Spanish economic forecasts panel: March 2021*

Funcas Economic Trends and Statistics Department

2021 GDP growth estimate trimmed by
0.4pp to 5.9%

During the last quarter of 2020, Spanish GDP
registered growth of 0.4% according to the
provisional figures, which was higher than
the consensus forecast. That performance was
shaped by positive domestic demand which more
than offset the weakness in exports. In 2020 as a
whole, the economy contracted by 11%.

The first-quarter indicators available to date are
not encouraging: industrial output contracted in
January; effective employment (social security
contributors less those on furlough and self-
employment benefits) fell sharply in January-
February; and foreign tourist arrivals retreated
once again, after a slight improvement in
December.

As a result of the recent downturn in expectations,
the GDP forecast for 2021 has been trimmed by
0.4 percentage points to 5.9%. That figure is in
line with the most recent estimates issued by the
international organisations and the Bank of Spain
but lower than the government’s projections (dated
to last October). As for the quarterly profile, the
consensus forecasts point to a GDP contraction of
0.4% in the first quarter, compared to estimated
growth of 0.5% as per the last Panel survey. The
forecasts for the following quarters have also
been trimmed to 1.7% in 2Q21, 2.9% in 3Q21 and
1.9% in 4Q21 (Table 2). Note, however, that these
figures could vary significantly depending on how the
vaccination effort progresses.

Domestic demand is expected to contribute six
percentage points (up 0.1 percentage points from
the January consensus forecast), while trade is
expected to detract from growth by 0.1 percentage
points (down from +0.4 percentage points). It is
worth highlighting the upward revision to the public
spending forecast and the downward revision to all
items of investment (Table 1).

The economy is expected to grow by
5.6% in 2022

This was the first survey to ask for estimates for
2022. The consensus forecast is for GDP growth of
5.6%, implying a 0.3 percentage point slowdown
with respect to the 2021 forecast. However, half
of the analysts think growth will pick up in 2022,
with the other half forecasting a slowdown.
That consensus estimate exceeds that of both
international organisations and the Bank of Spain.

The contribution by domestic demand is estimated
at 5.1 percentage points. Within that overall
trend, public and private consumption, as well
as investment in machinery and equipment,
are expected to slow, while construction would
accelerate (Table 1). Net exports, meanwhile,
would make a 0.5 percentage point contribution,
driven by the anticipated recovery in tourism.

Upward revision in inflation projections

The start of the year was marked by a considerable
rally in oil prices, which, combined with other
factors —some of which are transient—, has lifted
inflation, leaving behind the negative year-on-
year rates observed since April 2020. Inflation is
expected to remain in positive territory over the
coming months (Table 3).

The consensus forecast has been raised by 0.3
percentage points since the last survey, to an
annual average rate of 1.1%. The forecast for 2022
is for inflation of 1.2%. In terms of core inflation,
although the forecast for 2021 is unchanged at
0.7%, it has been increased slightly to 1% in 2022.

The year-on-year rates forecast for December
2021 and December 2022 are 1.5% and 1.3%,
respectively.

Unemployment expected to rise

to 16.7% in 2021

According to the social security contributor
numbers, job destruction in January and February
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was not particularly noteworthy by comparison
with prior years. However, the number of
people on furlough or self-employed benefits
has increased considerably, implying the loss of
370,000 effective jobs. The only time in the entire
series in which effective employment decreased
by that much was in the same period of 2009. It is
worth noting, however, that the employment and
unemployment figures are highly distorted by the
fact that the people on furlough are included within
the employment ranks.

The consensus forecast for employment, in terms
of full-time equivalents, is for an increase of 3.4%
in both 2021 —up 0.2 percentage points from the
last survey— and 2022. The forecasts for growth in
GDP, job creation and wage compensation yield
implied forecasts for productivity and unit labour
costs (ULC). Productivity is expected to gain 2.5%
this year, down 0.6 percentage points from the last
survey, and 2.2% in 2022. ULCs, meanwhile, are
forecast to contract by 1.5% in 2021 and by 0.6%
in 2022, having risen sharply in 2020. Again, the
trend in these variables should be interpreted with
caution due to the impact of the furloughs.

