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Spanish growth remains strong despite political
woes
While Spanish politics remain a source of concern, economic activity is
strong. Financial markets, in contrast, are watching the political scene
with scepticism, though contagion from Italy seems the biggest culprit
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Strong economic activity
Growth in 1Q is confirmed at 0.7% quarter-on-quarter, while the year-on-year growth rate is
revised upwards by 0.1 percentage points to 3.0%. A breakdown of the figures shows that
domestic demand grew a bit faster compared to 4Q 2017. Household consumption, investment
and government consumption grew by 0.7%, 0.8% and 0.5%, respectively, and in all cases, this
was by 0.1 percentage point more compared to the previous quarter. Both exports and imports
grew by 1.3%, implying that net exports growth was flat.
As exports showed stronger growth than in 4Q 2017, we can conclude that Spanish activity does
not seem to have been affected by the eurozone slowdown in 1Q. Also, even though consumer
confidence and PMIs edged lower in 1Q, this did not impact actual domestic activity.

Political problems in abundance
It seems Spain's growth performance has not been impacted by the numerous political problems.
The most pressing issue is the no-confidence motion filed by the socialist, PSOE, against Mariano
Rajoy after his Popular Party was sentenced in a corruption case. The vote is planned for tomorrow.
The motion needs an absolute majority, 176 of the 350 MPs, and reaching that number seems to
depend on the Basque National Party, PNV. If the PNV does not support the motion, then the vote
should get 175, one vote short of passing.
Podemos and most regional parties, including the Catalan pro-independence parties, said they will
vote in favour of the motion. Ciudadanos, the liberal party that supports Rajoy’s minority
government, said it does not support the motion. Instead, they asked for new elections.
Recent polls show that Ciudadanos is now the largest party in Spain and so it is not surprising that
they are in favour of new elections. Furthermore, as the motion is supported by pro-independence
parties, it is difficult for the unionist party Ciudadanos to support the motion.
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The second big political problem is in Catalonia. As there is no new regional government yet, article
155 of the Spanish constitution is still in force in Catalonia. The new president, Quim Torra,
proposed a new government yesterday, and this time without exiled or jailed ministers. Once the
new government is sworn in, Article 155 could be lifted. But of course, political problems on the
national level could hamper this process.

Financial markets react, but also partly due to Italian contagion
The spread between Spanish and German government bond yields increased quite a bit in the past
few days. This was, however, also due to the political crisis in Italy. Portuguese spreads, for
example, also shot up and there are no similar political problems. So the spread could widen
further if political tensions in Spain, but also in Italy, intensify.
Notwithstanding the political turmoil, we remain positive about the Spanish economy, forecasting
2.6% growth in 2018. Some forward-looking indicators, such as employment expectations in the
manufacturing industry, have declined a bit since the beginning of the year, but remain at
optimistic levels.
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Disclaimer
This publication has been prepared by the Economic and Financial Analysis Division of
ING Bank N.V. ("ING") solely for information purposes without regard to any particular
user's investment objectives, financial situation, or means. ING forms part of ING
Group (being for this purpose ING Group NV and its subsidiary and affiliated companies).
The information in the publication is not an investment recommendation and it is not
investment, legal or tax advice or an offer or solicitation to purchase or sell any
financial instrument. Reasonable care has been taken to ensure that this publication
is not untrue or misleading when published, but ING does not represent that it is
accurate or complete. ING does not accept any liability for any direct, indirect or
consequential loss arising from any use of this publication. Unless otherwise stated,
any views, forecasts, or estimates are solely those of the author(s), as of the date of
the publication and are subject to change without notice.
The distribution of this publication may be restricted by law or regulation in different
jurisdictions and persons into whose possession this publication comes should inform
themselves about, and observe, such restrictions.
Copyright and database rights protection exists in this report and it may not be
reproduced, distributed or published by any person for any purpose without the prior
express consent of ING. All rights are reserved. The producing legal entity ING Bank
N.V. is authorised by the Dutch Central Bank and supervised by the European Central
Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no.
33031431 Amsterdam). In the United Kingdom this information is approved and/or
communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is
subject to limited regulation by the Financial Conduct Authority (FCA). ING Bank N.V.,
London branch is registered in England (Registration number BR000341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this
report or effect transactions in any security discussed herein should contact ING
Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of
ING, and which has accepted responsibility for the distribution of this report in the
United States under applicable requirements.
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