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Spain’s economic growth picks up while
core inflation falls again

The Spanish economy expanded 0.5% quarter-on-quarter in the first
three months of the year, mainly due to strong growth in investment
and net exports. Inflation rose again to 4.1% in April, but this was
mainly due to unfavourable base effects. Core inflation fell again
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GDP picks up in 1Q

Spanish GDP was up 0.5% QoQ in the first quarter of 2023, above the market consensus and also
above our own forecast of 0.3%. A decline in consumption was offset by an increase in investment
and net exports. As for GDP growth in the second quarter, we expect a sustained recovery thanks
to a strong services sector and recovery - albeit much more gradual - in the manufacturing sector.
Spanish companies saw strong inflows of new orders that will support growth next quarter. In
particular, a further upturn in the tourism sector will contribute significantly to growth rates this
year. In 2022, the number of international visitors was still 14% below the pre-Covid year 2019.
Closing this gap will boost Spanish growth. Right now, the difficult economic backdrop seems to be
having little impact on the travel intentions of foreign visitors. According to the latest February
data, the number of international visitors was almost at the same level as in 2019. For the second
half of this year, however, we expect headwinds from higher financing costs to weigh more heavily
and slow economic activity. For all of 2023, we assume average growth of 1.5%.
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Headline inflation rises, while core inflation comes down in April

Spanish inflation rose to 4.1% in April after falling sharply to 3.3% in March. Meanwhile, core
inflation decreased to 6.6% in April from 7.5% in March. On a monthly basis, prices rose 0.6% in
April, higher than the 0.4% increase seen in March. The rise in headline inflation was expected
and can be attributed to unfavourable base effects, as energy inflation declined in April 2022 after
rising in March due to the outbreak of war in Ukraine. Core inflation, therefore, provides a better
picture of the evolution of inflationary pressures in the country. The decline in core inflation shows
that price pressures are quietly easing, although they are still very high.

There is a growing divide between the service and manufacturing sectors. While the number of
manufacturing companies seeking to raise prices has fallen significantly, Spanish service
companies currently have no plans to slow their price increases. This is due to several factors,
including stronger nominal wage increases. In addition, many service companies are struggling to
meet growing demand, making it easier for them to pass on higher prices. In contrast, in
manufacturing, cost pressures have decreased significantly, reducing the need to raise prices

further. In fact, producer price inflation was negative at -1% in March. A year ago, it was still more
than 40%.

Spanish producer price inflation back to normal levels
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According to our projections, inflation will average 3.8% in 2023 and 2.7% in 2024. Energy prices,
much lower than last year, will contribute to a further decline in headline inflation for the rest of
this year. However, core inflation is expected to remain high.
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(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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