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e Economic growth accelerates

The trend in data when compiling this report confirms that the Spanish economy’s
recovery continues to gain traction during 1Q14. With 48.5% of the information
available, the MICA-BBVA model forecasts a GDP growth rate of around 0.4% over
4Q13". As we saw in the previous quarter, the recovery will be accompanied by job-
creation, which will result in a slowdown, or even a stagnation, in productivity.

Improved output and employment are underpinned by the reduction in financial
tensions, lower fiscal adjustment, solid export sector performance and by the
positive impact of some of the reforms. Said factors continue to have a positive
effect on the improvement in domestic demand (private demand, mainly) and are
the basis for the recovery continuing throughout 2014 and 2015 (+0.9% YoY and
1.9% YoY, respectively) .

Although our forecast scenario for 20174 remains relatively unchanged since a year
ago, the data indicate that the recovery in domestic demand and employment is
somewhat more robust than we expected then. As a result, and for the first time since
the crisis began, there are biases to the upside in our growth forecasts.

o Resilient exports and reactivation of private domestic demand

In the second half of 2013, we saw a transitory slowdown in exports (0.7% QoQ on
average compared to 1.3% QoQ in 1TH13) and an incipient recovery in domestic
demand, with an uptick both in consumption and in private productive investment (an
average of 0.5 QoQ and 2.0% QoQ, in 2H13 respectively). On the other hand, in the
last few months of the year there was a more pronounced adjustment than we
expected in public spending (-3.9% QoQ in 4Q13) after the virtual standstill in the first
three quarters of the year (+0.1% QoQ on average), which contributed to limiting the
deviation of the public deficit from the target.

1. For more details on the MICA-BBVA model, see Camacho, M. & 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

2: For more information on BBVA Research’'s economic scenario (biennium 2014-2015) see Spain Economic Outlook for the first
quarter of 2014, available at http://www.bbvaresearch.com/KETD/fbin/mult/1402_Spain_Economic_Outlook tcm348-
426396.pdf?ts=1132014


http://www.bbvaresearch.com/KETD/ketd/esp/index.jsp
http://www.bbvaresearch.com/KETD/fbin/mult/WP_1021_tcm348-231736.pdf?ts=2542012
http://www.bbvaresearch.com/KETD/fbin/mult/1402_Spain_Economic_Outlook_tcm348-426396.pdf?ts=1132014
http://www.bbvaresearch.com/KETD/fbin/mult/1402_Spain_Economic_Outlook_tcm348-426396.pdf?ts=1132014
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As regards 1Q14, growth by components may be slightly more balanced than we
expected towards the end of 2013. In terms of foreign demand, expectations (industry
export portfolio) and expenditure (exports of goods and services by large corporations)
suggest that the slowdown in 2H13 could be starting to reverse. On the other hand,
indicators linked to non-resident tourism (foreign tourist arrivals and their expenditure)
seem to be flattening, after the strong increase in 2013 (+2.6% vs. 2012).

On the private domestic demand side, we expect recovery to continue although
probably at a slower rate than in 2H13. Some of the indicators for household
consumption and expenditure expectations (new car registrations, consumer
confidence and industrial production of consumer goods) continue to show signs of
stabilising and improvement in 1Q14. Meanwhile, improvements in industrial
confidence and in manufacturing PMIs in the January-February average, together with
progress in the January capital goods” IPI and solid exports, could be putting forward
renewed growth in investment in equipment and machinery.

In contrast, data on residential investment confirm that both supply and demand
continue correcting, although more moderately than in the last few years. In
seasonally and working-date adjusted (swda) terms, 4Q13 ended with a 1.4% QoQ
drop in residential investment (-5.2% QoQ in the number of homes sold). Going
forward, we see no significant changes in housing investment fundamentals that
would herald a trend disrumption. So we expect 2014 to end with a more moderate
correction in housing investment than in the last few years (-3.4%). It will be in
2015 when we start to see recovery in this component of investment.

e The labour market continues to show signs of recovery
Social Security affiliations have had a (seasonally adjusted) 6-month run of consecutive
increases to February. If this momentum is confirmed in March, the number of affiliates
- not counting non-professional carers who have signed off - could rise by 0.6% QoQ
(swda) in 1Q14. Meanwhile, registered unemployment has clocked up ten consecutive
months of falls which, if continued in March, would mean the third quarterly reduction
in registered unemployment (-2.4% QoQ swda).

o Slight deviation from the 2013 deficit target despite the fall in public
spending in 4Q13
The breakdown of the 4Q13 Quarterly National Accounts revealed some positive
surprises in the area of fiscal consolidation. Thus, after the correction to the upside of
nominal public spending in 3Q13 (1.8% QoQ on average) there was a 5.2% QoQ fall
in 4Q13. With this, and after dropping 1.1pp of GDP the year before, 2013 closed
with a fall in public consumption of 0.1pp of GDP to 20.19%. Although this adjustment
in public spending translated into less growth in internal demand, it lowers the risk of
the 2013 budget target not being met.
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e The Spanish economy continues to reduce its external imbalances

