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e Available information for the fourth quarter of 2013 suggests that
the economic activity continues to recover
The trend in the observed variables supports the view that after emerging from
recession in the third quarter (growing 0.1% g/g) the Spanish economy would be
gaining traction during the fourth quarter. With 48.5% of information available, the
MICA-BBVA model estimates a GDP growth rate in the last quarter of the year of 0.3%
QoQ'. This rate of expansion is in line with that forecasted in the baseline scenario of
BBVA Research, consistent with a GDP fall of around 1.3% for the year as a whole.

Spain Unit

The economic recovery is the result of the easing of financial tensions (due to the
economic measures undertaken in Spain and Europe as a whole), a less
contractionary fiscal policy when compared with 2012 and, finally, of the growth in
exports, in spite of their recent slowdown. These factors are beginning to have an
effect on the recovery of domestic demand (mainly private), which after three
consecutive years in the red contributed positively to growth in 3Q13.

o Exports are slowing down, but private domestic demand begins to
recover

Exports slowed down in the third quarter of the year (2.2% qg/q compared with 6.4%
a/q in 2Q13) while domestic demand began to recover (contributing 0.3 pp g/qg to
GDP growth). In particular, both consumption and private productive investment
showed positive growth rates (0.45 g/q and 0.8% ag/g respectively). This growth gave
rise to a further increase in imports, which offset exports growth leading to a negative
contribution of net foreign demand to GDP (-0.71 pp g/a).

At the end of the year, growth in some of the final demand items could be weaker
than at the start of the second half of the year. Regarding foreign demand, indicators
of expectations (exports order books) and expenditure (foreign sales of goods and
services by large companies) suggest that although the level of activity within
exporting sectors is still solid, the slowdown observed in 3Q13 could be extended to
40Q13. In contrast, the trend of the indicators linked to non-domestic tourism (the
number of foreign tourists and their spending) appears to be upward-slopping
consolidating the significant rise in demand registered in the first nine months of the
year (7.4% between 4Q12 and 3Q13).

1. For more details on the MICA-BBVA model, see Camacho, M. and R. Doménech (2010): “MICA-BBVA: A Factor Model of Economic
and Financial Indicators for Short-term GDP Forecasting,” BBVA WP 10/21, available at:
http://www .bbvaresearch.com/KETD/fbin/mult/WP_1021_tcm348-231736.pdf?ts=2542012


http://serviciodeestudios.bbva.com/KETD/ketd/esp/index.jsp
http://www.bbvaresearch.com/KETD/fbin/mult/WP_1021_tcm348-231736.pdf?ts=2542012
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On the private domestic demand side, some indicators of household consumption
expenditure (car registrations and household confidence) continue to show signs of
improvement as of the first months of 4Q13. However, low retail sales in October
indicate that the recovery is still fragile. The stabilization of both industrial confidence
and the manufacturing PMIs when accounting for the October-November average,
combined with improvement in the Index of Industrial Production of equipment goods in
October and the sound export performance, could all be advance signs of renewed
growth in investment in machinery and equipment. If this was confirmed, 2013 would
end with positive growth in all quarters of the year.

In contrast, data on residential investment confirm that both supply and demand
continue to adjust, although less sharply than in recent years. After correcting for
seasonal factors, the third quarter of the year ended with a fall in residential investment
of 1.4% q/q with respect to 2Q13 (a fall of 3.3% g/g in the number of houses sold).
Looking to the future, no significant changes are in sight for the fundamentals of
housing investment so as to allow us to anticipate a considerably different behavior than
that observed in recent quarters.

e The labor market also reflects the change in cycle: the number of
affiliates in the social Security System increases and registered
unemployed falls
After five and a half years of decays, Social Security affiliation has increased for two
consecutive months as of November. If this trend continues until the end of the quarter,
the number of affiliates in the system, not including the non-professional carers, could
increase at a seasonally adjusted rate of 0.4% g/q. This pace of job creation is being
supported to a significant extent by activities related to the Public Administration, which
created 118,700 jobs in October and November, 47,600 more than in the same
months in 2012. However, even discounting this factor, the number of affiliates in the
Social Security system in the fourth quarter of the year would have grown (a seasonally
adjusted 0.1% q/q).

