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Spanish inflation falls below 2% for the
first time in two years

Spain's inflation outlook improved further in June. Headline inflation
fell below 2% for the first time since March 2021. However, inflation is
expected to pick up in the second half of the year due to several
factors, including higher oil prices and the fading of favourable base
effects

- Prices in hotels and
restaurants are starting
— to stabilise due to
cooling food inflation

Spanish inflation reaches 2% target

The downward trend in Spanish headline inflation continues, falling to 1.9% year-on-year in June
from 3.2% YoY in May. This month's sharp fall in inflation was expected given the jump in June last
year. This marks the first time in about two years, since the start of the spike in inflation, that
inflation is back in line with the ECB's 2% target.

Headline inflation has now fallen to 1.9% YoY, after peaking at 10.8% in July 2022, while the HICP
gauge stands at 1.6% YoY, down from its peak of 10.7% in July last year. Core inflation fell further
to 5.9% in June from 6.1% in May, showing that disinflationary pressures are broadening.
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Falling fuel prices is another force pushing inflation downwards

Several factors are fuelling disinflationary pressures in Spain. First, the significant fall in gas and
electricity prices since their peak last summer. Lower fuel prices are also exerting strong downward
pressure on inflation. Cooling oil prices on the international market mainly affect the transport
component of the CPI, which has a weight of 14% in the overall inflation basket. Moreover, falling
transport costs gradually spill over into other sectors of the economy, further reducing inflationary
pressures.

Finally, cooling food inflation, which accounts for 22% of the overall inflation rate, is crucial in
easing overall inflationary pressures in Spain. This fall in food inflation has a direct impact on
inflation and a cascading effect on other sectors of the economuy. In particular, prices in hotels and
restaurants, which account for 14% of the overall inflation rate, are starting to stabilise despite
strong tourist arrivals. In essence, slower growth in food prices also causes operating costs in the
hospitality industry to rise more slowly.

Spanish inflation is likely to rise again in the second half of the
year

Spanish inflation reached its 2% target this month for the first time since March 2021. However, it
is premature to assume that the inflation peak is over. Several factors are at play that are likely to
push inflation back above the ECB's target during the coming winter season. The favourable base
effects due to higher energy prices will gradually fade in the second half of this year. In addition,
we expect an increase in oil prices in early 2024, which will further contribute to the rise in inflation.
Add to that the discontinuation of certain government measures which will also put upward
pressure on inflation. For the whole of 2023, we expect an average inflation rate of 4.1% and a rate
of 2.5% in 2024.

Author

Wouter Thierie
Economist
wouter.thierie@ing.com

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

Snap | 29 June 2023 2


mailto:wouter.thierie@ing.com

THINK economic and financial analysis

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.

Snap | 29 June 2023 3


http://www.ing.com

