Spanish economic forecasts panel: May 2021*

Funcas Economic Trends and Statistics Department

Outlook for recovery in 2021 GDP
largely unchanged

The Spanish economy contracted by 0.5% in the
first quarter of 2021, 0.1 percentage points more
than the consensus forecast. Domestic demand
detracted from growth by 0.9 percentage points,
while external demand contributed 0.4 percentage
points, shaped by a bigger drop in imports relative
to exports. As for the end of the first quarter and
beginning of the second, available indicators
are sending broadly positive signals, with some,
specifically the PMI and confidence readings,
staging very strong recoveries.

The consensus forecast for GDP growth in 2021
has been trimmed by 0.1 percentage points
since our last survey, to 5.8%, reflecting small
adjustments in analysts’ estimates as well as
the slightly stronger than expected first-quarter
contraction. In terms of the quarterly pattern,
the second and third-quarter forecasts have been
raised a little, while the fourth-quarter forecast
is unchanged (Table 2). Most of the analysts are
expecting a recovery in tourism exports to around
40% of pre-pandemic levels during the high
season (third quarter).

Domestic demand is expected to contribute 5.6
percentage points of growth, which is 0.4 percentage
points down from the last set of forecasts. External
demand is now expected to contribute 0.2
percentage points (vs. -0.1pp in the last survey), due
to a higher upward revision to estimated growth
in exports relative to that in imports. The analysts
have lowered their forecasts for public and private
consumption, but raised their estimate for growth in
gross fixed capital formation (Table 1).

The GDP forecast for 2022 has been
raised by 0.1pp t0 5.7%

The consensus forecast for GDP growth in 2022
has been raised by 0.1 percentage points to 5.7%,
shaped by stable quarterly growth of around 0.8%
to 0.9% in the first three quarters, with momentum

expected to taper a little by the last quarter (Table
2). The new consensus forecast is higher than the
Bank of Spain’s and IMF’s current projections and
lower than those of the Spanish government and the
European Commission. On average, the analysts are
expecting a recovery in tourism to over 80% of pre-
pandemic levels by the end of 2022.

The slight ease-up in growth in 2022 is attributable
to a lower contribution by domestic demand, in
turn shaped by slower growth in public and private
consumption and in investment in capital goods,
more than offsetting the increase in construction
investment (Table 1). External demand is expected
to contribute 0.5 percentage points, up from 0.2
percentage points as per the last survey.

Note that half of the analysts are forecasting
stronger growth in 2022 than in 2021, while the
other half expect a slowdown.

Upward revision to estimated 2021 CPI

The rally in oil prices during the first quarter, coupled
with other factors - some of which are transitory -
has pushed year-on-year inflation back into positive
territory. Inflation is expected to strengthen further
from April (Exhibit 1) as a result of a “step” or base
effect in energy prices. Core inflation, however, would
remain subdued.

The consensus forecast is for average inflation
of 1.6% in 2021, up 0.5 percentage points since
the last set of forecasts. The projection for 2022
is for inflation of 1.3%. In terms of core inflation,
although the forecast for 2021 is unchanged at 0.7%
it is expected to increase slightly to 1% in 2022.

The year-on-year rates forecast for December
2021 and December 2022 are 1.9% and 1.3%,
respectively.

Unemployment expected to rise to
16.2% in 2021

According to the latest labour market survey,
employment increased by 0.4% in the first quarter,
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controlling for seasonal effects. The unemployment
rate increased to 16%, up 1.6 percentage points
year-on-year.

The growth in the number of Social Security
contributors trailed that indicated by the labour
market survey. However, it is worth highlighting
the high number of people coming out of furlough
and going back to work in March and April, so that
effective employment has increased by around
150,000 people, adjusting for seasonality —figures
that point to a stronger job market in the second
quarter.

The consensus forecast for employment, in terms
of full-time equivalents, is for an increase of 3.9%
in 2021 - up 0.5 percentage points from the last
survey - and 3.4% in 2022. The forecasts for growth
in GDP, job creation and wage compensation yield
implied forecasts for growth in productivity and
unit labour costs (ULCs). Productivity is expected
to gain 1.9% this year, down 0.6 percentage points
from the last survey, and 2.3% in 2022, up 0.1
percentage points. ULCs, meanwhile, are projected
to contract by 1.2% in 2021 and by 0.9% in 2022,
having risen sharply in 2020. However, these
trends should be interpreted with caution due to
the distortion created by the furlough scheme.

The average annual unemployment rate is expected
to increase to 16.2% in 2021 (down 0.5pp from the
last set of forecasts) and to fall back to 15.3% in
2022.

