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No change in GDP forecasts for 2018

The consensus forecast for second-quarter GDP
growth is 0.7%, the rate actually observed during
the last three quarters. The indicators point to a
slowdown in consumption, shaped by the uptick in
inflation, and a recovery in investment.

The consensus forecast for GDP growth in 2018 is
unchanged from the last survey at 2.8%. Growth
during each of the last two quarters of the year is
estimated at 0.6%. There have been some changes
in the expected composition of that growth: the
analysts have raised their forecasts for private
and public consumption and for investment in
construction, while cutting their forecasts for
investment in capital goods substantially. They
have also lowered their forecasts for growth in
exports and imports. Domestic demand is currently
expected to contribute 2.5 percentage points to
growth, with foreign demand contributing to the
outstanding balance: 0.3 percentage points.

The GDP forecast for 2019: Unchanged
at 2.4%

The consensus forecast for GDP growth in 2019 is
unchanged at 2.4% The slowdown is expected to be
driven primarily by weaker private consumption. The
analysts expect foreign demand to continue to make a
positive contribution to GDP growth.

Inflation on the rise in 2018

The inflation rate increased to 2.3% in June, from
levels of around 1% in the first three months of
the year, as a result mainly of energy product
inflation.

The consensus forecast for average inflation in
2018 has risen by 0.2 percentage points to 1.7%;
the forecast for core inflation is unchanged at
1.2%. The headline inflation rate is expected to
decline in 2019, with core inflation increasing. The
estimates for the year-on-year rates for December
of this year and next are 1.8% and 1.5%, respectively.

The unemployment rate continues to
trend lower

According to the Social Security registration
numbers, the pace of job creation gathered force
in May and June, having slowed in March and
April, so that growth in employment in the second
quarter ended up the same as in the first quarter.
Recall, however, that for some time now the trend
in employment revealed by the Labour Force
Survey is less dynamic than that gleaned from the
Social Security numbers.

According to the consensus forecasts, employment
is set to increase by 2.4% in 2018 and 2% in 2019.
Using the forecasts for growth in GDP, job creation
and wage remuneration we can obtain implied
forecasts for growth in labour productivity and
unit labour costs: the former is expected to register
growth of 0.4% in both 2018 and 2019, while ULCs
are expected to increase by 0.7% in 2018 and by
1.1% in 2019. The average annual unemployment
rate is expected to continue to decline to 15.3% in
2018 and 13.6% in 2019. None of these estimates
has changed since the last edition of the Panel.

Spain set to continue to report a current
account surplus

To April, Spain presented a current account
deficit of 2.8 billion euros, compared to a slight
surplus in the same period of 2017, as a result
of a narrower trade surplus and a wider income
deficit.

The deficit presented during the first few
months of the year is highly seasonal, however,
and Spain is expected to report an overall
surplus equivalent to 1.5% of GDP in 2018, just
0.1 percentage points below the 2017 surplus. In
2019, the surplus is expected to decline by an
additional 0.1 percentage points.

Spain expected to miss its public deficit
targets

The fiscal deficit amounted to 3.98 billion euros in the
first quarter of 2018, down from 5.38 billion euros
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in the first quarter of 2017. Tax revenue increased by
6.8% during the quarter while on the expenditure
side, the recovery in investment, particularly at the
state government level, stands out.

All of the Panel members bar one believe that Spain
will miss its public deficit targets this year and
next. They are forecasting a deficit of 2.5% of GDP
in 2018 (unchanged from the last Panel forecasts)
and of 2% in 2019, up 0.1 percentage points from
the last survey.

Less benign external environment

The external environment remains favourable,
as evidenced by the global economic forecasts
of the main international organisations. However,
the perception has deteriorated somewhat since the
last Panel survey. The signs of a slowdown in
the European economy foreshadowed in previous
surveys have materialised. The German economy,
at close to full employment, may be encountering
difficulties in continuing to fuel strong growth. In
addition, political uncertainty and the state of the
financial sector have clouded the outlook for the
Italian economy. Elsewhere, Brexit negotiations
do not appear to be headed in the right direction.
Meanwhile, the British economy is posting sluggish
growth.

