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The economy is expected to contract
by 12%, a cut of 1.2 percentage points
vis-a-vis the July consensus

According to provisional data, GDP contracted by
18.5% in Spain during the second quarter, which
is 1.5pp more than the July consensus. The sharp
contraction was evident in the collapse of most
indicators, which hit bottom in April. The indicators
recovered during the subsequent months, picking
up steam in July, a trend that may have stalled in
August.

The consensus GDP forecast for 2020 is for a
contraction of 12%, compared to 10.8% in our last
report, with 15 of the panellists having become
more pessimistic (Table 1). The quarterly pattern
forecast is for growth of 12.9% and 3.9% in the
third and fourth quarters, respectively (Table 2).
Most of the analysts have based their estimates
on the assumption that the rest of the year will
continue to be marked by fresh outbreaks of the
virus but without the reintroduction of a country-
level lockdown (projections would be consistent
with more local lockdowns).

Both domestic demand and foreign demand are
expected to detract from GDP in 2020. The former
is expected to erode GDP by 10.7 percentage
points (vs. 10.1pp in the last set of forecasts) and
the latter, by 1.3 percentage points (vs. 0.7pp). All
components of private sector demand are expected
to contract sharply, although the analysts’ estimates
vary widely in this respect. Foreign demand is
also expected to significantly decline. The outlook
for exports has deteriorated since the last survey,
whereas the forecasts for imports have improved
slightly.

The GDP forecast for 2021 has been
raised by O0.1pp to 7.3%

The consensus forecast for growth in 2021 stands
at 7.3%, which is up 0.1 percentage points from
the July report, with the following quarterly
growth profile: 1.6%, 1.3%, 1.3% and 1% (Table 2).

That growth would only partially mitigate the
contraction sustained in 2020.

The recovery in 2021 is expected to be fuelled by
a rebound in domestic demand, which is forecast
to contribute 6.7 percentage points of GDP growth.
That rebound is expected to be driven by an
improvement in all of its components other than
public expenditure, which is expected to slow.
Foreign trade, meanwhile, would contribute 0.6
percentage points to growth, down 0.1 percentage
point from the last set of forecasts.

CPI forecasts for 2020 and 2021
unchanged

In the months most affected by the pandemic
(March, April and May), oil prices suffered an
unprecedented contraction, which drove headline
inflation into negative territory throughout the
second quarter (compared to positive rates of close
to 1% before the pandemic). Since then, despite a
recovery in oil prices to around $40 - $45 per barrel,
inflation has remained negative due to the drop in
prices of other product groups.

The analysts’ estimates for average inflation are
unchanged from July at -0.2% and 1% in 2020
and 2021, respectively. Core inflation estimates
are similarly unchanged at 0.9% in both years.
The year-on-year rates forecast for December
2020 and December 2021 stand at -0.2% and 1.1%,
respectively (Table 3).

Insufficient recovery in the labour
market

Over 40% of all jobs lost between March and April
have been recovered since May. In addition, more
than 2.5 million furloughed workers are back at
work. The number of people covered by the furlough
scheme has decreased from a peak of nearly
3.4 million at the end of April to just over 800,000
at the end of August. The consensus forecast for
employment, in terms of full-time equivalents, is
for a contraction of 7.8% in 2020 and a recovery of
3.5% in 2021.
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That would put average annual unemployment
at 17.8% this year and next, which is 1.3 and 0.2
percentage points better than forecast in July.

Consensus forecast for external surplus
cut by 0.4pp

To June, Spain presented a current account surplus
of 319 million euros, down 8.27 billion euros from
the same period of 2019. That hefty reduction is
attributable to the 64% decline in the balance of
trade in goods and services, driven mainly by the
collapse in tourism receipts, which more than
offset the improvement in the income deficit.

The consensus forecast is for a surplus of 0.6% of
GDP in 2020, down 0.4 percentage points from the
last set of forecasts, rising to 1.3% in 2021, down
0.1 percentage points.

The public deficit for 2020 is higher
than estimated (2021 estimate
unchanged)

The fiscal deficit, excluding local authorities,
amounted to 68.41 billion euros in the first half
of 2020, compared to 25.73 billion euros in the
same period of 2018. That downturn is the result
of a 15.34 billion euro drop in revenue coupled with
growth of 27.34 billion euros in spending, of which
around 20.8 billion euros is related to COVID-19
expenditure.

