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The dataobserved up to February show that GDP would have grown at arate close to 0.5% QoQ,
consistent with a stabilization of demand and employment at low levels. However, uncertainty
about the magnitude of the negative effects of Covid-19 isincreasing, implying a significant
downward bias.

For the time being, the progress of activity remains stablein 1Q20

With around 50% of the information available for the first quarter of the year, the MICA-BBVA model*
showsthat quarterly GDP growth has remained relatively stable at the beginning of the year
(around 0.5% QoQ), although lower than that obsened since the start of the recovery (an average of
0.7% QoQ) (see Figure 1). Ifthis estimate is fulfilled, the activity growth will stand at the higher end of the
forecasts made at the beginning of the quarter (0.3%-0.5% QoQ), which would give a certain positive
edge to the BBVA Research forecast for 2020 (1.6% YoY).?

The data seen thus far suggests that the effects of the spread of Covid-19 and the economic uncertainty
that this is causing, will be noticed from March onwards.

Consumption sustainstherisein domestic demand, whileinvestment
is volatile

Regarding 1Q20, the indicators of consumer spending and expectations, along with labor market figures,
suggest moderate growth in private consumption, although lower than the average growth observed
during the second half of last year (see Figure 2). Moreover, the budget execution data suggest a
slowdown in the pace of growth in public consumption to levels slightly lower than those observed up until
December.

Regarding investment, the partial indicators suggest that investment in machinery and equipment could
increase slightly following the sharp decline observed last quarter, while residential investment could
moderate slightly after the rebound obsernved in 4Q19 (see Figures 3 and 4).

1: For more details on the MICA-BBVAmodel, see Camacho, M. and Domenech, R. (2010): "MICA-BBVA: A Factor Model of Economic and Financial
Indicators for Short-Term GDP Forecasting,” BBVA WP 10/21, available at: https://bit.ly/20Tgtl1

2: See "Spain Economic Outlook. First quarter 2020" available at: https:/AMww.bbvaresearch.com/ern/publicaciones/spain-economic-outlookfirst-
quarter-2020/
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Exports stagnate atthe beginning of the year

The data available suggests that, following the rebound in 4Q19, the exports of goods could slow
down at the beginning of the year. Similarly, although they could return to positive ground in the first
quarter of the year, sales of senices abroad remain sluggish. Specifically, the tourism sector could fall
due to structural factors, in addition to the downward pressure that the overall spread of Covid-19 will
exert on it (see Figure 5).

Labor records improved expectations in February

BBVA Research estimates show that the number of Social Security registrations increased by around
36,000 people SWDA in February — 13,000 more than in January. This means that the rate of job
creation improved, reaching the levels seen in 2019 (an average of 32,500 people per month). However,
it remained modest when compared to the levels recorded in 2018 (an average of 46,200 people per
month). On the other hand, unemployment figures fell unexpectedly (-17,000 people SWDA) following the
disappointing data seen up until January. If these trends are not abruptly interruptedin March, 1Q20
could end with employment growth of 0.4%-0.5% QoQ SWDA, and registered unemployment will
have resumed its downward trend (-0.6% QoQ SWDA) (see Figure 6).

Inflation is again moderating

The preliminary estimate published by INE suggests that headline inflation decreased in February
(by 0.3 ppto 1.1% YoY), and BBVA Research estimates point to core inflation stabilizing at around
1.0%. It is probable that price growth will have remained below that recorded in all EMU countries, after
closing January with a differential of -0.2 pp for both headline and core inflation (see Figure 7).

Going forward, it is estimated that the recent fall in oil prices and the negative bias on demand could drive
down inflation expectations which, up until January, were heading toward stabilizing at around 1.0% on
average for 2020, both in terms of headline and core inflation.
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Figure 1. SPAIN: OBSERVED GDP GROWTH AND MICA-BBVA MODEL FORECASTSO
(% QoQ SWDA)
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(e) Flash estimate. (f) Forecast.
Source: BBVA Research based on INE data.
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(e) Flash estimate. (f) Forecast.

