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The Spanish economy will contract by
10.8%, worse than previously expected

The available indicators suggest that, following the
sharp contraction sustained in the second half
of March as a result of the measures adopted to
curb the pandemic, GDP hit bottom in April and
embarked on a recovery in May which picked up
steam in June as the various lockdown restrictions
were rolled back.

The consensus GDP forecast for 2020 is for a
contraction of 10.8%, up from 9.5% in our last
report, with nine of the panellists having become
more pessimistic (Table 1). The quarterly pattern
forecast is as follows: -17% in 2Q20, +13.1% in
3Q20 and +3.9% in 4Q20 (Table 2).

Both domestic demand and foreign demand are
forecast to detract from GDP growth. The former
is expected to erode GDP by 10.1 percentage points
(1.2 points more than in the last set of forecasts)
and the latter by 0.7 percentage points. The analysts
agree that the various components of private
demand will be hit hard but their forecasts fall
within a wide range, particularly with respect to
investment. Foreign trade is similarly expected
to sustain a significant fall, although it is worth
noting a slight improvement in the forecast for
the drop in imports compared with the last report.
Public spending is the only component expected to
stay clearly in positive territory.

The consensus growth forecast for 2021
has increased to 7.2%

The consensus forecast for growth in 2021 stands
at 7.2%, which is up 1.1 percentage points from the
May report, with the following quarterly growth
profile: 1.1%, 1.3%, 1.1% and 0.8% (Table 2).
That means that the recovery in 2021 will remain
incomplete, serving to only partially mitigate the
contraction sustained in 2020.

The rebound in 2021 should be driven mainly
by renewed domestic demand -forecast to
contribute 6.4 percentage points to growth— with

all components recovering, while growth in public
spending eases. Foreign trade is expected to
contribute 0.8 percentage points to growth in 2021.

In the event of a major second wave
in Autumn, the 2020 GDP contraction
could widen to 14.3%

In the event of a new outbreak in Autumn of a
magnitude requiring fresh lockdown measures,
whether full or partial, the contraction in GDP
in 2020 could, according to the analysts who
answered this specific question, widen to 14.3%.
It is worth highlighting the fact that there is a
6.7 percentage-point difference between the highest
and lowest estimate in this respect. The growth
forecast for 2021 in such a scenario would fall to
5.9% Note that one analyst has already factored such
a scenario into his/her baseline forecasts.

Lack of inflationary pressure in 2020
and 2021

The onset of the pandemic triggered an
unprecedented correction in crude prices that
trickled through to inflation, which remained in
negative territory throughout the second quarter
(compared to growth of close to 1% at the start of
the year). However, in recent weeks, oil prices have
been staging a recovery and are currently trading at
over $40 per barrel, prompting the analysts to revise
their inflation forecasts slightly higher.

Specifically, the consensus forecast for average
inflation in 2020 has increased by 0.2 percentage
points to -0.2%. The forecast for 2021 has also been
raised by 0.1 percentage points to 1%. The estimates
for core inflation have been raised to 0.9% in 2020
and 2021.

The year-on-year rates forecast for December
2020 and December 2021 stand at 0% and 1.2%,
respectively (Table 3).
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Employment has been rising since May,
albeit without making up all the ground
lost

Following the sharp initial impact on employment
at the start of the COVID-19 crisis, when nearly
800,000 social security contributors were
lost by comparison with February (using the
monthly averages), the numbers improved in
May and June. A similar trend is evident in the
furlough scheme numbers. Out of an initial
3.3 million people who were initially affected,
1.5 million returned to work by the end of June.

The consensus forecast for employment, in terms
of full-time equivalents, is for a contraction of
6% in 2020 and a recovery of 2.4% in 2021. That
would put the average unemployment rate at
19.1% this year and 18% in 2021.

External surplus to narrow in 2020 and
2021

To April, Spain presented a current account
deficit of 2.4 billion euros, compared to a
surplus of 900 million euros in the same period
of 2019, due to the sharp drop in receipts from
tourism, which was only partially mitigated
by the effect of the correction in oil prices.

