Spanish economic forecasts panel: November 2019*

Funcas Economic Trends and Statistics Department

GDP growth forecast at 2% in 2019,
down 0.2pp from the last survey

According to Spain’s national statistics office, GDP
expanded an estimated 0.4% in the third quarter,
in line with the previous quarter. The industrial
sector staged a recovery from the non-existent or
even negative growth of previous quarters, despite
the slowdown foreshadowed by most indicators.

The consensus forecast is for growth of 2% in 2019,
down o.2pp from the last survey, which did not
yet reflect the downward revision of the national
accounting figures. All of the analysts surveyed
have lowered their estimates since September.

The expected composition of estimated 2019
growth has also shifted: net exports are now
expected to contribute 0.5pp (compared to a 0.1pp
contribution in the last survey), while domestic
demand is expected to contribute 1.5pp, down
0.6pp from the September consensus estimate.
The forecast for private consumption has been cut
by 0.6pp since the last report (with all analysts
lowering their estimates), while the forecast for
public consumption has been revised upwards
by o0.3pp. It is worth highlighting the o0.9pp
reduction in estimated investment in capital goods,
particularly construction, where the forecast has
been reduced by 1.7pp to 2.4%. As for foreign trade,
the forecast for import growth has been lowered
by 0.4pp to 0.7%, whereas the forecast for export
growth has been raised by 0.3pp to 1.9%.

The forecast for 2020 has been cut to 1.6%

For 2020, 18 out of the 19 analysts have trimmed
their growth forecasts, leaving the consensus at
1.6%, down 0.3pp from September. The quarterly
pattern is expected to be flat, at around 0.4% (Table 2),
down 0.1pp from the last survey. The slowdown is
mainly attributed to lower export growth.

Inflation forecasts continue to be trimmed

Inflation has been coming down throughout the
year, levelling off at 0.1% in September and October,

mainly due to the drop in energy prices. For 2019,
analysts are currently forecasting average inflation
(CPI) of 0.7%, down 0.1pp from September. In
2020, they are looking for a slight uptick, to 1%. As
for core inflation, the consensus forecast is for 0.9%
in 2019 and 1.1% in 2020, down 0.1pp from the last
set of forecasts. The year-on-year rates of change
in December of this year and next are currently
forecast at 0.8% and 1.2%, respectively (Table 3).

Slowing job creation

According to the economically-active survey (EPA),
job creation was very modest in the third quarter.
Nevertheless, unemployment fell to 13.9%, which
is down 0.7pp year-on-year. Although growth in
social security contributor numbers remained weak
to September, the October figure took the market
by surprise, fuelled mainly by the services sector and
notably within the latter, the public sector. The trend
in unemployment (in terms of both the EPA and
official unemployment numbers) is less favourable
than that in employment, due to growth in the
active population.

The consensus forecasts for growth in employment
are for 2.2% in 2019 and 1.4% in 2020 (down 0.2pp
from September). The forecasts for growth in GDP,
job creation and wage compensation yield implied
forecasts for growth in productivity and unit labour
costs (ULC). Productivity is expected to drop by
0.2pp this year (last forecast: 0%), going on to
rise 0.2pp in 2020. ULCs, meanwhile, are expected
to increase by 2.1% in 2019 (down 0.2pp from the
September report) and 1.5% in 2020.

The average annual unemployment rate is expected
to continue to decline to 14.1% in 2019 and 13.3% in
2020 (down 0.2pp and 0.4pp from the last survey,
respectively).

Stronger external surplus

The Bank of Spain has recently revised its historical
balance of payments series substantively. As a
result, the current account surplus in 2018 was
revised upwards from 0.9% of GDP to 1.9%.
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To August, Spain presented a surplus of
15.13 billion euros, compared to 16.53 billion
euros in the first eight months of 2018, shaped by
erosion of the trade surplus and an increase in the
income deficit.

Following the Bank of Spain’s revision, the analyst
community has revised their estimates upwards.
As a result, they are currently forecasting a current
account surplus of 1.4% of GDP this year and of 1.1%
in 2020, up 0.8pp and 0.6pp from the September
consensus forecasts, respectively.

Slight improvement in 2020 public
deficit forecast

The public deficit to August (at all levels of
government except for the local authorities)
was 2.09 billion euros higher year-on-year. The
deterioration is attributable to growth in the social
security deficit and a fresh deficit at the regional
government level, compared to a surplus in 8M18,
more than offsetting the consolidation observed at
the state level.

Analysts continue to forecast a deficit of 2.3% of
GDP this year, while they are expecting a deficit
of 2% in 2020. Those numbers would imply missing
the government’s targets by 0.3pp in both years.

