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The reasons behind the greater growth of the Spanish economy relative to the EMU remind me of a swaggering
friend who, when asked to explain the reasons for his behavior, replied: "Because | can and because | want to".

Despite the slowdown seen during much of 2017 and consolidated in 2018, the GDP growth rate remained above
that observed in the rest of the EMU, and even accelerated in the last quarter of the previous year.

As | said above, this is because Spain can do it: its capacity for growth is greater. First, because there is a cyclical
component. For example, the labor market still shows a high unemployment rate that allows wage costs to continue
to be kept under control, and this has maintained the gains in competitiveness despite the poor productivity
performance. In addition, most of the increase in household income is occurring due to the creation of jobs. People
coming out of unemployment have postponed consumption and investment decisions, and this means that they
devote a higher proportion of their income to spending. Added to this is the differential behavior in lending to
households. Both the deleveraging process observed over recent years and the reduction in uncertainty about real
estate wealth, as well as the progress made in employment creation, have allowed the flow of consumer financing
to grow again to reach 17.7% in 2018, above what we see in the EMU (8.2%). Finally, the real estate sector is
recovering after weighing down the growth of domestic spending. The recovery of prices, together with the entry of
speculative demand, have helped to absorb the oversupply that existed, resulting in increased residential
investment.

In any event, there also appear to be permanent factors that explain this differential behavior. The Spanish
economy is especially benefiting from the expansive monetary policy of the ECB, thanks to a restructuring of the
financial sector that has not taken place in other countries. This has made it possible for the banks, having solved
their liquidity and solvency problems, to prioritize profitability and the provision of credit, which has especially
benefited households and SMEs. In addition to consumption, the other aggregate of domestic demand that is worth
highlighting here is investment in machinery and equipment. This closed 2018 with an increase of 6%, compared
with the average of 5.5% seen for the EMU. Much of this growth is concentrated in sectors that have fallen behind
the cyclical drive and may be trying to improve their competitiveness or increase capacity, taking advantage of
some of the reforms implemented in previous years.

Spain is also growing more because it wants to. Fiscal policy became expansive with the approval of the General
State Budget for 2018. In particular, primary public spending (excluding interest) might have ended the year 0.7
GDP percentage points above the December 2017 level. In the case of the EMU, the comparable figure would be a
reduction of 0.1 GDP percentage points. Assuming a relatively conservative impact of public spending on output
(0.5 for each spending unit), a significant part of the growth differential that we are seeing right now (Spain: 2.5%,
EMU: 1.8% in 2018) can be explained by policies such as the increase in public-sector wages and pensions or the
increase in infrastructure spending.

In 2019, many of these factors will persist, so that Spain's GDP (+2.4%) could continue growing above that of the
EMU (1.4%). In any event, the uncertainty regarding fiscal policy raises questions about the sustainability of this
drive, so that in an environment without the adoption of additional measures (structural reforms), there will be an
increasing likelihood of a more marked slowdown during the second half of the year. If that happens, it will be clear
that you can't always do what you want and that, before you can want, you first have to be able.
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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.

Any 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.

With 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 on 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. Reproduction, transformation, distribution,
public communication, making available, extraction, reuse, forwarding or use of any nature by any means or
process is prohibited, except in cases where it is legally permitted or expressly authorised by BBVA.
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