(e) Flash estimate. (f) Forecast.
Source: BBVA Research based on data from official bodies

Source: BBVA Research based on data from official bodies
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Figure 4. SPAIN: SELECTION OF INDICATORS
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Figure 6. SPAIN: LABOR MARKET FIGURES (% Figure 7. SPAIN: CONTRIBUTION TO YEAR-ON-
QoQ SWDA) YEAR CPl GROWTH (PP)
4
3
2
1
0
-1
-2
Te) 0 © © ~ ~ © © ) o o
=1 =1 =i — — - — - — - 34
2 35 23 23 %3 &8 o3
3 I 2 &8 &5 5 8 2 = g 2 & 2 & 2 & 2 & 2 &
< 5 19 =% = = 1) & & Q
3 = &8 & 3 = 8 & A3 R
g m— Energy = Non-processed foods

= Social Security affiliation

e Registered unemployment mmmmm Core inflation === Headline inflation (% YoY)
= = = = Contracts (% QoQ, rhs.)

(f) Forecast.

Source: BBVA Research based on Ministry of Labor, Migration and Social Source: BBVA Research based on INE data.
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Table 1. SPAIN: MACROECONOMIC FORECASTS
(ANNUAL VARIATION AS A %, UNLESS OTHERWISE INDICATED)

iAnnual av eraie' %i 2017 2018 2019 2020 (f) 2021 (f)
Real GDP 2.9 2.4 2.0 1.6 1.9
Private consumption 3.0 1.8 1.1 1.4 1.6
Public consumption 1.0 1.9 2.2 1.7 1.8
Gross Capital Formation 5.9 5.3 1.9 2.6 4.5
Equipment and Machinery 8.5 5.7 2.6 3.2 5.1
Construction 5.9 6.6 0.8 1.4 3.8
Housing 115 7.7 3.0 2.4 5.0

Domestic Demand (contribution to growth) 3.0 2.6 15 1.7 2.1
Exports 5.6 2.2 2.3 2.6 3.4
Imports 6.6 3.3 1.2 0 4.5
External demand (contributionto growth) -0.1 -0.3 0.4 -0.1 -0.3
Nominal GDP 4.3 3.5 3.5 2.7 3.6
(Billionsof euro) 1161.9 1202.2 1244.8 1275.9 1322.1
Employment, based on Labor Force Survey 2.6 2.7 2.3 1.4 1.7
Unemployment rate (% of labor force) 17.2 15.3 14.1 13.5 12.5

Employment (full-time equivalent) based on Spanish

Quarterly National Accounts 28 25 23 s g
Apparent labor productivity 0 -0.2 -0.3 0.3 0.3
CPI (annual average) 2.0 1.7 0.7 1.0 1.5
CPI (end of period) 1.1 1.2 0.8 1.2 1.7
GDP deflator 1.4 1.1 1.6 1.0 1.7
Pay persalaried employee 0.7 1.0 2.1 2.0 1.7
Unitlaborcost 0.7 1.2 2.4 1.8 1.5

Foreign sector

Balance on current account (% of GDP) 2.5 1.8 1.7 1.2 0.9
Debt (% of GDP) 98.6 97.6 96.8 96.5 95.1
Public AdministrationsBalance (% of GDP) -3.0 -2.5 2.4 -2.2 -2.0
Nominal disposableincome 2.9 3.7 3.9 3.8 4.2
Savingsrate (% of nominal income) 5.9 6.3 7.7 8.9 9.8

Annual change in %, unless expressly indicated. (f) Forecast.

Data observed for the years 2017 to 2019 and forecasts (f) of BBVA Research for the two-year period 2020-2021.
Forecast closing date: January 11, 2020.

(*) Excluding financial assistance for Spanish banks.

Source: BBVA Research
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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
w e consider to be reliable, and have not been independently verified by BBVA. Therefore, BBVA offers no w arranty, 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 w ithout 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 forany 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 formthe 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 aw are
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 forthem to take an appropriate investment decision.

The content of this document is protected by intellectual property law s. Reproduction, transformation, distribution, public
communication, making available, extraction, reuse, forw arding or use of any nature by any means or processis prohibited,
exceptin cases w hereit is legally permitted or expressly authorised by BBVA.
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BBVA Research: Azul Street. 4. La VelaBuilding — 4th and 5th floor. 28050 Madrid (Spain).
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