial debt compared to equity) stood at a value of 0.77
midway through 2018 (the same as six months earlier), a fairly good value considering that it was
double ten years ago.
According to these data, and after the decreases experienced by the share prices of many of the
large Spanish securities during 2018, the relative value of the stock exchange from a fundamental analysis perspective is low. With data extracted from public reports by MSCI, the P/E of the
Spanish stock exchange at the close of October was 12.1 times compared to a historic average
of 15.8 based on data spanning 31 years. The P/B ratio stands at a values of 1.2 compared to the
historic average of 1.82.
These relatively low values, when compared to the historic averages, are repeating in more or less
similar conditions for other European securities markets, but not so for the US Stock Exchange,
where the current P/E stands at 18.4, slightly above its average value from 3 decades ago, and the
P/B ratio of the company is 3 when the average is 2.88.

THE SPANISH EXCHANGE’S PER BELOW ITS HISTORICAL FUNDAMENTALS
OCTOBER 2018. AGGREGATE DATA OF SPANISH LISTED COMPANIES SELECTED BY MSCI.
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The Medcap forum is a major event and a must-attend meeting for European investors and Spanish listed small and
midcap companies.

-24% below its historical average (31 years)

-34% below its historical average (31 years)

