Spanish economic forecasts panel: July 2022*

Funcas Economic Trends and Statistics Department

Consensus 2022 GDP forecast trimmed
0.1pp to 4.2%

The revised first-quarter GDP figure revealed
growth of 0.2%, shaped by a slump in private
consumption and a sharp increase in investment
in capital goods and in exports of non-tourism
services. Tourism service exports continued to
recover, albeit at a slower rate than in the two
preceding quarters due to the restrictions imposed
in a number of countries towards the end of the year
in an attempt to curtail the spread of the Omicron
variant.

Leading indicators for the second quarter point to
accelerating growth, fuelled by services, especially
a major recovery in tourism. Sector sources are
expecting the summer season to be nearly as strong
as before the pandemic. Nevertheless, towards the
end of the year, growth could come under pressure
from the sharp rise in inflation, the uncertainty
surrounding the war in Ukraine and its impact on
the energy markets (particularly gas supplies).

Growth for the second and third quarters is
estimated at 0.4%-0.5%, whereas the consensus
forecast for the last quarter is for growth of 0.3%,
down from the levels forecast at the time of the May
survey (Table 2). As a result, the consensus forecast
for GDP growth in 2022 has been trimmed by 0.1pp
to 4.2%, with net trade expected to contribute
1.6 percentage points of the total, the highest
level since 2012, thanks to the normalisation of
international tourism.

Uncertainty weighing on forecasts for
2023

The lower rate of growth now forecast for the second
half of the year has a more pronounced effect on
the 2023 forecast, which, as a result of the reduced
carryover effect, has been cut by 0.5pp to 2.5%.
Quarterly growth is expected to gather momentum
as the year unfolds, with rates forecast at between
0.7% and 1% (Table 2). Net trade is expected to
detract slightly from growth in 2023.

Inflation continues to top expectations

In June, the headline inflation rate increased to
10.2%, significantly above expectations, with core
inflation also rising sharply to 5.5%.

The average rate of headline inflation forecast for
this year has been increased once again, to 7.9%, up
one percentage point from May, while the headline
inflation forecast for 2023 has also been revised
upwards by 0.9 points to 3.1%. Recall that just last
January, the consensus forecast for this year was for
an average annual rate 3.5%. The forecasts for core
inflation have been increased by similar amounts
10 4.6% and 3.3% for 2022 and 2023, respectively.

Brighter outlook for unemployment

The favourable trend in unemployment in the first
quarter, coupled with ongoing healthy job dynamics
throughout the second quarter, according to
the Social Security contributor reports, have
prompted the analysts to raise their forecasts for
growth in employment and lower their forecasts
for unemployment. Specifically, the average
unemployment rate estimated for this year has been
lowered by 0.2pp to 13.5%, falling to 13.1% in 2023.

The forecasts for growth in GDP, job creation and wage
compensation yield implied forecasts for growth in
productivity and unit labour costs (ULC). Productivity
per FTE job is expected to increase by 0.8% this year
and by 0.1% in 2023. Meanwhile, ULCs are expected to
increase by 1.8% in 2022 and by 2.5% in 2023.

Trade surplus continues

To April, Spain presented a current account deficit
of 4.13 billion euros, compared to a surplus of
535 million euros in the same period of 2021, as a
result of sharp deterioration of the trade surplus
and a wider income deficit.

The balance of payments deficit presented in the
first few months of the year is highly seasonal. In
fact, the analysts are forecasting a surplus for the
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year as a whole equivalent to 0.5% of GDP, down
0.1pp from the last set of forecasts. The consensus
forecast for 2023 has been raised by o0.2pp
t0 0.9%.

Public deficit projected at 4.7% in 2023

The fiscal deficit, excluding local authorities,
amounted to7.89 billion euros in the first four months
of 2022, compared to 26.87 billion euros in the same
period of 2021. The improvement was driven by
growth in revenue of 16 billion euros and a reduction
in expenditure of 3 billion euros. The improvement
is evident across all levels of government.