The analysts are currently estimating a public
deficit in Spain of 12.3% of GDP in 2020, which
is 0.4 percentage points wider than they were
forecasting in July. The deficit forecast for 2021 is
unchanged at 7.4%.

External environment is expected to
turn less negative in the coming months

The main global sentiment indicators (PMI, OECD
leading indicators, business sentiment) have
improved in recent months, suggesting a somewhat
better second half than initially anticipated. That
has prompted the OECD to revise its forecast
for global GDP in 2020 upwards. It is currently
estimating a contraction of 4.5%, compared to of
6% in May. The recovery in China, the US and,
to a lesser degree, the eurozone, is now expected to
be stronger than initially thought. However, the
OECD has reiterated its belief that the recovery
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will be incomplete and uneven in an environment
characterised by unusually high uncertainty.

Although most of the panellists continue to describe
the external environment as unfavourable, they
are forecasting an improvement in momentum
in the coming months, both within the EU and
beyond.

Both EURIBOR and Spain’s 10Y bond
yield have trended lower since July

In light of the extraordinarily complex situation,
central banks have rolled out exceptional liquidity
and state financing measures. The ECB has
increased the size of its pandemic emergency
purchase programme (PEPP) to 1.35 trillion euros.
Meanwhile, the Spanish government has launched
a new state-backed loan guarantee scheme (upping
the original 100 billion euros approved during the
state of emergency by 40 billion euros).

As a result of those measures, 12-month EURIBOR
has fallen considerably since June, by nearly
0.3 percentage points, to almost -0.4%. The yield
on Spain’s 10-year government bonds has also
narrowed, to 0.3% (0.2 percentage points less than
in the last survey), which is close to its record low.
The spread over the German government bond
(country risk premium) has narrowed to under
80 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 move higher during the projection
horizon, they are forecast to remain at relatively
moderate levels, facilitating the funding of the
measures taken by governments in response to
the pandemic.

Euro appreciation against the dollar

The euro has appreciated considerably since the
July report, to close to €/$1.18. The Federal
Reserve’s decision to ease monetary policy further,
even relaxing its inflation target, has contributed to
that trend. The analysts believe that the euro will
hold on to current levels against the dollar for the rest
of the projection horizon.



Fiscal policy needs to prop up
the economy

The analysts remain unanimous that fiscal policy is
expansionary. Moreover, all but one (all but two in
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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 publishe

d 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 - September 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; 122 77 56 79 70 20 | <153 120 | 234 185 | 157 79 107 63
Axesor 8 70 a7 70 5.1 0 | -0 69 267 94 470 74 | 233 74
BBVA Research 15 70 29 78 60 00 | -172 53 -184 92 -195 L 99 6.l
Bankia 130 60 159 66 42 22 | -186 98 265 142 | 203 84 | -2 60
CaixaBank Research 40 100 | -149 1Ll 35 6 | 75 23 234 208 | 205 219 | -1l4 118
Cémara de Comercio de Espaiia 130 86 156 118 53 23 211 6l 213 121 | 232 40 132 88
Cemex 120 60 J36 60 40 22 | 4153 86 216 102 | <137 79 100 55
Cenro fg&ﬁf}?ﬁéﬁmmia d 2 85 | .26 98 46 <18 | 215 107 | 290 213 | 240 80 | -105 70
%E;ﬁ;gfﬁfﬁfién Ecomomica 105 qou | -1t 9l 29 05 | -2 131 | .56 163 | -127  I56 | -84 78
CEOE 15 70 34 70 43 10 | -188 126 | 223 185 | 214 125 | -102 68
Equipo Econémico (Ee) 120 68 145 79 45 05 | 206 75 215 69 237 8l 12,1 58
Funcas 430 79 57 76 56 32 | -8l 99 -19.1 103 | -17.1 96 120 69
g‘:;'rfg:n"lg('l“gk’éeﬂzerﬂf Andlisis 15 70 | 23 78 32 20 | -170 74 188 102 | -197 94 | -100 6l
'(j‘ég)‘“” e Ll 120 60 1138 55 40 05 d90 127 | 230 200 | 216 120 | -105 59
Intermoney 124 72 26 76 4l 18 | 230 90 236 132 | 223 47 | -108 64
Mapfre Economics -12.1 6.8 -15.0 53 4.8 1.8 -13.9 5.7 - - - - -2 35
Repsol 130 57 2.1 98 36 17 | 192 a9 238 7.0 209 63 -10.1 65
Santander -0 75 139 59 6l 46 | 119 143 | 79 143 | 156 113 89 75
YGroup Companies -13.0 6.0 -16.5 5.0 4.0 3.0 =225 1.4 -24.0 10.0 -27.0 15.0 -13.6 6.0
Universidad Loyola Andalucia a5 70 33 70 3.0 02 | <155 94 -18.1 n2 | 207 128 | -105 60
CONSENSUS (AVERAGE) 120 73 39 77 45 12 | 79 100 | 220 134 | 198 97 | -1l0 67
Maximum a0 o0 | - s 7.0 46 | -2 231 J56 213 | <127 219 84 18
Minimum 140 57 165 50 29 20 | 230 49 290 69 270 L J36 35
Change on 2 months earlier' -1.2 0.1 -1.6 -0.2 -0.7 -0.3 2.5 0.5 4.6 -0.1 0.3 1.2 -0.6 0.1
- Rise? 0 10 2 9 2 7 " 9 12 8 6 9 6 9
- Drop? 15 6 s 9 13 8 8 9 6 9 12 6 12 6
Change on 6 months earlier' -13.5 57 -15.1 6.4 2.6 -0.6 -19.8 75 -23.8 10.6 -21.2 7.5 -12.5 5.1
Memorandum items:
Government (April 2020) 92 6.8 -8.8 4.7 25 1.8 =255 16.7 - - - - - -
Bank of Spain (September 2020)  -10.5/-126 7.3 /4.1 L112/-13.1 9.4/55 | 54/56 -13/12-195/219 60/24 | - - - - - -
EC (July 2020) 109 71 - - - - - - - - - - - -
IMF (June 2020) 28 63 - - - - - - - - - - - -
OECD (June 2020) L1144 75750 134173 97/7.0 | 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.
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Table 1 (Continued)
Economic Forecasts for Spain - September 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.) Wage Unempl. CI/A bal. of Gen. gov. bal.
services services earnings® (% labour force) (% of GDP)®

