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1Q11: Recovery remains slow 
•	 The information released in the first quarter of 2011 points towards a 

moderate improvement in the economic outlook with respect to the 
fourth quarter of 2010
We expect quarter-on-quarter growth in 1Q11 between 0.2% and 0.3%, 
levels that are still too low to create employment.

•	 Consumption indicators continue to reflect the weak recovery in 
private spending
This trend is due to certain fundamentals that remain weak, confirming 
expectations that any recovery in domestic demand will be slow. 

•	 Meanwhile, exports continue to increase, registering high year-on-
year growth rates

•	 During the past few weeks, we have seen a significant improvement 
in investors’ perception of the Spanish economy, which is reflected 
by the decrease in Spain’s sovereign risk premium
The impact of this improvement on the economic environment will depend on 
its persistence. In this regard, and for the time being, confidence indicators 
are not yet showing a significant recovery. The Spanish economy should 
take advantage of the window of opportunity presented by this improvement 
in the perception of international financial markets, and carry out a rapid, 
ambitious and thorough restructuring of the banking system and implement 
the reforms necessary to accelerate growth and job creation. 

•	 The increase in energy prices has triggered a spike in inflation, which 
may have increased 3.6% (year-on-year) in March
If second-round effects are avoided, the increase in oil prices will have a 
limited effect on economic activity and inflation, although it could hinder 
improvement in the current account deficit.
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The trend in household spending remains unchanged  
Private consumption indicators continue to show scant improvement. In particular,  car registrations 
increased 4.2% quarter-on-quarter in 1Q11once seasonal adjustment and calendar effect (SWDA 
data) corrections were made. This increase was due to the positive performance of demand from 
companies, which continues to partially offset the decline in the retail channel. Furthermore, although 
retail sales grew in real terms in February (SWDA data) driven by the positive performance of personal 
spending on equipment and other goods, its contribution to domestic demand will remain negative in 
the 1Q11, due to the negative performance seen in January and forecasted for March. Lastly, consumer 
confidence stabilised in 1Q11, and the trend does not suggest any pick-up in household consumption 
for the coming months.

Chart 1

Spain: car registrations (SWDA data)*

Chart 2

Spain: retail sector  
constant prices (SWDA data)*
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* SWDA: Seasonally- and calendar-adjusted 
Source: BBVA Research based on ANFAC and Ganvam

* SWDA: Seasonally- and calendar-adjusted 
Source: BBVA Research based on INE

Uncertain outlook of spending fundamentals continues to slow down 
its recovery
According to the CPI leading indicator, annual inflation rates stabilised in February, at 3.6%, a figure in 
line with our forecast (BBVA Research: 3,6%). The annual inflation rate measured through the HICP 
slowed down 0.1pp until a 3.3% year-on-year rate. In any event, the sharp increases in prices pose a 
threat to any recovery in private spending, especially against a backdrop of falling wages, the result, 
in part, of declining employment. According to data provided by the Bank of Spain, wages fell 1.9% 
year-on-year in nominal terms during 4Q10, representing a 0.5% drop in gross disposable income for 
the same period. This performance was made possible by an increase in other income components, 
which are expected to be temporary. In any case, this scenario wil produce an average households’ 
real income decrease again in 2011.

Chart 3

Spain: inflation (year-on-year change)

Chart 4

Spain: consumer confidence  
(quarterly average of net responses)

-2.0
-1.0
0.0
1.0
2.0
3.0
4.0
5.0
6.0

M
ar

-0
6

Ju
l-0

6
N

ov
-0

6
M

ar
-0

7
Ju

l-0
7

N
ov

-0
7

M
ar

-0
8

Ju
l-0

8
N

ov
-0

8
M

ar
-0

9
Ju

l-0
9

N
ov

-0
9

M
ar

-1
0

Ju
l-1

0
N

ov
-1

0
M

ar
-1

1

Headline CPI Core

-50

-40

-30

-20

-10

0

10

M
ar

-0
1

M
ar

-0
2

M
ar

-0
3

M
ar

-0
4

M
ar

-0
5

M
ar

-0
6

M
ar

-0
7

M
ar

-0
8

M
ar

-0
9

M
ar

-1
0

M
ar

-1
1

Long-run average

Long-run average + 1 standard deviation

Long-run average – 1 standard deviation

Source: : BBVA Research based on INE Source: BBVA Research based on European Commission 
figures



REFER TO IMPORTANT DISCLOSURES ON PAGE 6 OF THIS REPORT 

Spain Economic Watch
7 April 2011

 PAGE 3 

Although the decline in social security affiliations has slowed significantly, 
economic growth is still too weak for job creation
Labour market data for March, slightly positive for social security affiliations but negative in terms of 
unemployment, closed the first quarter of 2011 repeating a stagnant situation. Once the seasonal 
effects of the period are accounted for, it appears that the economy is still unable of creating jobs, 
despite the fact that the increase in unemployment has gradually slowed down. Particularly noticeable 
was the increase recorded in the average number of social security affiliations, which jumped by 46,000 
people, higher than our main forecast (BBVA Research: +17,000), although after correcting this figure 
for seasonal variations, employment stayed flat. Only the service sector created jobs, beating forecasts 
and offsetting the deterioration of employment in the agricultural sector. 

