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EDITORIAL MR

Perception and reality

Our perceptions of reality often contrast with the big macroeconomic figures. Specifically, we are referring to the
performance of the Portuguese economy over the last decade, growing more than all its peers and, along the way,
continuing to correct the structural problems and imbalances it once suffered from, which led to an international
bailout in the past. We and the national and international institutions we follow have made the central assumption
that this improved performance will continue in 2025. And perceptions are likely to improve this year, given the
expectation of lower interest rates, controlled inflation close to 2% and wage increases that restore purchasing
power.

In fact, the Portuguese economy is expected to grow by around 2% in 2025, with the main forecasts oscillating
between 2.4% (by the Public Finance Council) and 1.9% (IMF, European Commission and EIU). We (BPI Research)
assume that growth will reach 2.3%. Meanwhile, expectations for the European economy are much lower, with the
Bloomberg consensus pointing to growth of 1% in the Eurozone and 1.3% in the 27 EU member states as a whole
(Portugal 1.9%) over the same period. More importantly, this improved performance of the Portuguese economy
has been going on for some time. Analysing the decade from 2015 to 2024, Portugal’s average annual economic
growth reached 2%, compared to 1.5% in the EU27 and 1.2% in the Eurozone.

The slightly less favourable perception that often emerges from individual analyses can be explained by the
combination and different dynamics of population/employment and activity. In fact, this very positive dynamic in
the economy, which has been accentuated in the years since the pandemic, is also linked to the increase in the
population. More people consuming (and working) translates into more activity. And this has undoubtedly been a
notable factor over the last decade, related to the influx of immigration that has more than compensated for the
negative natural balance (but we'll dedicate a future article to this topic). Returning to the issue of perceptions
versus reality, it seems to us that the slightly more negative perception can be explained, at least in large part, by the
fact that private consumption per inhabitant or per household, in constant terms (i.e. excluding inflation) has
behaved more adversely than GDP. Specifically, in 2023, real consumption, excluding durable goods, per household
was practically in line with 2019 levels (+0.4%), which helps to explain the apparent discrepancy between economic
indicators and many households’ perceptions of the progress of activity and their situation.

This different perception could change in 2025, as the dynamics that will drive economic growth should be felt more
clearly in the pockets of the Portuguese. On the one hand, purchasing power should consolidate the recovery.
Inflation is expected to stabilise at around 2% this year, while wages are expected to grow slightly more. Specifically,
gross disposable income per household could grow by around 2%-3% in real terms this year, a perspective that could
prove to be conservative.

Afallininterest rates will also contribute to this. The 12-month Euribor started 2025 at 2.5%, more than a percentage
point lower than a year ago. Furthermore, it is expected to continue to fall in the coming months as the European
Central Bank continues to cut interest rates. For the Portuguese economy, this is an important support point. This,
together with an overall solid financial situation, with relatively low levels of indebtedness for both companies and
households, should allow private consumption and investment to grow by around 3% this year. 2025 could be the
year when household perceptions align with the big macroeconomic numbers.

But pessimistic grey remains present in the colour palette with which 2025 is painted. The main challenges come from
abroad. Exports of goods and services, after years of high growth, are already 14.9% above pre-pandemic levels in real
terms and are expected to normalise their rate of growth. However, this slowdown could be more pronounced than
expected if the new Trump administration finally fulfils its election promise and increases tariffs across all sectors. If this
happens, a global trade war cannot be ruled out and no one will benefit from this. Let’s hope that, in the end, the worst
predictions don’t come true. Added to this is the difficult economic situation of the EU economies, especially France
and Germany, although for Portugal this risk is partially offset by the good shape of the Spanish economy, its largest
trading partner. Domestically, one of the main challenges is certainly the property sector, where the lack of housing is
causing house prices to rise more than expected, making it difficult for younger people and the most vulnerable
groups to access them. Lower interest rates will cushion the pressure this year, but hopefully sooner or later investment
in housing will be mobilised and other regulatory changes will take place so that the pressure on prices is reduced,
promoting dynamic and socially sustainable economic growth.

Paula Carvalho
Oriol Aspachs
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CHRONOLOGY | AGENDA MR
Chronology

DECEMBER 2024

12 The ECB cuts interest rates by 25 bps and leaves the

NOVEMBER 2024

depo rate at 3.00%. 7 The Fed cuts interest rates by 25 bps, placing them in
18 The Fed cuts interest rates by 25 bps, placing them in the 4.50%-4.75% range.
the 4.25%-4.50% range. The BoE cuts interest rates by 25 bps to 4.75%.

OCTOBER 2024

17 The ECB cut interest rates by 25 bps and lowered the 12 The ECB cut interest rates 25 bps, placing the depo
depo rate to 3.25%. rate at 3.50% and the refi rate at 3.65%.

18 The Fed cut interest rates 50 bps, placing them in the
4.75%-5.00% range, having raised them 500 bps since

March 2022.

1-5 Strong turbulence in the financial markets triggered

by the Bank of Japan’s decision and worse-than-

expected employment data for July in the US.
12 OPEC revises its forecasts for global oil demand in 26 The Olympic Games begin in Paris.

2024 and 2025 slightly downwards, mainly due to 31 The Bank of Japan announces a surprise rate hike to

slowing consumption in China. 0.25% (up from the previous 0.0%-0.1% range), marking
23 The Fed will begin cutting interest rates in September, the highest level since late 2008.

according to Powell’s speech in Jackson Hole.