Registered unemployment has fallen for five consecutive months to November. If this
trend continues in December, it will be the second quarterly fall in registered
unemployment after four years of increases (-1.4% g/q, seasonally adjusted).

e A less contractionary fiscal policy increases pressure on compliance
with the budget targets for 2013
The breakdown of Quarterly National Accounts (CNTR) for 3Q13 confirms the slowdown
in the rate of fiscal consolidation expected for 2013. After a reduction of 1.7 pp of GDP
in public expenditure during 2012, there was a growth of 0.1 pp of GDP through
3Q13. However figures support the idea that the adjustment in public investment is
ongoing: the first nine months of the year closed with a contraction in investment in
other constructions of 0.7 pp of GDP (-0.6 pp in 2012). Although this fall in the rate of
adjustment in public expenditure has reduced the downward bias on domestic demand,
it continues to be a risk in terms of compliance with the budget target as of the end of
the year.
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The less contractive stance of public demand is also clear in budget execution data for
September and October. The cumulative public deficit of the general government
(excluding local governments) to September 2013 stood below 4.8% of GDP, over the
4.7% recorded to September 2012. The excess deficit resulted mainly from the
deterioration in the finances of the Social Security system, while in September the deficit
of both the Central Government and the autonomous communities remained at the
same level of 3Q12 (3.6% and 1.0% of GDP, respectively). Furthermore, the situation
seems to have deteriorated a bit in October, at least regarding the deficit of the Central
Government, which stood at 3,6% of GDP till October 2013, a worsening of 0.3
percentage points with respect to a year earlier.

o The Spanish economy continues to increase its financing capacity with
respect to the rest of the world
The current account balance closed the third quarter of the year with a 12-month
cumulative surplus of €7,136 million. The 12-month cumulative balance was in the
positive territory for the fifth month in a row, although its growth slowed down due to
the lower growth rate of exports and the recovery of imports during 3Q13. Overall,
there was a surplus of €339 million, compared with a deficit in September last year of
€402 million. The financing capacity of the Spanish economy in September reveals,
nonetheless, different patterns among its agents. In particular, the financial account of
the Bank of Spain recorded a net fall in liabilities of €11,884 million. This figure reflects
a significant deleveraging with respect to the Eurosystem (€13,063 million) for the first
time in six months. Domestic agents increased their net asset positions against the rest
of the world by €4,038 million. Unlike what happened in the last five months, the net
capital inflow of foreign sectors was high (€13.7 billion) and confirmed the interest of
foreign investors in the portfolio investments of the Spanish public administrations.

Chart 2
Spain: GDP and main indicators of the MICA-
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Summary of Spain Flash publications since the publication of the 4Q13 Spain Economic Outlook

Flash name Date Summary Link

The growth in car registrations in October 04/11/2013  After seasonally adjusting the gross data for the month, PDF

and the renewal of the PIVE trade-in scheme BBVA Research's estimates show that the number of cars

augur well for 4Q13 registered in October increased

Job registrations in October: job creation 05/11/2013  After adjusting for seasonal factors, there was a fall in PDF

and a fall in unemployment unemployment, combined with net job creation for the first
time since the start of the crisis

Industrial output in September 07/11/2013  Seasonally adjusted industrial output performed better in PDF
September than suggested by the baseline forecasts

Home sales rise in September 2013 13/11/2013  After falling for four months in a row, house sales recovered PDF
in September, a month that was better than last year’s

October CPI 13/11/2013 Headline inflation fell more than expected in October. Both PDF
the core component and unprocessed foods contributed
equally to the surprise

Trade balance in September 2013 20/11/2013  The cumulative 12-month trade deficit to September fell by PDF
500 with respect to the 12-month figure for the previous
month to €15.2 billion.