The average annual rate of unemployment is
expected to increase to 16.7% in 2021 (down
0.5 percentage points from the last set of forecasts)
and to fall back to 15.5% in 2022.

Rebound in external surplus

In 2020, according to provisional figures, the
current account surplus amounted to 8 billion
euros, down 70% year-on-year. That significant
contraction was the result of the collapse in tourism
receipts.

The consensus forecast is for a surplus equivalent
to 1.1% of GDP in 2021 (down 0.1 percentage points
from January), widening to 1.3% in 2022.

Consensus public deficit forecasts:
8.3% of GDP in 2021 and 6% in 2022

In the first 11 months of the year, the deficit
at all levels of government except for the local
corporations stood at 87.6 billion euros, compared
to 19.6 billion euros at the same juncture of 2019.
The deterioration is the result of a 22.2 billion euros
drop in revenue coupled with growth of 45.8 billion
euros in spending, of which around 35 billion euros
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is related to the pandemic. Public debt, meanwhile,
increased by 122.4 billion euros to 117.1% of GDP
in 2020.

The analysts are expecting the overall deficit to
come down over the next two years. The forecast
for 2021 is for a deficit of 8.3% of GDP (which is
0.6 percentage points higher than government
predictions), declining to 6% in 2022.

External environment expected to
improve in the coming months

According to the confidence indicators available
to February, business sentiment has improved
markedly, with the IHS Markit overall business
confidence reading at its highest level in three
years. The optimism is clearly biased towards the
US, where the vaccination effort is making fast
progress, restrictions are gradually being lifted
and President Biden has announced a massive new
fiscal stimulus package. In China, too, businesses
are revising their investment and hiring plans
upwards. In Europe, despite a weak start to the
year, the recovery is also on the horizon, albeit less
clearcut. Higher shipping and raw material costs
are, however, a common concern.

The OECD has revised its global growth forecast
upwards, to 5.6% in 2021 (up 1.4 percentage
points from December) and to 4% in 2022 (up
0.3 percentage points). China and the US are expected
to lead that recovery, without driving a sharp uptick
in inflation that would oblige the central banks to
roll back their monetary stimulus measures. The
eurozone is expected to register growth of close to 4%
throughout the projection horizon.

In sum, although the external environment remains
unfavourable on the whole, as is reflected in the
analysts’ assessments, the outlook should begin
to brighten as the vaccination campaign moves
forward. Thus, a wide majority of analysts expect a
turnaround within the next six months, both within
the EU and beyond. That appraisal is more upbeat
than in January.

Tension in bond markets

Since the January survey, debt markets have been
under considerable strain, pricing in the prospect of
‘reflation’ and a possible change in monetary policy



regimes. The central banks, starting with the Federal
Reserve and followed by the ECB, have reiterated
their commitment to leaving the monetary stimuli
in place for as long as necessary. Their reaction has
contained pressure on interest rates, at least for the
time being. Nevertheless, the yields on benchmark
sovereign bonds have increased from their January
lows and the spread between the yields on either
side of the Atlantic has widened. The yield on the
10-year Spanish bond, which had traded in negative
territory of late, widened to almost 0.5% towards
the end of February, though falling back since then
to close to 0.25%. The 12-month EURIBOR has
etched out a similar pattern, climbing from under
-0.51% in January to -0.48% at the time of writing
this Panel.

Against that backdrop, the analysts believe that
the upward movement in interest rates will be
somewhat more pronounced than previously
estimated. However, they expect rates to remain at
low levels in absolute terms (Table 2).

