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Spain’s GDP growth remains strong, although we have seen moderation relative to previous years. While it is
always tempting to seek a single culprit, this seems to be rather the combined result of various factors. Some of
these are temporary, but others are here to stay. In this environment of increased vulnerability, there is a need to
move ahead on consensus positions that allow implementation of policies to reduce uncertainty and promote
inclusive growth.

Let us take this one step at a time. The high rate of growth of recent years is partly explained by factors that it will
be difficult to replicate in the future. One of these has to do with “pent-up demand”, that is to say the demand that
built up on the part of households and businesses as they postponed spending decisions during the crisis. The
reduction in uncertainty, together with the recovery of employment and access to credit, have allowed households
for example to cease postponing renewal of certain durable consumer goods. However, after years of increased
spending, fewer and fewer people find themselves in that situation, so the effect on domestic demand is being
diluted.

A second factor, which it is hard to see changing in the short term, is the increased cost of energy. In 2018, the
average price of a barrel of crude will be 35% more than last year. Both the solid growth in world demand and the
actual or potential fall in supply point to oil prices in 2019 being similar to those seen this year. For now, the
evidence points to businesses having opted to avoid passing on these increased transport costs in prices, thus
limiting the impact on activity. This decision presumably reflected a perception that the increase in oil prices was
temporary. If this is not confirmed, job creation could slow in the next few quarters.

Thirdly, the exhaustion of growth in the tourist sector may continue. This adjustment is due in part to failure to earn
the loyalty of a certain segment of visitors, to the gains in price-competitiveness made by some alternative
destinations, and to the improved perception of security in countries directly competing with Spain. As a result of all
these factors we have seen the start of an exodus, which it is hard to see being halted in the short term. Although
firms in the sector are reacting by adjusting margins or specialising in segments with greater added value, the
environment is less favourable than in previous years for a sector that has been one of our main growth drivers.

Fourthly, uncertainty about economic policy remains high, both in Spain and worldwide. In this regard, BBVA
Research has been warning that this uncertainty would be shaving between 0.2 and 0.3 percentage points off
growth every year, since 2016.
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Although all these factors are no doubt limiting growth, some of them will reverse. For example, part of the
slowdown comes from the slower growth in exports of goods in the first half of the year. The strong increase in
capital expenditure on machinery and equipment, together with the depreciation of the euro against the dollar and
the continuing recovery in the euro zone presage a more favourable environment during the second half of the
year. Also, fiscal policy has moved from neutral to expansive with the approval of the General State Budget for
2018. Additionally, the economy will continue to be supported by monetary policy, low interest rates and in
particular the increased supply of credit. Finally, labour-intensive sectors such as construction could start to play an
important role in job creation. All this seems to point to growth remaining at levels around 2.5%, this year and next.

Having said that, it is clear that the recovery has become more vulnerable and that it seems essential to move
ahead with measures to reduce uncertainty, with policies that, while reflecting commitment to inclusive growth, also
continue to encourage investment and job creation.

Press Article - 22 october 2018 2



BBVA Research

AVISO LEGAL

El presente documento, elaborado por el Departamento de BBVA Research, tiene caracter divulgativo y contiene
datos, opiniones o estimaciones referidas a la fecha del mismo, de elaboracién propia o procedentes o basadas en
fuentes que consideramos fiables, sin que hayan sido objeto de verificacién independiente por BBVA. BBVA, por
tanto, no ofrece garantia, expresa o implicita, en cuanto a su precision, integridad o correccion.

Las estimaciones que este documento puede contener han sido realizadas conforme a metodologias
generalmente aceptadas y deben tomarse como tales, es decir, como previsiones o0 proyecciones. La evolucion
histérica de las variables econémicas (positiva 0 negativa) no garantiza una evolucion equivalente en el futuro.

El contenido de este documento esta sujeto a cambios sin previo aviso en funcion, por ejemplo, del contexto
econdmico o las fluctuaciones del mercado. BBVA no asume compromiso alguno de actualizar dicho contenido o
comunicar esos cambios.

BBVA no asume responsabilidad alguna por cualquier pérdida, directa o indirecta, que pudiera resultar del uso de
este documento o de su contenido.

Ni el presente documento, ni su contenido, constituyen una oferta, invitacion o solicitud para adquirir, desinvertir u
obtener interés alguno en activos o instrumentos financieros, ni pueden servir de base para ningan contrato,
compromiso o decision de ningun tipo.

Especialmente en lo que se refiere a la inversion en activos financieros que pudieran estar relacionados con las
variables econémicas que este documento puede desarrollar, los lectores deben ser conscientes de que en ningin
caso deben tomar este documento como base para tomar sus decisiones de inversion y que las personas o
entidades que potencialmente les puedan ofrecer productos de inversion seran las obligadas legalmente a
proporcionarles toda la informacién que necesiten para esta toma de decision.

El contenido del presente documento esta protegido por la legislacién de propiedad intelectual. Queda
expresamente prohibida su reproduccion, transformacion, distribucién, comunicacion publica, puesta a disposicion,
extraccion, reutilizacion, reenvio o la utilizacion de cualquier naturaleza, por cualquier medio o procedimiento,
salvo en los casos en que esté legalmente permitido o sea autorizado expresamente por BBVA.
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