However, the main external risk factor lies
with the intensification of trade tensions in
the wake of the import duties introduced by the
US administration. These tensions have played
a part in weakening growth in the Chinese
economy, which was already tackling private
sector deleveraging issues. If the US government
were to introduce new duties on imported cars,
this could have a material impact on the sector
and ramifications for the European economy in
general and the Spanish economy in particular.
Lastly, oil prices remain high, approaching $80
a barrel during some trading sessions.

As a result, the members of the Panel are less
optimistic about the external environment than
previously. The majority continue to view the context
as favourable. However, several analysts believe that
the current environment is neutral and, specifically in
relation to the environment outside of the European
Union, two view it as negative. And although the
majority of analysts think that the environment
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will remain favourable, the number cautioning
about a deterioration in the international context
in the coming months has increased.

Interest rates due to move higher

The ECB, despite the expectation that core inflation
will increase slightly, would not appear to be
considering a significant change in its plans for
monetary policy normalisation. This means that
the spread between rates in Europe and the US,
where normalisation is further along, will continue
to exist throughout the horizon of the forecasts.

The Panel members are not anticipating any change
in the timing of benchmark rate increases compared
to the last set of forecasts. They are virtually all
expecting the rate hikes to begin in 2019 with
most expecting this to happen in the second half of
that year. Just two analysts think that the rate hikes
will come sooner, namely in the second quarter
(with none forecasting any earlier moves).

The expected increase in benchmark rates will
have an impact on market rates. The Panel analysts
believe that 12-month Euribor will start to move
higher in the second half of this year and enter
positive territory by the second quarter of 2019 (no
change with respect to the last set of forecasts). The
yield on Spain’s 10-year Treasury bonds is expected
to etch out a similar pattern, increasing to 2% by
year-end 2019. That would still be a relatively low
rate of interest, in line with what the economy
demands.

Euro depreciation against the dollar may
continue until 2019

The gap between European and US interest rates
has impacted the capital markets and continues to
exert pressure on the exchange rate. The euro is
trading at around 1.16 dollars, which is lower than
at the time of our last publication. This means that
the euro has depreciated by 7% from its annual
high. The majority of analysts believe that the rates
observed during the early part of this year will not
be revisited until the end of 2019.

Shift in assessment of fiscal policy

The analysts’ assessment of monetary policy has
not changed. All of the Panel members view it as
expansionary and the majority think it will remain
so during the months to come (no change from the
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last survey). fiscal policy, five analysts believe it should be
contractionary

In contrast, there is an apparent lack of consensus
regarding fiscal policy. The analysts are split as to
whether fiscal policy is expansionary or neutral.
And whereas the majority are calling for a neutral
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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 first fortnights 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 - July 2018

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

2018 2019 2018 2019 2018 2019 2018 2019 2018 2019 2018 2019 2018 2019

ﬁ"t‘:ﬂ;;’:fof:'a‘;'f('i{g; 29 24 25 20 15 20 46 37 41 34 52 42 27 23
Axesor 29 26 24 18 20 22 42 55 20 41 6.3 74 28 27
BBVA 29 25 22 20 17 19 48 54 52 53 47 54 26 26
Bankia 29 23 24 20 14 LI 44 39 48 40 42 39 26 23
CaixaBank 28 24 26 20 15 08 34 30 16 26 48 32 26 20
gj’é‘:;:ﬁ:e Comars 27 24 25 2.1 14 15 42 41 40 40 43 42 26 24
Cemex 27 23 25 21 16 12 39 38 38 38 43 40 26 22
Fodng CEEM UG o e 27 24 22 18 14 13 44 42 40 35 52 50 24 22
%g;&gf&fﬁ;ié” oSl 27 23 25 21 16 16 40 38 30 39 50 40 26 23
CEOE 28 26 26 23 14 17 44 45 37 41 52 48 27 25
Equipo Econémico (Ee) 28 25 23 21 17 19 41 42 42 39 43 49 25 23
Funcas 28 24 21 18 14 12 55 46 52 41 58 5.0 27 23
g‘:;:ﬂﬁ?ﬁ“&’?ﬂ?ﬁf Rl 24 23 20 15 14 47 42 48 45 45 40 26 24
'('l‘ég)‘“w il S altes [FEemaniaes - P 23 25 20 14 14 42 34 60 47 32 3.0 28 22
Intermoney 28 24 24 20 16 17 45 40 44 40 48 42 26 24
Repsol 26 24 23 16 18 15 40 47 23 52 54 49 24 22
Santander 29 24 25 20 18 16 40 40 23 36 54 43 27 24
Solchaga Recio & asociados 28 23 25 1.9 1.6 1.5 4.0 37 3.1 4.0 53 43 28 23
CONSENSUS (AVERAGE) 28 24 24 20 16 15 43 41 38 40 49 45 26 23
Maximum 29 26 26 23 20 22 55 55 60 53 63 74 28 27
Minimum 26 23 2.1 16 14 08 34 30 16 26 32 3.0 24 20
Change on 2 months earlier! 0.0 0.0 0.1 0.0 0.2 0.1 -0.2 0.1 -1.5 -0.2 0.5 0.5 0.0 0.0
- Rise? 2 4 10 4 " 5 5 5 0 | 12 9 7 4
- Drop I 3 2 3 I 0 8 4 14 7 I I 3 I
Change on 6 months earlier' 0.2 - 0.2 - 0.5 - 0.4 - -0.4 - 1.2 - 03 -
Memorandum items:

