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 The General State Budget Draft for 2017 does not prioritize expenditures on business activities, 
which keep decreasing year after year in terms of weight within the total consolidated expenditure.  
On the other hand, the adjustment seems to have come to an end in social spending and 
employment in the public sector.  

 Signs of improvement in the global economy are still present, with higher confidence indicators in 
both Europe and the United States.  

 The Federal Reserve increases interest rates by 0.25% in the United States. 

 The United Kingdom activates Article 50 of the EU Treaty and starts the process to exit the European 
Union.  

 The Spanish economy posts a strong performance in the first quarter, with a quarterly growth in the 
range of 0.7% - 0.8%, according to preliminary estimates.  

 The labour market remains dynamic, and the number of workers registered with the Social Security 
has rebounded in the first months of 2017, reaching a year-on-year rate of 3.5% in March.  

 March marks the start of a moderation in inflation, with the year-on-year CPI rate set at 2.3%, a 
trend that is expected to continue in the coming months. 
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INTERNATIONAL SCENE: interest rate hike in the US  

Global growth continued to gain momentum in the early 
months of 2017, although uncertainties remain present, 
as pointed out by the IMF’s Managing Director, Chris-
tine Lagarde, at the G20 summit held on March 17th 
and 18th in the German city of Baden-Baden. At the 
summit, the need to strengthen the contribution of 
trade to the economy was emphasized, although pro-
tectionism was not openly rejected due to opposition 
from the United States. 
 
The improvement in the economy is being felt by an 
increase is the confidence indicators. Thus, the global 
composite PMI for February, despite is four-tenth de-
crease, down to 53.5 points, is still showing a strong 
growth for the world economy. In addition, in March 
the Eurozone composite PMI reached its highest level in 
almost six years. Meanwhile, in the United States, con-
sumer confidence, measured by the index prepared by 
The Conference Board, was at its highest level since the 
end of the year 2000. 
 
However, stock market performance in March was 
mixed, with better performance in European markets 
favoured by the ECB policy and election results in the 
Netherlands, where anti-European parties obtained less 
support than anticipated by the polls. 
 
With regards to central banks, it is worth highlighting 
the tightening of the monetary policy by the Federal 
Reserve, which increased benchmark interest rates in 
the US by a quarter of a point to the 0.75%-1.0% range. 
Furthermore, they said they expected to implement 
another two hikes throughout 2017. In contrast, the 
ECB and the Bank of Japan kept their interest rates at 
current lows and indicated that they continue with their 
asset purchase programs. 

It should be noted that on March 29th, the British Prime 
Minister, Theresa May, proceeded to activate Article 50 
of the EU Treaty, which marks the beginning of the Unit-
ed Kingdom's exit from the EU. Therefore, the two-year 
period (which may be extended by unanimous decision 
of the remaining 27 Member states) during which the 
exit terms and the new framework of bilateral relations 
have to be negotiated is officially open. The UK and the 
EU agree on the interest of avoiding the uncertainty, for 
citizens as well as for companies, associated with both, 
the negotiation process and the exit itself. However, 
there are existing differences on how to approach nego-
tiations, since the UK wants a parallel negotiation of the 
exit process and the future relationship framework, 
while the EU prefers to negotiate the UK exit first and 
not get into details of the future relationship framework 
until at least an agreement on the exit principles has 
been reached on two key issues: the rights of the citi-
zens and the financial arrangement. 
 
Meanwhile, oil prices fell in March, with Brent crude 
being set at an average of $51.30 per barrel, 5.8% lower 
than in February. In year-on-year terms, the price in-
creased by 34.9% (in terms of dollars) or 40.2% (in 
terms of euros), a substantial increase, although signifi-
cantly lower than the increases of more than 70% seen 
in January and February. One of the reasons for the 
price drop is an increase in global oil supply, according 
to the International Energy Agency. Nevertheless, in the 
last week of March the price exceeded $52 per barrel 
once again, due to expectations of an extension of the 
agreement between the OPEC countries and other pro-
ducers to cut of production, which is in force until the 
month of June. 
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Information available for the first quarter of 2017 indi-
cates a strong dynamism of the Spanish economy in 
terms of activity as well as employment, and therefore 
the quarterly growth could match or even exceed the 
one posted in the fourth quarter of 2016. In this regard, 
the Bank of Spain, in its latest projections for the Spanish 
economy, indicates that it has shown very favourable 
behaviour in the initial months, estimating a quarterly 
increase in GDP of 0.8%. This positive start, coupled with 
the competitiveness gains accumulated by the Spanish 
economy and the expansionary financial conditions, ac-
count for the central bank having revised its forecast for 
the year up to 2.8%. The Bank of Spain’s forecast is high-
er than the Government's estimate, which, amid the 
macroeconomic scenario accompanying the General 
State Budget for 2017, still places GDP growth at 2.5% 
for this year, although it admits that it is a very conserva-
tive forecast. 
 
In terms of indicators, on average for the first quarter, 
consumer confidence improved over the already very 
favourable fourth quarter levels and the retail trade con-
fidence remained at very positive levels, in line with the 
evolution of the labour market. Automobile registrations 
posted a first quarter increase of more than 20% and 
domestic sales of large companies continued to grow at 
a healthy pace. 
 
