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More growth, but with more risks
Miguel Cardoso
  
The Spanish economy is growing and creating employment. During the next two years it is likely that just
over 900,000 jobs will be created and that the unemployment rate will fall to around 15% by the end of 2018.
However, certain risks have arisen. In order to reduce the vulnerability of the Spanish economy to these
events, it is necessary to resume the process of improving the operation of markets for goods and services.
The trend in the most recent activity data indicates that GDP could continue to grow at a brisk pace in the
first quarter of the, by about 0.8% QoQ. This positive impetus, together with expectations that factors such
as monetary policy and the increasingly dynamic global environment will stimulate domestic demand and
exports, points to growth continuing at between 2.5% and 3.0% over the next two years. However, we note
the recent appearance of some risks that need to be watched. 
For example, the negative impact of the uncertainty about the UK’s possible leaving the European Union is
still an unknown, and protectionist movements are resurgent in several countries. Added to this is a possible
change in public policies in the US as a result of the change of administration. In this regard it is possible
that these factors are already affecting capital expenditure, particularly of Spanish exporters. Also, the cost
of energy has increased, although it is still below the average for the past three years. In any case the recent
increase in oil prices involves a transfer of income from Spain to oil producing countries and will shave
between two and three tenths of a percentage point off GDP growth in 2017.
As a result of the increase in energy prices, inflation has picked up and reached level of around 3%. This
increase in price inflation is temporary, and on average inflation for the year will barely exceed 2%. However,
it will be necessary to keep a close watch on the extent to which this shock feeds through into other prices.
In this regard special attention will have to be paid to how income evolves. Any attempt by employers or
workers to shift the cost of this loss of competitiveness entirely onto the other, or onto consumer, could slow
growth in investment and in exports, as well as acting as a brake on job creation and leading to greater
inequality. 
Another factor that may start to produce uncertainty is the effect of inflation on interest rate movements.
While the normalisation of monetary policy can be expected to be a slow process, with interest rates staying
low for quite some time, a disorderly increase in the cost of financing may be particularly negative for an
economy as heavily indebted as Spain’s still is, especially in the public sector. In this regard, the ECB’s
asset purchase programme is estimated to have reduced the risk premium on Spain’s ten-year sovereign
bonds by between 50 and 70 bps approximately. What is more, we cannot rule out the possibility that the
effect of the programme on the cost of financing is actually even greater than this, if for example it avoids
increases during bouts of uncertainty like the recent ones.
Lastly, uncertainty about public policies remains high. This has been contributed to, for example, by the
measures implemented to boost tax revenues relating to Corporation Tax. This uncertainty extends beyond
the taxation issue to approval of the central state budget for 2017 and the programme of economic reforms
that will have to be implemented in the next few years. In a framework of institutional stability, reducing the
vulnerability of the Spanish economy to the materialisation of these risks requires the implementation of
policies that contribute to the orderly reduction of such major imbalances as long-term unemployment, the
deficit and public debt and private sector leverage. 
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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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