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Spain: economic growth accelerates, underpinned
by domestic demand

Activity and employment gather momentum at the outset of 2015

The trend in the variables indicates that the Spanish economy’s recovery will press on in 2015. With
around 50% of the information for 1Q15 available, the MICA-BBVA' model estimates quarterly GDP growth
(QoQ) of around 0.9% which, if confirmed, will mean an acceleration in the rate of expansion in line with the
BBVA-Research scenario (between 0.8% and 0.9%)2. The improvement in activity is still characterised by
the intensification in job creation which will probably continue to exert downward pressure on apparent
labour productivity in the short term.

The positive evolution of national demand (mainly from the private sector) is extending into the first
quarter of the year, and is supported by fiscal and monetary policies3, cheaper oll prices4 and reduced
uncertainty. Structural factors also play a part, providing incentives for spending, among them the correction
of internal imbalances and some of the reforms which have been pushed through. Short-term partial
indicators, for their part, signal that exports may show modest growth in 1Q15.

All'in all, we are sticking to our assessment of the macroeconomic scenario for the next two years. The
Spanish economy will grow at around 2.7%, in both 2015 and 2016, a rate which will facilitate net
employment creation of nearly 1,000,000 jobs, bringing the unemployment rate down to close to 20% by the
end of 2016.°

Private demand continues to grow robustly

In the fourth quarter of 2014 private domestic demand grew across the board®. We can point, in
particular, to the steady progress in both household consumption (0.9% QoQ) and investment in
machinery and equipment (1.8% QoQ), with seven and eight consecutive quarters of growth respectively.
Housing made slower progress (0.4% QoQ), although enough to confirm the change in cycle noticed from
mid-2014 onwards, after six and a half consecutive years of falls’.

Turning to external demand, we saw a stagnation in exports (0.0% QoQ);) and a moderate decrease in
imports (-0.6% QoQ). However, this did not come as a surprise, given the sluggish demand in the eurozone
as a whole (+0.3% QoQ in 4Q14) and the baseline effect after the upticks during most of 2014 (of 3.9% QoQ
in exports and 5.0% QoQ in imports, in 3Q14).

In terms of the opening months of 2015, the information available suggests that the composition of
growth could be similar to 4Q14. On foreign demand, the expectations indicators (industry new export

1: For more information on the MICA-BBVA model, see Camacho, M. & R. Doménech (2010): “MICA-BBVA: A Factor Model of Economic and Financial
Indicators for Short-term GDP Forecasting”, BBVA WP 10/21.

2: The description of the BBVA Research economic scenario for 2015-16 is in section 3 of our Spain Outlook report for the first quarter of 2015

3: For more information about the effects of the recent changes in fiscal and monetary policy, see boxes 2 and 3 of our Spain Outlook for the fourth quarter
of 2014

4: BBVA Research estimates point to a stabilisation in prices at around USD70/bbl (2015-16 average) which, if materialised, would contribute 0.7pp on
average to the Spanish economy’s YoY growth. For more details about our estimate of the effects of the oil price by type of shock on activity and prices in
the Spanish economy, see Box 1 of our Spain Outlook report for the second quarter of 2011: https://www.bbvaresearch.com/publicaciones/situacion-
espana-mayo-2011/

5: In average terms, we estimate that occupation will grow at an annual rate of 3.0% and the unemployment rate will fall to 20.9% by 2016.

6: The detailed breakdown of the data in the 4Q14 National Quarterly Accounts is available here, in Spanish only:
https://www.bbvaresearch.com/publicaciones/espana-contabilidad-nacional-trimestral-del-4t14/

7: For more information on the stylised facts of the Spanish real estate cycle, see Box 4 of Spain Outlook for the fourth quarter of 2014.


