Spanish economic forecasts panel: May 2020*

Funcas Economic Trends and Statistics Department

GDP growth forecast for 2020
drastically cut to -9.5% due to COVID-19

Spain’s GDP contracted by 5.2% in the first quarter
of 2020, according to the provisional numbers
released by the National Statistics Office, the
largest drop in the series. This contraction is due to
the lockdown measures and business restrictions
decreed during the second half of March in
response to COVID-19. National demand detracted
5% from growth while foreign trade reduced GDP
by 0.3%. Looking to the start of the second quarter,
the leading indicators point to an unprecedented
collapse in economic activity.

This is the first Panel since the state of emergency
was declared. The consensus GDP forecast is for
a contraction of the 9.5%; all of the analysts have
drastically reduced their estimates (Table 1). The
quarterly pattern forecast is as follows: -13.4% in
20Q20, +9.4% in 3Q20 and +3.6% in 4Q20 (Table 2).

The -9.5% forecast for 2020 is shaped by a GDP
erosion of 8.9 percentage points as a result of the
collapse in domestic demand and a loss of 0.6
points via trade. All the analysts agree that every
component of private sector demand (consumption
and investment) will contract sharply. International
trade is similarly expected to shrink significantly.
According to all the forecasts, the only component
of GDP set to grow is public spending, thanks to the
measures rolled out to shore up the economy.

The forecast for 2021 at 6.1%

The consensus forecast is that GDP will grow by
6.1% in 2021 (below the level forecast by the Spanish
government and the FEuropean Commission),
underpinned by growth of 1.1%, 1.3% and 1%
in the first three quarters and 0.6% in the fourth
(Table 2). Those numbers imply a partial recovery
only, so that at the end of 2021, Spanish GDP
would still be three percentage points below year-
end 2019 levels.

The rebound in 2021 is expected to be driven
mainly by a renewed domestic demand —forecast to

contribute 5.4 percentage points to growth— with all
components recovering except for public spending,
whose growth is expected to ease. The foreign
sector is expected to contribute 0.7 percentage
points to growth in 2021.

Negative inflation in 2020

The global spread of the coronavirus has driven an
unprecedented correction in crude oil prices, which
has trickled through to inflation, which came in
at 0% in March and -0.7% in April (compared to
growth of close to 1% in the first two months of the
year).

Inflation is expected to remain in negative territory
until at least the middle of the third quarter, for an
average annual rate of -0.4%. The forecast for 2021
is for inflation of 0.9%. Note, however, that there
are significant differences in the various analysts’
forecast for inflation for both years.

The year-on-year rates forecast for December
2020 and December 2021 are -0.7% and 1.5%,
respectively (Table 3).

Collapse in job creation

The Labour Force Survey revealed a 0.4%
seasonally adjusted drop in employment in the
first quarter. The rate of unemployment was
14.4%, 0.3 percentage points below that of 1Q19.
Note, however, that those individuals affected
by the COVID-19 furlough scheme (ERTE for its
acronym in Spanish) are not included in the official
unemployment figures.

The number of Social Security contributors
declined by nearly one million between March 13®
and March 31%, while the number of employees
affected by the furlough scheme climbed to
3.3 million.

According to the consensus forecasts, employment,
in full-time equivalent terms, will decrease by
7.6% in 2020 and increase by 4.4% in 2021. Using
the forecasts for growth in GDP, job creation and
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wage compensation yields implied forecasts for
growth in productivity and unit labour costs (ULC):
the former is expected to decrease by 1.9% in 2020
and increase by 1.7% in 2021, while ULCs are
forecast to increase by 3.2% in 2020 and decrease
by 1.9% in 2021.

The average annual rate of unemployment is
expected to increase to 20.2% in 2020, 6.6
percentage points above the level forecast in the
last edition of the survey, falling back to 17.9% in
2021.

Larger external surpluses forecast for
2020 and 2021

Spain recorded a current account surplus of
24.9 billion euros in 2019, up 7% from 2018. In
the first two months of 2020, the trade balance
improved year-on-year, while the income deficit
narrowed, so that the current account deficit
improved by 2.7 billion euros.

The consensus forecasts call for a current account
surplus of 1.5% of GDP in 2020 (up 0.2 percentage
points) and 1.5% in 2021 (up 0.3 percentage points).

Public deficit set to soar in 2020 and
2021

The public deficit in 2019 was 2.8% of GDP, up
from the deficit of 2.5% recorded in 2018. The
Social Security narrowed its deficit; the local
governments recorded a smaller surplus; and the
central government recorded a similar deficit in
both years.