Exhibit 1
Change in forecasts (Consensus values)

Annual rates in %
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Slight euro depreciation

In light of the growing interest rate spread, the euro
has depreciated slightly against the dollar to trade
at around 1.20 ($0.04 down from January levels).
The analysts believe the exchange rate will remain
close to current levels throughout 2021.

Macroeconomic policy should remain
expansionary

The analysts unanimously consider that monetary
and fiscal policies are expansionary and virtually
all of them believe they should remain so for the
coming months (Table 4). No major change in
the ECB’s benchmark rates are expected over the
projection horizon.
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Source: Funcas Panel of Forecasts.

* 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 - March 2021

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

2021 2022 2021 2022 2021 2022 2021 2022 2021 2022 2021 2022 2021 2022
Analistas Financieros
Internacionales (AFT) 6.4 58 77 62 6.0 4.9 9.9 52 10.5 5.6 74 54 73 55
Axesor Rating 5.6 5.4 70 4.0 4.4 1.7 37 6.7 78 4.9 42 88 - -
BBVA Research 55 7.0 6.6 66 35 24 79 15.4 9.7 148 7.0 14.8 56 72
Bankia 57 6.2 6.7 52 4.9 23 55 9.8 9.9 10.1 35 12.0 6.3 54
CaixaBank Research 6.0 4.4 79 35 6.3 24 5.6 7.5 12.7 8.0 0.8 7.1 73 4.1
Camara de Comercio de Espafia 5.9 4.5 6.2 42 35 2.6 6.4 89 12.3 11.0 4.0 5.7 5.6 43
Cemex 55 7.0 6.3 6.5 3.0 25 6.0 9.3 89 9.1 6.0 10.0 53 6.0
Centro de Estudios Economia de
Madrid (CEEM-URJC) 6.2 5.0 6.3 4.8 3.1 1.5 82 6.3 1.3 5.6 8.1 83 5.8 4.0
Centro de Prediccién Econémica
(CEPREDE-UAM) 85 57 8.6 4.7 5.0 0.7 1.7 6.9 16.6 55 10.8 9.2 8.7 43
CEOE 54 6.2 6.8 7.5 37 0.6 4.8 1.0 82 1.3 30 1.9 5.0 55
Equipo Econémico (Ee) 6.5 42 53 4.0 1.1 35 75 4.6 6.9 48 8.1 5.0 57 3.0
Funcas 57 6.3 6.1 48 4.4 25 8.6 82 10.1 6.5 7.0 10.1 6.2 5.0
Instituto Complutense de Analisis
Econémico (ICAE-UCM) 5.6 5.8 6.2 52 4.0 2.4 77 8.7 9.8 85 6.3 84 6.1 55
'(’I‘ég)‘“m de Eiriftes Eememites 57 62 73 36 06 27 97 55 92 06 109 42 5.1
Intermoney 6.7 4.5 6.9 4.0 34 22 76 79 (1N 55 55 10.6 7.0 5.1
Mapfre Economics 6.1 6.3 58 6.1 3.0 1.4 78 8.6 - - - - 49 53
Repsol 57 52 7.1 35 5.9 3.6 37 76 9.1 6.8 1.0 10.1 6.2 42
Santander 6.0 70 87 6.4 39 0.4 4.5 143 1.6 206 -0.4 84 6.1 6.5
Metyis 4.5 55 5.0 5.0 4.0 35 4.7 7.1 5.0 9.0 5.0 7.0 4.7 5.1
Universidad Loyola Andalucia 5.6 52 6.5 54 2.6 2.0 72 8.1 82 7.8 9.7 85 5.7 53
CONSENSUS (AVERAGE) 59 5.6 6.7 52 4.0 22 6.6 8.6 9.8 87 5.1 9.1 6.0 5.1
Maximum 85 7.0 87 75 6.3 49 1.7 154 16.6 20.6 10.8 14.8 87 72
Minimum 45 42 5.0 35 1.1 0.4 2.7 4.6 5.0 48 -0.4 5.0 42 3.0
Change on 2 months earlier' -0.4 - -0.1 - 1.8 - -1.5 - -2.1 - -2.3 - 0.1 --
- Rise? | - 9 - 18 - 5 - 5 - 5 - 9 -
- Drop? 13 - 8 -- 0 - 12 - 10 - 11 -- 6 --
Change on 6 months earlier' -1.4 - -1.0 - 2.8 - -34 - -3.6 - -4.6 - -0.6 --
Memorandum items:
Government (October 2020)* 72198 - 83/10.7 - 05/26 - 6.9/142 - - - - - 6.1/9.3 -
Bank of Spain (December 2020) 86/42 48/39 103/38 52/45|06/14 -07/-1.6/104/85 83/74 - - -- - 80/4.1 45/37
EC (February 2021) 5.6 53 -- - - - - -- -- - - - - -
IMF (January 2021) 59 4.7 - -- -- - -- - - - - -- - -
OECD (March 2021) 5.7 48 - - - - - - - -- - - - -