Improvement in external surplus

According to the revised figures, Spain recorded
a current account surplus of 7.4 billion euros in
2020, down 70% from 2019. In the first two months
of 2021, the trade surplus deteriorated year-on-
year, while the income deficit widened, so that the
current account balance deteriorated.

The consensus forecasts continue to call for a current
account surplus of 1% of GDP (down 0.1 percentage
points from last set of forecasts) in 2021 and 1.3% in
2022 (unchanged).

Consensus public deficit forecasts:
8.5% of GDP in 2021 and 6% in 2022

In 2020, the deficit amounted to 123 billion euros,
compared to 35.6 billion euros in 2019. The
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deterioration is the result of a 24.5 billion euro
drop in revenue coupled with growth of 63 billion
euros in spending, of which around 45 billion euros
is related to the pandemic. Public debt, meanwhile,
increased by 156.7 billion euros to 120% 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 8.5% of GDP (which is
0.2pp higher than the last survey), declining to 6%
in 2022.

Nearly all analysts are expecting
an improvement in the external
environment

Progress on the vaccination front, albeit highly
uneven, has ushered in the change in global
economic momentum that had been foreshadowed
by the indicators already published at the time the
previous survey was conducted. The improvement
in the US stands out, with the economy having
grown by 1.6% in the first quarter, fuelled by
private consumption following the easing of the
restrictions put in place to control the pandemic,
as well as the new stimulus package rolled out by
President Biden. The Chinese economy, meanwhile,
continues to expand, albeit losing a little steam
in recent weeks due to fresh outbreaks in Asia,
particularly in India. In its April economic outlook,
the IMF raised its forecast for global growth to 6% in
2021 and 4.4% in 2022, up 0.5 and 0.2 percentage
points from the January outlook, respectively. The
IMF forecasters have improved their outlook for
all regions, except for Southeast Asia. According to
IHS Markit, the global PMI reached a ten-year high
in April, heralding consolidation of the unfolding
recovery in the months to come.

The wave of growth is reaching Europe. In its
Spring outlook , the European Commission revised
its growth forecasts for the EU upwards to 4.2% in
2021 and 4.4% in 2022, up 0.1 and 1.4 percentage
points, respectively, compared to its Autumn
outlook.

However, the fears of more pronounced inflation
are growing as the price rally in commodities and
technology components continues. Price pressures
are particularly intense on the other side of the
Atlantic, where inflation is running at 4.2%, but are
beginning to spread to Europe, too.



Overall, the analysts are less pessimistic about the
current state of the global and European economies.
Nearly all agree that the economic context will
improve over the coming months, an outlook
already foreshadowed in the last survey.

Yield on government bonds rising but
still at low levels

The markets have started to price in an increase
in inflation, demanding higher yields in order to
purchase debt. Spain’s 10-year government bonds
are trading at a yield of over 0.5%, which is nearly
20 basis points higher than in March. 12-month
EURIBOR has hardly budged, however, and is
trading just above the ECB deposit facility rate
(-0.5%).

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 is necessary, despite inflationary
pressures. Their reaction has not, however,
managed to stem a slight upward shift in market
interest rates.

Exhibit 1

Change in forecasts (Consensus values)

Annual rates in %
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Against that backdrop, the analysts continue to
expect that market rates will trend higher during
the projection horizon, albeit remaining low by
historical standards (Table 2).

Slight euro depreciation

Since our last Panel survey, the euro has mapped out
two opposite trends, depreciating until the end of
March (reflecting the lower growth expected for the
region at the time) and later wiping out those losses,
as signals emerged that the recovery was spreading
to the eurozone. The analysts continue to believe the
exchange rate will remain close to current levels over
the coming months.