Agenda

2 Portugal: public debt (November). 2 Euro area: CPI flash estimate (January).
3 Spain: registration with Social Security and registered 4 Spain: registration with Social Security and registered
unemployment (December). unemployment (January).
7 Euro area: CPI flash estimate (December). 5 Portugal: employment and unemployment (Q4).
Euro area: economic sentiment index (December). 7 Spain: industrial production (December).
9 Spain: financial accounts (Q3). 10 Portugal: international trade (December).
10 Portugal: GDP (Q3). 14 Portugal: average gross monthly wage per worker (Q4).
17 Portugal: balance of payments (November). 16 Japan: GDP (Q4).
China: GDP (Q4). 17 Spain: foreign trade (December).
22 Spain: loans, deposits and NPL ratio (November). 18 Portugal: industrial price index (January)
Portugal: non-financial sector debt (November). 24 Spain: loans, deposits and NPL ratio (December).
28 Spain: labour force survey (Q4). 27 Spain: CPI flash estimate (February).
28-29 Federal Open Market Committee meeting. Euro area: economic sentiment index (January).
29 Spain: GDP flash estimate (Q4). 28 Spain: balance of payments (December).
30 Spain: CPI flash estimate (January). Portugal: GDP breakdown (Q4).
Portugal: GDP flash estimate (Q4). Portugal: CPI flash estimate (February).

Portugal: budget execution (December).

Governing Council of the European Central Bank meeting.
Euro area: GDP (Q4).

Euro area: economic sentiment index (January).

US: GDP (Q4 and 2023).
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KEY POINTS OF THE MONTH

Volatility in times of uncertainty

While awaiting the publication of growth data for Q4
2024, with little new economic information published in
recent weeks and the financial markets still in the inertia
of the close of last year, all eyes remain focused on the
effects on the global economy of Donald Trump’s return
to the US presidency. The disruptive potential that could
come from an unbalanced combination of some of the
measures on the table (tariffs, restrictions on labour
supply, disorderly fiscal expansion), coupled with a
geopolitical environment that is much more complex
than it was four years ago, is the biggest challenge to
economic and financial forecasts for a long time.

However, there are also mitigating factors for riskier
scenarios in the short term, such as the continued
robustness of US activity, the positive effects of
deregulation policies on innovation, the traditional
balances of the US political system (the Republican
majority in the House of Representatives is still small),
the profile of some of the new administration’s key
appointments, such as the Secretary of the Treasury, the
Fed’s ability to respond to any unexpected increase in
macroeconomic imbalances or the counterbalancing role
that the bond markets can play.

For now, the markets’ verdict is that nominal growth in
the short term will continue to be very dynamic. Given the
cyclical position of the American economy, however, the
weakness is on the inflation side, which translates into
higher interest rates in the short and long term (the yield
on the 10-year bond has risen by more than 100 basis
points since October), a change in expectations regarding
the Fed’s next steps (currently, only a further reduction

in interest rates is fully discounted) and an appreciation
of the dollar (7% in the effective exchange rate), which
would cancel out part of the potential positive effects

of customs duties on the trade balance.

But despite all the noise generated by the new
administration’s communication policy, investors

seem confident that the economic policy programme
(Maganomics) will be implemented in a reasonably
orderly manner, without worsening the fiscal situation,
with growth and employment as the main priorities, while
the Fed will remain attentive to any impact on inflation
expectations. We are aware that the trade-offs to achieve
all these objectives can be very unstable, especially given
the demanding valuations of some financial assets. On the

positive side, we won't have to wait long to dispel many of

the doubts that will test the solidity of most economic

BPI RESEARCH
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projections, which are already threatened by the change
in patterns and paradigms of recent decades, in a context
that s in a continuous process of change.

So, whether or not we see a paradigm shift with Trump
coming to power, 2025 will be a year in which the
reordering of the globalisation process in which the
international economy has been immersed in recent years
will deepen. With protectionism and industrial policy
gaining prominence under the mantle of this new
concept called “open strategic autonomy”. A year in which,
once again, the ability to question, at any time, the
assumptions underlying economic projections will be
decisive, and therefore the ability to adapt to changes in
the environment and flexibility in making investment
decisions. A year of change, of transition between a world
that has not yet died (globalisation, multilateralism, liberal
democracies) and another that has not yet been born and
that no one knows what it will be like. The hope is that, at
the end of 2025, we'll have the same feeling we had in
2023 and 2024, when reality was much better than the
central forecast scenarios at the start of the year. This
requires confidence in the resilience demonstrated by the
cycle of activity since the pandemic, as well as confidence
that transactionality in economic and trade relations will
win out over ideology. In the meantime, the advice is to
fasten your seat belts to safely navigate volatility in
uncertain times.

José Ramon Diez
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FORECASTS

Average for the last month in the period, unless otherwise specified

Financial markets

INTEREST RATES

Dollar
Fed funds (upper limit)
3-month SOFR
12-month SOFR
2-year government bonds
10-year government bonds

Euro

ECB depo

ECB refi

€STR

1-month Euribor
3-month Euribor
6-month Euribor
12-month Euribor

Germany
2-year government bonds

10-year government bonds

Spain
3-year government bonds
5-year government bonds
10-year government bonds
Risk premium

Portugal
3-year government bonds
5-year government bonds
10-year government bonds
Risk premium

EXCHANGE RATES
EUR/USD (dollars per euro)
EUR/GBP (pounds per euro)
EUR/GBP (yen per euro)

OIL PRICE
Brent ($/barrel)
Brent (euros/barrel)