Chart 5

Spain:  
average social security affiliations

Chart 6

Spain: registered unemployment
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Source: BBVA Research based on MEH and INE Source: BBVA Research based on MEH

The pick-up in housing transactions at the end of 2010 might be  
only temporary
According to the Ministry of Transport and Public Works real estate transaction data, home sales jumped 
14.2% year-on-year in the fourth quarter of 2010, an increase that was mainly driven by sales of existing 
homes. In 2010, home sales increased 5.9% with respect to 2009, the first increase after three years of 
declines. The increase in VAT and the elimination of the deduction for home purchases combined with 
economic agents’ improved expectations, played major roles in this temporary improvement.

This more robust demand was accompanied by a slight recovery in supply. In January,  6,784 permits for new 
housing were issued, a figure that, while higher than our main forecast, was in line with our base scenario. 
Although residential building continues to fall, it is doing it at a slower rate. Meanwhile, the remodelling of 
existing housing stock has declined.

Exports remain strong, providing further support to the slow recovery 
process
Despite the sustained financial tensions in Europe and rising oil prices, industrial production had a good 
performance in the first two months of 2011. During this period, the qualitative indicators for this sector 
are pointing in the same direction: industrial confidence consolidated at levels higher than its historical 
average and the foreign order book stood at levels above its average pre-crisis level. However, the 
slowdown of trend growth rates in most of the components of the industrial output index (IOI) persists, 
which coupled with the confidence fall in March anticipates a slower recovery rate of economic activity 
in the short term, which is mainly linked to weakness of domestic demand. In contrast, the foreign 
order book confirms that external demand has not lost steam, and as a result, industrial production of 
intermediate and capital goods should continue their gradual recovery.

In line with the industrial production performance, foreign trade volume data in January (SWDA) shows 
robust growth in exports (+7.2% m-o-m SWDA) with capital goods posting the strongest performance 
(+25.5% m-o-m SWDA). This increase in sales abroad was accompanied by a sharp increase in imports 
of capital and intermediate goods (+15.2% m-o-m and +6.5% m-o-m, respectively, SWDA). Meanwhile, in 
line with the subdued tone we are seeing in domestic demand, imports of consumer goods still stagnated. 
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Chart 7

Exports, Imports in January,  
volume m-o-m SWDA (%)

Chart 8

Current account balance,  
12 month cumulative (Euros)
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Rising oil prices and the high risk premium hinder improvement in the 
current account deficit
The current account deficit started 2011 at a slightly higher level than in December 2010, at EUR 49,200 
million (12 month cumulative). Although this deterioration was in line with our forecasts, it was slightly 
worse than expected, mainly due to the greater than expected deterioration in the income balance.

The current context of weak economic growth requires spending cuts 
in order to meet the 2011 stability targets
At the end of February 2011, the accumulated government surplus stood at 0.2% of GDP, compared 
to 0.3% registered in the first two months of last year. This result is shaped by the autonomous 
region financing system, which was applied comprehensively for the first time in 2011. According 
to the government, without this effect the surplus would have been greater than 0.2% of GDP. The 
spending adjustments continue, entailing cuts across the board with respect to last year, except in 
interest expenses. Most of the spending cuts were in investment (30% of cumulative at February, with 
respect to previous year), and in the remuneration of salaried workers. The transfers between public 
administrations decreased (13.9% with respect to February 2010), mainly as a result of fewer transfers 
to autonomous regions due to the lower down payments of the financing system. 

Government revenues fell with respect to the same period in 2009, as a result of the aforementioned 
increased participation of autonomous regions in government tax collection. However, analysis of tax 
receipts shows signs of improvement in these revenues, the recovery of which is once again being 
driven by the hike in VAT, which is showing a uniform year-on-year increase of 9.2%. In regard to other 
tax revenues, personal income tax receipts were boosted by the elimination of the EUR 400 deduction, 
which more than offset the effects of the rise in unemployment. Although corporate tax receipts appear 
to be gradually recovering,  this item continues to show a negative growth rate. Lastly, on a more 
anecdotal level, the sale of cigarette packs registered a historic drop in February, which caused a 
decrease in receipts from the special tobacco tax.

In general, the data confirms an improvement in revenues. Should this trend continue over the course 
of the year, it should allow the scheduling spending cuts (if carried out in a rigorous fashion) to be 
implemented and the government to meet the financial stability objectives it set for this year. 
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Growth in the first quarter should be between 0.2% and 0.3% q-o-q
In summary, the analysis based on our MICA-BBVA model, with slightly over 87% of the data for the 
first quarter available, shows a real-time forecast for GDP growth for this quarter, between 0.2% and 
0.3% q-o-q. This figure is in line with the growth forecasted by our main scenario (+0.2% q-o-q). As we 
noted in the last edition of our quarterly publication, Situación España, at the beginning of February1, 
lthe economic recovery remains weak and incapable of preventing a contraction in employment. We 
believe that Spanish economic growth will stay in line with our main scenario, and expect GDP to 
increase about 0.9% for the whole 2011.

