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Spain: leads the pack for European
growth in 2023

We expect Spain's economy to grow by 0.9% this year, considerably
less than in 2022, but better than most other eurozone countries.

Headline inflation will fall further thanks to favourable energy effects
but underlying inflationary pressures will remain high for some time

Thanks to a relatively
more service-oriented
economy and a
positive contribution

. from tourism, Spain is
likely to outperform the
eurozone average

The strong reopening effect completely faded away in the
second half of 2022

The Spanish economy cooled sharply in the second half of last year. Although the big drop in
energy prices and cooling inflation have led to cautious optimism among companies and
households, we expect the recovery to be very slow this year. Financial conditions will tighten
further in 2023. The European Central Bank announced at the last policy meeting in December that
interest rates still need to go significantly higher, and further 50bp rate hikes will follow. The ECB's
deposit rate now sits at 2%, the level considered the neutral level where the economy is neither
stimulated nor restricted. Thus, additional interest rate hikes will certainly dampen economic
activity in 2023.

Consumption will also remain under pressure as inflationary pressures will further erode
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purchasing power in 2023. Households are also very cautious about tapping into the savings
accumulated during the Covid-19 pandemic to maintain consumption. The current energy crisis is
just prompting more precautionary savings and, moreover, the value of these savings has already
been eroded by the sharp price increases. In addition, rising mortgage rates will take an extra bite
out of the budget of Spanish borrowers with variable interest rates, which are the majority in
Spain. On the other hand, the tight labour market will support consumption.

Spain likely to outperform other eurozone countries in 2023

We expect the Spanish economy to do slightly better than the eurozone average. Spain is less
dependent on gas and the economy is relatively more reliant on the service sector. A further
recovery in the tourism sector will also contribute positively to growth rates. In the first 11 months
of 2022, the number of international visitors was still 15% lower than in the same period in 2019.
We expect the number of international visitors to continue to rise gradually and exceed pre-crisis
levels by summer. Finally, the roll-out of Next Generation EU (NGEU) funds will make a positive
contribution to growth rates in 2023.

In addition, the housing market is also much healthier than during the financial crisis. The high
number of households with variable interest rates is a risk, but for now, there are no worrying signs
that the number of households unable to repay their loans is rising sharply, helped by some
government measures introduced last year. A scenario similar to what was seen during

the financial crisis will not be repeated. The sharp rise in interest rates and the energy crisis will
likely put an end to the sharp price increases of recent years, but we expect this to be very
gradual. For this year, we expect house prices to grow by about 1%.

Underlying inflationary pressures remain high

Spanish inflation has cooled solidly since its peak. Harmonised inflation fell to 5.5% in December
from 6.7% the month before, significantly below the eurozone average of 9.2%. The fall in Spanish
inflation has started much earlier and more firmly than in other eurozone countries, thanks to a
host of government measures and a greater cooling of energy inflation. Electricity inflation already
turned negative in October and gas inflation is also falling sharply. In late December, Spain's
Sanchez government announced a new €10bn package to address the cost-of-living crisis. The
new package includes a VAT cut on essential food items and a six-month rent freeze, which will
further reduce inflation in the coming months. Although lower energy prices and government
measures have brought some temporary relief to headline inflation, the inflationary pressures in
the rest of the economy are still very high. Core inflation, excluding the more volatile food and
energy prices, reached a record high of 7% in December, a strong acceleration from 6.3% in
November. As a result, core inflation is now above headline inflation for the first time since the
start of 2021.

For 2023, we project average inflation at 3.7%. Although the headline inflation will fall further
thanks to these favourable base effects for energy, it will take somewhat longer for the pace of the
food price increases to moderate and for underlying inflation to resume a downward trajectory.
Food inflation reached a new record high of 15.7% year-on-year in December and the feed-
through of higher labour and energy costs to final food prices is likely to continue in 2023.
Moreover, fertiliser exports were severely disrupted last year, which might also affect global food
production in 2023 and push food prices up. Moreover, fertiliser exports were severely disrupted
last year by the war in Ukraine, which could also affect global food production in 2023 and cause
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higher food prices. Moreover, the Iberian gas price cap also expires at the end of May, meaning

gas-fired power plants will have to pay more for their gas again. This will also put upward pressure
on the inflation rate.

Spanish core inflation above headline inflation for the first time
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Modest growth rate in 2023

Spain experienced a very strong reopening effect after the pandemic, but this effect faded away in
the second half of 2022. Tightened financial conditions and an ongoing cost of living crisis will
weigh on the growth outlook in 2023. Thanks to a relatively more service-oriented economy and a

positive contribution from tourism, Spain is likely to outperform the eurozone average. For 2023,
we expect growth of 0.9%.

The Spanish economy in a nutshell (% YOY)

2021 2022F 2023F 2024F
GDP 55 43 09 19
Private consumption 6.0 18 04 2.0
Investment 09 49 18 2.2
Government consumption 29 14 01 0.1
Net trade contribution 03 33 -03 -05
Headline CPI 30 85 37 2.6
Unemployment rate (%)) 14.8 128 129 13.4
Budget balance as % of GDP -6.9 4.3 4.7 -4.3
Government debt as % of GDP 1183 1139 1132 1126
Source: Thomson Reuters, all forecasts ING estimates
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Disclaimer

This publication has been prepared by the Economic and Financial Analysis Division of ING Bank N.V. (“ING”) solely for information
purposes without regard to any particular user's investment objectives, financial situation, or means. ING forms part of ING Group
(being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the publication is not an
investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to purchase or sell any financial
instrument. Reasonable care has been taken to ensure that this publication is not untrue or misleading when published, but ING
does not represent that it is accurate or complete. ING does not accept any liability for any direct, indirect or consequential loss
arising from any use of this publication. Unless otherwise stated, any views, forecasts, or estimates are solely those of the author(s),
as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any person
for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the Dutch Central
Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In the United Kingdom
this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is authorised by
the Prudential Regulation Authority and is subject to regulation by the Financial Conduct Authority and limited regulation by the
Prudential Regulation Authority. ING Bank N.V., London branch is registered in England (Registration number BR0O00341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this report or effect transactions in any security
discussed herein should contact ING Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of ING, and
which has accepted responsibility for the distribution of this report in the United States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit http://www.ing.com.
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