https://www.bbvaresearch.com/KETD/fbin/mult/WP_1021_tcm348-231736.pdf?ts=2542012
https://www.bbvaresearch.com/KETD/fbin/mult/WP_1021_tcm348-231736.pdf?ts=2542012
https://www.bbvaresearch.com/wp-content/uploads/2015/02/Spain-Economic-Outlook-1Q152.pdf
https://www.bbvaresearch.com/wp-content/uploads/2014/11/Spain-Economic-Outlook-4Q14.pdf
https://www.bbvaresearch.com/wp-content/uploads/2014/11/Spain-Economic-Outlook-4Q14.pdf
https://www.bbvaresearch.com/publicaciones/situacion-espana-mayo-2011/
https://www.bbvaresearch.com/publicaciones/situacion-espana-mayo-2011/
https://www.bbvaresearch.com/publicaciones/espana-contabilidad-nacional-trimestral-del-4t14/
https://www.bbvaresearch.com/wp-content/uploads/2014/11/Spain-Economic-Outlook-4Q14.pdf
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orders) and expenditure (external sales of goods and services by large corporations) indicate that, even
though the recovery in Europe is fragile, exports could show some timid expansion, enlivened by the
depreciation of the euro and the fall in the oil price.

On the side of private domestic demand, there are no signs of exhaustion. On the contrary, the greater
support from fiscal and monetary policies, the reduction in the energy bill and lower labour market
uncertainty herald hearty growth in the first months of the year. Thus, indicators of consumer spending
and household expectations (new car registrations and consumer confidence) signal that real spending
could grow strongly again in 1Q158. Equally, the change in confidence and industrial production
indicators, as well as in the manufacturing PMls, presages another growth in machinery and equipment
investment similar to that of the previous quarter. Finally, the residential investment fundamentals
continue to support the change in cycle in both supply and demand, such that we could see positive
growth rates again in the current quarter, although relatively moderate and starting from a very low base®.

The budgetary targets are being met

The breakdown of the Quarterly National Accounts (CNTR in the Spanish acronym) for 4Q14 revealed
positive surprises in terms of the correction of public demand. After the uptick in 1Q14 and the virtual
stagnation in the central part of the year, public administrations’ real consumption was expected to stand still
in the last quarter. However, the published data revealed a fall in this item of demand (-1.0% YoY). This
unexpected reduction in public consumption contributed positively to meeting the budgetary targets
which, in any event, continue to rely on the recovery of revenues — encouraged by the accelerating economy
— and on the reduction in other spending items (unemployment benefits, for example). Here, the budgetary
execution data to November signal that the public sector deficit (excluding local corporations) was around
4.6% of GDP, half a point below the year before, which improves the likelihood of achieving the stability
target (5.5%).

The labour market records continue surprising to the upside

The number Social Security Affiliates exceeded the growth expectations in February (+64,000 MoM
seasonally and working-day adjusted (swda), according to BBVA Research estimates)lo. If the positive trend is
consolidated this month, the number of affiliates could increase by 1.0% QoQ swda in 1Q15, which would imply
acceleration in the rate of job creation. Aligned with this, unemployment fell sharply last month (-40,000
people swda); if this continues in March, it would give rise to a faster rate of reduction in registered
unemployment than we saw at the end of 2014 (-2.2% QoQ swda, compared to -1.6% QoQ in 4Q14).

The Spanish economy closed 2014 with a moderate lending capacity

Newly released balance of payments datasignal that the current account surplus came to EUR1.2bn for
2014 as a whole, a modest figure which, as a percentage of GDP, represents a significant deceleration
from 2013 (of 1.3pp, down to 0.1% of GDP). Nevertheless, the most recent estimates suggest that the
Spanish economy ought to show more lending capacity to the rest of the world in 2015-16, given
the structural corrections that are underwayll, the fall in the price of oil*?, and the expectations for interest
rate cuts and an increase in exports.

8: For more information about recent performance and the perspectives for private consumption, see Consumption Outlook, 2nd half 2014, in Spanish only.
9: See our detailed analysis of the real estate situation in the Spain Real Estate Flash dated 2 March.

10: The seasonal and working day adjustments (swda) introduced by BBVA Research are based on univariate time series statistical methods. As a result,
they may differ from those of other institutions and subsequently be modified without prior notice.

11: The recent process of correction in the Spanish economy’s borrowing needs is principally down to the improvement in the structural component, and, as
such, the moderation in the current account surplus should be transitory. For more information on recent changes and the outlook for the current account
balance in Spain, see our Economic Watch: “Un andlisis de la evolucion y los determinantes del saldo por cuenta corriente en Espafia”, in Spanish only.