Forecasts
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Average
2000-2007

318
3.62
3.86
3.70
4.69

2.05
3.05

318
3.24
3.29
340

341
4.30

3.62
391
442

368
3.96
449

19

1.13
0.66
129.56

423
36.4

Average
2008-2020

0.77
0.99
142
099
244

0.15
0.69
-0.55
042
0.57
0.70
0.86

3.05
3.63
435
297

1.26
0.84
126.06

77.3
60.6

JANUARY 2025

2021

0.25
0.21
052
0.67
1.46

-0.50

0.00
-0.58
-0.60
-0.58
-0.55
-0.50

-0.69
-0.31

-045
-0.25
042
73

-0.64
-0.35
0.34
65

1.13
0.85
128.82

74.8
66.2

2022

4.25
4.74
548
430
362

1.77
2.27
1.57
1.72
2.06
2.56
3.02

237
213

266
273
3.18

245
253

97

1.06
0.87
142.85

81.3
76.8

2023

5.25
537
495
446
4.01

4.00
4.50
3.90
3.86
394
393
3.68

255
211

2.77
2.75
3.09

98

2.33
242
2.74

63

1.09
0.86
156.99

77.3
70.9

2024

4.25
437
4.19
424
4.40

3.00
315
3.06
2.89
283
263
244

2.02
222

2.26
248
290

68

203
2.15
268

46

0.83
161.20

73.1
69.9

MR

2025

3.00
3.07
3.10
335
3.80

2.00
215
2.01
2.04
2.06
212
218

2.05
2.00

232
241
2.80

80

253
2.56
2.75

75

0.86
156.00

73.5
735



FORECASTS MR

Change in the average for the year versus the prior year average (%), unless otherwise indicated

International economy
23(‘)’33387 Zg\ggfgggo 2021 2022 2023 2024 2025
GDP GROWTH
Global 44 29 6.5 35 33 3.1 33
Developed countries 2.7 1.0 57 2.6 1.7 1.7 1.8
United States 27 1.5 6.1 25 29 26 19
Euro area 2.3 0.3 6.3 36 0.5 0.7 1.3
Germany 1.6 0.8 36 14 -0.1 0.0 0.7
France 23 03 6.8 26 1.1 1.1 1.2
Italy 15 -10 838 48 038 0.5 1.0
Portugal 15 -0.2 56 7.0 25 1.7 23
Spain 36 -0.2 6.7 6.2 2.7 28 23
Japan 14 0.1 26 09 1.9 038 1.0
United Kingdom 2.7 03 87 43 0.1 1.1 1.0
Emerging and developing countries 6.4 4.4 7.0 4.1 4.4 4.2 4.2
China 10.6 7.5 85 3.0 53 46 40
India 72 5.7 103 6.7 77 6.6 6.8
Brazil 36 1.2 48 3.0 29 2.5 1.8
Mexico 2.3 0.7 6.1 37 3.2 2.1 2.1
Russia - 1.0 59 -13 37 3.1 13
Turkiye 55 43 114 55 5.1 34 35
Poland 42 32 6.9 59 0.1 2.8 36
INFLATION
Global 4.2 3.7 4.7 8.7 6.8 5.7 43
Developed countries 2.1 1.5 3.1 7.3 4.6 2.7 2.1
United States 2.8 1.7 4.7 8.0 41 29 2.0
Euro area 2.2 13 26 84 54 24 2.2
Germany 1.7 14 3.2 8.7 6.0 25 2.2
France 1.9 13 2.1 59 5.7 23 20
Italy 24 13 1.9 8.7 59 1.1 20
Portugal 3.1 1.0 13 7.8 43 24 2.1
Spain 3.2 12 3.1 84 35 2.8 2.5
Japan -03 04 -0.2 25 33 20 15
United Kingdom 1.6 2.2 26 9.1 73 26 23
Emerging and developing countries 6.7 55 59 9.8 8.3 7.9 57
China 1.7 2.6 0.9 2.0 0.2 04 14
India 46 7.2 5.1 6.7 5.7 4.8 4.6
Brazil 7.3 55 8.3 9.3 4.6 43 3.7
Mexico 5.2 4.1 5.7 79 55 4.5 39
Russia 14.2 7.5 6.7 13.8 59 6.6 45
Turkiye 226 9.8 19.6 723 539 526 29.0
Poland 35 2.1 52 132 10.8 4.1 46
Forecasts

BPI RESEARCH JANUARY 2025



FORECASTS MR

Change in the average for the year versus the prior year average (%), unless otherwise indicated

Portuguese economy
23(‘)’83387 Zgggfgggo 2021 2022 2023 2024 2025
Macroeconomic aggregates
Household consumption 1.7 -0.1 49 56 20 22 1.7
Government consumption 2.2 -0.2 38 1.7 0.6 1.0 0.8
Gross fixed capital formation -04 -0.8 7.8 33 36 13 5.7
Capital goods 34 23 16.0 72 5.7 - -
Construction -13 2.2 6.6 0.9 1.3 = =
Domestic demand (vs. GDP A) 13 -04 6.0 5.0 1.7 1.8 23
Exports of goods and services 53 23 12.0 17.2 35 42 5.0
Imports of goods and services 3.6 16 123 1.3 1.7 46 5.0
Gross domestic product 15 -0.2 5.6 7.0 2.5 1.7 23
Other variables
Employment 04 -0.6 2.2 33 2.3 0.9 1.3
Unemployment rate (% of labour force) 6.1 1.1 6.7 6.1 6.5 6.5 6.4
Consumer price index 3.1 1.0 13 7.8 43 24 2.1
Current account balance (% GDP) -9.2 -2.7 -0.8 -1.2 14 1.2 14
External funding capacity/needs (% GDP) -7.7 -1.5 1.0 -0.2 2.7 2.8 3.1
Fiscal balance (% GDP) 4.5 =52 -2.8 -03 1.2 05 03
Forecasts
Spanish economy
23(‘)’83(9)87 22(‘)’23830 2021 2022 2023 2024 2025
Macroeconomic aggregates
Household consumption 37 -09 7.2 49 1.7 25 25
Government consumption 4.5 1.1 36 06 52 36 1.6
Gross fixed capital formation 57 -1.8 26 33 2.1 27 34
Capital goods 49 -09 33 29 1.1 1.8 43
Construction 5.7 -3.0 0.5 2.2 30 35 30
Domestic demand (vs. GDP A) 44 -09 6.9 39 1.7 24 24
Exports of goods and services 47 1.1 134 14.3 28 30 23
Imports of goods and services 7.0 -1.0 15.0 7.7 03 1.9 28
Gross domestic product 3.6 -0.2 6.7 6.2 2.7 2.8 23
Other variables
Employment 32 -1.0 73 4.1 32 23 2.1
Unemployment rate (% of labour force) 10.5 19.2 149 13.0 122 116 11.2
Consumer price index 32 1.2 3.1 84 35 28 25
Unit labour costs 3.1 1.2 1.2 1.9 6.1 45 33
Current account balance (% GDP) -58 -0.2 038 04 2.7 3.1 3.1
External funding capacity/needs (% GDP) -5.1 03 16 1.1 36 4.1 4.1
Fiscal balance (% GDP)' 03 -6.8 -6.7 -4.6 -35 =30 —26

