Spanish economic forecasts panel: January 2020*

Funcas Economic Trends and Statistics Department

Spanish GDP grew by 1.9% in 2019

The consensus is that Spanish GDP grew by 1.9% in
2019, down 0.1pp from the last survey, even though
the forecast for fourth-quarter growth is unchanged at
0.4%. The reason for the trimmed forecast is the
National Statistics Office’s downward revision
of the growth figures for the first three quarters.
Domestic demand is expected to contribute
1.7 percentage points (up 0.2pp from the last
forecast) and foreign demand the remaining 0.2
percentage points (down o0.3pp). The upward
revision of estimated import growth —to 1.3%—
stands out. The estimate for growth in investment
has been raised by o0.1pp, due to a significant
increase in the estimate for investment in capital
goods, partially offset by the reduction in estimated
investment in construction.

Growth forecast for 2020: Unchanged at 1.6%

The consensus forecast for GDP growth in 2020 is
unchanged at 1.6%, with barely any analysts having
changed their forecasts. Flat quarterly growth of
around 0.4% is still expected (Table 2). However,
the composition of that growth has shifted a little
since the last survey, with domestic demand lifted
up by 0.2pp to 1.7%, while the contribution by trade
has been cut by 0.2pp to -0.1%.

Slightly higher estimate for 2020 inflation

As foreshadowed in November, the December
2019 year-on-year rate of inflation stood at 0.8%,
putting the annual average at 0.7%, compared to
1.7% in 2018. The drop in inflation is attributable
primarily to the reduction in energy prices and, to
a lesser degree, slower growth in the cost of non-
processed food.

The forecast is for average annual inflation of
1.1% in 2020, which is up 0.1pp from November
and would mark growth of 0.4pp with respect to
the 2019 rate. The forecasts imply a year-on-year
inflation rate in December 2020 of 1.2% (Table 3).
The forecast for core inflation is unchanged at 1.1%,
which is 0.2pp above the 2019 rate.

Slowing job creation

According to the Social Security contributor
numbers, job creation was a little stronger in the
fourth quarter of 2019 than in the third quarter,
albeit continuing to slow. For the year as a whole,
contributor numbers climbed 2.6%, which is
equivalent to 489,000 new contributors.

In terms of full-time equivalent jobs, the analysts
put employment growth at 2.2% in 2019 and are
forecasting a slowdown to 1.4% in 2020. Both figures
are unchanged from the November consensus
forecasts.

The forecasts for growth in GDP, job creation and
wage compensation yield implied forecasts for
growth in productivity and unit labour costs (ULC).
The former eased by 0.3% in 2019 and is expected
to increase by 0.2% in 2020, while ULCs increased
by 2.2% in 2019 and are expected to increase a
further 1.5% in 2020.

The average annual unemployment rate is expected
to continue to decline to 14.1% in 2019 and 13.5% in
2020 (up 0.2pp from the November survey).

External surplus expected to persist
in 2020

The current account surplus stood at 18.4 billion
euros to October, compared to 19.3 billion euros in
the same period of 2018. That slight reduction is
attributable to a wider income deficit, as the trade
balance was broadly flat year-on-year.

The consensus forecast is for a surplus equivalent
to 1.6% of GDP in 2019 and of 1.2% in 2020, both
of which have been revised upwards —by 0.2pp and
0.1pp, respectively— since November.

The government is expected to miss its
fiscal deficit targets in both 2019 and
2020

In the first 10 months of the year, the deficit
at all levels of government except for the local
corporations stood at 17.5 billion euros, compared
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to 13 billion euros over the same period in 2018,
due to slower growth in revenue (3.8%) relative
to spending (4.9%). The weaker performance is
attributable to the regional governments, which
have moved from surplus into deficit territory,
more than offsetting the deficit reduction at the
state level. The Social Security deficit was more or
less similar year-on-year.