2020 2021 2020 2021 2020 2021 2020 2021 2020 2021 2020 2021 2020 2021 2020 2021 2020 2021
AEITES (TTENELTES 248 175 | 222 148 | 03 07 08 07 | - - | 90 55 175 169 | 07 14| -130 68
Internacionales (AFI)
Axesor 2273 12.4 -19.8 14.9 -0.1 1.1 - - - - -6.0 3.0 20.1 17.0 1.0 15 -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 -22.6 12.6 -20.8 13.4 -0.2 0.9 -- -- 0.6 1.1 -8.4 4.0 154 16.2 0.2 12 -- --
CaixaBank Research -24.2 13.0 -17.3 17.1 -0.3 1.6 0.9 1.7 2.1 28 -6.4 0.8 19.3 19.5 13 18 -13.6 -7.6
Camara de Comercio
de Espania -19.7 121 -20.6 132 -0.4 1.0 0.9 1.2 - - -87 28 20.5 18.1 20 17 -11.0 -7.0
Cemex -21.6 14.6 -17.4 13.6 0.1 1.0 1.0 1.0 - - -8.0 23 - - 0.0 1.0 -13.0 -8.0

Centro de Estudios
Economia de Madrid -18.5 19.6 -18.0 16.0 -0.1 1.2 0.9 0.9 - - -6.0 26 19.8 18.3 14 17 -10.5 -6.6
(CEEM-URJC)