External environment remains adverse

The main indicators are pointing to a sharp
economic slowdown, globally and in the European
Union, in line with the trend anticipated in the
September assessment. Although manufacturing
remains the sector suffering the most, services are
also losing steam.

As a result, the main international organisations
have cut their forecasts in recent weeks. In its
October World Economic Outlook (WEQ), the IMF
is forecasting global growth of 3% in 2019, the
lowest level since the Great Recession and down
0.3pp from its April WEO. It believes growth could
recover in 2020, to 3.4%, down 0.2pp from its last
forecast. The improvement is expected to be driven
by a recovery in emerging markets, while advanced
economies are expected to remain weak. The IMF
has warned that the US and Chinese economies
could slow by more than expected, particularly if
prevailing trade tensions prove protracted.
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Likewise, in its Autumn forecasts, the European
Commission cut its forecast for eurozone growth
to 1.1% in 2019 (down 0.1pp from its last forecast
and nearly half of the level it was projecting one
year ago) and 1.2% in 2020 (down 0.2pp). The
European economy, highly dependent on exports,
is one of the most exposed to the stagnation in
international trade.

Nearly all the analysts see the external environment
as unfavourable. There have been no major changes
on that front since the last survey. However, they
have become slightly less pessimistic about the
outlook for the months to come, perhaps on account
of a potential truce in the trade war between the
US and China. A few analysts are anticipating
an improvement in the external environment,
compared to none in September, whereas only
three are expecting additional deterioration, down
from eight in September.

Monetary policy set to remain
expansionary with rates staying at
reduced levels

Markets have priced in the major monetary policy
decisions taken by the ECB in September in an
attempt to tackle the economic slowdown and
inflationary weakness: resumption of the asset
purchase programme (APP); deposit rate cut;
introduction of a tiered scheme for surplus bank
reserves; and, a new round of long-term refinancing
operations (TLTRO-III).

The 12-month EURIBOR remains in negative
territory, largely unchanged from September,
while the yield on 10-year Spanish bonds remains
low, despite having moved slightly higher in recent
weeks.

The analysts’ assessment of the monetary
situation is largely unchanged, with all of the
opinion that monetary policy is expansionary.
They also agree that these conditions will persist
throughout the coming months. The yield on the
10-year bond is barely expected to move in the near
term and is forecast at 0.60% at the end of
2020, down from the last forecast of 0.65%. The
12-month EURIBOR is expected to remain in
negative territory for all of the forecast horizon,
at similar levels to those forecast in September.
Lastly, the majority of analysts continue to
believe that the prevailing accommodative



monetary policy is what the Spanish economy
needs right now.

Euro largely stable against the dollar

Since September, the euro has been trading
sideways against the dollar, oscillating at around
1.11. Analysts believe that monetary policy easing
in the US, potentially more pronounced than in
Europe, could lead to a slight appreciation of the
euro against the dollar in the quarters to come. They
are forecasting an exchange rate of EUR/USD1.12 at
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the end of the projection period, down USDo.02
from the last survey.

Most analysts view fiscal policy as
expansionary

Most analysts continue to view fiscal policy as
expansionary, as they did in September. Nor has
their opinion changed with respect to what stance
fiscal policy should take, with most believing it
should be neutral.
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* The Spanish Economic Forecasts Panel is a survey run by Funcas which consults the 19 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 19 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 - November 2019