Note: 1. Excludes losses for assistance provided to financial institutions.

Forecasts
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FINANCIAL MARKETS |

The Fed and the uncertainties
about global growth condition
the end of the year in the financial
markets

The protagonists of 2024 pave the way for 2025. 2024 was
the year that marked the beginning of monetary easing. A large
part of the movements in financial assets unfolded as a result
of adjustments in investors’ monetary policy expectations.
There were even some episodes of sudden shifts in market
expectations which, just like central banks, adjusted according
to the flow of macroeconomic data. The other key event was
Donald Trump’s electoral victory, to which investors reacted
with expectations of higher inflation and some doubts
regarding global economic growth. The financial markets hit
other milestones: the Bank of Japan put an end to the era of
negative rates, geopolitical tensions intensified in the Middle
East, expectations of the benefits of artificial intelligence (Al)
boosted tech firms’dominance in equity markets, the S&P 500
recorded two consecutive years of gains exceeding 20% (for the
first time in over 25 years), Bitcoin hit 100,000 dollars, and
France’s financial assets underwent a revaluation (the French
risk premium practically doubled and consolidated at levels
above that of Spain). Following all these events, 2024 closed
with gains in equities and with the dollar as the most
strengthened currency, but with a significant increase in
sovereign rates in the anticipation of higher inflation in the US,
the unknowns surrounding the future of global geopolitics and
the uncertainty about exactly how much more monetary policy
will be eased.

The ECB and the Fed converge in direction, but diverge in
speed. In December, both the ECB and the Fed lowered interest
rates by 25 bps, leaving the depo rate at 3.00% and the fed
funds rate in the 4.25%-4.50% range. In both cases, 100 bps
below the peaks of 2023. The ECB’s tone pointed to further cuts
in the coming months, supported by greater confidence that
inflation will finally fall to the 2% target in 2025, as well as by
expectations that the revival of economic activity will be slower.
Thus, the markets are anticipating another 25-bp reduction

in January, while also hinting at further cuts in the first half

of the year, leaving the depo rate between 1.75% and 2.00%
throughout the second half of 2025. The Fed's tone, in contrast,
was much more cautious, based on higher inflation expectations
for the next two years and lower risks of a slowdown in the labour
market. In the dot plot, FOMC members projected only two rate
cuts in 2025, compared to the four indicated in the September
update the financial markets are fully anticipating a single cut
by mid-2025 (placing the fed funds rate in the 4.00%-4.25%
range), with a probability slightly above 50% of a second cut

by the end of the year.

Sharp rise in sovereign yields. The sovereign debt markets
made a hawkish reading of the Fed’s message and treasury
yields rose by more than 15 bps in the medium- and long-term
benchmarks between the day of the meeting and the end of
the month. Despite the fact that the Fed has lowered rates by

BPI RESEARCH
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Implicit expectations of interest rate cuts
by December 2024

Number

I
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ECB M Fed

Notes: Implicit expectations taken from the forwards curves on the EFFR and the €STR.
The number refers to the monthly average. Each cut corresponds to 25 bps.
Source: BPI Research, based on data from Bloomberg.
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100 bps, the expectation of higher inflation, coupled with a
more cautious approach to monetary easing in the future, has
driven up sovereign yields. In fact, treasury yields in the long
end of the curve have followed a diametrically opposite pattern
of behaviour to that of the fed funds rate, surging more than 90
bps since the rate cuts began. Across the Atlantic, although the
ECB’s message was dovish, sovereign yields were affected by
contagion from their US counterparts and rose by 30 bps in
December, with risk premiums in the periphery remaining
relatively stable.

A positive year, but a mixed December, for the stock markets.
2024 was a generally positive year for global stock markets. The
MSCI ACWI global index accumulated gains of as much as 15%
(following +20% in 2023) and, with a few exceptional cases,
most of the major stock indices closed the year in the green. Of
particular note was the performance of the Magnificent Seven
(Apple, Amazon, Alphabet, Meta, Microsoft, Nvidia and Tesla),
with cumulative gains of almost 50% in 2024, fuelled by
expectations regarding Al, as well as the Japanese stock market
(+19%), which benefited from interest rates still close to 0%
together with a weak currency. However, the 2024 rally, which
received a boost in November following Trump's victory, lost
steam after the Fed cooled expectations of rate cuts at its
December meeting. As a result, and with the exception of the
big tech firms, equities recorded slight losses in the final month
of the year in both the US and some countries of the euro area.
After all, on the cusp of 2025, the uncertainty surrounding the

MR

Main stock market indices
Change in the period (%)
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Source: BPI Research, based on data from Bloomberg.
Evolution of the dollar
Index Dollars per euro
110 0.98
Appreciation of the dollar

108 1.00
106 Rii |—4 - — 102

: o 104 104
effects of Trump’s economic policies and the path of monetary
policy weighed on investor sentiment at the end of the year. 102 106
The biggest declines and the greatest volatility in December 00 o8
were recorded in Brazil (the Bovespa fell 4% in the month and :
10% in the year), where the deterioration of the fiscal outlook 98 110
led to a significant loss of investor confidence.