The analysts are forecasting an increase in the total
deficit in the next two years: to 10.8% of GDP in
2020 and 7.1% in 2021. Those forecasts are in line
with those of other institutions such as the Bank of
Spain and the European Commission.

The global and European economies are
similarly in recession

The main economic indicators point to an
unprecedented global recession. The global and
eurozone March PMI and confidence readings
fell sharply and the April readings have gone on
to plummet to levels not seen since comparable
indicators were introduced. The service sector
readings are down by more than the manufacturing
sector equivalents, no doubt because the lockdown
and business restriction measures decreed in
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response to the pandemic are hitting the sector
—particularly tourism— harder.

Growth estimates for the first quarter confirm the
trends portrayed by the leading indicators. GDP in
the US and China, the world’s two largest economies,
contracted by 4.8% and 6.8%, respectively, while
the eurozone’s economy shrank by 3.8%.

In its spring forecasts, the IMF predicted a
contraction in the global economy of 3% this year,
which is significantly greater than the impact
of the last financial crisis in 2009. It believes
that the global economy will grow again in 2021,
specifically by 5.8%. The IMF believes that the
European economies will be hit particularly hard.
That prognosis is endorsed by the European
Commission in its most recent forecasts, which
suggest that eurozone GDP will contract by 7.7% in
2020, going on to rebound by 6.3% in 2021.

Against that backdrop, the analysts all agree that
the overall and EU-specific external environment
is unfavourable for Spain’s economic outlook.
However, half of the analysts believe that the
international climate could improve in the months
to come, a somewhat less pessimistic outlook than
expressed in our last report.

Unanimous appraisal of the
extraordinary expansionary monetary
policy measures

In light of the extraordinarily complex situation,
central banks have rolled out exceptional liquidity
and state financing measures. The ECB has set up a
new 750 billion euro government debt repurchase
programme to cover the costs of the pandemic
(the PEPP). It has also eased the restrictions on
sovereign bond asset eligibility to make room for
unforeseen contingencies. The rules for the use of
corporate bonds as collateral by the banks have also
been relaxed to include high-yield paper. Those
measures, coupled with the rollout of government-
backed guarantee schemes, which in Spain amount
to 100 billion euros, are designed to curtail the
liquidity issues facing businesses, particularly
SME:s and the self-employed, and prevent a slew of
bankruptcies.

Despite that arsenal, the markets have become
more stressed during the state of emergency.
12-month EURIBOR has firmed to -0.1%, up
nearly 0.2 percentage points from March. The



yield on Spain’s 10-year government bonds has
also increased, to nearly 0.9%, while the country
risk premium (spread compared to the German
sovereign bond) has doubled since our last report,
to 135 basis points.

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.

Slight euro appreciation forecast

Since the March assessment, in the wake of
the deterioration of the European economy
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and easing of monetary policy, the euro has
depreciated slightly against the dollar. However,
the analysts are expecting a slight recovery, to
1.12 by the end of 2021, appreciation of close
to 0.3 percentage points from current levels.

Fiscal policy needs to prop up the
economy

The last survey revealed an incipient rethink
about the direction fiscal policy should take, a
trend reinforced in this survey. Today the analysts
agree that fiscal policy has turned expansionary.
Moreover, all but two believe that this is the
direction fiscal policy should take for the months
to come. None of the analysts are calling for fiscal
policy tightening at present.
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Source: Funcas Panel of Forecasts.