The balance of payments deficit presented in the
first few months of the year is highly seasonal.
The consensus forecast is for a surplus of 1% of
GDP in 2020 as a whole (down 0.5pp from the
May report) and of 1.4% in 2021 (down 0.1pp).

Public deficit set to soar in 2020 and
2021

In the first four months of the year, the deficit
at all levels of government except for the local
governments stood at 24.04 billion -euros,
compared to 6.74 billion euros at the same juncture
of 2019. The expenditure related with COVID-19
amounted to nearly 8.9 billion euros, while public
revenue fell by 3 billion euros.

The consensus forecasts point to a public deficit
of 11.9% of GDP in 2020 (up 1.1pp from the May
forecasts) and of 7.4% in 2021 (+0.3pp).

The external environment remains
highly adverse, despite the rebound
observed recently

The main sentiment and confidence indicators
have recovered from the all-time lows recorded in
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April for the global and European economies alike.
However, the situation is highly varied, mirroring
the incidence of the pandemic. The health emergency
is hitting Latin America particularly hard, whereas
China and other Asian countries appear to be
recovering. Moreover, the rebound is being stymied
by the emergence of fresh outbreaks, particularly in
the US and, to a lesser degree, in Europe.

In its June economic forecasts, the IMF said it
was expecting global GDP to contract by 4.9%,
which is nearly 2 percentage points worse than it
was estimating only two months earlier. All of the
G20 countries other than China are expected to
enter a recession (with China growing just 1%, its
worse result since it embarked on its programme
of market reforms). The eurozone is expected
to contract by twice the global average. The
IMF experts also flag the risks of a second wave
necessitating the reintroduction of fresh lockdown
measures, which would have a devastating effect
on the economy.

The European Commission’s Summer forecasts
point in the same direction and single out the
role of potential aggravating factors, notably
the severity of the business restrictions introduced
in the event of new outbreaks, the weight of
tourism and other mobility-dependent sectors, and
the marginal scope for fiscal policy manoeuvring in
highly-indebted countries.

Though both the IMF and the EC are forecasting
robust growth in 2021, such projections assume
that the pandemic does not worsen this Autumn.

In such a scenario, the analysts virtually all agree
that both the global and EU-specific external
environment is unfavourable for Spain’s economy.
However, over half of the analysts believe that the
international climate could improve in the months
to come, a somewhat more optimistic outlook than
expressed in our last report.

Unanimous appraisal of the
extraordinary expansionary monetary
policy measures

Since our last report, central banks have increased
their exceptional liquidity support measures. In
June, the ECB decided to increase the government
debt repurchase programme (PEPP) designed to
help cover the costs of the pandemic by 600 billion
euros. That decision put the size of the programme



at 1.35 trillion euros, thus facilitating meeting the
states’ burgeoning financing needs. In Spain, for
example, the scheme for the provision of state-backed
guarantees to businesses facing liquidity issues,
particularly SMEs, has been increased by 40 billion
euros.

Market conditions have reflected the shift to a
more accommodating monetary policy and the
expectation that this is the stance that will prevail
for a prolonged period. The 12-month EURIBOR
has eased to -0.3%, close to pre-crisis levels and
nearly 0.2 percentage points lower than in May.
Likewise, the yield on Spain’s 10-year government
bonds has been cut to nearly 0.4%, while the
country risk premium (spread compared to
the German sovereign bond) has been reduced
to 90 basis points. As a result, the Treasury is
managing to issue bonds on favourable conditions,
across all maturities of the yield curve.

The analysts unanimously agree that monetary
policy is expansionary and should remain so for
the coming months. Although interest rates are
still expected to climb gradually higher during the
projection horizon, they are forecast to remain at
relatively moderate levels, facilitating the funding
of the measures taken in response to the pandemic

Exhibit 1
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Slight euro appreciation vis-a-vis the US
dollar

Since the May assessment, the euro has appreciated
slightly against the dollar. Analysts have integrated
the fact that, while Europe moves ahead with the
phasing out of lockdown measures, the US is still
subject to new outbreaks of the pandemic. The
analysts expect the euro to remain relatively stable
going forward, ending 2021 at 1.13, close to the
current values.

