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THE GLOBAL CONTEXT: THE GLOBAL RECOVERY HAS GRADUALLY TAKEN HOLD OVER THE BANCODEESPANA

COURSE OF 2021, MORE SO IN ADVANCED THAN IN EMERGING ECONOMIES Eurosistema
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FACTORS CONDITIONING THE RECOVERY: THE COURSE OF THE PANDEMIC, MISMATCHES NGB ST

BETWEEN MANUFACTURING SUPPLY AND DEMAND AND THE PICK-UP IN INFLATION
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SOURCES: Our World in Data, Markit, Eurostat, Refinitiv, ECB and IMF.




SPAIN: GDP RETURNED TO THE RECOVERY PATH IN SPRING, SUPPORTED BY THE VACCINE BANCODEESPANA

ROLL'OUT Eurosistema

QUARTER-ON-QUARTER GDP GROWTH (%)
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IN Q3, GDP REMAINED 6.6 PP DOWN ON THE LEVEL OBSERVED AT END-2019 (0.5 PP IN THE BANCODE ESPANA

E U R 0 AR EA) Eurosistema
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EMPLOYMENT IS RECOVERING FASTER THAN GDP. IN OCTOBER, EFFECTIVE SOCIAL SECURITY

REGISTRATIONS STOOD JUST 0.1% BELOW THE PRE-CRISIS LEVEL ERNCODE L

Eurosistema

CHANGE IN TOTAL AND EFFECTIVE SOCIAL SECURITY
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SOURCE: Ministerio de Inclusion, Seguridad Social y Migraciones. Latest observation: October.




THE BUDGET DEFICIT INCREASED TO 11% OF GDP IN 2020, DRIVEN ESSENTIALLY BY RISING

EXPENDITURE. IN AUGUST 2021 IT STILL STOOD AT 8.3% (12-MONTH CUMULATIVE) AN

GENERAL GOVERNMENT REVENUE AND EXPENDITURE (a) (b) PUBLIC DEFICIT
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SOURCES: Intervencion General de la Administracion del Estado (IGAE) and INE.
(@) The IGAE only provides quarterly information on general government as a whole. The monthly data are estimated based on information for the aggregate excluding local governments.
(b) Adjusted data distributing atypical revenue and expenditure generated in each month across the year as a whole.




THE EFFECT OF THE PANDEMIC REMAINS HIGHLY UNEVEN BY SECTOR, REGION AND BANCODEESPANA

POPULATION SEGMENT Eurosistema

1. By sector: financial activities, information and communication, professional activities, education and health have
already reached or surpassed pre-crisis levels. However, other sectors remain well short of pre-crisis levels, such

as wholesale and retail trade, transportation, hospitality and entertainment.

2. By region: in 2021 Q3 the Spanish employment rate recovered the level recorded two years previously. In some
regions, however, a negative gap of around 2 pp remains vis-a-vis 2019 Q3, while, conversely, in Castile-La

Mancha and Murcia the employment rate stands nearly 2 pp higher than that level.

3. By age group: in Q3, the employment rates for the 16-19 age group were down 0.8 pp on those of two years
previously, while those for the intermediate age group (30-44) and the over-45s stood 0.1 pp and 1.1 pp above

pre-crisis levels, respectively.




MACROECONOMIC OUTLOOK: CONTINUATION OF THE RECOVERY, WITH SOME FORCES THAT

MIGHT MODERATE ITS INTENSITY BANCODEESPANA

Eurosisterma

1. The most recent QNA series published by the National Statistics Institute (INE) showed a lower GDP level for Q2 than

the flash estimate. The GDP growth rate in Q2 was 1.1%, compared with 2.8% in the flash estimate.

2. The QNA flash estimates for Q3 confirmed the recovery path that began in spring, with quarter-on-quarter GDP
growth of 2%.

3. A recent deterioration has been observed in some aspects of the international environment: global bottlenecks and

upturns in commodity prices and other intermediate costs.




LESS BENIGN INTERNATIONAL ENVIRONMENT OWING TO BOTTLENECKS AND RISING

COMMODITY AND ENERGY GOODS PRICES
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SOURCES: Refinitiv and Bloomberg.
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THE RECOVERY IN ACTIVITY APPEARS TO HAVE CONTINUED THROUGHOUT THE SUMMER, BANCODEESPANA

WITH SOME SIGNS OF MODERATION IN RECENT MONTHS Eurosistema
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OVERALL: SIGNIFICANT DOWNWARD REVISION IN THE CONSENSUS GDP GROWTH FORECAST

BANCODE ESPANA
FOR 2021. FOR 2022: STABILITY AT AROUND 6%

Eurosistema
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SIGNIFICANT SOURCES OF UNCERTAINTY REMAIN BANCODE ESPANA
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v Epidemiological factors:

Pace of global vaccination: quickening this is essential to prevent new variants of the virus that might
prompt the reintroduction of containment measure

v’ Factors related to the behaviour of economic agents:

The pace and scope of the process of spending The international movement of people and how
the saving built up during the pandemic quickly tourism returns

The pace of implementing the NGEU and its
multiplier effect on activity

v’ Scarring from the crisis:

The persistent effects on potential growth (hysteresis in the labour market, destruction of firms) and the
effectiveness of the economic policies intended to mitigate them

v" Developments in some recent uncertainties stemming from the international environment:

The persistence and intensity of disruptions to The degree of persistence of cost increases and

global production chains their pass-through to prices and wages
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UNCERTAINTY OVER EPIDEMIOLOGICAL DEVELOPMENTS AND USE OF THE

SAVING BUILT UP DURING THE CRISIS

BANCODEESPANA
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UNCERTAINTY OVER FUTURE TOURIST FLOW DEVELOPMENTS, USE OF THE EUROPEAN BANCODEESPANA

NGEU FUNDS AND SCARRING FROM THE CRISIS Eurosistera
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SOURCES: INE and Banco de Espana.
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UNCERTAINTY OVER THE INTENSITY AND PERSISTENCE OF BOTTLENECKS IN THE SUPPLY BANCODEESPANA

OF CERTAIN GOODS AND THE UPTURN IN PRICES Eurosistera

CONTRIBUTIONS (pp) TO THE YEAR-ON-YEAR HICP RATE (%)

HICP: FORECASTS
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THE ROLE OF ECONOMIC POLICY IN THE CURRENT SITUATION BANCODEESPANA
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1. Inthe current and foreseeable context, monetary and fiscal policy should avoid a premature withdrawal of stimuli.

2. In the case of monetary policy, the latest ECB Governing Council decisions ensure that highly favourable financing conditions will be

maintained during the economic recovery.

3. Fiscal policy support will continue to be necessary in 2022, albeit more selectively, focusing on firms and population groups in which the

effects of the crisis are still being felt. It is important that measures are temporary so as not to increase the structural deficit further.

4. In parallel, a consolidation programme should be designed that would allow for a gradual reduction of the high budget deficit and public

debt levels, with a view to launching the programme once the recovery has taken hold.

5. Economic policy should also help firms and workers adapt to the new economic circumstances arising from the pandemic. To do this,
use of the adjustment mechanisms provided for by legislation should be allowed to adapt firms’ specific conditions, improve debt

restructuring procedures and strengthen training policies and job-search assistance for workers.

6. Medium-term challenges should be addressed with a resolute agenda of structural reforms, also supported by the use of the European

funds.
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THE ROLE OF ECONOMIC POLICY IN THE CURRENT SITUATION () BANCODEESPANA
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7. Lastly, economic policy should be properly managed in the current context of rising inflation:

— This is one more argument in favour of the selective fiscal policy approach, avoiding the widespread use of indexation in

expenditure items.

— Support for vulnerable households to withstand inflation must be accompanied by a profound reflection on the potential

structural shortcomings of our energy market.

— Firms and workers must internalise the essentially transitory nature of the upturn in prices and seek a fair distribution of the
diminished income in the national economy compared with the rest of the world that the recent cost increases entail, in many

cases concentrated in goods and services that our economy needs, but does not produce.
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A CONSOLIDATION PROGRAMME TO REBUILD PUBLIC FINANCES MUST BE SPEEDILY BANCODEESPANA
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« The expansionary fiscal policy stance required during the present crisis must make way, when the recovery has firmly taken
hold, for a rebuilding of public finances that will reduce the structural deficits and public debt.

* To boost the credibility of this process, it would be desirable for the main details to be defined and announced early.

+ This programme should be based on a comprehensive review of all public expenditure and revenue items and an analysis of
the implications of any fiscal policy action in terms of efficiency and fairness.

SIMULATED PUBLIC DEBT PATHS UNDER THE BASELINE SCENARIO AND
UNDER CERTAIN ASSUMPTIONS
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AN AMBITIOUS, COMPREHENSIVE AND LASTING STRUCTURAL REFORM AGENDA IS BANCODEESPANA

N E E D E D Eurosistema

COMBAT CLIMATE CHANGE

ENCOURAGE MITIGATE
BUSINESS INCOME
GROWTH INEQUALITY

INCREASE
HUMAN CAPITAL

COMPREHENSIVE STRATEG BOLSTER THE
OF AMBITIOUS AND LASTING SUSTAINABILITY
STRUCTURAL REFORMS OF THE PUBLIC
IgACFI:.I":_ﬁfE TECHNOLOGICAL e Meslonldy ol
N
BOOST THE
POLICIES REDUCE EMPLOYABILITY
LABOUR MARKET OF OLDER
DUALITY WORKER

STRENGTHEN ACTIVE
LABOUR MARKET

SOURCE: Banco de Espana.

20



BANCODE ESPANA

Eurosistema

THANK YOU FOR YOUR ATTENTION




