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 The upward trend in Spain's GDP growth in 2016 has been confirmed, while many factors suggest a
downward bias in 2017. In particular, at BBVA Research we expect growth to reach 3.1% on average this
year and 2.3% in 2017. This means a revision of 0.4 percentage points (pp) in GDP and -0.4 basis points,
respectively, compared with the forecasts made three months ago. Although economic activity data show no
slowdown so far, the materialization of certain external and internal risks could bring about a downturn in the
coming quarters. In any event, the economic recovery and job creation are expected to continue, given the
boost of drivers such as monetary policy. However, the Spanish economy's vulnerability is on the increase. It
would therefore be highly desirable for the policies to be adopted in the coming years to be defined without
delay.
For the time being, GDP growth remains at annualized levels of around 3%, with hardly any signs of
slowdown and supported by domestic demand and exports of services. In particular, the data available so
far suggests that growth in the third quarter will remain at the same levels as last year. 
However, a certain worsening of growth expectations in developed countries can be perceived. In the U.S.,
the disappointing growth registered in the first quarter has been accompanied by the persistent weakness of
non-residential investment, by the uncertainty associated with the November elections and, particularly, by
the low increase in productivity. This has confirmed that the economic recovery will only reach rates of
around 2.0% in 2016 and 2017, short of the 2.5% expected for both years three months ago. In the EMU,
the result of Brexit will have negative effects on GDP in the coming months, reducing the growth forecast for
2017 by 0.4 pp to 1.5%. 
In the short term, the effect of Brexit on the Spanish economy will be limited (between 0.3 and 0.4 pp of GDP
in 2017), with trade and finance acting as the two main transmission channels. As regards the former,
Spain's total exposure is not as high as in other European Union countries. However, some sectors (agri-
food, automotive, chemicals and tourism) and regions (Aragon, Balearics, Canary Islands, Valencia Region,
La Rioja, Murcia and Navarre) could be especially affected. In particular, the expected decline in British
demand and the pound's depreciation against the euro will weigh down on export growth in the coming
months. Moreover, Brexit has opened a new episode of volatility in the financial markets, although so far
temporary and without becoming a systemic event (such as, for example, the collapse of Lehman Brothers
in 2009). Overall, both channels will have a negative impact on economic activity and, primarily, on Spanish
exports, which will grow 1.0% less in 2017 as a result of the above. Likewise, the negative impact on GDP
next year varies between 0.3 pp for the regions less exposed and 0.5 pp for more exposed ones. 
The external risks are compounded by some internal ones and by the exhaustion of tailwinds. This should
lead to a slowdown in growth in the coming quarters. Thus, even though the new deficit target at the end of
2016 (4.6% of GDP) is credible, should the policies announced so far be complied with strictly, public
spending would be adjusted in the second half of the year and would weigh down on domestic demand
growth. More importantly, meeting the target for 2017 will require the implementation of measures
amounting to around 0.5% of GDP. Defining the composition of the adjustment will prove crucial for
determining the impact on the economy and the sustainability of public accounts in the long term.
To sum up, both the materialization of some external and internal risks and the exhaustion of the stimuli
seen in recent quarters could increase the vulnerability of the Spanish economy. Continuing with the
reforms, in view of the loss of space facing fiscal and monetary policies, may be the only answer for
maintaining growth and job creation in Spain.
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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.
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