The analysts expect the overall deficit to come down
this year and next. They have lowered their deficit
forecasts for 2022 and 2023 by 0.3pp and 0.1pp,
respectively, compared to May. Specifically, they
are forecasting a deficit of 5.2% of GDP in 2022 and
of 4.7% in 2023. Note that those forecasts are more
pessimistic than those of the Spanish government
and the Bank of Spain.

Geopolitical tensions and the energy
crisis are clouding the international
outlook

Concern about global economic prospects has
intensified since the last survey. The OECD’s June
forecasts call for global growth of 3% this year,
down almost 1.5 points from its prior estimate, and
the organisation has flagged the risk of stagflation.
The invasion of Ukraine has compounded existing
tensions in the energy and commodity markets,
spilling over to other prices and driving inflation
to levels not seen in the developed world since the
1980s. Importing nations, notably the EU, are facing
a loss of purchasing power that is weighing on the
recovery expected in the wake of the pandemic.
The inflationary environment is prompting monetary
policy tightening, with the Federal Reserve at the
fore, followed by the ECB.

Virtually all of the analysts surveyed view the
external climate as unfavourable, both in the EU
and beyond, an assessment unchanged from the last
Panel. Moreover, a wide majority of analysts believe
this negative environment will persist or deteriorate
in coming months.

The central banks’ task is becoming
thornier

Monetary policy faces the tricky task of curbing
inflation without derailing the recovery and
sparking new financial risks. The main central
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banks have accelerated the reversal of their
monetary stimuli. In June, the ECB put an end to
its debt purchase programme, forcing the member
states to finance their new issues in the market,
without the direct support of the central bank. It is
also getting ready to raise its key rates (emulating
the Federal Reserve which has already increased its
benchmark rate three times and announced further
increases for the months to come). The challenge
is to contain second-round effects from energy
inflation without sparking financial fragmentation
in the eurozone of the calibre seen in 2011. Indeed,
when sovereign risk premiums began to rise last
month, the ECB stepped in with an extraordinary
meeting, announcing the upcoming rollout of an
anti-fragmentation instrument, the details of which
are still unknown.

The markets have taken stock of the shift in
monetary policy. 12-month forward EURIBOR
(the leading indicator for the trend in the deposit
facility rate, controlled by the ECB) has increased
from close to 0.25% in May to nearly 1% at the time
of writing. The yield on Spain’s 10-year bonds has
widened slightly since May and is currently trading
at around 2.3%. The risk premium stands at around
110 basis points, down from the level at which it was
trading before the ECB’s extraordinary meeting.

The analysts believe that market rates will continue
to climb higher throughout the projection period
(Table 2). The consensus forecast is that EURIBOR
will reach 1.8% by the end of 2023, compared to 1%
in May, and that the yield on the 10-year bond will
end up at 3%, up 0.5pp from the May forecast.

Euro depreciation against the dollar

The markets believe the US economy is better
positioned than the European economy to withstand
the geopolitical and energy shocks, as is evident in the
forecast trend in interest rates. That spread is drawing
capital flows to the US and is in turn mirrored in the
trend in the rate of exchange between the two regions’
currencies. The dollar is currently trading at close to
parity, compared to $/€1.04 in May. The analysts
expect the euro to continue to trade below the long-
run average exchange rate throughout the projection
period (Table 2).

Macroeconomic policy remains
expansionary

The analysts remain virtually unanimous about the
expansionary character of the prevailing
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macroeconomic policies (Table 4). A growing
number of them believes, however, that those
policies should be more neutral with respect to the
cycle, or even contractionary. Lastly, the ECB is
expected to start to increase one of its key rates —the
deposit facility rate— sharply from the third quarter, to
around 1%, which is 75 bps more than was expected
at the time of our last survey.