9% 112

The dollar strengthens. The dollar continued to appreciate,
recording gains exceeding 2% in the month against a basket of T T T T T T
advanced-economy currencies (+5% since Trump’s victory and SR I MG AN L AR A M
+7% for 2024 as a whole) and reaching its highest level since 2022. DXY index (eft scale) Euro-dolars (right scale, reversed)
AgainSt the euro, the dollar was up by 2% in December, even Source: BPI Research, based on data from Bloomberg.
reaching 1.03 dollars (a two-year high). Against the yen, the
appreciation was even greater (-ij1 1..5% in 2024 and +5% in Energy prices: oil and gas
Decerpber)- due to the Yv!de gapin |nt-erest ra’fes and the Bank of (Dollars/barrel) (Euros/MWh)
Japan’s resistance to raising rates again (keeping them at 0.25%
in December). In emerging countries, the worst-performing % 3
currency was the Brazilian real, which fell more than 20% % . 5
against the dollar in the year as a whole, amid fiscal turbulence.
Relative stability in oil prices and relative volatility in gas 8 =
prices. In December, the Brent barrel traded in a narrow band % 0
between 72 and 74 dollars, in a market with relatively abundant
supply and in which expectations for demand were weighed 75 35
down by the weakness of the Chinese and European economies.
Thus, the price of a barrel of Brent closed 2024 four dollars 70 30
below the level of the start of the year, and well below the
90 dollars seen at the height of the tensions in the Middle East. ® N =
TTF gas prices, for their part, yo-yoed last month, finally closing 0 . . L ' 0
at almost 50 euros/MWh (compared to'a naverage price of 35 GO g G G I P g P o 0 g
euros/MWh for 2024 as a whole) in anticipation of the end of
the agreement that aIIowed Russian gas to ﬂOW thl’OUgh a Brent barrel (left scale) e TTF gas price benchmark (right scale)
pipeline that crosses Ukraine. Source: BPI Research, based on data from Bloomberg.
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Debt limits

With the post-pandemic normalisation process now
consolidated, and as we approach the end of the
inflationary crisis, concerns are re-emerging about the
levels of public debt (see first chart), as are calls for a
realignment of the public finances and for the rebuilding
of buffers to give fiscal policy margin for manoeuvre
when necessary.

However, the process of recovering this fiscal margin
faces significant obstacles in the current environment.
On the one hand, and beyond the cyclical easing of
monetary policy, in the medium term interest rates are
expected to fluctuate somewhat above the levels
anticipated a few years ago,' increasing the average cost
of public debt. On the other hand, the medium-term
economic growth potential is shrouded in uncertainties,
ranging from the question of artificial intelligence and
its effects on aggregate productivity to the consequences
of a less globalised and/or more fragmented world

in the economic sphere. Moreover, population ageing,
geopolitics (with associated defence spending needs)
and investments for the energy transition and adapting
to climate change will put increasing pressure on public
finances. Added to all this is the inertia of public
spending for «political economy» reasons.

All these ingredients can be applied to the four main
factors that determine the path of public debt: the
starting level of debt, interest payments, the primary
government balance? and GDP growth. In this way,

we can see how wide or narrow the path to rebuilding
fiscal buffers is under different economic scenarios.

We will do this with a simple sensitivity analysis on debt
dynamics.3#

Firstly, taking into account the relative moderation

of nominal GDP growth as outlined by the latest IMF
forecasts, together with the slow but steady rise in
interest payments anticipated by the financial markets,
in the first table we show the minimum primary balance
which, if sustained for 10 years, would allow different
levels of debt to be reached.” This suggests that,

1. For example, at the end of 2019, market forwards for 2030 indicated
a 10-year Spanish sovereign rate of around 2%, whereas now they place
it close to 4%. This increase is widespread among the major economies
and reflects a shift in the view regarding the structural level at which
long-term interest rates are expected to settle. See, for example,
I. Schnabel (2024), R(ising) star?, speech at the conference The ECB and its
Watchers XXIV.
2. l.e. the fiscal balance (total fiscal revenues minus total public
expenditure) excluding net interest payments.
3. The evolution of the debt-to-GDP ratio, d, is given by:
— L1~ 8iv1

dt+1 - dt +T,+1dt bt+1
where i is the average nominal interest rate on debt, g is nominal GDP
growth and b is the primary government balance.
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Source: BPI Research, based on data from AMECO.
Primary government balance:" data and
10-year outlook scenarios
(% of GDP)
Allows a debt ratio...2
2024 -
2019-  European Stable at Back Cuts in half
P 2024 at 2019
actual  Commission levels levels the gap vs.
forecast 60%3
us 2.7 =30 0.2 1.8 32
Japan -16 -47 -43 -29 -0.2
UK -0.1 2.2 -0.1 1.5 28
Germany 21 -11 -04 0.1 -02
France -09 -41 03 1.7 29
Italy 19 0.1 18 2.1 54
Spain -0.8 -0.5 -0.7 -0.2 1.5

Notes: 1. The primary balance excludes interest payments; a positive/negative value indicates
a surplus/deficit. 2. The projection assumes nominal GDP according to IMF forecasts and
interest rates according to market forwards (with annual refinancing of a percentage of the
debt given by the average maturity). 3. For the US, Japan and the UK, the benchmark is the
debt level of 2007.