Nearly all of the analysts expect the 2019 deficit
to come in above the government’s target as set
in October. The consensus forecast for 2020 is
similarly above the government’s target (by 0.5pp).
Some of the analysts caution, moreover, that they
have yet to factor in the coalition government’s
recently announced spending and revenue
measures.

The outlook for the international
environment has become slightly less
negative

The global economy is trending in line with
expectations as of November. The main economic
activity indicators, such as the PMI readings,
suggest that the manufacturing sector continues
to contract due to the sharp slowdown in global
trade and adaptation difficulties in certain sectors,
such as the car industry. The services sector,
meanwhile, continues to expand, driven by growth
in consumption and the resilience of the labour
market.

In its January outlook, the IMF cut its forecast for
global growth in 2019 by 0.2pp to 2.9%, and
for 2020 by 0.1pp to 3.3%. The IMF believes that
the economy will rebound slightly, within the context
of global economic weakness, thanks to the
expected rebound in trade as a result of the easing
of tensions between the US and China (phase one
of the trade deal). The monetary stimuli delivered
by the main central banks are also expected to
contribute to putting a floor on the slowdown.

Most of the analysts view the external environment
as unfavourable, in both the EU and globally. They
have become slightly less pessimistic about the
outlook for the months to come, however. None
of them expects the international environment
outside of the EU to deteriorate in the near future
(whereas three of them did in November). And just
one thinks that the outlook will get worse in the EU
(versus three in November).
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Monetary policy set to remain
expansionary

Monetary policy has been characterised by
continuity ever since the Draghi era. The prospects
for ECB benchmark rates and asset purchase
volumes under the programme (APP) are the same
as in November. The ECB continues to expect
economic weakness in Europe, making it unlikely
that inflation will close in on the target rate of
close to 2% in 2020. However, during her last
presentation, Christine Lagarde flagged certain
signs of improvement. Elsewhere, banks are
showing more signs of interest in the new targeted
long-term refinancing operations programme
(TLTRO-III) as the last series’ operations mature.

12-month EURIBOR remains firmly anchored in
negative territory, up slightly since November. The
yield on 10-year Spanish bonds also remains low
and will continue to do so judging by the success of
recent Treasury placements.

The analysts remain unanimous about the
expansionary nature of monetary policy. The yield
on the 10-year bond is barely expected to move in
the next few months and is forecast at 0.58% at the
end of 2020, marginally down from the last forecast
of 0.60%. 12-month EURIBOR is expected to
remain in negative territory for the entire forecast
horizon, at similar readings to those forecast in
November. The majority of analysts believe that
the prevailing accommodative monetary policy is
what the Spanish economy needs right now (similar
stance to that expressed in the last survey).

Euro stability against the dollar

Since November, the euro has been trading
sideways against the dollar, oscillating at around
1.11, despite the fact that the US economy has been
outperforming the EU. The analysts are forecasting
an exchange rate of EUR/USD1.13 at the end of the
projection period, up USDo0.01 from the last report.

Fiscal policy should be neutral
or contractionary

There is no major change in the analysts’ assessment
of fiscal policy. A solid majority believes that it is
expansionary. Moreover, their opinion with respect
to what line fiscal policy should take has remained
consistent. All except one believe it should be
neutral or contractionary.
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Source: Funcas Panel of Forecasts.

* The Spanish Economic Forecasts Panel is a survey run by Funcas which consults the 19 research departments listed in
Table 1. The survey, which dates back to 1999, is published bi-monthly in the months of January, March, May, July,
September and November. The responses to the survey are used to produce a “consensus” forecast, which is calculated as
the arithmetic mean of the 19 individual contributions. The forecasts of the Spanish Government, the Bank of Spain, and the
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main international organisations are also included for comparison, but do not form part of the consensus forecast.
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Table 1
Economic Forecasts for Spain - January 2020