As expected, 2013 closed with the first positive entry in the current account balance in
over 25 years (0.7% of GDP). In its initial phase, this process of correcting the trade
deficit, begun in 2008, was based on the gradual downsizing of the structural
component and on generating cyclical surpluses. In the current phase, it relies on
significantly reducing the deficit's structural component, which means that 2013 could
close with a positive balance. This will enable the Spanish economy to complete the
adjustment of the structural deficit in the current account balance by the end of the
2014-15 period”.
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3: For more information about the recent performance and outlook for the current account balance in Spain, see the Economic Watch
titled: "An analysis of the performance and the determinants of the current account balance in Spain®, available in:
http://www .bbvaresearch.com/KETD/fbin/mult/131119_Spain_Economic_Watch_tcm348-411578.pdf?ts=1132014
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Summary of Spain Flashes since the publication of the February 2014 Spain Economic Outlook. Only available in Spanish

Subject Date Synopsis Enlace
. L Industrial production increased in December, slightly
R 07/02/14 more than we forecast in our central scenario PDF
Even though core inflation stabilised, the moderation in
January CPI 14/02/14 energy prices led to a marginal slowdown in headline PDF
inflation
. : . X 30,779 homes were sold in December, according to
R\ZUZ'nndgosfa;eyzg:cgfzgit'ggﬁffmber 2013: 17/02/14 the Notaries' General Board; 2.9% less than in PDF
November (sa)
The accumulated balance of trade deficit for 12 months
December 2013 trade balance 21/0214 to December remains steady at around -1.5% of GDP. PDF
. . . 12,329 new residential mortgages were registered in
Residential TIEEEEES December 2013: a 26/02/14 December, representing a drop of 5.9% over November PDF
year of falls is over Ga)
Industrial and consumer confidence in 27/02/14 Expectations on the part of economic agents showed PDF
February 2014 marginal movements during February
. . Although January is typically a month when deposits
e Jgﬁﬁg:sr‘(s%g)‘”ate e 2712114 decline, both household (EUR3bn) and corporate PDF
Y deposits fell less than we expected
- . . 2,465 new housing permits were given in Spain in
New-build permits as of December 2013: a 27/02/14 December, a level similar to the month before, with PDF
year of lows comes to an end activity flat in MoM terms
As forecast in the previous edition of our Spain
Quarterly National Accounts for 4Q13 27/02/14 Economic Outlook, the Spanish economy gained PDF
traction in the latter part of 2013
The accumulated twelve-month current account balance
Balance of payments at December 2013 28/02/14 surplus fell in December compared to the accumulated PDF
surplus for 12 months to November
. The CPI flash estimate confirmed the expected fall in
February CPI flash estimate 28/02/14 prices due, mainly, to the drop in energy prices PDF
. . . . e Our seasonally-adjusted estimates indicate that the
L\lL(IaI’WriZaer registrations in February: positive 3/03/14 number of new car registrations increased more than PDF
p we anticipated in February
" . . Both new Social Security affiliations and the
Positive data in employment in February 4/03/14 Unemployment rate improved in February PDF
Although the performance of the energy sector limited
Industrial production in January 10/03/14 production in January, aggregate industrial activity was PDF

slightly better than predicted

Source: BBVA Research
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http://www.bbvaresearch.com/KETD/fbin/mult/140207_Flash_Espana-IPI_dic13_tcm346-423080.pdf?ts=1222014
http://www.bbvaresearch.com/KETD/fbin/mult/140214_Flash_Espana-IPC_en14_tcm346-426118.pdf?ts=2622014
http://www.bbvaresearch.com/KETD/fbin/mult/140217_Flash_Espana-Compraventa_viviendas_dic13_tcm346-426326.pdf?ts=2622014
http://www.bbvaresearch.com/KETD/fbin/mult/BC_diciembre_2013_e_tcm346-427313.pdf?ts=2622014
http://www.bbvaresearch.com/KETD/fbin/mult/140226_Flash_Espana-Hipotecas_dic13_tcm346-427750.pdf?ts=2622014
http://www.bbvaresearch.com/KETD/fbin/mult/140227_Flash_Espana_Confianza_tcm346-428199.pdf?ts=2822014
http://www.bbvaresearch.com/KETD/fbin/mult/140227_Flash_Sistemas_Financieros_tcm346-428195.pdf?ts=2822014
http://www.bbvaresearch.com/KETD/fbin/mult/140227_Flash_Espana-Visados_vivienda_dic13_tcm346-427878.pdf?ts=2822014
http://www.bbvaresearch.com/KETD/fbin/mult/140227_Flash_Espana-CNT_I_trim14_tcm346-428179.pdf?ts=2822014
http://www.bbvaresearch.com/KETD/fbin/mult/BP_diciembre_2013_maq_tcm346-428363.pdf?ts=632014
http://www.bbvaresearch.com/KETD/fbin/mult/140228_Flash_Espana-IPCA_feb13_tcm346-428258.pdf?ts=632014
http://www.bbvaresearch.com/KETD/fbin/mult/140228_Flash_Espana-IPCA_feb13_tcm346-428258.pdf?ts=632014
http://www.bbvaresearch.com/KETD/fbin/mult/140304_Flash_paro_feb14_tcm346-428846.pdf?ts=632014
http://www.bbvaresearch.com/KETD/fbin/mult/140310_Flash_Espana_IPIenero_tcm346-430026.pdf?ts=1032014
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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.