Exhibit 1

Change in forecasts (Consensus values)

Annual rates in %

1.2 Domestic Demand 1.3 CPI
7.0 1.1 GDP 8.0 7 8.6 q
6.0 7.6 1
5.0 6.0 1 6.6
5.6 A
4.0
4.0 A 4.6
3.0 36 -
2.0 e fOr 2021
’ 2.0 A 26 1 for 2022
1.0 e fOT 2021 e for 2021 16 -
for 2022 for 2022
00 +—7/—"—7—7—"7—7—7—7—7— 00 06— T
NN AN N SR N D DD MDD DD
v P DDA DD Y P > Al ARG RN U
@’5‘ be* N R éd\ & Q'Z;‘ szﬁ © @’b‘ @fb* N R éd\ & @fo‘ szﬁ © W© @fb* NN %d\ & & &* »©
Forecastdate Forecastdate Forecastdate

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
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 - July 2022

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

2022 2023 2022 2023 2022 2023 2022 2023 2022 2023 2022 2023 2022 2023

ﬁ’t‘:'r';;ifo';';‘gcg;’lj 43 30 16 40 1.5 09 59 25 104 33 21 22 25 29
BBVA Research 41 18 19 23 03 16 98 69 172 44 45 8.7 30 3.1
CaixaBank Research 42 24 1.5 3.1 0.0 0.8 6.7 3.6 12.4 25 2.4 43 22 2.7
Céamara de Comercio de Espafia 43 2.8 2.0 2.0 0.6 0.7 45 2.7 10.6 53 1.2 1.2 2.8 25
Centro ("CEEESIEI‘TJ?RJSCE)‘°"°”“‘3 i 39 20 18 28 1.0 0.l 66 32 95 45 50 25 26 22
(CC‘*Q;;"E‘*D‘*EE?;;“"" EC il 49 26 13 33 1.0 12 84 65 12.7 52 43 73 26 36
CEOE 42 32 3.0 27 22 13 74 54 122 68 33 47 3.0 27
Equipo Econémico (Ee) 44 3.0 22 25 2.1 19 64 49 64 59 48 41 3.0 34
EthiFinance Ratings 43 29 1.4 33 1.7 1.5 6.9 59 - - -- - - --

Funcas 42 20 18 20 06 15 50 28 9.1 1.0 I 38 2.1 20
'E":;'rfg;"lg(’{‘gk‘éeﬁsgwf)e (RIS 26 30 28 09 1.4 67 59 129 7.0 33 66 30 29
'('I‘Eg)‘“m i s eltes [Feieiees 39 28 30 24 23 17 57 46 7.9 7.0 29 28 27 25
Intermoney 39 24 1.0 3.0 06 15 64 43 8.3 48 44 38 20 19
Mapfre Economics 41 30 19 18 0.9 0.9 72 23 - - - - 26 33
Oxford Economics 45 20 27 28 03 17 72 39 48 25 42 5.1 26 24
Repsol 37 23 13 12 08 07 60 17 139 18 04 15 16 Il
Santander 40 25 15 28 08 09 60 69 123 88 15 5.1 25 3.0
Metyis 38 25 24 32 12 13 64 38 12.3 42 33 38 3.0 29
Universidad Loyola Andalucia 4.1 2.6 3.0 23 2.0 2.1 87 9.8 10.0 5.0 32 36 33 23
CONSENSUS (AVERAGE) 42 25 20 26 1.0 12 67 46 107 47 3.0 42 26 26
Maximum 49 32 3 40 23 2.1 98 98 172 88 50 87 33 36
Minimum 37 18 1.0 12 08 0.1 45 17 48 1.0 .04 12 16 LI
Change on 2 months earlier' -0.1 -0.5 -0.9 -0.2 -0.4 -0.2 0.7 -1 2.5 -1.2 -0.8 -1.3 -0.7 -0.3
- Rise? 2 I 2 5 2 4 9 4 " 3 4 2 I 7