Average year-on-year change, as a percentage, unless otherwise stated

GDP Household Public Gross fixed GFCF GFCF Domestic
consumption consumption capital formation | machinery and construction demand

capital goods

2019 2020 2019 2020 2019 2020 2019 2020 2019 2020 2019 2020 2019 2020

Analiscas Financieros 19 17 12 15 21 19 24 25 46 21 16 34 16 18
nternacionales (AFI)

Axesor 20 1.6 1.0 1.2 1.8 1.3 36 22 24 1.9 3.6 26 1.6 1.4
BBVA Research 1.9 1.6 12 1.4 22 1.7 27 26 39 32 1.7 1.4 1.7 1.7
Bankia 1.9 1.5 1.2 1.4 22 2.0 2.5 24 32 2.8 1.8 1.7 1.7 1.7
CaixaBank Research 1.9 1.5 1.2 1.6 23 1.8 238 2.8 5.1 53 1.4 1.1 1.7 1.9
Céamara de Comercio

He\Espara 20 1.7 [N 1.2 23 22 3.1 28 4.0 38 29 26 1.7 1.9
Cemex 1.9 1.6 11 1.3 22 20 27 2.1 35 30 20 1.8 1.6 1.5
Centro de Estudios Economia de

Madrid (CEEM-URJC) 20 1.6 11 1.3 22 1.8 27 23 34 26 2.1 22 1.6 1.6
Centro de Prediccion Econémica

(CEPREDE-UAM) 2.0 1.7 12 1.0 2.1 1.5 2.5 33 2.6 2.1 2.1 36 1.7 1.5
CEOE 1.9 1.6 1.1 1.2 22 2.0 2.5 1.8 33 2.0 22 1.4 1.6 1.5
Equipo Econémico (Ee) 2.0 1.8 1.5 1.5 1.9 1.8 25 3.0 24 25 3.0 37 1.6 1.7
Funcas 1.9 1.5 1.3 1.5 22 1.4 2.8 1.9 38 2.7 1.9 1.0 1.8 1.6
Instituto Complutense de Analisis

Econémico (ICAE-UCM) 1.9 1.7 12 1.8 1.4 1.8 30 39 42 55 23 44 1.9 1.9
'(ng)‘”m o neltes (EEeniliees 19 15 Ll 12 22 21 23 16 32 18 21 13 15 1.4
Intermoney 1.9 1.6 1.1 12 2.1 1.5 24 20 35 22 1.8 1.9 1.7 1.6
Repsol 1.9 1.5 12 1.3 22 22 3.1 29 55 7.0 1.8 -0.1 1.7 1.7
Santander 1.9 1.7 12 1.4 22 1.7 29 2.6 43 35 1.9 2.1 1.8 1.8
SolcizzaReciolilascaec el 19 15 12 13 22 20 24 23 44 30 17 20 17 17
Y Group Companies

Universidad Loyola Andalucia 1.9 1.6 1.2 1.4 22 1.8 2.8 22 37 2.7 2.1 1.9 1.7 1.6
CONSENSUS (AVERAGE) 1.9 1.6 12 1.4 2.1 1.8 27 25 37 3.1 2.1 2.1 1.7 1.7
Maximum 2.0 1.8 1.5 1.8 2.3 22 3.6 39 55 7.0 3.6 4.4 1.9 1.9
Minimum 1.9 1.5 1.0 1.0 1.4 1.3 2.3 1.6 24 1.8 1.4 -0.1 1.5 1.4
Change on 2 months earlier' -0.1 0.0 0.1 02 0.0 0.1 0.1 0.1 0.5 0.4 -0.3 -0.2 0.2 0.2
- Rise? | | 10 10 6 7 10 7 9 8 6 5 12 1
- Drop? 5 | 2 | 5 5 3 5 6 4 10 8 0 |
Change on 6 months earlier' -0.4 -03 -0.6 -0.3 0.2 0.2 -1.4 -1.0 -0.8 -0.4 -2.1 -1.6 -0.6 -0.3

Memorandum items:

Government (October 2019) 2.1 1.8 0.9 1.2 2.0 1.5 3.1 3.0 - - - - - --
Bank of Spain (December 2019) 2.0 1.7 12 1.6 22 1.7 27 33 4.1 49 1.4 1.6 - -
EC (November 2019) 1.9 1.5 0.8 1.0 2.0 1.5 25 25 1.9 23 - - - -
IMF (January 2020) 20 1.6 - - - - - - - - - - - -
OECD (November 2019) 2.0 1.6 1.2 1.8 23 1.6 28 3.6 - -- - - 1.7 2.1

' Difference in percentage points between the current month’s average and that of two months earlier (or six months earlier).
2 Number of panellists revising their forecast upwards (or downwards) since two months earlier.
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Spanish economic forecasts panel: January 2020

Table 1 (Continued)
Economic Forecasts for Spain - January 2020

Average year-on-year change, as a percentage, unless otherwise stated

Exports of Imports of CPI (annual av.) Core CPI Labour costs® CJ/A bal. of Gen. gov. bal.

Unempl.
goods & goods & (annual av.) (% labour force) | payments (% of [ (% of GDP)®
GDP)*

services services

2019 2020 2019 2020 2019 2020 2019 2020 2019 2020 2019 2020 2019 2020 2019 2020 2019 2020

ﬁ‘]’t‘:'r':;ifof:zg;cggg 22 32|09 35 |07 10 |09 12| - - | 22 16 | 142 136 | 16 12 | 23 2l
Axesor 23 26 |08 30 |08 I3 | 11 LI | 06 04 | 23 16 | 141 I35 | 17 12 | 23 20
BBVA Research 20 26 | 16 30 | 07 10 |09 10 | 22 20 | 2l 14 | 142 135 | 17 12 | 24 22
Bankia 20 24 | 14 30 |07 13|09 LI | 21 16 | 2 14 | 141 133 | 18 15| - -

CaixaBank Research 17 21 |10 33 |07 10 |09 12| 22 26 | 22 14 | 142 136 | 16 13| 23 -20
@t 18 21 | 10 30 |06 LI |09 LI - - | 21 10 | 142 136 | 19 14 | 24 21

pafia

Cemex 19 25 |12 25 |07 10 |09 10 | - ~ 22 a5 | 4 32 15 10 | 25 22
S (dgésrﬁf_'fjgjs(gc°“°"“a de 20 25 |10 26 |07 0l |09 12| ~ o~ | 21 13 | 141 136 | 17 10| 25 22
%é‘;%gf&dﬁ)“é" Econdmica 53 34 | j4 28 |07 LI | - - | 23 17 | 22 15 | 142 137 | 14 07 | -9 -5
CEOE 19 19 |12 19 |07 08 |09 09| 21 19 | 22 16 | 141 132 | 17 14| 24 25
Equipo Econémico (Ee) 20 25 | 08 26 |07 14 |09 13| 18 16 | 2 16 | 140 132 | 12 10 | 25 23
Funcas 20 25 | 17 26 |07 09 |09 10 | 21 LI | 22 14 | 142 135 | 16 15 | 25 -24
'E“cs;‘:gﬁig('l‘“gk'éfasce;)e Andlisis 50 19 |15 33 |08 12 |08 10| - -~ | 20 16 | 140 131 | 07 06 | 23 -l
'(ng)‘“w de Estudios Econdmicos 55 19 | ;18 |07 08 | 09 09 | 21 20 | 22 15 | 141 133 | 18 15 | 26 28
Intermoney 20 27 | 16 30 |08 LI |10 10 | - ~ 22 14 |4 134 15 13 | 24 -

Repsol 20 21 | 16 28 | 07 LI |09 10 | 19 20 | 22 15 | 141 134 | 16 13| 23 23
Santander 20 22 | 16 25 | 07 LI |09 13| 16 18 | 22 LI | 143 137 | 17 16| - -