Government (April 2018) 2.7 24 2.0 1.8 1.1 1.2 47 4.4 -- -- -- - - -
?J?JT‘I; ‘;foslggi“ 27 24 24 18 15 13 42 42 25 42 57 45 - -
EC (May 2018) 29 24 23 19 19 13 46 39 5.0 43 - - - -
IMF (April 2018) 28 22 23 20 1.0 07 45 36 - - - - 25 21
OECD (May 2018) 28 24 23 18 12 LI 44 43 - - - - 26 22

' 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 - July 2018

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

Exports of Imports of CPI (annual av,) Core CPI Labour costs® Unempl. C/A bal. of Gen. gov. bal.
goods & goods & (annual av.) (% labour force) | payments (% of | (% of GDP)’
GDP)*

services services

2018 2019 2018 2019 2018 2019 2018 2019 2018 2019 2018 2019 2018 2019 2018 2019 2018 2019

ﬁ::';;:if;\':rg‘;;ﬁ; 45 35 | 44 36 | 17 14 |12 13 14 1.6 24 2.0 155 14.1 1.6 14 | 26 20
Axesor 35 42 [ 37 47 |20 19 |13 16 | 12 15 | 23 19 51 133 | 12 07 | 28 23
BBVA 48 61 | 42 69 | IS 16 | LI 13 21| 26 22 153 137 | 15 LI | 24 17
Bankia 49 36 | 42 36 18 19 | L1 15 | 11 15 | 25 18 153 139 | 18 16 | - -
CaixaBank 37 42 |32 32 |16 19 |12 17 | 13 22 | 24 2l 154 137 | 16 17 | 26 -9
dcj"g‘:;ﬁ‘ie ClomErdte 42 43 | 38 43 |19 14 | 14 14| - ~ | 24 20 | us5 138 | 13 13| 22 13
Cemex 40 38 | 39 40 |17 17 |13 13 - ~ | 25 18 | 154 140 | 15 15 | 25 20
CEnE (d&?rfl‘_"l’j‘?”‘(f)c°“°"“a de 46 45 | 42 41 |18 15 |13 18| -~ - | 24 19 | 150 133 | 18 19 | 27 24
%g;;%gf&fﬁ;‘én Bconomica 35 38 | 28 37 |15 16 | -~ -~ | 09 14 | 22 19 | 156 I4l | LI 14 | 25 20
CEOE 42 40 | 43 43 |16 13 | LI 12| 08 12 | 25 23 153 134 | 13 14 | 25 20
Equipo Econémico (Ee) 47 42 | 42 41 |17 16 | 12 13 13 15| 26 23 IS0 136 | 17 15 | 25 20
Funcas 48 46 | 47 43 |19 15 |12 12| 10 12 | 25 2l IS0 132 | 15 14 | 26 -2l
i §,°(T£Jféfﬂsérﬁ’f Andlisis 37 44 | 41 50 |18 15 |13 14 | -~ | 26 22 | 152 138 | 16 14 | 24 -I8
'(’I‘ég)“‘m de Estudios Econdmicos 39 46 | 40 45 | 16 14 | 12 12 | 10 10 | 24 19 | 154 143 | 17 19 | 26 23
Intermoney 45 38 | 44 40 |18 18 | 12 14 - ~ | 24 19 150 135 | 15 14 | 26 22
Repsol 35 032 [ 31 29 | 19 16 |12 12 | 12 10 | 24 23 149 126 | 15 13 | 26 -7
Santander 39 36 |35 35 |17 17 |11 16 | LI 15 | - - 153 138 | 17 15 | 24 IS
Solchaga Recio & asociados 38 43 [ 39 43 |18 18 | 14 16 - - | 24 20 | U153 136 | 17 17 | 27 2l
CONSENSUS (AVERAGE) 41 41 39 42 17 6 12 14 Ll 15 24 20 I53 136 15  l4 25 20
Maximum 49 61 | 47 69 | 20 19 | 14 18 | 14 22 | 26 23 156 143 | 18 19 | 22 -3
Minimum 32 32 |28 29 | 15 13 L 12 o8 10 | 22 18 149 126 | LI 07 | 28 24
Change on 2 months earlier' -02  -02 | -0.1 0.1 0.2 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 -0.1 -0.1 0.0 -0.1
- Rise? 4 I 6 4 15 6 4 3 2 3 3 I 3 3 I I I I