* The Spanish Economic Forecasts Panel is a survey run by Funcas which consults the 18 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 18 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 - May 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 2108 69 80 5.1 43 10 252 87 331 95 J52 75 4103 60
BBVA Research 80 57 87 34 26 09 289 79 286 130 | 316 19 10 47
CaixaBank Research 72 69 99 69 64 45 126 108 | -106 N4 | -169 103 7. 7.0
Sj’g‘:;:ﬁ:e G -106 43 -126 65 62 38 -188 -1.8 -20.1 59 227 34 -1 36
Cemex 95 50 13 55 25 10 76 79 310 122 | -10s 55 95 48
Cenero f&%ﬁfjgj‘g)°°"°m‘a de 9y 68 | -105 63 52 30 | 222 17 | 410 280 | -180 80 -9.4 49
%é‘;gége;ofﬁ)‘ié" BN s 63 8.l 8.l 30 06 | 58 51 9.0 77 69 51 54 55
CEOE 102 59 1107 59 54 -1l 287 106 | -385 183 | 251 9.0 07 47
Equipo Econémico (Ee) 100 72 J27 84 45 05 | 77 77 207 72 26 83 -103 62
Funcas 84 60 1106 99 5.1 02 475 21 -183 21 66 22 88 6l
E‘C‘;'rf::n"lg('l“gk’éeﬂzeﬁ)e CRAD P 56 9.0 67 55 45 | w78 43 228 80 | -203 54 78 57
'(?Eg)‘“m de msinglien lmmieinies 13 54 50 08 | 295 89 390 106 | 264 92 13 4l
Intermoney 94 68 02 67 63 36 213 75 235 8.l 1196 68 87 59
Mapfre Economics -8.2 1.7 -8.8 1.6 34 20 -9.5 -1.0 - - -- - -0.1 0.0
Repsol 119 95 59 189 73 35 167 73 94 132 | 268 65 A5 109
YGroup Companies 130 65 50 60 60 10 319 140 | 400 200 | -350 150 | -142 60
Universidad Loyola Andalucia 98 72 -105 73 43 ol 218 125 | 165 142 | 268 123 98 68
CONSENSUS (AVERAGE) 95 6.l AL 7.0 49 1.4 196 7.1 243 14 | 205 66 92 55
Maximum 66 95 80 189 73 47 58 140 9.0 280 69 150 0.1 109
Minimum 4130 17 -159 16 25 30 | 319 -8 410 21 350 34 | -142 00
Change on 2 months earlier! -11.0 4.5 -12.3 5.7 3.0 -0.4 =215 4.6 -26.1 8.6 2219 44 -10.7 39
- Rise? 0 I8 0 18 I8 7 0 15 0 16 0 14 0 3
- Drop? 18 0 I8 0 0 " 18 3 17 I 17 2 17 I
Change on 6 months earlier' -1 - -12.3 - 32 - -22.0 - -27.0 - -22.8 - -10.7 --
Memorandum items:

Government (February 2019) -9.2 6.8 -8.8 4.7 2.5 1.8 -25.5 16.7 - - - - - -
Bank of Spain (December 2019)°  -6.8/-124 55/85 |-68/-119 39/52 | - -~ - ~ |3334574 491426 | - - - -
EC (February 2020) 94 7.0 107 89 58 04 207 103 | 230 120 - - - -
IMF (January 2020) -8.0 43 - - - - - -- -- -- - - - -

' 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 - May 2020

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

Exports of goods | Imports of goods & | CPI (annual av.) Core CPI Labour costs® Unempl.
& services services (annual av.) (% labour force) payments (% of
GDI

CI/A bal. of Gen. gov. bal. (%
of GDP)®

Py

2020 2021 2020 2021 2020 2021 2020 2021 2020 2021 2020 2021 2020 2021 2020 2021 2020 2021