A majority of analysts believe that fiscal
policy should stimulate the economy
until at least 2022

The analysts agree that fiscal policy is clearly
expansionary. Moreover, all but one believe that
this is the direction fiscal policy should take for the
months to come. None of the analysts is calling for
fiscal policy tightening at present.

They differ in opinion as to when fiscal policy
should start to focus on reducing the structural
deficit. Of the 18 analysts providing feedback on
this point, 10 believe that such a policy shift should
not happen before 2022, with the rest thinking it
should occur sooner (Table 4).
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Source: Funcas Panel of Forecasts.
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* The Spanish Economic Forecasts Panel is a survey run by Funcas which consults the 20 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 20 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 2020

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

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

capital goods

2020 2021 2020 2021 2020 2021 2020 2021 2020 2021 2020 2021 2020 2021
ﬁ’::';;:if;‘:g‘gﬁ; -89 62 156 66 5.1 47 93 40 7 50 79 29 - -
Axesor 1108 69 80 5.1 43 10 | 252 87 331 95 J52 75 103 60
BBVA Research 15 70 29 78 60 00 | -172 53 -184 92 -195 L 99 6.l
Bankia 127 68 142 70 49 02 | 278 U157 | 455 338 | 278 116 | -128 65
CaixaBank Research 40 105 | -135 85 52 24 | 312 255 | 287 255 | 352 256 | -133 109
Cémara de Comercio de Espaiia 106 43 1126 65 62 38 | -188 18 | -0l 59 27 34 | -l 36
Cemex 9.0 60 L 65 4l 21 47 74 235 1L 92 55 85 55
Cenro (déE‘éer]‘{fj?stg)°°"°m‘a de 69 | -105 85 58 20 | 200 108 | -330 225 | -190 80 88 62
%E;ﬁ;gfﬁfﬁfién FenEiE 75 98 8.9 29 02 89 79 J25 10 | -l06 82 7. 67
CEOE 102 59 1107 59 54 S0 | 287 106 | -85 183 | 251 9.0 [07 47
Equipo Econémico (Ee) 100 72 [27 84 45 05 | 77 77 207 72 26 83 J03 62
Funcas 98 78 2.1 79 7.4 36 | -147 90 -157 96 (37 84 87 7.0
g‘:;'rfg:n"lg('l“gk’éeﬂzerﬂf Andlisis 15 70 | 23 78 32 20 | -196 74 253 102 | 25 94 | -106 6l
'(j‘ég)‘“” e Ll 0 s 13 54 50 08 | 295 89 390 106 | 264 92 13 4l
Intermoney 06 72 09 77 53 26 | 240 70 270 76 210 63 99 62
Mapfre Economics -10.6 83 -15.1 10.2 4.8 1.8 -14.1 1.3 - - - - -10.8 75
Repsol a2 0S| asn 202 58 30 | 2159 108 | -l 153 | 204 130 | 97 132
Santander -0 72 A 63 7.4 55 209 94 343 06 | -123 39 88 7.1
YGroup Companies -13.0 6.5 -15.0 6.0 6.0 1.0 -31.9 14.0 -40.0 20.0 -35.0 15.0 -142 6.0
Universidad Loyola Andalucia 108 69 27 66 45 o0 | <170 107 | 219 131 | <163 115 98 62
CONSENSUS (AVERAGE) 08 72 23 79 52 15 204 95 266 135 | 20l 85 104 66
Maximum 89 s 80 202 7.4 55 89 255 | -7 338 79 256 | 71 132
Minimum 40 43 56 sl 29 20 | 319 -18 | 455 50 352 34 | o142 36
Change on 2 months earlier' -1.3 [N -1.2 0.9 0.3 0.1 -0.8 24 -2.3 2.1 0.4 1.9 -1.2 1.1
- Rise? 2 10 2 9 6 4 6 6 4 5 5 5 5 lo
- Drop? 9 I 8 2 5 7 5 5 6 5 5 3 5 I
Change on 6 months earlier' -124 -- -13.7 - 34 - =229 -- -29.7 -- 2222 - -12.1 -
Memorandum items:

Government (April 2020) 92 6.8 -8.8 4.7 25 1.8 =255 16.7 - - - - - -
Bank of Spain (June 2020)° 90/-15.1 77/69 | 9.1 /... 90/.. | 44/.. -15/. |206/... 97. - - - - - -
EC (July 2020) 109 71 - - - - - - - - - - - -
IMF (June 2020) 28 63 - - - - - - - - - - - -
OECD (June 2020)° L1144 75/50 134173 97/7.1 | 32 12 |20.0247 10362 | - - - - - -

' 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 Range reflecting less adverse to more adverse scenarios.
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Table 1 (Continued)
Economic Forecasts for Spain - July 2020

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

Exports of goods & | Imports of goods & CPI (annual av,) Core CPI (annual av.) Unempl. C/Abal. of | Gen. gov. bal. (%
of GDP)¢

services services (% labour force)

2020 2021 2020 2021 2020 2021 2020 2021 2020 2021 2020 2021 2020 2021 2020 2021 2020 2021
AEITES (TTENELTES 65 72 | -185 78 | 03 07 07 08 | -~ - | 29 12 175 169 | 14 14| -100 68
Internacionales (AFI)
Axesor -26.3 1.2 -22.9 7.0 -0.2 1.1 1.0 1.0 - - -6.0 3.0 20.0 17.0 19 19 -10.4 -6.3
BBVA Research -18.1 122 -14.6 8.6 -0.1 0.7 0.8 0.5 14 02 -5.1 0.6 17.4 17.1 04 IS5 -14.4 -84
Bankia -19.1 13.1 -20.2 13.3 -0.2 0.9 -- -- 0.6 1.1 -4.9 20 19.0 18.7 12 1.5 -- --
CaixaBank Research -24.2 17.6 -22.7 15.6 -0.5 1.5 0.8 1.6 23 28 -6.4 0.8 19.3 19.5 16 2.1 -13.6 -7.6
Camara de Comercio
de Espania -20.1 13.6 -24.5 133 -0.6 0.9 0.5 0.4 - - -87 -1.8 19.2 20.1 12 13 -10.1 -7.4
Cemex -13.8 79 -13.4 72 -0.1 1.0 1.2 1.0 - - -42 1.5 17.5 16.5 0.5 1.0 -11.5 -7.0

Centro de Estudios
Economia de Madrid -17.2 14.3 -18.0 132 -0.1 1.4 0.9 0.8 - - -55 28 19.4 17.7 14 13 -10.5 -6.6
(CEEM-URJC)