- Drop? 6 5 6 3 I 5 4 4 2 0 2 3 4 2 7 8 7 7
Change on 6 months earlier' -0.5 - 0.0 - 0.1 - 0.0 - 0.0 - 0.1 - 0.0 - -0.1 - -0.1 -
Memorandum items:

Government (April 2018) 48 46 | 41 42 | - - - - - - 25 23 155 138 | 17 16 | 22 -3
51’:]'; ‘;fosl%*;‘" 46 48 | 45 46 |19 17 |13 17| - ~ 24 20 | 152 134 | 169 160 | 27 23
EC (May 2018) 50 47 | 47 45 | 14 14 | - - Il 16 | 26 23 153 138 | 15 16 | 26 -19
IMF (April 2018) 47 42 | 43 41 |17 16 | - - - - 20 08 155 148 | 16 17 | 25 -2l
OECD (May 2018) 46 45 | 42 42 | 16 15 | - - - - 22 20 I55 138 | 17 17 | 24 -5
' 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 s Net lending position vis-a-vis rest of world.
months earlier.

3 Average earnings per full-time equivalent job. " Excluding financial entities bail-out expenditures.
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Table 2

Quarterly Forecasts — July 2018’

Quarterly forecasts (percentage)

18-1Q 18-lQ 18-lllQ 18-lvQ 19-1Q 19-lQ 19-llQ 19-IVQ
GDP! 0.7 0.7 0.6 0.6 0.6 0.6 0.5 0.5
Euribor 1yr?2 -0.19 -0.18 -0.14 -0.08 0.00 0.09 0.22 0.32
Government Bond yield 10 yr 2 1.34 1.41 1.54 1.67 1.75 1.85 1.94 2.05
ECB main refinancing | 000 000 000 000 000 002 015 026
operations interest rate
Dollar / Euro exchange rate 2 1.23 1.19 1.18 1.19 1.20 1.21 1.22 1.23
' Qr-on-qr growth rates.
2 End of period.
Table 3
CPI Forecasts — July 2018
Monthly change (%) Year-on-year change (%)
Jun-18 Jul-18 Aug-18 Sep-18 Dec-18 Dec-19
0.2 -0.5 0.3 0.1 1.8 1.5
Table 4
Opinions — July 2018
Number of responses
Currently Trend for next six months
Favourable Neutral Unfavourable Improving Unchanged Worsening
International context: EU 13 ‘ ‘ 5 ‘ ‘ 0 ‘ ‘ 0 ‘ ‘ 12 ‘ ‘ 6
International context: Non-EU \ 13 \ \ 3 \ \ 2 \ \ 0 \ \ 13 \ \ 5 \
Is being Should be
Restrictive ~ Neutral Expansionary Restrictive Neutral Expansionary
Fiscal policy assessment’ 0 8 10 5 13 0
Monetary policy assessment! 0 0 18 0 5 13

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