Centro de Prediccion

Econdmica 223 250 | -17.9 17.8 0.2 1.4 - - 28 19 | -9l 7.6 15.2 152 | -04 0. 9.8 -49
(CEPREDE-UAM)
CEOE 247 75 222 7.0 0.2 0.9 0.8 0.7 30 10| -75 22 17.0 210 [ 00 10 | -125  -70
Equipo Econémico (Ee)  -21.5 154 | -224 13.2 03 1.0 0.7 0.7 12 07 | -75 3. 20.1 185 | 08 09 | -150 -88
Funcas 239 157 | 217 12.7 0.1 0.9 0.9 0.9 - - 9.4 38 17.0 172 |09 19| -122 80
Instituto Complutense
de Andlisis Econémico -132 128 | -107 10.6 0.2 0.6 0.9 0.9 05 10 | -50 2.1 18.0 1720 | 10 10| -110 70
(ICAE-UCM)
Ireigiaizs el Savches 253 80 | 22 75 | -02 08 08 07 |29 08| 80 20 175 215 | 05 05| -130 75
Econémicos (IEE)
Intermoney 240 148 | -214 137 0.2 1.1 0.7 1.0 - - -85 45 17.3 1720 | 07 12| -128 76
Mapfre Economics -18.0 9.2 -19.3 4.4 0.2 12 1.0 12 - - 55 0.4 17.2 143 | 20 15 9.3 45
Repsol -140 214 64 235 02 1.0 0.9 0.9 20 05| -127 110 16.9 170 | -14 11 -145  -105
Santander 227 7.2 -20.0 6.8 0.1 1.4 1.0 0.7 23 20 | -5 2.1 16.8 170 | 13 14 = -
YGroup Companies -22.0 12.0 -24.0 12.0 -0.5 0.5 1.0 1.2 - - -10.0 5.0 18.0 20.0 1.3 20 -14.0 -9.0
Universidad Loyola 24 155 | 2195 123 | -02 05 08 10 ~ | 93 ss 168 192 |08 11| -7 72
ndalucia
CONSENSUS
(AVERAGE) 215 139 | -189 12.7 0.2 1.0 0.9 0.9 19 12| -78 35 17.8 178 | 06 13 | -123 74
Maximum -132 250 -6.4 235 0.1 1.6 1.0 1.7 30 28 | -50 1.0 20.5 215 | 20 20 9.3 45
Minimum 27.3 72 240 4.4 0.5 0.5 0.7 0.5 05 02 | -127 0.4 15.2 143 | -14 0.l -150  -105
gﬁ‘lr;gr? on 2 months 13 11 07 1.7 00 00 00 00 |04 02 -8 I .13 02 |-04 01| -04 00
- Rise? 3 9 8 12 5 3 4 4 3 4 | 8 4 5 4 4 | 3
- Drop? 14 8 8 4 6 7 5 3 1 0 10 3 12 8 12 7 1 4
Change on 6 months 236 13| 210 100 | -12 03 0.1 02 |01 07| 92 21 42 47 |07 ol | -lo0 54
Memorandum items:
Government
(April 2020) 27.1 1.6 | -310 9.3 - - - - - - 9.7 5.7 19.0 17.2 - - -103 -
BagklofiSha 2071252 11.5/7.4/-187 /-2 84/49 |-02-037 1.0/087 | 0.7/0.67 08/057 | - - - - 1717186 194/22.1| - - |-108/-12.1 -7.0/-9.9
(September 2020)
EC (July 2020) - - - - 0.1 097 - - - - - - - - - - - -
IMF (June 2020) - - - - . - - - - - - - - - - - 4139 -83
OECD (June 2020) -16.7/-19.8 9.5/5.7 |-18/-21.1 10.7/7.5 0027 03/-027 | 04/037 03/07 | -~ - - —~ 192/20.1187/21.9 23 20 |-103/-12.5-6.2/-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.
4 In National Accounts terms: full-time equivalent jobs.
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Table 2

Quarterly Forecasts — September 2020

20-1Q 20-1Q 20-1Q 20-lVvQ 21-1Q 21-1Q 21-lIQ 21-IVQ
GDP! -5.2 -18.5 12.9 3.9 1.6 1.3 1.3 1.0
Euribor 1 yr 2 -0.27 -0.14 -0.34 -0.33 -0.30 -0.29 -0.28 -0.27
Government bond yield 10 yr2  0.51 0.52 0.44 0.51 0.58 0.61 0.64 0.70
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 -049 -048 -048
Dollar / Euro exchange rate 2 1.11 1.13 1.17 1.17 1.17 1.17 1.17 1.17
Forecasts in yellow.
" Qr-on-qr growth rates.
2 End of period.
Table 3
CPI Forecasts — September 2020
Year-on-year change (%)
Aug-20 Sep-20 Oct-20 Nov-20 Dec-20 Dec-21
-0.5 -0.3 -0.4 -0.3 -0.2 1.1
Table 4
Opinions — September 2020
Number of responses
Currently Trend for next six months
Favourable Neutral Unfavourable Improving Unchanged Worsening
International context: EU 1 2 17 15 4 1
International context: Non-EU 0 2 18 14 5 1
Is being Should be
Restrictive Neutral Expansionary Restrictive Neutral Expansionary
Fiscal policy assessment’ 0 0 20 0 1 19
Monetary policy assessment’ 0 0 20 0 0 20

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