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2. The economy continues to recover
more moderately and with more risks

The Spanish economy will continue to recover strongly, albeit less so than in previous years, and will be
exposed to risks with potentially negative consequences if they materialise. Both the trend in recent activity
indicators and the expected continuation of most of the different measures that have supported the recovery
so far point to GDP growth remaining at around 2.7% in 2017 and 2018. This will be in spite of the
deterioration observed in some of the key factors behind the improvement in private sector domestic
demand over the past two years, and in spite of the heightened worldwide uncertainty about economic

policy.

The global economy is improving in an environment of high
uncertainty
Despite the acceleration experienced by the global economy in the latter part of 2016, the outlook for 2017

and 2018 is fraught with uncertainty. This is principally related with the economic policy of the new US
administration, the direction of which remains largely to be seen.

The magnitude of inflationary pressures is another unknown factor
opening up at a global level. The rising prices of raw materials
along with the base effects of energy prices are pushing up
expectations of inflation in the long term. This, oupled with

The rise in inflation is
putting pressure on
monetary policy

guantitative easing programme and the prospects of fiscal stimulus,
means that the deflation risks of a few quarters ago have been replaced by inflationary pressures, raising
guestions about monetary policy.

In principle, the Federal Resene is maintaining a cautious attitude and is continuing to aim at a relatively
slow normalisation of rates, forecasting two rate hikes this year and another two in 2018. Furthermore, the
pressures by the ECB to bring forward the normalisation of monetary policy have already begun with
increasing prices in Germany, and may well intensify in the coming months when inflation in the Eurozone
approaches 2% owing to the effects of energy prices. Given the abowe, the ECB is expected to decide on
the first interest rate hike at the end of that year.

Owerall, growth projections for 2017 are subject to greater uncertainty than
usual. The base effect of increased growth at the end of 2016 and its
inertial effect, together with the fiscal stimulus packages expected in the

The global scenario
IS not without risks

US, mean we need to revise the forecasts moderately upward for the US
and Europe, and slightly more so for China, while the forecasts for Latin-American countries are being
revised downward, principally due to idiosyncratic factors. The risks are mainly on the downside and are
dominated by the aforementioned uncertainty associated with US economic policy. Also, an unexpected rise
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in inflation could lead to the tightening of monetary policy by the main central banks, with global
consequences. In the long term, the risks of the accumulation of imbalances in China, together with the lack
of structural reforms, could have an impact on its capital flows and currency and lead to a sudden slow-down
in growth. Europe is subject to substantial political risks, in a year that is packed with elections, and where
certain increasingly popular parties propose rolling back on structural reforms or measures to quit the euro
zone or the European Union. And for their part, geopolitical risks remain significant.

Continued growth of the Spanish economy but at more moderate
rates

In the next biennium, growth is expected to remain at around 2.7%.
The trend in the latest data points to GDP growth in the first quarter
of this year coming in at around 0.8% QoQ. This, together with the
continuation of a positive environment for the Spanish economy,

The Spanish economy will
grow by 2.7% in 2017.

means there is even a warning of a moderate upward bias in this figure. In particular, the uptick in worldwide
activity, oil prices still below the average for the last three years, the expansive tone of monetary policy, the
cyclical impulse we are seeing, and the effects of the reforms carried out in the past few years should be
sufficient to continue reducing the imbalances that still remain in the Spanish economy. Even so, this
increase in activity will be sufficient to create nearly 920,000 jobs over the two-year period and reduce the
unemployment rate to around 15.8% in 2018. Howeer, the expected dynamism in the labour market will not
be enough to return to pre-crisis levels (Figure 2.1).

Nonetheless, the past few months have seen the accumulation of a number of risk factors that could be
limiting the extent and speed of the recovery. In the first place, uncertainty persists regarding the final
outcome of Brexit and its effect on the various sectors and regions exposed to changes in UK demand.
Added to this is the possible effect of the change of administration in the US on public policies, particularly
on trade. Secondly, the cost of energy has risen considerably in the past few months, and this could have a
negative effect on the ewolution of household and business spending. Thirdly, although part of the increase
in inflation is temporary and explained by increased energy costs, the next few months will give some idea of
the extent to which price setting in the Spanish economy still reflects the evolution of the general index as
opposed to the particular situation of businesses, consumers or the labour market.

- The increase in inflation in the EMU may lead to a turning point in
No rate hikes are

expected until 2018

monetary policy, which would be of particular significance for an economy
such as Spain’s, which still has high lewvels of external and public sector
indebtedness. The ECB is expected to continue its asset purchase
programme during 2017, but from the beginning of 2018 the stimulus measures will be tapered off, and this

could lead to an increase in interest rates in the last quarter of 2018. The increase in the cost of financing
may be particularly negative for the Spanish economy. For example the ECB’s asset purchase programme
is estimated to have reduced the risk premium on Spain’s ten-year sovereign bonds by between 50 and 70
bps approximately. In the past, prolonged increases of this kind have reduced S pain’s GDP in the same
proportion (between 0.5 and 0.7 pp). On the other hand, fiscal policy will go from expansive to neutral, and
attaining objectives will depend on what impact the announced measures have on revenues. Thus, given the
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policies announced so far, the deficit would be reduced to around 3.1% of GDP in 2017 and 2.2% of GDP in
2018, in line with the stability objectives required by the European Commission.