' Difference in percentage points between the current month’s average and that of two months eatrlier (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.

4 Forecasts for a baseline scenario as well as a scenario that includes investment funded by the EU recovery plan.
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Table 1 (Continued)
Economic Forecasts for Spain - March 2021

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 C/A bal. of Gen. gov. bal.

Unempl.
services services earnings® (% labour force) (% of GDP)®

2021 2022 2021 2022 2021 2022 2021 2022 2021 2022 2021 2022 2021 2022 2021 2022 2021 2022
Analistas Financieros
Internacionales (AFl) 12.2 10.9 15.6 7.7 0.7 1.5 -- -- - - 5.1 25 16.1 15.0 1.4 1.3 -7.8 -5.3
Axesor Rating 12.6 9.2 14.1 5.1 0.9 1.1 0.7 0.8 - - -- - 16.9 15.7 0.9 1.1 -8.0 -6.0
BBVA Research 10.9 13.7 11.8 15.1 0.7 12 - - 07 42 4.7 45 17.0 139 1.1 09 -8.9 -5.6
Bankia 79 14.5 8.4 12.8 1.3 1.4 0.7 1.0 1.7 13 37 3.6 16.4 14.7 05 1.0 - -
CaixaBank Research 6.6 7.6 78 6.6 1.1 1.5 0.3 1.0 09 1.7 1.6 2.1 16.5 15.3 16 21 -8.8 -6.3
Céamara de Comercio
&b i 16.4 83 13.8 8.0 1.3 11 0.8 11 - - 2.1 39 18.6 17.0 1107 -75 -55
Cemex 9.7 127 9.5 10.1 12 1.4 0.8 1.0 - - 32 4.0 - - 10 15 -9.0 -6.5

Centro de Estudios
Economia de Madrid 10.7 12.1 9.9 10.2 1.5 1.9 0.8 1.8 - - 3.1 4.1 17.2 15.8 L1103 -82 -5.8
(CEEM-URJC)