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 changes of substance
are expected in ECB benchmark rates 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 - May 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 52 59 6.4 4.8 28 1.7 42 7.0 9.9 54 28 88 - -
BBVA Research 55 7.0 6.1 6.8 4.6 25 9.2 15.4 135 132 6.2 16.0 59 73
CaixaBank Research 6.0 44 6.8 4.0 37 1.7 6.8 57 12.7 5.8 37 5.7 6.3 39
Camara de Comercio de Espafia 5.9 54 59 45 48 2.6 6.4 89 12.3 11.0 4.0 6.1 52 48
Cemex 55 7.0 6.0 6.5 25 25 6.9 9.0 1.4 7.1 55 10.6 5.1 59
Centro de Estudios Economia de
Madrid (CEEM-URJC) 59 55 6.2 5.6 3.1 1.5 82 6.3 1.3 5.6 8.1 83 5.7 4.7
Centro de Prediccién Econémica
(CEPREDE-UAM) 6.4 48 6.3 6.6 3.0 1.2 85 43 15.0 -39 4.8 1.3 58 5.1
CEOE 54 6.0 52 6.1 2.6 1.7 55 7.6 124 82 1.8 8.4 45 42
Equipo Econémico (Ee) 6.3 4.6 53 49 2.6 30 59 4.6 45 48 6.9 5.0 5.0 44
Funcas 6.0 6.2 6.2 59 3.1 25 6.3 9.1 9.9 73 26 1.6 55 57
Instituto Complutense de Analisis
Econémico (ICAE-UCM) 5.6 5.8 6.2 52 4.0 24 77 8.7 9.8 85 6.3 84 6.1 55
'('I‘ég)‘“m i Eiriftes Eememies P 57 48 56 24 16 47 77 1.0 82 15 87 4l 40
Intermoney 6.2 52 6.9 55 3.1 1.9 78 8.8 12.6 5.1 26 12.8 5.9 5.1
Mapfre Economics 6.0 5.0 6.3 6.8 39 1.2 79 6.4 - - - - 55 5.0
Oxford Economics 6.0 6.5 6.2 73 35 1.7 74 8.7 72 8.0 4.5 77 5.6 6.0
Repsol 57 52 5.7 35 43 3.6 72 76 15.7 6.8 29 10.0 6.0 42
Santander 5.6 70 6.1 54 25 0.5 79 13.8 15.9 17.7 22 10.1 54 6.0
Metyis 55 6.0 6.5 6.5 35 2.0 6.6 8.0 8.0 11.0 7.0 8.0 5.8 5.8
Universidad Loyola Andalucia 58 53 6.6 53 27 2.1 74 78 19.2 8.0 85 73 5.9 52
CONSENSUS (AVERAGE) 58 57/ 6.2 57 34 2.1 7.1 8.0 1.7 7.6 47 89 5.6 52
Maximum 6.4 7.0 77 73 6.0 49 9.9 154 19.2 17.7 85 16.0 73 7.3
Minimum 48 4.4 48 35 24 0.5 42 43 4.5 -39 1.5 5.0 4.1 39
Change on 2 months earlier' -0.1 0.1 -0.5 05 -0.6 -0.1 05 -0.6 1.9 -1 -0.4 -0.2 -0.4 0.1
- Rise? 5 8 4 12 5 7 12 4 I 5 5 9 4 8
- Drop? 7 4 12 4 12 5 4 9 3 8 10 5 13 7
Change on 6 months earlier' -0.7 - -1 - 1.2 - -1.0 - 0.7 - -3.0 - -0.6 --
Memorandum items:
Government (April 2021) 6.5 7.0 73 6.9 25 1.5 10.3 123 - - - - 6.7 6.7
Bank of Spain (March 2021)* 6.0 53 88 4.8 1.4 -0.4 7.1 9.5 - - -- - 6.2 49
EC (May 2021) 5.9 6.8 6.4 5.8 2.7 1.9 9.6 12.7 122 15.0 - - - -
IMF (April 2021) 6.4 47 6.0 33 39 0.4 8.9 75 - -- - - -- -
OECD (March 2021) 5.7 4.8 - - - - - - - - - - - -

' 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 Baseline scenario.
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Table 1 (Continued)
Economic Forecasts for Spain - May 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 Unempl. C/A bal. of Gen. gov. bal.
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 77 1.5 1.2 - -- - - 5.1 25 16.1 15.0 1.4 1.3 -7.8 -5.3
Axesor Rating 12.2 9.2 12.1 5.1 1.5 1.2 1.2 1.0 - - -- - 16.9 15.7 0.9 1.1 -85 -6.0
BBVA Research 11.8 15.0 142 17.2 1.5 1.0 05 0.9 10 28 44 34 16.6 14.6 09 07 -85 -5.0
CaixaBank Research 1.4 78 1.3 6.2 1.1 1.5 0.6 11 05 17 1.6 2.1 16.5 153 15 16 -88 -6.3
Céamara de Comercio
de Espania 16.2 1.7 139 10.9 1.8 1.4 0.9 1.4 - - 35 42 16.8 16.0 L 13 -8.0 -6.0
Cemex 10.9 133 10.0 10.4 1.4 1.4 0.8 1.0 - - 32 4.0 -- - 1.0 1.5 -85 -5.5

Centro de Estudios
Economia de Madrid 9.9 12.1 9.8 10.2 1.7 1.9 0.7 1.8 - - 3.1 4.1 16.9 158 L3 -87 -5.8
(CEEM-URJC)