Source: BP| Research, own calculations based on data and forecasts from Bloomberg, the
European Commission and the IMF (World Economic Outlook, October 2024).

compared to 2024, a degree of fiscal adjustment is
required in order to smoothly stabilise or correct the
levels of debt in the major economies, although the
effort would be moderate (balances similar to those
of 2019) in most cases. However, a more substantial

4. This analysis does not take into account feedback between the fiscal
balance, GDP and interest rates. In reality, if an economy imposes a path
based on, say, its fiscal balance, this will affect the path of its GDP and
rates.

5. For each country, we simulate the debt ratio between 2025 and 2034
using the equation in note 3. The forecasts for nominal GDP growth (g)
are taken from the IMF's World Economic Outlook of October 2024 (we
assume that the growth rate of 2029, the last available year, persists

in 2030-2034). The interest rate on debt evolves as the rates on
refinanced debt are updated with the average sovereign rate projected
by market forwards as of late November 2024.
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recovery of fiscal room would require significant fiscal
effort, surpassing that made in 2015-2019.

In the same vein, if we assume that the primary balance
and nominal GDP evolve according to the latest forecasts
published by the IMF, the second table shows us the
average cost threshold above which debt dynamics
would destabilise. This exercise shows that the IMF
maintains a positive outlook for the public accounts in
Spain and Germany, given that the fiscal path envisaged
by the IMF allows for a reduction of debt, even if interest
rates end up higher than those expected by the market,
given the headroom available. However, the IMF’s
outlook for the rest of the major advanced economies is
less favourable, especially in the cases of France and the
US, where the fiscal paths envisaged by the IMF would
only stabilise the debt if interest rates were to end up
being much lower than the market currently anticipates.

Finally, the third table shows the minimum nominal GDP
growth that is required in order to avoid a deterioration
in debt dynamics if the primary fiscal balance paths
predicted by the IMF and the evolution of interest rates
projected by the financial markets materialise as
expected. Just as in the second table, this exercise
reflects the IMF's positive view of Spain and Germany,
while the fiscal paths of the US and France would once
again require a significant acceleration of nominal GDP
to keep their levels of debt stable.

These three exercises also highlight the particularities

of Japan. Unlike the other large economies, Japan’s debt
dynamics continue to benefit from the margin provided
by low interest rates. Moreover, according to the IMF, it is
the country for which nominal GDP growth is expected
to experience the greatest revival, and this would give it
extra support in recovering fiscal space. However, despite
these tailwinds, its debt ratio is much higher than other
economies.

In short, this simulation of different scenarios for debt
dynamics confirms that, over the coming years, the paths
of interest rates and nominal GDP growth will create an
environment in which it will not be easy to regain
significant fiscal space unless governments make

a proactive effort.

BPI RESEARCH

Average interest rate on public debt

(%)
2024 - European %;?gg;g Allows a stable
Commission P — debt ratio
forecast 9 1 at2024 levels?
market forwards

uUs 4.1 4.1 1.7
Japan 0.6 0.7 1.7
UK 30 32 25
Germany 1.7 21 34
France 20 31 0.1
Italy 30 37 33
Spain 25 30 39

Notes: 1. Market forwards for the sovereign rate with a maturity equal to the average
maturity of the debt as of 2024. 2. The projection assumes figures for nominal GDP and the
primary balance according to IMF forecasts and that each year a percentage of the debt,
given by the average maturity, is refinanced.

Source: BP| Research, own calculations based on data and forecasts from Bloomberg, the
European Commission and the IMF (World Economic Outlook, October 2024).

Nominal GDP growth
(%)

2019 2004-WF 550800 Meebrto

perthe IMF  at 2024 levels'

us 43 52 40 6.4
Japan 0.2 29 2.8 1.7
UK 38 32 35 4.1
Germany 30 33 32 2.0
France 33 32 31 6.2
Italy 1.5 25 2.7 3.1
Spain 34 6.1 4.2 33

Notes: 1. The projection assumes figures for the primary balance according to IMF forecasts
and interest rates according to market forwards (with annual refinancing of a percentage of
the debt given by the average maturity).

Source: BP| Research, own calculations based on data and forecasts from Bloomberg, the
European Commission and the IMF (World Economic Outlook, October 2024).
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Interest rates (%)

31-December 30-November ch,\ell‘r?gmlgp) Yearitbc:)-)date Year-on-(ybe:)r change
Euro area
ECB Refi 3.15 340 -25 —-135.0 -135.0
3-month Euribor 271 293 -22 -119.5 -119.5
1-year Euribor 246 246 0 -105.3 -105.3
1-year government bonds (Germany) 224 2.25 0 -101.9 -101.9
2-year government bonds (Germany) 2.08 1.95 13 -322 -322
10-year government bonds (Germany) 237 2.09 28 343 343
10-year government bonds (Spain) 3.06 2.79 27 6.8 6.8
10-year government bonds (Portugal) 2.85 2.54 31 19.2 19.2
us
Fed funds (upper limit) 450 475 =25 -100.0 -100.0
3-month SOFR 431 447 -16 -1026 -1026
1-year government bonds 4.14 4.28 -14 -619 -619
2-year government bonds 424 415 9 -0.8 -0.8
10-year government bonds 457 4.17 40 69.0 69.0
Spreads corporate bonds (bps)
31-December 30-November ch,\gr?gr;g}lg 0) Yearitb(;)»)date Year—on—(ybes)r change
Itraxx Corporate 58 56 2 -09 -09
Itraxx Financials Senior 64 63 1 -3.2 -3.2
Itraxx Subordinated Financials 112 m 1 -10.5 -10.5
Exchange rates
31-December 30-November cm?]gteh&) Year»(gz;date Year»on—)(/;ja)r change
EUR/USD (dollars per euro) 1.035 1.058 =21 -6.2 -6.2
EUR/JPY (yen per euro) 162.780 158410 238 4.5 45
EUR/GBP (pounds per euro) 0.827 0.831 -04 -4.6 -46
USD/JPY (yen per dollar) 157.200 149.770 50 115 115
Commodities
37-December 30-November cmgzh&) Year»(gz;date Year»on—)(/oeba)r change
CRB Commodity Index 536.5 5357 0.1 5.1 5.1
Brent ($/barrel) 74.6 729 23 -3.1 -3
Gold ($/ounce) 2,624.5 26432 -0.7 27.2 27.2
Equity
31-December 30-November d']\g‘,’]gteh('ﬁ}o) Year—(gzidate Year—on—)(l;)a;r change
S&P 500 (USA) 5881.6 6,032.4 =25 233 233
Eurostoxx 50 (euro area) 4,896.0 4,804.4 19 83 83
Ibex 35 (Spain) 11,595.0 11,6413 -04 14.8 14.8
PSI 20 (Portugal) 6,377.3 64183 -06 -03 -03
Nikkei 225 (Japan) 39,894.5 38,208.0 44 19.2 19.2
MSCI Emerging 1,075.5 1,078.6 -03 5.1 5.1
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A year of challenges for an
international economy further
along in the cycle