Centro de Prediccion

Econémica -17.6 100 | -I3.1 7.2 0.1 14 - - 14 15| 78 6.1 19.9 142 | 03 02 9.4 47
(CEPREDE-UAM)
CEOE 245 16 | -281 73 0.2 13 N N 20 08 - - 19.5 207 |20 15| -110  -70
Equipo Econémico (Ee)  -20.5 154 | 224 132 02 0.0 0.3 0.6 12 00 | -7l 34 19.9 184 | 09 09 | -147 -89
Funcas 204 137 | -178 1.4 0.1 1.1 1.0 0.9 - - 54 22 18.2 167 | 1.0 19 | -113 .70
Instituto Complutense
de Analisis Econdmico -13.2 128 | -10.7 10.6 02 0.6 0.9 0.9 05 10 | -60 2.1 19.2 172 15 10| -l05 .70
(ICAE-UCM)
iz ¢ Earies 252 120 | 252 70 | 00 12 10 o |18 05| - - 205 220 |25 28| -115 75
Econémicos (IEE)
Intermoney 221 145 | 215 123 02 1.1 0.7 1.0 - - 8.0 45 19.9 179 | 07 12| -128 76
Mapfre Economics -17.6 106 | -19.0 8.4 04 1.7 - - - - - - 19.1 16.0 19 15| -130  -65
Repsol -85 27.4 -18 308 0.2 1.0 1.0 0.9 20 05 | -57 49 18.6 170 | -1.4 11 -140 105
Santander 265 36 242 35 0.1 14 1.0 0.7 23 20 | 5.1 2.1 17.8 17.1 06 05 - -
YGroup Companies -33.0 14.0 -38.0 12.0 0.0 1.0 1.0 1.2 - - -10.0 6.0 220 20.0 25 3.0 -14.0 -9.0
Universidad Loyola 196 128 | -l62 11 | -0l 06 - - — o~ | 36 -4 | 175 193 |20 05| -l 68
ndalucia
CONSENSUS
(AVERAGE) 202 128 | -19.6 1.0 02 1.0 0.9 0.9 15 10 | -60 24 19.1 18.0 10 14 | -119 74
Maximum -85 274 -1.8 30.8 0.2 1.7 12 1.6 23 28 | -29 6.1 22.0 20 | 25 30 9.4 47
Minimum -33.0 36 -380 3.5 0.6 0.0 0.3 0.4 05 00 | -100 -8 174 142 | 20 02 | -147  -105
Change on 2 months 0.1 21 20 21 02 0.1 05 0.1 02 12| 16 20 AL o1 |05 01| -1 03
earlier!
- Rise? 4 6 7 6 6 5 8 6 | 3 8 2 2 5 4 6 I 2
- Drop? 6 4 4 4 8 4 I 2 2 I 3 10 9 6 7 4 10 8
(Clizng e 6 Grendis 26 - | 24 o~ | a3 - 02 - o2 - | 74 - 56 - o2 - | w7 -
earlier!
Memorandum items:
Government
(April 2020) 27.1 16 | -310 9.3 - - - - - - 9.7 5.7 19.0 17.2 - - -103 -
BaglofiSpan <1671 218/..| -166/.. 196/... |-0.1/-0.30 1.3/097 | 09/0.6" 1.1/0.570 | - - |-10.1/... 7.3L..|181/236 184/247 - - | 95/.. -58...
(June 2020)
EC (July 2020) - - - - 0.10 0.9 - - - - - - - - - - - -
IMF (June 2020) - - - - - - - - - - - - - - - - 4139 -83
OECD (June 2020)°  -16.7/-19.8 9.5/5.7 | -18/-21.1 10.7/7.5|0/-02 ™ 0.3/-027 | 0.4/03" 03/07 | - - - -~ [192/20.1187/21.9 23 20 |-10.3/-125-6.2/-9.6
' 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 Range reflecting less adverse to more adverse scenarios.

4 In National Accounts terms: full-time equivalent jobs.
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Table 2

Quarterly Forecasts — July 2020

20-1Q 20-11Q 20-1Q 20-lVQ 21-1Q 21-1Q 21-1Q 21-lVQ
GDP! -5.2 -17.0 13.1 3.9 1.1 1.3 1.1 0.8
Euribor 1 yr 2 -0.27 -0.15 -0.21 -0.21 -0.20 -0.20 -0.22 -0.18
Government bond yield 10 yr2  0.51 0.52 0.56 0.64 0.69 0.77 0.82 0.86
S I B 000 000 0.0 000 000 000 000 0.00
operations interest rate
ECB deposit rates 2 -0.5 -0.5 -0.5 -0.5 -049 -046 -046 -045
Dollar / Euro exchange rate 2 1.11 1.13 1.12 1.12 1.13 1.13 1.13 1.13
Forecasts in yellow.
" Qr-on-qr growth rates.
2 End of period.
Table 3
CPI Forecasts — July 2020
Year-on-year change (%)
Jun-20 Jul-20 Aug-20 Sep-20 Dec-20 Dec-21
-0.3 -0.3 -0.3 -0.2 0.0 1.2
Table 4
Opinions — July 2020
Number of responses
Currently Trend for next six months
Favourable Neutral Unfavourable Improving Unchanged Worsening
International context: EU 0 1 19 14 5 1
International context: Non-EU 0 0 20 12 7 1
Is being Should be
Restrictive Neutral Expansionary Restrictive Neutral Expansionary
Fiscal policy assessment! 0 1 19 0 1 19
Monetary policy assessment’ 0 0 20 0 0 20
2020 2021 2022 2023
Second half First half Second half First half Second half First half
After which point of the year
do you consider that fiscal
policy should include mea- 1 3 4 4 5 1
sures aimed at reducing the
structural deficit?

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