Centro de Prediccion

Econémica 25 07| on2 o 132 | 13 10 - ~ o7 14| 67 43 43 127 | L1 14| 71 34
(CEPREDE-UAM)

CEOE 92 106 | 60 5.1 18 10 05 08 |05 LI | 43 45 155 146 | 12 15| 90 60
Equipo Econémico (Ee) 139 7. | Il 70 I8 12 08 09 |07 12| 44 30 | 166 tel |10 12| 89 77
Funcas to07 | 100 95 | 20 13 06 10 |02 03| 54 26 | 159 153 |06 13| 83 67
Instituto Complutense

de Andlisis Econémico 89 124 | 105 119 | 16 13 07 08 | - -~ | 40 36 | 168 150 |10 10| -88 57
(ICAE-UCM)

L=iEneh E(fég‘)ﬁ“ 83 105 | 58 5.1 16 08 04 07 |04 10| 39 4l 160 152 | 10 12| 92 62
Intermoney ns 102 | e 105 | 15 14 08 o | -~ | 47 3 159 155 | 09 10| 80  -60
Mapfre Economics 1.4 82 1.0 73 1.4 0.9 0.6 0.6 - - 0.9 1.7 167 16.6 09 1.8 -8.3 -6.1
Oxford Economics 10.9 10.0 9.9 8.6 1.5 1.5 0.5 1.1 - - - - 15.5 15.5 08 15 -8.3 -5.8
Repsol 199 130 | 178 110 | 19 12 08 10 o8 I | 40 35 165 157 |12 15| 90 65
Santander 124 136 | 123 1Ll | 17 14 06 |20 20| 18 30 l66 163 | 10 15| - -
Metyis 80 100 | 90 9.0 10 12 08 12 | - - | 45 50 | 155 150 |05 10| 90 70
et Gy 0.0 107 | 104 104 | 18 12 06 08 | -~ - | 40 33 168 153 | LI 12| -81 65
&?,E‘RSEE‘E)US 17 109 | 112 94 16 13 07 0 |07 14| 39 34 162 153 | 10 13| -85 60
Maximum 199 150 | 178 172 | 20 19 12 I8 |20 28| 67 50 | 169 166 |15 18| 71 34
Minimum 80 7.1 | 58 51 10 08 04 06 |-02 03| 09 17 | 143 127 |05 07| 92 .77
Change on 2 months 15 00 | 10 02 | 05 ol 00 00 |03 02| 05 00 | 05 02 |01 00| 02 00
- Rise? 12 9 12 9 5 8 5 7 o 9 6 I 2 4 s 2 4
- Drop? 6 6 5 7 2 5 7 5 5 2 2 5 " 8 6 6 9 4
Change on 6 months -10 - | 07 - 07 - 0.l - o3 -~ | o8 - 3 - o2 - | 02 -

Memorandum items:

Government

(o 5050) 92 103 | 103 100 | - - - - - = | 40 27 | 152 140 | - - | 84 50
?g’;‘:cﬁfzsgfg;, 82 | 124 72 147 08" | 050 108 | - - - - 170 151 | - - | 77 48
EC (May 2021) 04 128 | 17 N7 |40 L0 - ~ |05 20| 45 20 | 157 144 |01 03| 76 52
IMF (April 2021) H2 14| 90 92 | 10 13 - - - - - - 68 158 |09 19| 90 -58

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.

¢ Baseline scenario..
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Quarterly Forecasts — May 2021

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

GDP! -0.5 1.8 3.2 1.9 0.9 0.8 0.8 0.6
Euribor 1 yr 2 -0.49 -0.48 -0.47 -0.45 -0.42 -0.40 -0.37 -0.34
Government bond yield 10 yr2  0.31 0.39 0.42 0.46 0.53 0.59 0.65 0.71
LS ) B 000 000 0.0 000 000 000 001 0.0
operations interest rate

ECB deposit rates 2 -0.50 -0.50 -0.50 -0.50 -049 -049 -044 -044
Dollar / Euro exchange rate 2 1.19 1.20 1.20 1.20 1.19 1.19 1.19 1.19
Forecasts in yellow.
' Qr-on-qr growth rates.
2 End of period.
CPI Forecasts — May 2021

Year-on-year change (%)
Apr-21 May-21 Jun-21 Jul-21 Dec-21 Dec-22
2.2 21 1.9 1.9 1.9 1.3

Opinions — May 2021

Number of responses

Currently Trend for next six months
Favourable Neutral Unfavourable Improving Unchanged Worsening
International context: EU 0 7 13 18 2 0
International context: Non-EU 5 3 12 17 3 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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