12: BBVA Research estimates suggest that the fall in oil price during 2015 will improve the current account balance by 1.0pp of GDP.


https://www.bbvaresearch.com/wp-content/uploads/2014/12/Situacion_Consumo_2S14.pdf
https://www.bbvaresearch.com/wp-content/uploads/2015/03/Real-Estate-Flash_mar15.pdf
https://www.bbvaresearch.com/wp-content/uploads/migrados/131028_Observatorio_Cuenta_Corriente_Espa_a_Esp_tcm346-407130.pdf
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Spain: change in GDP and the key indicators in

the MICA-BBVA model
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Summary of Spain Flashes published since the Spain Outlook for the first quarter 2015

Flash Date Summary Link
Spain | Energy prices The drop in headline inflation intensified at the beginning of 2015 due to energy
pushed inflation down, but 13.02.2015 prices. However, core inflation surprised by increasing. Our forecasts suggest PDE
core prices increased o negative headline inflation until mid-year, resulting from the downward pressure
slightly of raw materials.
Spain | December 2014 According to data from the General Council of Notaries, 43,901 homes were sold
home sales: the year 16.02.2015 in December 2014. Home sales grew by 2.2% (swda), translating into a quarterly PDE
concludes with an increase T growth of 3.4%. Thus, the figure of 364,600 homes sold in 2014 was 19.1%
in sales higher than in 2013.
The 12-month accumulated trade deficit remained stable in December compared
. ’ to the previous month, at -2.3%, where it has stood for five months in a row. In
gzslenmlk;l'er?ggltlalance n 18.02.2015 the last quarter of 2014, the flow of goods traded decreased in real terms, yet PDF
2014 closed with healthy performance by exports and a remarkable import
growth rate.
Spain | Permits in Building permits in December fell to 1,866, a decrease of 9.6% from the
December 2014: despite the previous month. Although the data surprised negatively, the annual aggregate
poor performance of the 26.02.2015 shows an increase in visas of around 2.0% compared to 2013. Refurbishment PDF
month, the year closed in also decreased by 5.0% from November, ending the year with a decline from the
positive previous year.
As advanced in the latest edition of our Spain Economic Outlook, the pace of
recovery in the Spanish economy accelerated at the end of 2014. GDP growth
for 4Q14 (+0.7% QoQ) is consistent with the BBVA Research scenario, which
forecast a rate of 1.4% for 2014 as a whole and 2.7% in 2015. Overall, the
Spain | Quarterly National publishgd data are positive inasmuch as th_ey sh0\_/vs positive growth of all private
Accounts 4Q14 26.02.2015 domestic demand components and a drop in public consumption. Even though PDF
the GDP growth breakdown confirms the slowdown of exports, this comes as no
surprise due to the pick-ups registered up to 3Q14 and the moderate expanson
in European activity. Employment is growing at the same pace as activity,
leading to a stagnation of productivity. The foregoing did not offset the
adjustment of real wages, leading to a real increase in unit labour costs.
101 | Industn_al o n Economic agents remained optimistic at the beginning of 2015: both consumer
consumer confidence in . . . - .
February: agents’ 26.02.2015 and _|ndustr|a| confldence_stayed above their pre-crisis ave_rages._Th_us,_ da_ta PDE
: ; published today are consistent with the BBVA Research diagnosis, indicating
eXpeCta.“onS FRITEE that the recovery in activity is gaining traction
supportive
Spain | February CPI flash The CPI flash estimate shows a smaller decline in consumer prices in February
estimate: the fall in inflation 27.02.2015 than the previous month’s drop, due to the monthly increase in fuel prices. Our PDF
has started to moderate estimates suggest that core inflation may have stabilised
Newly released balance of payments data show that the current account ended
2014 close to equilibrium. After two consecutive months of deficit overall, a
reduction in the deficit of the balance of income enabled the year to close with
Spain | Balance of 28.02.2015 the current account at 0.1% of GDP. Exports stagnation at the end of the year PDF
payments December 2014 o led to a further decline in the surplus of the balance of goods and services.
Finally, December witnessed a large movement of capital flows, with residents
and non-residents reducing positions in foreign assets and domestic liabilities,
respectively.
Spain | Passenger car After seasonal adjystm_ents,_BBVA Research_estimates that‘the number of
. . ; passenger car registrations in February surprised to the upside for the second
registrations increased 02.03.2015 consecutive month. All channels contributed positively to the performance of PDF
again more than expected sales ’ P y P
Growth in housing sales in December raised transactions in 2014 to 364.600,
. 19% more than the year before. By the close of 2014, the price of housing had
?gggrlt;rehgﬁr:sei ;:;?tgf experienced its first quarter of growth since the beginning of the crisis, at the
same time as housing starts closed the year with positive figures. All in all, the
growth supported by 02.03.2015 i h outlook for thi d the favourable lending conditions are "
positive economic economic growth outlook for this year and the favourable lending conditions are
forecasts preparing t.he way for another increase in sales in 2015, which ywll _be
accompanied by a moderate price increase and further expansion in
construction activity.
Spain | Labour market February data confirmed that the setback in January, centred on agriculture, was
figures in February: data 02.03.2015 temporary. BBVA Research estimates indicate that job creation and the PDF
beat expectations reduction in official unemployment accelerated last month.
Spain | Industrial In January industrial agtivity pe_rformeq sligh_tly better than expected. However,
Production showed a the results should be viewed with caution : first because they do not break with
06.03.2015 the trend of deceleration (following the positive performance up to 1H14) and, PDF