By sectors, the outlook for construction is slightly deteri-
orated due to the expected decline in civil engineering 
contracts and the lack of progress in housing investment. 

DEMAND AND ACTIVITY: the economy speeds up in the first quarter and 
forecasts for 2017 are revised upwards  

On the other hand, the confidence in the industrial sec-
tor and the services sector improved on average with 
respect to the fourth quarter. However, the latest fig-
ures for the industrial production index show a certain 
slowdown, especially in the capital goods and consumer 
goods components. On the other hand, the tourism 
sector continued to show a very positive behaviour in 
the beginning of 2017, registering double-digit increases 
in the entry of tourists over the record figures for 2016. 

THE SPANISH ECONOMY: the Budget for 2017: optimistic revenues, more 

social expenditures and less allocation for economic activities 

The expansionary policy on social spending, coupled 
with the drop in economic affairs and general public 
services, means that the consolidated expenditure 
budget for 2017 is very similar to that of 2016. The fig-
ures for 2017 are, indeed, being compared with the 
Budget passed for 2016, which has not been fully imple-
mented, and therefore, some items increase in relation 
to the budget actually implemented. However, it is 
quite striking that the budgetary policy over the last few 
years has not prioritized expenditures on business activ-
ities, which year after year have seen a decrease in 
terms of weight within the total consolidated expendi-
ture. 
 

On the revenue side, the target is set at €200 billion, a 
7.5% increase over actual revenues in 2016. Thus, tax 
collection would reach the same level as in 2007, year 
that marked the historical highs. 

The closing of 2016, with an improvement over the ex-
pected public deficit target (-4.3% of GDP without finan-
cial aid) together with the Presentation of the General 
State Budget for 2017 are the main developments over 
the last month. Also noteworthy is the strong perfor-
mance of the economy and positive employment figures 
in the first quarter of the year. As for GDP, it could reach 
a quarterly rate of 0.7% - 0.8%, according to preliminary 
estimates, while the number of workers contributing to 
the Social Security in March closed the quarter with a 
remarkable dynamism (3.5% year-on-year).  
 

In terms of the Budget, the General State Budget Draft 
Act indicates that the general government public deficit 
will be set at -3.1% of GDP in 2017, which seems to be 
an ambitious objective, given the expected economic 
slowdown (a GDP growth of 2.5%) and the increase in 
social expenditures, which are increased by 2.7%, with-
out taking unemployment into account.  

Source: European Commission  
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THE LABOUR MARKET: the number of workers registered with the Social 

Security rebounded in the first quarter, up to 3.4% year-on-year 

The number of workers registered with the Social Secu-
rity as contributors increased by 161,752 in March, the 
highest figure for this month in the historical series. By 
sectors, the number of workers increased in all of areas 
except in the agricultural sector. The rise in the services 
sector stands out, with almost 135,000 new contribu-
tors, of which more than 50,000 come from the accom-
modation and food service activities. Thus, the total 
number of workers registered with the Social Security is 
close to 18 million people, a figure not seen since 2009. 
In annual terms, the number of Social Security contribu-
tors increased by 604,209 people, the best posting for 
the month of March since 2007. In addition, the year-on
-year rate continued to rise and stands at 3.5%, bringing 
the rate for the first quarter up by one-tenth to 3.4%.  

PRICES: inflation slows down due to lower energy increases 

In March, oil prices decreased to an average of $51.3 
per barrel, which, in turn, slowed down the year-on-
year increase and, consequently, reduced its impact on 
the general inflation. Thus, in March, inflation stood at 
2.3%, significantly slowing its rate of growth as a conse-
quence of the lower increase in energy prices and the 
deceleration in core inflation to 0.9%.  
 
However, so far in April, oil prices have rebounded again 
to around $54 per barrel, which is likely to have an im-
pact in energy prices and, therefore, in general inflation, 
similar to that of March. Over the next few months, 
overall inflation is expected to gradually approach the 
core inflation rate. 

The general government deficit stood at €48.187 billion 
at the close of 2016, excluding financial aid, equivalent 
to 4.3% of GDP and a reduction of almost 12% com-
pared to 2015. If financial aid is included, the deficit was 
set at 4.5% of GDP in 2016. With these figures, Spain 
complies with the Recommendation of the Council of 
the European Union, who asked for the public deficit to 
be reduced to 4.6% in 2016. 
 
By levels of government, the central government’s 
budget deficit was ever so slightly lower than in 2015, 
standing at -2.5% of GDP. This evolution is due to a de-
crease in non-financial expenditures by the State 
of -1.3% and in revenues of -0.9%.  
 

THE PUBLIC SECTOR: compliance with the public deficit target in 2016 

The negative balance of the Social Security Funds 
amounted to -1.6% of GDP (-1.8% of GDP for the Social 
Security), reaching a historic high. In 2016, the deficit 
increased by €4.946 billion, due to the decrease in 
transfers received from the State in the SEPE (State Em-
ployment Service), which were partially offset by the 
good performance of unemployment benefits, down by 
-9.4%, and Social contributions, up by 3.4% in 2016. 
 
Meanwhile, Autonomous Communities were the ones 
that reduced their deficit the most in comparison to 
2015, reaching -0.8% of GDP (-1.7% previously). Finally, 
Local Governments increased their budget surplus by 
one-tenth to 0.6% of GDP.  


