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Editorial

Developments in the Spanish economy have confirmed the expectations of three months ago and, in
the absence of changes as regards the international scenario or in the policies to be implemented,
the forecast of GDP growth of 3.2% for 2015 and 2.7% in 2016 is being maintained. Production in
particular continues to increase rapidly at rates going over 3% in YoY terms. Much as expected, this implies
a deceleration of activity compared to the figures seen in the first part of the year, when the economy was
growing at around 4% YoY. The reasons behind this lower growth rate are several and include the loss of
momentum of world demand, exhaustion of certain cyclical factors and increasing uncertainty, which is partly
associated with the Spanish electoral cycle. Whatever the case, the tail winds driving the recovery are
expected to prevail, and growth to hold at levels in the 2.5-3.0% range in the coming quarters. The risks to
this scenario relate to slower growth of the world economy and the volatility which uncertainty over economic
policy might inflict on domestic demand going forward.

Growth continues to exhibit relatively high rates, underpinned by the vigour of domestic demand,
though by exports as well. Specifically, in the third quarter of the year GDP flipped up 0.8% with respect to
the second, which implies that the economy is still growing at rates above 3.0% in YoY terms. The available
information suggests that private consumption continues to be the mainstay of the strong performance by
domestic demand. Moreover, the good performance shown by exports and by investment in machinery and
equipment are signs that the larger share of both factors in aggregate demand is a trend that will be kept up
over time. For example, although the fall in household and corporate spending partly explains the rise in
exports throughout the crisis (around 40%), the impact seems to be asymmetric given that in the upswing the
effect of greater domestic demand on sales abroad has not been significant (see Box 1). By the same token,
the upsurge in machinery and equipment investment since 1Q13 has already gone past 30% and is three
times bigger than that observed for the EMU as a whole over the same time. Part of this improvement can be
explained by the increase in saving by companies which, through the use of an assortment of instruments
and depending on their size, have managed to bring down their borrowings on differing scales and generate
the funds required to be able to invest (see Box 2). This indicates that over the coming months the export
capacity of the Spanish economy will continue to increase and that, in the absence of restrictions on
demand, the internationalisation of companies will progress.

The deceleration in the second half of this year is as expected, while there appear to be several
reasons for it. As was already announced in recent Spain Economic Outlooks, growth is likely to have hit its
top speed in the first half of 2015. The causes of the slowdown in 2H15 range from weaker global demand or
the loss of momentum of certain drivers, through the deferment of consumption and investment decisions
associated with the hectic election timetable. For example, even though China’s economy barely represents
2% of Spanish exports, this share has doubled over the crisis. Moreover, the indirect impact via the reliance
exhibited by emerging economies, or certain key trading partners such as Germany, could be delaying
goods export growth®. Similarly, certain boosts to the competitiveness of Spanish companies have not been
as powerful as had been previously expected, notable here being the euro’s exchange rate depreciation,
mainly with respect to currencies in emerging markets, where greater uncertainty has led to inversion of the
trend.

A portion of the rise in consumer spending by families during the recovery might have been
triggered by pent-up demand that had built up over a long period of uncertainty. The double-digit
increase that has been observed for certain items of private spending, such as car purchases, far overstates

1: For a more in-depth examination, please see Spain Economic Watch, September 2015 by BBVA Research, “Spain: Potential channels of contagion of
economic shocks in China and Greece”, available at https://goo.gl/DQFAvs
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the improvement that is suggested by gross disposable income or family wealth figures. Added to this, the
upswing in consumption has been uneven, as this has risen among middle- or high-income households,
while it has remained the same or even fallen back among the least well-off. As this pent-up demand, which
is concentrated among a certain bracket of households, runs out of steam, it will mean that over the next few
quarters these items of consumption will grow at rates that are more in keeping with their fundamentals.”
Finally, although the situation has been partly turned round in the past few weeks, the relatively deterioration
in risk perception of Spain’s economy that has arisen from political uncertainty has led to a rise in what the
Spanish Treasury has to pay on the debt it issues in comparison with its Italian counterpart. Were this
situation to remain the case or worsen over the coming months, the Spanish economy could begin to count
the cost in terms of growth and job creation.

The recovery is expected to progress further, and that the economy will continue growing at rates of
2-3% in YoY terms over the next few quarters. This is, first of all, based on a global setting that remains
sufficiently conducive to the expansionary process moving ahead. To explain, although world growth will still
hold at a level below its historical average in 2015 and 2016, it should pick up gently over the coming
quarters. Crucial here will be the better relative performance expected of the developed economies,
particularly Europe. Second, the oil price is still at a comparatively low level, which should help to keep
Spanish firms competitive and support disposable household income. Finally, the shift in the emphasis of
demand-side policy is consolidating, especially on the monetary front, where the European Central Bank
could announce additional measures in December to ensure a firmer recovery of credit and domestic
demand, as well as convergence towards target inflation. All of this is reflected in the fact that Spain’s
economy continues to show high growth rates, while on this point it is worth noting that GDP in 4Q15 is likely
to have grown by 0.7% against the previous quarter.

Spain finds itself in a virtuous circle, where growth, low inflation and external deleveraging have all
come together in a sort of “divine coincidence”®. Going forward, it is important to keep this triple set of
factors in concert and recognise what part of this situation is temporary and derives from the muted oil price
and low interest rates. It would, nonetheless, not be very advisable to ignore the fact that reaching this point
has also been as the result of implementing structural measures which should be persevered with. For
example, although the imbalance displayed by general government’s saving is gradually decreasing, there is
still a long way to go (see Section 3 and Box 3). Likewise, improvements in goods and services markets over
the last few years explain the better performance of investment in relation to other neighbouring economies.
Persisting with deficit and public debt reduction, as well as permanently decrease unemployment and
nurturing the competitive advantage achieved via ambitious reforms represent the biggest challenges for
next government.

2: For further information, please see BBVA Research (2015), Consumption Outlook, First half 2015, available at https://goo.gl/cKnbQF.

3: Blanchard & Gali (2007) employ this term in reference to those situations where the relationship between inflation and the welfare-relevant output gap is
such that the latter can be stabilised through monetary policies that control inflation. See Blanchard, O., & J. Gali (2007). "Real Wage Rigidities and the
New Keynesian Model". Journal of Money, Credit, and Banking, 39(1), pp. 35-65.
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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.
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