- Drop? 7 " 13 7 " 8 5 9 I 8 8 9 " 7

Change on 6 months earlier' -1.4 - -33 - -1.0 - -1.3 - 27 - -4.6 - -2.3 --

Memorandum items:

Government (April 2022) 43 35 4.1 27 20 22 9.3 7.5 1.1 59 52 8.6 4.6 36
Bank of Spain (June 2022) 4.1 2.8 1.4 4.9 -0.2 0.4 6.5 2.1 - - - - 2.1 32
EC (May 2022) 40 34 08 38 05 04 83 58 130 55 42 68 20 34
IMF (April 2022) 48 33 52 34 06 04 45 52 - - - - 40 30
OECD (June 2022) 41 22 0.l 32 12 13 74 47 - - - - - -

' 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.
3 Contribution to GDP growth, in percentage points.
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Table 1 (Continued)
Economic Forecasts for Spain - July 2022

Spanish economic forecasts panel: July 2022

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

Exports of goods &
services

Imports of goods &
services

CPI (annual av.) Core CPI (annual av.)

2022 2023 2022 2023 2022 2023 2022 2023
ﬁ]'t‘:'r':;ifof:;‘;’;‘ﬁ;l; 124 34 | 75 3.1 72 25 46 29
BBVA Research 14.4 3.1 11.8 6.7 79 32 5.0 4.0
CaixaBank Research 10.9 1.6 54 22 8.0 2.6 4.6 3.0
dceé'é‘:;:ﬁ‘;e Comemae s 45 | 68 44 76 33 41 3.0
Centro de Estudios
Economia de Madrid 12.1 48 8.6 53 82 4.6 5.9 43
(CEEM-URJC)
Centro de Prediccién
Econémica (CEPREDE- 152 42 9.2 7.0 8.6 34 - -
UAM)
CEOE 1.3 6.9 83 6.0 72 22 4.5 3.0
Equipo Econémico (Ee) 1.5 28 82 39 8.1 4.0 4.6 4.1
EthiFinance Ratings 14.9 2.6 1.0 30 78 29 48 2.0
Funcas 13.0 33 74 3.6 88 4.8 4.9 39
Instituto Complutense
de Analisis Econémico 10.3 5.6 72 6.9 85 3.0 4.7 34
(ICAE-UCM)
L":;:fgfn"lf:sifé‘g'“ 94 63 | 58 56 | 75 25 50 30
Intermoney 1.5 35 6.4 48 72 24 3.6 2.0
Mapfre Economics 12.2 2.6 6.3 1.0 82 3.6 4.7 42
Oxford Economics 1.7 1.7 6.3 28 77 24 4.5 2.0
Repsol 1.4 88 53 6.1 85 29 48 29
Santander 11 0.7 73 25 76 32 43 38
Metyis 12.3 38 72 4.9 73 29 34 2.4
niversidad Loyola N4 44 | 79 35 | 79 24 46 5.1
&9,2‘&2‘2;’5 120 39 | 76 44 | 79 3.0 46 33
Maximum 152 8.8 1.8 7.0 8.8 4.8 5.9 5.1
Minimum 9.4 0.7 53 1.0 72 22 34 2.0
Change on 2 months 13 -5 | 0 -0 | 10 09 10 09
- Rise? I | 6 | 17 18 16 16
- Drop? 4 13 9 12 0 0 0 0
Chapge on 6 months 08 N 19 . 44 N 26 .
earlier'
Memorandum items:
a‘;?{ S5y 78 62 | ol 65 - - - -
53’:]'; ‘ifoszgz;i" 25 29 | 70 40 720 260 | 320 220
EC (May 2022) 13.6 4.6 83 48 63 ™ 180 39@ 27®
IMF (April 2022) 8.6 37 0.6 3.0 53 1.3 - --
OECD (June 2022) 13.7 25 75 48 8.1 480 450 450

Wage C/A bal. of

Gen. gov. bal.
earnings®

(% of GDP)*

Unempl.
(% labour force)