The public deficit was under 4.8% at the 26/11/2013  The cumulative public deficit to September 2013 was under PDF

end of September 2013 4.8% of GDP (excluding local governments), higher than the
figure of 4.3% through September 2012

Residential mortgages in September 2013: 26/11/2013 There were 14,856 residential mortgages registered in PDF

an increase in the context of sluggish September, a seasonally adjusted increase of 4.4%

activity

Real retail sales in October worse than 27/11/2013  After correcting for the seasonal variations for the month, PDF

expected real retail trade sales fell in October for the second month in
a row

CPI advance figure for November 28/11/2013 Headline inflation increased in November due mainly to the PDF
end of the base effect of energy prices and, to a lesser
extent, a slight increase in core inflation.

Quarterly National Accounts 3Q13 28/11/2013 As anticipated in the last edition of the Spain Economic PDF
Outlook, the Spanish economy began its recovery in 3Q13

Balance of payments in September 2013 02/12/2013  The cumulative 12-month current account balance to PDF
September recorded a new surplus

Car registrations in November 02/12/2013  The non-business channel is sustaining demand and PDF
suggests that 20713 will close at around 720,000 units

Job registrations in November: 03/12/2013  The labor market improved in November. Seasonally PDF

unemployment continued to fall and adjusted, there was another reduction in unemployment,

employment increased, but less than in combined with a slight increase in employment

October

Industrial output in October 05/12/2013  Industrial output was slightly worse than suggested by the PDF

baseline forecasts. Except for equipment goods, all
components fell back in the month

Source: BBVA Research
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http://www.bbvaresearch.com/KETD/fbin/mult/131104_Flash_Espana-Matriculaciones_oct13_tcm346-407747.pdf?ts=11112013
http://www.bbvaresearch.com/KETD/fbin/mult/131105_Flash_paro_oct13_tcm346-410303.pdf?ts=11112013
http://www.bbvaresearch.com/KETD/fbin/mult/IPI_sep13_e_tcm346-410553.pdf?ts=28112013
http://www.bbvaresearch.com/KETD/fbin/mult/131113_Flash_Espana-Compraventa_viviendas_sep13_tcm346-411080.pdf?ts=28112013
http://www.bbvaresearch.com/KETD/fbin/mult/131113_Flash_Espana_IPC_oct13_tcm346-411073.pdf?ts=28112013
http://www.bbvaresearch.com/KETD/fbin/mult/131120_Flash_Espana_BalanzaComercial_tcm346-411746.pdf?ts=28112013
http://www.bbvaresearch.com/KETD/fbin/mult/131126_Flash_Espana_deficit_tcm346-413017.pdf?ts=28112013
http://www.bbvaresearch.com/KETD/fbin/mult/131126_Flash_Espana_hipotencasvivienda_sept_tcm346-412609.pdf?ts=28112013
http://www.bbvaresearch.com/KETD/fbin/mult/131127_Flash_comerciopormenor_tcm346-413503.pdf?ts=28112013
http://www.bbvaresearch.com/KETD/fbin/mult/131128_Flash_IPCA_nov_tcm346-414142.pdf?ts=28112013
http://www.bbvaresearch.com/KETD/fbin/mult/131128_Flash_espana_CNT_3T13_tcm346-414245.pdf?ts=28112013
http://www.bbvaresearch.com/KETD/fbin/mult/BP_septiembre_2013_e_tcm346-414598.pdf?ts=2122013
http://www.bbvaresearch.com/KETD/fbin/mult/131202_Flash_Espana-Matriculaciones_nov13_tcm346-414618.pdf?ts=3122013
http://www.bbvaresearch.com/KETD/fbin/mult/131203_Flash_Espana-Paro_nov13_tcm346-414686.pdf?ts=3122013
http://www.bbvaresearch.com/KETD/fbin/mult/131205_Flash_Espana-IPI_oct13_tcm346-414959.pdf?ts=5122013
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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.