Centro de Prediccién

Econémica 121 132 | 130 87 13 12 - - 19 17| 62 35 143 132 |09 10| 69 50
(CEPREDE-UAM)
CEOE 66 94 | 50 67 12 05 05 06 | 06 LI | 2l 45 169 148 | 12 15| 90 60
Equipo Econémico (Ee) 154 7.1 | 1Ll 64 | 08 09 07 07 |07 12| 46 28 166 61 |09 12| 88 79
Funcas 7.1 147 | 89 105 | 15 13 08 Ll 07 03| 43 29 162 157 |05 15| 80 67
Instituto Complutense
de Analisis Econémico 89 124 | 105 119 | 10 13 07 08 — | 40 36 168 150 | 10 10| 88 57
(ICAE-UCM)
instityioidelesudis 66 8.9 54 67 12 05 05 06 |05 09| 18 40 17.1 154 | 10 12| 90 60
conomicos (IEE)
Intermoney 10.9 10.5 12.5 12.1 1.5 1.4 0.8 - - - 47 23 159 15.5 05 03 -8.0 -
Mapfre Economics e 102 | 78 8.l 09 07 1.0 12 e | 04 26 172 164 | 19 15| 65 -4l
Repsol 98  ILI | 98 83 13 15 09 Ll |08 11| 40 35 16.0 157 |12 15| 90 65
Santander 8.3 121 | 93 1o | 18 12 06 0 |20 20| 17 31 169 63 |14 20| - -
Metyis 75 120 | 80 100 | 06 12 10 12 | - ~ | 35 40 165 160 | 08 15| 90 70
et Gy o 75 | 112 77 09 13 05 1.0 - | 35 36 180 172 | 11 10| 75 64
&?,E‘RSEE‘E)US 02 109 | 102 92 X 12 07 0 | 10 16| 34 34 167 155 | L1 13| 83 60
Maximum 164 147 | 156 51 18 19 10 I8 | 20 42| 62 45 186 172 | 19 21| -85 4l
Minimum 66 7.1 50 5.1 06 05 03 06 |05 03| 04 21 143 132 |05 03| 90 79
Change on 2 months 19 - 1.0 - 03 - 00 - 00 - | o2 - 05 ~ o1 < ol -
- Rise? 2 - 4 - 14 - 6 - 6 - 9 - 3 - 5 . 7 -
- Drop? Is - 12 - 2 - 5 - [T 6 - 14 - 6 - 6 -
Change on 6 months 37 - 25 - 0.1 - 02 - o2 - | 1 - -1l - 02 ~ | 09 -

Memorandum items:

Government 11.7/18

(October 2020)° - 867171 - - - - - 04 - [56/72 -~ |169/163 -~ |1.9/08 - 7.7 .

(Blgr;E:r:\EeP?iEOZO) 119/80 82/73|106/82 77/7.1 |07/057 13/0.97 | 0.6/02® 1.1/0.6® | - - [86/50047/33¢ 17.1/205 14/181 | -~ - | 67/96 -4/-7.1

EC (February 2021) - - - -- 087 1.1? - - - - - - -- - - - - -
IMF (January 2021) - - - - - - - - - - - - - - - - - -
OECD (March 2021) - - - - - - - - - - - - - - - - - -

" Difference in percentage points between the current month’s average and that 4 In National Accounts terms: Full-time equivalent jobs.

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 earl /’ef- . ) ) 7 Harmonized Index of Consumer Prices (HICP).
3 Average earnings per full-time equivalent job. ¢ Harmonized Index excluding energy and food.

¢ Hours.
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Quarterly Forecasts — March 2021

21-1Q 21-1Q 21-1Q 21-IVvQ 22-1Q 22-1Q 22-l1Q 22-IVQ

GDP! -0.4 1.7 2.9 1.9 0.9 0.9 0.8 0.7
Euribor 1 yr 2 -0.47 -0.46 -0.44 -0.41 -0.38 -0.35 -0.34 -0.31
Government bond yield 10 yr2  0.20 0.26 0.30 0.37 0.46 0.54 0.62 0.71
LS ) B 000 000 0.0 000 000 000 000 0.0
operations interest rate

ECB deposit rates 2 -0.50 -0.50 -0.50 -049 -048 -048 -044 -0.44
Dollar / Euro exchange rate 2 1.21 1.21 1.21 1.21 1.20 1.21 1.21 1.21
Forecasts in yellow.
' Qr-on-qr growth rates.
2 End of period.
CPI Forecasts — March 2021

Year-on-year change (%)
Feb-21 Mar-21 Apr-21 May-21 Dec-21 Dec-22
0.0 0.6 1.1 1.3 15 1.3
Opinions — March 2021
Number of responses
Currently Trend for next six months
Favourable Neutral Unfavourable Improving Unchanged Worsening
International context: EU 0 1 19 17 3 0
International context: Non-EU 2 1 17 18 2 0
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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