Resilience, cyclical maturity and challenges. In 2024, the
international economy showed remarkable resilience and the
available data suggest that world GDP may have grown slightly
above 3%. Economic activity was supported by the strength of
the labour market, a certain recovery of household purchasing
power and the prospect of an easing of financial conditions,

in a year in which inflation continued to fall and ended close to,
albeit still slightly above, the monetary authorities’ target. These
tailwinds are likely to continue to blow in favour in 2025, albeit
with less strength due to the maturity of the business cycle,
while the risk map will continue to present significant
challenges, especially in terms of geopolitical conflicts and
tensions, and uncertainties surrounding trade policy. On the
other hand, behind the global resilience lie significant regional
disparities. In the US, activity remains strong and GDP growth is
beating expectations, while in the euro area GDP is struggling to
take off, weighed down by the weakness of the core economies.
In China, meanwhile, the difficulties in the real estate sector and
the weak performance of domestic demand continue to weigh
on the economy, although the strength of the foreign sector is
helping to maintain growth close to, albeit below, 5.0%.

A resilient labour market, with signs of moderation. The latest
indicators highlight both the supporting role played by the
labour market and the prospect that this support could lose
some momentum in the future. Both in the US and in the euro
area there are low rates of unemployment (4.2% and 6.3%,
respectively) and high levels of employment (slightly over

70% among the population aged 15 to 64). However, in the

US, unemployment has accumulated an increase of 0.8 pps from
its low point in 2023, while job creation has slowed from more
than 250,000 new jobs per month at the beginning of the year
to 130,000 on average in October and November (distortions
related to hurricanes and strikes in those months make the
average more informative than the volatile monthly statistics

of +36,000 jobs in October and +227,000 in November). In the
euro area, the rate of 6.3% represents the lowest unemployment
rate in the historical series, but the sentiment indicators hint at a
slowdown in job creation, both in the PMI indices (in December,
the employment component hit a four-year low) and in the
European Commission’s indicator (steadily decreasing in 2024
and with the latest figure for November standing slightly below
the historical average).

Disinflation: confidence in the last kilometre, resistances
in the last mile. The widespread decline in inflation over the
course of 2024 also supported economic activity, especially
by helping the recovery of household purchasing power and
paving the way for an easing of monetary policy. In the euro
area, headline inflation closed the year at 2.4% in December,

MR

GDP growth in 2024: expectations of the analyst
consensus
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Source: BPI Research, based on data from Bloomberg.
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the ECB's 2% target this year. In the US, inflation also moderated Source: BPI Research, based on data from the Bureau of Labor Statistics and Eurostat.
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during the year (headline CPI +2.7% in November 2024 vs.
3.4% in December 2023). However, in recent months fears have
grown of greater stickiness in the underlying pressures, both
due to the signals coming from the data (core inflation stable
at 3.2%-3.3% since the summer, according to the CPI, and even
with a slight rebound according to the Fed’s preferred index,
the PCE, for which core inflation accelerated from 2.6% in the
summer to 2.8% in November) and because of the inflationary
nature of the economic policies proposed by the new Trump
administration.

US activity remains robust. Household consumption continues
to drive economic growth in the US and, after contributing 0.6
pps to the 0.8% quarter-on-quarter GDP growth recorded in Q3,
the latest data suggest that consumption remains dynamic in
the final quarter of the year. Thus, retail sales increased by 0.5%
month-on-month in October and accelerated to 0.7% in
November. Similarly, the composite PMI rose to 55.4 points in
December, driven by the services sector (56.8), while the Q4
average (54.8) exceeded that of Q3 (54.3). With all this, and
despite the weakness of the manufacturing sector (its PMI, at
49.4 points in December, remained in contractionary territory,
while industrial production contracted by 0.4% month-on-
month in October and by 0.15% in November), the GDP trackers
suggest that the economy could grow by around 0.5%-0.6%
quarter-on-quarter in Q4.

The euro area economy struggles to gain traction. The
composite PMI for the euro area improved in December, but
failed to surpass the 50-point threshold that denotes positive
growth in economic activity (49.6 vs. 48.3 in November). This
was despite the stimulus that the Christmas campaign
represents for the services sector (51.6 vs. 49.5 in November),
while in manufacturing there are few signs of recovery (PMI
stagnant at 45 points). The weak indicators are affecting the
bloc’s two biggest economies, with the composite PMI for
December in contractionary territory in both Germany (48.0)
and France (47.5). In the case of Germany, other business
sentiment and climate indicators reflect the same message of
weakness: the Ifo business indicator fell in December to 84.7
points, marking its lowest level since May 2020, while the ZEW
economic sentiment index for December revealed that over half
of respondents expect no change in the current situation.