External and internal risks remain. On the external front, —
uncertainty remains about the possible protectionist measures that The S_CGna”_O IS not
could curtail the incipient recovery in world trade. In this regard, we without risks

still do not know what shape US foreign trade policy will take or
how the negotiations on the UK leaving the EU will progress and what the end result will be. Apart from this,
upcoming elections in some of the euro zone’s main economies (France in April and Germany in
September) are additional unknown factors in the foreign panorama.

Uncertainty regarding economic policy remains high, and geopolitical events only add to this uncertainty
(Figure 2.2). Moreower, in Spain, recent tax changes (based on corporation tax), legal uncertainty that could
arise from different legal decisions, doubts about the approval of the State’s 2017 Budget and on the path of
reforms provide sources of economic insecurity that could adversely affect investment and job creation. The
reforms carried out in the past few years seem to have increased the Spanish economy’s capacity for
growth. Maintaining this ewlution will require a continued process of improvements that help to raise
productivity and reduce unemployment.

Figure 2.1 Figure 2.2
Spain: levelof employmentand unemployment Spain: Uncertainty of Economic Policy (SM12 of
rate the idiosyncratic component in standard
(1Q08 = 100. SWDA data) deviations)
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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 fromthe 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 aw are 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, forw arding or use of any nature by any means or
process, except in cases w hereit is legally permitted or expressly authorized by BBVA

SEE IMPORTANT INFORMATION ON PAGE jError!Marcador no definido. OF THISDOCUMENT



RESEARCH

BBVA

Spain Real Estate Outlook
March 2017

This report has been produced by the Spain Unit:

Chief Economist for Developed Economies

Rafael Doménech
+34 91 537 36 72
r.domenech@bbva.com

Espafia

Miguel Cardoso
miguel.cardoso@bbv a.com
+34 91 374 39 61

Ignacio Archondo
ignacio.archondo@bbv a.com
+34 91 757 52 78

Joseba Barandiaran
joseba.barandia@bbva.com
+34 94 487 67 39

Alvaro Flores
alvaro.flores.alonso@bbv a.com
+34 91 757 52 78

BBVA Research

Juan Ramon Garcia
juanramon.gl@bbv a.com
+34 91 374 33 39

Félix Lores
felix.lores@bbva.com
+34 91 374 01 82

Antonio Marin
antonio.marin.campos @bbv a.com
+34 648 600 596

My riam Montafiez

miriam.montanez@bbva.com
+34 638 80 85 04

Matias José Pacce
matias.pacce@bbva.com
+34 647 392 673

Virginia Pou
virginia.pou@bbv a.com
+34 91 537 77 23

Juan Ruiz
juan.ruiz2@bbva.com
+34 646 825 405

Pep Ruiz
ruiz.aguirre@bbv a.com
+34 91 537 55 67

Camilo Andrés Ulloa

camiloandres.ulloa@bbva.com
+34 91 537 84 73

Group Chief Economist
Jorge Sicilia Serrano

Developed Economies Area
Raf ael Doménech
r.domenech@bbva.com

Spain
Miguel Cardoso
miguel.cardoso@bbva.com

Europe
Miguel Jiménez
mjimenezg@bbva.com

us
Nathaniel Karp
Nathaniel.Karp@bbva.com

Contact details:

BBVA Research

Azul Street, 4

La Vela Building - 4 and 5 floor
28050 Madrid (Spain)

Emerging Markets Area

Cross-Country Emerging Markets
Analysis

Alv aro Ortiz

alv aro.ortiz@bbva.com

Asia

Le Xia

le.xia@bbva.com

Mexico
Carlos Serrano
carlos.serranoh@bbva.com

Turkey
Alv aro Ortiz
alv aro.ortiz@bbva.com

LATAM Coordination
Juan Manuel Ruiz
juan.ruiz@bbv a.com

Argentina

Gloria Sorensen
gsorensen@bbva.com
Chile

Jorge Selaive
jselaive@bbva.com
Colombia

Juana Téllez
juana.tellez@bbva.com
Peru

Hugo Perea
hperea@bbv a.com
Venezuela

Julio Pineda
juliocesar.pineda@bbva.com

Tel.: +34 91 374 60 00 and +34 91 537 70 00

Fax: +34 91 374 30 25
bbv aresearch@bbva.com
www.bbvaresearch.co

Financia Systems and
Regulation Area

Santiago Fernandez de Lis
sfernandezdelis@bbva.com

Financial Systens
Ana Rubio
arubiog@bbv a.com

Financial Inclusion
David Tuesta
david.tuesta@bbva.com

Regulation and Public Policy
Maria Abascal
maria.abascal@bbva.com

Digital Regulation
Alv aro Martin
alvaro.martin@bbva.com

Global Areas

Economic Scenarios
Julian Cubero
juan.cubero@bbva.com

Financial Scenarios
Sonsoles Castillo
s.castillo@bbva.com

Innovation & Processes
Oscar de las Pefias
oscar.delaspenas @bbva.com

SEE IMPORTANT INFORMATION ON PAGE Error!Marcador no definido. OF THISDOCUMENT

29/ 29

www.bbvaresearch.com


mailto:miriam.montanez@bbva.com