2022 2023 2022 2023 2022 2023 2022 2023 2022 2023
- - 29 1.4 134 130 | 04 LI 50  -38
26 38| 38 06 13.0 129 | - - - -
34 34| 38 1.7 13.0 126 | 01 13| 55 .48
- - 32 1.9 13.9 134 | 08 04| 59 .55
- - 28 1.8 133 128 | 05 00 | -5.1 42
17 27| 36 Il 14.0 139 | 11 17| 58 .48
20 18| 3. 28 137 129 | 00 05| 52 .45
30 24| 30 2.1 13.1 127 | 09 07| 50  -44
- - - - 136 130 | 05 08| -50 -4l
25 35| 3. Il 127 18 | 07 02| -47 45
- - 30 16 13.4 130 | 09 07| 50 @ -47
20 18| 30 2.4 14.1 135 | -05 00| 55 .49
- - 6.7 132 142 132 | 06 - 56 48
25 20| 32 02 13.3 143 | 08 29 | -47 53
- - - 13.0 134 | 06 15| 52 .47
35 20 | 3.1 1.7 136 129 | 00 05| -47 .48
- - - - 135 134 | - - - -
- 30 28 133 128 |10 09| 52 50
- - 29 24 137 129 | - - - -
26 26 | 34 24 13.5 130 | 05 09 | 52 47
35 38| 67 132 142 143 | 11 29 | 47 38
17 18| 28 02 127 18 |-05 00| 59 .55
02 03| 05 05 02 o1 |01 02 03 0.1
5 5 8 3 2 2 4 2 6 2
o I 6 10 5 3 4 2 3
09 - | -06 - 07 - |08 - 02 -
- - 30 1.7 128 17 |-04 03| 50 -39
-~ | 469 150 130 28 | - - 46 45
28 30 | 33 16 134 130 | 18 21 49 44
- - - 134 130 | 03 04| 70 53
- - - 13.6 139 | 10 ol 50 42

" 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.

3 Average earnings per full-time equivalent job.
4 In National Accounts terms: Full-time equivalent jobs.

5 Current account balance, according to Bank of Spain estimates.
¢ Excluding financial entities bail-out expenditures.

7 Harmonized Index of Consumer Prices (HICP).

8 Harmonized Index excluding energy and food.

9 Hours worked.
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Table 2

Quarterly Forecasts — July 2022

22-1Q 22-11Q 22-l1Q 22-lVvQ 23-1Q 23-1Q 23-l1Q 23-lVQ
GDP! 0.2 0.5 0.4 0.3 0.7 0.9 1.0 0.9
Euribor 1 yr 2 -0.24 0.84 1.15 1.41 1.65 1.80 1.82 1.82
Government bond yield 10 yr2 1.22 2.63 2.59 2.74 2.86 2.96 2.97 2.98
SRS E CEMEUCI 000 000 048 088 120 133 142 146
operations interest rate
ECB deposit rates 2 -0.50 -0.50 0.03 0.40 0.69 0.87 0.94 0.99
Dollar / Euro exchange rate 2 1.10 1.06 1.04 1.04 1.05 1.06 1.06 1.07
Forecasts in yellow.
" Qr-on-qr growth rates.
2 End of period.
Table 3
CPI Forecasts — July 2022
Year-on-year change (%)
Jun-22 Jul-22 Aug-22 Sep-22 Dec-22 Dec-23
10.2 9.1 8.6 7.8 6.1 2.3
Table 4
Opinions — July 2022
Number of responses
Currently Trend for next six months
Favourable Neutral Unfavourable Improving Unchanged Worsening
International context: EU 0 2 17 0 8 11
International context: Non-EU 1 2 16 1 10 8
Is being Should be
Restrictive Neutral Expansionary Restrictive Neutral Expansionary
Fiscal policy assessment! 0 4 15 3 8 8
Monetary policy assessment' 1 3 15 8 8 3

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