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

2019 2020 2019 2020 2019 2020 2019 2020 2019 2020 2019 2020 2019 2020

ﬁ::ﬂ;;if;‘:g%j{;; 19 17 LI 14 2.1 19 28 25 48 19 14 3.0 - -

Axesor 20 16 10 12 18 13 36 22 24 19 36 26 16 14
BBVA Research 19 16 08 13 20 17 23 30 16 26 29 26 13 17
Bankia 19 15 08 09 22 2.1 28 24 28 20 34 3.1 15 15
CaixaBank Research 1.9 1.5 0.8 1.2 2.0 1.5 2.6 27 2.4 2.7 3.1 2.6 1.4 1.6
dcj’g:;ﬁ:e Comsic 20 17 I 12 23 22 3.0 28 40 38 29 26 17 19
Cemex 20 16 Il 13 21 17 27 23 39 3.0 21 23 16 15
Cenero z’éEEjEI‘jfj?stc‘E)°°"°m" & 20 16 10 12 22 15 29 25 34 26 25 25 16 15
%Q;KESGE_PGT;%“"’“ E=cnomica 20 17 Ll 09 23 16 23 28 3 26 16 24 16 13
CEOE 20 16 09 12 21 20 23 18 23 20 29 14 13 14
Equipo Econémico (Ee) 2.0 1.8 1.5 1.5 1.9 1.8 25 3.0 24 25 3.0 37 1.6 1.7
Funcas 19 15 07 0.9 2.1 15 22 18 13 10 32 26 13 12
g‘:;ﬁgﬁioﬁgkjéeﬂsceﬁ)e (EIED 15 1.4 13 17 13 25 22 28 25 29 22 16 13
'(ng)‘”m e Esasltes [Feeraiiges 19 15 09 LI 2.1 19 23 16 22 20 29 13 13 13
Intermoney 19 16 LI 12 22 15 24 22 36 2.1 17 22 16 15
Repsol I8 15 09 Ll 23 24 26 28 6.l 75 07 0.1 16 15
Santander 20 17 12 15 23 19 27 24 50 44 14 1.0 17 18
3"'&:‘;5; 'ée;;?Pi‘n?:fdad“ b 20 16 13 13 22 15 23 3.0 38 3.0 1.8 34 17 18
Universidad Loyola Andalucia 2.0 1.6 1.2 1.4 22 1.7 23 1.6 34 1.9 1.8 1.5 1.6 1.5
CONSENSUS (AVERAGE) 20 16 1Ll 12 21 17 26 24 32 27 24 23 15 15
Maximum 20 18 15 15 23 24 36 3.0 6.1 75 36 37 17 19
Minimum 18 15 07 09 17 13 22 16 13 1.0 07 0.1 13 12
Change on 2 months earlier' -0.2 -0.3 -0.6 -0.4 03 0.1 -0.9 -0.9 -0.1 -0.3 -1.7 -1.3 -0.6 -0.4
- Rise? 0 0 0 | Is " | 2 8 3 0 2 0 2

- Drop? 19 I8 19 18 2 4 18 17 " 14 19 17 16 15
Change on 6 months earlier' -0.2 -03 -0.7 -0.5 0.2 0.1 -1.4 -0.9 -1 -0.7 -2.0 -1 -0.8 -0.4

Memorandum items:

Government (October 2019) 2.1 1.8 0.9 12 20 1.5 3.1 3.0 - - - - - -
Bank of Spain (September 2019) 20 1.7 1.0 1.3 1.8 1.3 23 34 23 29 23 3.9 - -
EC (November 2019) 1.9 1.5 08 1.0 20 1.5 25 25 1.9 23 - - - -
IMF (October 2019) 22 1.8 1.5 1.5 1.6 1.1 2.9 27 -- - - - 1.8 1.7
OECD (May 2019) 22 1.9 1.7 1.6 1.9 1.6 38 39 -- - - -- 22 2.1

' 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 - November 2019

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

Exports of Imports of CPI (annual av,) Core CPI Labour costs® C/A bal. of Gen. gov. bal.

Unempl.
goods & goods & (annual av.) (% labour force) | payments (% of [ (% of GDP)®
GDP)*

services services

2019 2020 2019 2020 2019 2020 2019 2020 2019 2020 2019 2020 2019 2020 2019 2020 2019 2020

ﬁ]’t‘:'r':;ifof:zg;ﬁ;g 19 31 |09 34 |07 08 |10 12| - ~ 22 19 | 142 133 16 12| 20 -8
Axesor 23 26 |08 30 |08 I3 | 11 LI | 06 04 | 23 16 | 141 I35 | 17 12 | 23 20
BBVA Research 20 29 | 02 34 | 07 LI | - - | 27 28 | 22 14 | 141 133 | 16 14 | 23 -9
Bankia 20 21 |07 20 |07 13|09 LI | 21 16 | 23 14 | 139 129 | 07 05 | - -

CaixaBank Research 24 26 |08 31 |07 10 |09 12| 21 27 | 22 16 | 139 126 | 17 15 | 23 -20
dcj"é‘:;ﬁ‘ie G 18 21 | 10 30 |06 LI |09 LI - - | 21 10 | 142 136 | 19 14 | 24 21
Cemex I8 1208 10 |07 10 |09 10| - ~ 22 a5 | 40 132 15 10| 25 20
S (dgésrﬁf_'fjgjs(gc°“°"“a d 18 27 |06 26 |08 12 |09 12| - - | 21 13 | 141 134 | 08 07 | 25 -2l
%é‘;%gfﬁ;‘ﬁ)“é" Econdmica 55 30 | 08 21 |07 10 | - - 24 16 | 22 13 | 142 138 | 17 12 | 21 -7
CEOE 17 19|01 18 |07 08 |09 11| 22 19| 22 16 | 141 132 | 12 08 | 23 -20
Equipo Econémico (Ee) 20 25 | 08 26 |07 13 |09 12| 18 15 | 2 16 | 140 132 | 09 08 | 25 -23
Funcas 20 28 |02 21 |07 10 |09 10 | 19 LI | 22 LI | 141 130 | 16 19 | 24 25
Lls;i:gﬁ;’igo(?gksﬁsceﬁ)e Andlisis 14 24 |09 27 |08 12 |08 10| - -~ | 20 13 | 140 131 | 07 06 | 23 -l
'(ng)‘“w de Estudios Econdmicos ¢ 19 | o) 17 |07 08 | 09 LI | 21 18 | 2l 15 | 140 130 10 06 | 24 22
Intermoney 6 28 |08 26 |07 09 |08 10 | - ~ 22 15 | 140 132 | 15 15 | 24 -