marginal improvement in
January

second, because January’s improvement was mainly in the production of
energy-sector goods.

Source: BBVA Research


https://www.bbvaresearch.com/wp-content/uploads/2015/02/IPC_ene15_maq.pdf
https://www.bbvaresearch.com/wp-content/uploads/2015/02/Compraventa-dic14.pdf
https://www.bbvaresearch.com/wp-content/uploads/2015/02/Flash_BC_dic14.pdf
https://www.bbvaresearch.com/wp-content/uploads/2015/02/Flash_Visados_dic14.pdf
https://www.bbvaresearch.com/wp-content/uploads/2015/02/CNT_4T14.pdf
https://www.bbvaresearch.com/wp-content/uploads/2015/02/Flash_Confianza_feb15.pdf
https://www.bbvaresearch.com/wp-content/uploads/2015/02/IPCA_feb15.pdf
https://www.bbvaresearch.com/wp-content/uploads/2015/02/BP_dic_20151.pdf
https://www.bbvaresearch.com/wp-content/uploads/2015/03/Flash_matriculaciones_ene15.pdf
https://www.bbvaresearch.com/wp-content/uploads/2015/03/Real-Estate-Flash_mar15.pdf
https://www.bbvaresearch.com/wp-content/uploads/2015/03/Flash_paro_feb15-1.pdf
https://www.bbvaresearch.com/wp-content/uploads/2015/03/Indice-precios-industriales-enero-2015-espana.pdf
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DISCLAIMER

This document has been prepared by BBVA Research Department, it is provided for information purposes only and
expresses data, opinions or estimations regarding the date of issue of the report, prepared by BBVA or obtained from or
based on sources we consider to be reliable, and have not been independently verified by BBVA. Therefore, BBVA offers
no warranty, either express or implicit, regarding its accuracy, integrity or correctness.

Estimations this document may contain have been undertaken according to generally accepted methodologies and
should be considered as forecasts or projections. Results obtained in the past, either positive or negative, are no
guarantee of future performance.

This document and its contents are subject to changes without prior notice depending on variables such as the economic
context or market fluctuations. BBVA is not responsible for updating these contents or for giving notice of such changes.
BBVA accepts no liability for any loss, direct or indirect, that may result from the use of this document or its contents.
This document and its contents do not constitute an offer, invitation or solicitation to purchase, divest or enter into any
interest in financial assets or instruments. Neither shall this document nor its contents form the basis of any contract,
commitment or decision of any kind.

In regard to investment in financial assets related to economic variables this document may cover, readers should be
aware that under no circumstances should they base their investment decisions in the information contained in this
document. Those persons or entities offering investment products to these potential investors are legally required to
provide the information needed for them to take an appropriate investment decision.

The content of this document is protected by intellectual property laws. It is forbidden its reproduction, transformation,
distribution, public communication, making available, extraction, reuse, forwarding or use of any nature by any means or
process, except in cases where it is legally permitted or expressly authorized by BBVA.