Chart 9

Spain:  
Observed GDP growth, and GDP growth forecasts of MICA-BBVA model (% q-o-q)
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1: Available at: http://www.bbvaresearch.com/KETD/fbin/mult/1102_Situacionespana_tcm346-246265.pdf?ts=232011

http://www.bbvaresearch.com/KETD/fbin/mult/1102_Situacionespana_tcm346-246265.pdf?ts=232011
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DISCLAIMER
This document and the information, opinions, estimates and recommendations expressed herein, have been prepared by Banco Bilbao Vizcaya Argentaria, 
S.A. (hereinafter called “BBVA”) to provide its customers with general information regarding the date of issue of the report and are subject to changes 
without prior notice. BBVA is not liable for giving notice of such changes or for updating the contents hereof.

This document and its contents do not constitute an offer, invitation or solicitation to purchase or subscribe to any securities or other instruments, or to 
undertake or divest investments. Neither shall this document nor its contents form the basis of any contract, commitment or decision of any kind.

Investors who have access to this document should be aware that the securities, instruments or investments to which it refers may not be 
appropriate for them due to their specific investment goals, financial positions or risk profiles, as these have not been taken into account to 
prepare this report. Therefore, investors should make their own investment decisions considering the said circumstances and obtaining such specialized 
advice as may be necessary. The contents of this document is based upon information available to the public that has been obtained from sources 
considered to be reliable. However, such information has not been independently verified by BBVA and therefore no warranty, either express or implicit, 
is given regarding its accuracy, integrity or correctness. BBVA accepts no liability of any type for any direct or indirect losses arising from the use of the 
document or its contents. Investors should note that the past performance of securities or instruments or the historical results of investments do not 
guarantee future performance.

The market prices of securities or instruments or the results of investments could fluctuate against the interests of investors. Investors should 
be aware that they could even face a loss of their investment. Transactions in futures, options and securities or high-yield securities can involve 
high risks and are not appropriate for every investor. Indeed, in the case of some investments, the potential losses may exceed the amount of 
initial investment and, in such circumstances, investors may be required to pay more money to support those losses. Thus, before undertaking 
any transaction with these instruments, investors should be aware of their operation, as well as the rights, liabilities and risks implied by the 
same and the underlying stocks. Investors should also be aware that secondary markets for the said instruments may be limited or even not 
exist.
BBVA or any of its affiliates, as well as their respective executives and employees, may have a position in any of the securities or instruments referred to, 
directly or indirectly, in this document, or in any other related thereto; they may trade for their own account or for third-party account in those securities, 
provide consulting or other services to the issuer of the aforementioned securities or instruments or to companies related thereto or to their shareholders, 
executives or employees, or may have interests or perform transactions in those securities or instruments or related investments before or after the 
publication of this report, to the extent permitted by the applicable law.

BBVA or any of its affiliates´ salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to its 
clients that reflect opinions that are contrary to the opinions expressed herein. Furthermore, BBVA or any of its affiliates’ proprietary trading and investing 
businesses may make investment decisions that are inconsistent with the recommendations expressed herein. No part of this document may be (i) copied, 
photocopied or duplicated by any other form or means (ii) redistributed or (iii) quoted, without the prior written consent of BBVA. No part of this report may 
be copied, conveyed, distributed or furnished to any person or entity in any country (or persons or entities in the same) in which its distribution is prohibited 
by law. Failure to comply with these restrictions may breach the laws of the relevant jurisdiction.

In the United Kingdom, this document is directed only at persons who (i) have professional experience in matters relating to investments falling within 
article 19(5) of the financial services and markets act 2000 (financial promotion) order 2005 (as amended, the “financial promotion order”), (ii) are persons 
falling within article 49(2) (a) to (d) (“high net worth companies, unincorporated associations, etc.”) Of the financial promotion order, or (iii) are persons 
to whom an invitation or inducement to engage in investment activity (within the meaning of section 21 of the financial services and markets act 2000) 
may otherwise lawfully be communicated (all such persons together being referred to as “relevant persons”). This document is directed only at relevant 
persons and must not be acted on or relied on by persons who are not relevant persons. Any investment or investment activity to which this document 
relates is available only to relevant persons and will be engaged in only with relevant persons.The remuneration system concerning the analyst/s author/s 
of this report is based on multiple criteria, including the revenues obtained by BBVA and, indirectly, the results of BBVA Group in the fiscal year, which, in 
turn, include the results generated by the investment banking business; nevertheless, they do not receive any remuneration based on revenues from any 
specific transaction in investment banking.

BBVA is not a member of the FINRA and is not subject to the rules of disclosure affecting such members. 

“BBVA is subject to the BBVA Group Code of Conduct for Security Market Operations which, among other regulations, includes rules to prevent 
and avoid conflicts of interests with the ratings given, including information barriers. The BBVA Group Code of Conduct for Security Market 
Operations is available for reference at the following web site: www.bbva.com / Corporate Governance”.
BBVA is a bank supervised by the Bank of Spain and by Spain’s Stock Exchange Commission (CNMV), registered with the Bank of Spain with 
number 0182.
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