Repsol 17 18|08 22|07 LI |09 10| 16 15| 22 15 | 140 132 | 06 03 | 23 20
Santander 17 18|09 22 |07 LI |09 13| 16 18 22 LI | 14 136 | 17 16| - -

$°§rg§; 'ée:rirfpfn?:gdad“ b 19 21 |09 26 |07 10 |08 10 | - - |23 16 | 142 137 | 17 15| 24 20
Universidad Loyola Andalucia 19 22|08 18 |06 08 |09 08 | - 2 e |4 134 | 17 14| 23 20
CONSENSUS (AVERAGE) 19 23 |07 24 o7 10 oo | w9 17| 22 14 | 4 33| 14 | 23 20
Maximum 24 301 | 10 34 | 08 13 | LI 13 | 27 28 | 23 19 | 142 138 | 19 19 | 20 -7
Minimum 4 12|01 10 |06 08 |08 08 06 04 20 10 | 139 126 | 06 03 | 25 25
Change on 2 months earlier' 03 -01 | -04 -02 | -0 -0.2 00 -0.1 0.0 -0.1 0.0 -0.2 0.2 0.4 0.8 0.6 0.0 -0.1
- Rise? 4 7 |5 6 | o o | 2 1 6 2 4 0 19 I8 5 16 | 2 I

- Drop? 2 9 10 9 | 14 3| s 10 3 4 10 5 0 0 0 o | 7 7

Change on 6 months earlier! 02 03 |-12 05 |-06 05 00 0l | oI 0l | 02 03| 03 06 | 07 05 00 -0
Memorandum items:

Government (October 2019) 17 23|01 20 | - w21 22 23 20 | 138 123 | 18 16| 20 -7
Bank of Spain (September 2019) 22 30 | 05 32 |08 11O | LI® |40 ~ e 13 | 4 136 | - - | 24 -8
EC (November 2019) 200 23|05 20 [090 110 .~ | 24 22| 22 10 | 139 133 | 24 25 | 23 22
IMF (October 2019) 24 33|13 29 |07 10 | - - 15 13| 22 14 | 139 132 | 09 10 | 22 -9
OECD (May 2019) 08 37 | 06 43 |100 160 10® 150 18 20 | 23 16 | 138 127 | 08 07 | 20 -4

4 In National Accounts terms: full-time equivalent jobs.

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 HIPC excluding energy and food.
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Quarterly Forecasts — November 2019

19-1Q 19-1Q 19-llQ 19-lVvQ 20-1Q 20-1Q 20-1Q 20-1VQ
GDP! 0.5 0.4 0.4 0.4 0.4 0.4 0.4 0.4
Euribor 1 yr 2 -0.11 -0.19 -0.34 -0.31 -0.30 -0.29 -0.27 -0.26
Government bond yield 10yr2  1.13 0.52 0.19 0.30 0.37 0.44 0.53 0.60
ECB main refinancing 000 000 000 000 001 001 001 001
operations interest rate
Dollar / Euro exchange rate 2 1.13 1.13 1.10 1.11 1.12 1.12 1.12 1.12
Forecasts in yellow.
' Qr-on-qr growth rates.
2 End of period.
CPI Forecasts — November 2019
Year-on-year change (%)
Nov-19 Dec-19 Jan-20 Feb-20 Dec-19 Dec-20
0.4 0.8 0.9 0.8 0.8 1.2
Opinions — November 2019
Number of responses
Currently Trend for next six months
Favourable  Neutral Unfavourable Improving Unchanged Worsening
International context: EU 0 1 18 2 14 3
International context: Non-EU 0 3 16 3 13 3
Is being Should be
Restrictive Neutral Expansionary Restrictive Neutral Expansionary
Fiscal policy assessment! 0 4 15 6 12 1
Monetary policy assessment’ 0 0 19 0 6 13

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