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Spanish inflation slightly down in August

Spanish inflation fell to 10.4% year-on-year in August from 10.8% in
July, driven by a drop in fuel prices. But core inflation is still rising,
suggesting that a downward inflation trend will be at best very
gradual

With most of Europe
likely to fall into
recession, the
contribution of tourism
to Spain's economic
growth might fall

Spanish inflation dropped to 10.4% year-on-year thanks to a
drop in fuel prices

Spanish inflation decreased to 10.4% year-on-year in August from 10.8% in July, according to data
released this morning by the National Institute of Statistics. The drop is mainly driven by a
decrease in fuel prices. Core inflation, excluding the more volatile food and energy prices, however,
rose to 6.4% year-on-year in August from 6.1% last month. On a monthly basis, prices rose by
0.1% in August, compared with a -0.3% decline in July. Although the component breakdown is not
available yet, the statistical office confirmed that electricity and food prices have continued their
upward trend.

Despite the gas price cap, electricity prices continue to go up

From mid-June, Spain and Portugal set a price cap on gas for power production. Through this
measure, the two Iberian countries aim to bring the total energy bill down by decoupling the price
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of gas and electricity. Although the measure moderated price increases, it didn't succeed in
bringing them down. The gas price cap has also had the undesired effect of reducing the
attractiveness of other energy sources, leading to an increased dependence on gas. According to
network operator Enagas SA, gas demand was 126% higher in July compared with the same
month last year. On top of that, electricity prices have been further impacted by the drought and
heat waves in the country. Hydropower plants ran last week at only 37% of their total capacity
due to the low water levels.

High inflation is likely to push the economy into recession this
winter

In the second quarter, GDP grew by 1.1% thanks to strong consumption and a great recovery in
tourism activity. However, we expect growth to grind to a halt in the third quarter and to slip into
recession from the fourth quarter onwards. The rise in energy costs might fuel another round of
price increases deepening the cost of living crisis. For 2022 as a whole, we increase our inflation
forecast to 9.0%. As we expect energy prices to stay elevated for a while, inflation will likely remain
in double digits over the autumn before slowly coming down. This might lead to a severe
contraction in household consumption after the summer. In July, Spanish consumer confidence
fell below the Covid-19 pandemic low showing that consumers are increasingly worried about high
inflation. In addition, with the rest of Europe also likely to fall into recession, the contribution of
tourism to growth might fade again.

Consumer confidence in Spain is falling more rapidly than the
eurozone average
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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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