3°g‘;§: 'ée;:an?:gCiad°s y 20 21 | 11 26 |07 10 |08 10 | - w20 12 | 142 137 | 18 16| 25 22
Universidad Loyola Andalucia 20 25 | 15 26 | 07 09 | 10 09 | 2 s |4 135 | 16 14| 23 20
CONSENSUS (AVERAGE) 20 24 |13 28 o7 1 oo | w9 17| 22 14 | 14 135 | e 12 | 24 22
Maximum 23 34 | 17 35 | 08 14 | LI 13| 23 26 | 23 16 | 143 137 | 19 16 | -19 -5
Minimum 17 19 |08 18 |06 08 |08 09 06 04 20 10 | 140 I3 | 07 06 | 26 -28
Change on 2 months earlier' 0.1 0.1 0.6 0.4 0.0 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.2 0.2 0.1 -0.1 -0.2
- Rise? 2 7 s 3| 2 5 | 2 2 3 4 | 3 7 " 8 7 I 2

- Drop? I 6 | o0 I I 3 2 3 2 3 5 0 I 3 5 | 6 8

Change on 6 months earlier! 04 01 03 01 |04 02|01 01| ol 02| 00 03| 04 08 | 10 07| -0 -03
Memorandum items:

Government (October 2019) 17 23 | o1 20 | - w21 22 23 20 | 138 123 | 18 16| 20 -7
Bank of Spain (December 2019) 1.8 23 | 10 33 |087 120 | 110 |40 | ~ 20 13 | 142 138 | - - |25 a2l
EC (November 2019) 200 23 | 05 20 [090 11O | .~ | 24 22| 22 10 | 139 133 | 24 25 | 23 22
IMF (January 2020) - - - - - - - - - -- - - -- - - - - -

OECD (November 2019) 16 13| 10 30 (08P LIO | 11® 130 23 19 | 21 09 | 142 141 | 16 13 | 22 -8

4 In National Accounts terms: full-time equivalent jobs.

Difference in percentage points between the current month’s average and that

of two months earlier (or six months earlier). 5 Current account balance, according to Bank of Spain estimates.
2 Number of panellists revising their forecast upwards (or downwards) since two ¢ Excluding financial entities bail-out expenditures.

months earlier. 7 Harmonized Index of Consumer Prices (HIPC).
3 Average earnings per full-time equivalent job. 8 HIPC excluding energy and food.
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Quarterly Forecasts — January 2020

19-1Q 19-1Q 19-llQ 19-lVvQ 20-1Q 20-1Q 20-1Q 20-1VQ
GDP! 0.5 0.4 0.4 0.4 0.4 0.4 0.4 0.4
Euribor 1 yr 2 -0.11 -0.19 -0.34 -0.26 -0.24 -0.24 -0.22 -0.21
Government bond yield 10yr2  1.13 0.50 0.18 0.44 0.46 0.51 0.53 0.58
ECB main refinancing 0.00 000 000 000 000 000 001 001
operations interest rate
Dollar / Euro exchange rate 2 1.13 1.13 1.10 1.11 1.12 1.12 1.12 1.13
Forecasts in yellow.
' Qr-on-qr growth rates.
2 End of period.
CPI Forecasts — January 2020
Year-on-year change (%)
Jan-20 Feb-20 Mar-20 Apr-20 Dec-20 Dec-21
0.9 0.8 0.8 0.7 1.2 1.4
Opinions — January 2020
Number of responses
Currently Trend for next six months
Favourable  Neutral Unfavourable Improving Unchanged Worsening
International context: EU 0 4 15 6 12 1
International context: Non-EU 0 6 13 4 15 0
Is being Should be
Restrictive Neutral Expansionary Restrictive Neutral Expansionary
Fiscal policy assessment! 0 3 16 6 12 1
Monetary policy assessment' 0 0 19 0 5 14

' In relation to the current state of the Spanish economy.
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