ﬁ]’t‘:r;;:fof::fe';czf;’l; -165 72 | -185 78 |03 07 | 07 08 - - 63 26 19.5 17.7 14 14 | <100 -68
Axesor 23 112 | 29 70 |01 LI |10 10 | - ~ | 60 30 | 200 170 19 19 | 95 .63
BBVA Research 266 93 | 383 44 | -06 07 | 03 06 | 36 75| -68 41 | 205 173 4 12 | -108 -66
CaixaBank Research 49 55 | 50 57 |02 16 |08 10| 23 28 | 51 sI 193 159 12 15| 98 60
dceé'é‘:;:ﬁ‘;e Comemae 201 136 | -245 133 | 09 07 | 08 08 - - 87  -1.8 192 20.1 12 13 | <1001 74
Cemex 30 79 | 143 79 |00 10 |07 08 | - ~ | 67 35 | 200 180 15 15 | -1l5 70
CSnold (Eégédri,l‘ffJERjg')‘°m‘a 472 155 | <190 106 | 00 14 |08 08 | -~ - | 55 28 | 194 177 | 14 10 | -2 .70
%E;R"Egﬂjﬂj)‘i"’" Ecomomica 157 jos | -130 83 | 00 16 | -~ — | I5 16 | -59 54 | 183 133 | 10 02| 7.7 -44
CEOE 245 116 | 281 73 |02 13 | 11 11| 20 08| - - 195 207 | 20 15 | -1l0 70
Equipo Econdmico (Ee) 205 154 | 24 132 | -07 04 | 05 03 | 12 00 | -95 47 | 211 186 | 04 09 | -l41 86
Funcas 2193 170 | 214 193 | 00 15 | 09 09 | - ~ | 54 24 | 188 171 6 12 | -104 -67
L"Cs;':(‘;:n"lg(’rgk’éeasa%e Andlisis 136 jo2 | -120 108 |02 06 |09 09 | 05 07 | -1 38 | 189 170 | 15 10 | -102 -65
'('I‘Eg)‘“m de Estudios Economicos 555 30 | 252 70 |00 12 | 10 10 | 18 05 | - - 205 20 | 22 18 | -Il5 75
Intermoney 200 135 | 205 123 | -05 LI | 03 09 | - - | 70 53 | 209 179 13 12 | -3 72
Mapfre Economics 109 26 | 86 00 | 29 02 | - - - - - - 204 187 15 17| 76 74
Repsol J81 26 | -179 27 |30 04 | 40 08 | 25 05 | -107 I3l | 240 IS0 | -14 L1 | -140 -105
YGroup Companies 330 140 | 380 120 | -05 05 | 05 05 | - ~ |50 50 | 20 200 | 30 40 | -140 90
Universidad Loyola Andalucia 256 138 | 294 107 |02 07 |07 09 | - ~ |00 68 | 209 179 | 32 24 | -105 63
CONSENSUS (AVERAGE) 200 107 | 216 89 |04 09 |04 08 | 13 02| 76 44 | 202 179 15 15 | <108 71
Maximum 109 170 | 86 193 | 09 16 | L1 Ll | 36 28 | 51 I3 | 240 220 | 32 40 | 76 -44
Minimum 330 26 | 383 00 | -30 04 | 40 03 | 25 75 | -150 -18 | 183 133 | -l4 02 | -l41 -105
Change on 2 months earlier' <222 8.1 <237 6.2 -1.4 -04 | 06 -03 -0.7 2.1 -9.0 3.0 6.6 48 0.2 03 -8.6 5.1
- Rise? 0 I8 0 16 0 4 2 2 0 0 14 18 17 2 10 o 0
- Drop? I8 0 18 2 I8 214 n 5 7 15 I 0 I 6 6 8 17
Change on 6 months earlier' -224 - -24.0 -- -1.4 - -0.7 - -0.4 -- -9.0 -- 6.9 - 0.4 - -8.8 --
Memorandum items:

Government (October 2019) -27.1 1.6 -31.0 9.3 -- - -- - - -- -9.7 57 19.0 17.2 -- - -10.3 --
Bank of Spain (December 2019)°  -132/-19 19/222 |-145-224 1271155 | - - - - -~ - - ~ 183217 175199 | - | 72e11 52174
EC (November 2019) 198 119 | 211 124 |00® 100 | ~ -~ | o5 07 | 87 6l 189 170 | 32 27 | -0 67
IMF (January 2020) - - - - 03 07 | - - - - - - 208 175 | 22 24 | 95 67

" 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 — May 2020

20-1Q 20-11Q 20-1Q 20-lVQ 21-1Q 21-1Q 21-1Q 21-lVQ

GDP! -5.2 -13.4 9.4 3.6 1.1 1.3 1.0 0.6
Euribor 1 yr 2 -0.3 -0.2 -0.2 -0.2 -0.18 -0.17 -0.21 -0.15
Government bond yield 10 yr 2 0.5 0.8 0.8 0.8 0.91 0.93 0.96 1.00
S I B 00 00 00 00 000 000 000 0.00
operations interest rate

ECB deposit rates 2 -0.5 -0.5 -0.5 -05 -050 -050 -0.50 -0.50
Dollar / Euro exchange rate 2 1.1 1.1 1.1 1.1 1.11 1.1 1.11 1.12
Forecasts in yellow.
" Qr-on-qr growth rates.
2 End of period.
Table 3
CPI Forecasts — May 2020

Year-on-year change (%)
Apr-20 May-20 Jun-20 Jul-20 Dec-20 Dec-21
-0.7 -0.8 -0.6 -0.4 -0.7 15

Table 4

Opinions — May 2020

Number of responses

Currently Trend for next six months
Favourable Neutral Unfavourable Improving Unchanged Worsening
International context: EU 0 0 18 9 6 3
International context: Non-EU 0 0 18 9 6 3
Is being Should be
Restrictive Neutral Expansionary Restrictive Neutral Expansionary

Fiscal policy assessment’ 0 0 18 0 2 16
Monetary policy assessment’ 0 0 18 0 0 18

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