Short-term acceleration in China. The continued buoyancy

of the foreign sector, increased fiscal support and a slight
improvement in the outlook for the real estate sector could lead
to an acceleration of the Asian giant in the short term. The
services PMI (Caixin) accelerated in December to 52.2 points
(seven-month high), while the manufacturing PMI remained in
expansionary territory (50.5 points, although it lost some steam
compared to the 51.5 recorded in November). On the other
hand, industrial production in November maintained a similar
rate of expansion to that of previous months, registering a year-
on-year growth rate of 5.4%, while retail sales once again
reflected weakness in domestic demand, with year-on-year
growth of 3.0% (vs. 4.8% in October, 2.7% in Q3). Investment, for
its part, grew by 3.3% year-on-year to November (vs. 3.4% in the
year to date up to October). This represents a slight slowdown,
but investment remains high (in real terms), given the sharp
falls in the prices of capital goods over the last few years.

BPI RESEARCH
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US: GDP for Q3 and projections for Q4 2024

Quarter-on-quarter change (%)

09

08 e

06 / N

05 o —

04

03 -

02 -

01 -

00
,)/b(
*

N N N C C C C
5’$O ,ﬁ;$0 1(3}\0 Q6’0e \,,),Oe ’)/0’02 ﬁ/@@

ol ol
N g

N
Actual GDP
Nowcast (New York Fed)
Source: BPI Research, based on data from the BEA, the Atlanta Fed and the New York Fed.

GDPNow (Atlanta Fed)

Euro area: PMI
Index

58

56

54 - —

52 4 L AN\ ——

50

48

46

44

42

40
IR R o R o
M RN

R A A SR
RN R AR A AR o A o
PRGN AT I IR

Composite PMI
Source: BP| Research, based on data from S&P Global PMI.

Manufacturing PMI Services PMI

China: Caixin PMI
Index

60

58

56

54 —NA—fNN

52 / - 3\¥

ﬁv%&vi\%é
50 ——
7N

48 .

46

T S S TY T SV S S A
VARV U R U IR AR VIR VAR VAR AR VAR VR VR G G AR
RSN AU MR MMM MMM

Composite PMI Manufacturing PMI Services PMI

Source: BPI Research, based on data from S&P Global PMI.

JANUARY 2025 13



BPI RESEARCH

INTERNATIONAL ECONOMY |

MR

Exposure of the European economy to a US tariff hike:
a perspective through values chains

The impact on the EU of a universal tariff on US imports
of goods goes beyond the direct effect it will have on
exporting companies, as it will also be felt indirectly
across the economy as a whole and throughout European
and global value chains.

To capture this greater complexity, as a starting point we
use the international input-output tables produced by
the OECD," which reflect the transactions of intermediate
and final products for 45 sectors in 77 different
economies. We restrict these transactions to US imports
of goods? from the rest of the world, which is the category
of imports that would be subject to the universal tariff,
and although the latest available year is 2020, we use the
data for 2019 in order to avoid possible distortions
resulting from the COVID-19 pandemic.

In the first chart, we analyse an example to illustrate how
the figure for gross exports to the US of a given sector

in an EU country (the measure of immediate exposure)
relates to the value added by the EU, which is linked to
the set of all global exports of goods to the US (the
ultimate exposure measure).

In 2019, Spain exported around 1.3 billion dollars in
manufactured goods in the automotive sector to the US,
of which approximately 20% correspond to value added
in the sector itself, a third to value added in other sectors
within Spain (intermediate goods and services) and just
over 40% to value added in other countries (both other
EU Member States and the rest of the world).

On the other hand, beyond its direct exports,
manufacturing in the automotive sector also indirectly
generates value added in other exports of goods to the
US, both from other sectors of the Spanish economy and,
above all, from other countries (slightly more than 200
million dollars, almost as much as in direct exports). In
total, the ultimate exposure of manufactured goods in
the automotive sector stood at around 500 million dollars
in 2019, well below the immediate exposure.

The position in value chains and production
specialisation as key factors

In the above example, the value added in the sector
linked to global exports of goods to the US is lower

than the value of direct exports, but in other cases it is
equal or higher, as is the case for all service sectors, for
example, as these only reflect the indirect effects via the
export of goods. The outcome for an economy as a whole
will depend on the relative weight of the various factors,

1. OECD. Inter-Country Input-Output tables.
2. Agricultural, mining and manufactured products.

Value of automotive exports from Spain to the US

and value added of the sector in global exports

of goods to the US
ToTAL %

(USD millions, 2019)
VA in the rest of the world

Value of the sector’s
exports to the US

VA in other sectors in Spain

VA of the sector in own exports

VA in exports of other sectors |
in Spain

VA in exports from the rest
of theworld | T

TOTAL

VA of the sector in global
exports of goods
to the US
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Source: BPI Research, based on data from the OECD.
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as well as on its sectoral structure. The aggregate
differences for the EU as a whole and for each of the
27 Member States can be seen in the second chart.

Of particular note are countries such as Ireland — which
clearly remains the economy most exposed to exports to
the US - and Slovakia, Hungary and Estonia, all of which
have a significant manufacturing sector specialising in
the downstream phase of value chains and with the
presence of multinationals. In these countries, gross
exports tend to overestimate the economy’s dependence
on trade with the US when compared to the value
actually added in the territory.

The opposite is true in countries such as Cyprus, Malta,
Luxembourg and the Netherlands, which are geared
towards service activities in the upstream segment of
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Value added in global exports of goods to the US
(% of value added in the sector, 2019)

g =

E E 2 5 © <

e 2 = 2 @ & S £ £

EU-27 21 20 42 18 22 04 19 19
Ireland 46 24 01 2219
Denmark 34 2.8 56 1.8 1.9 09 24 23
Slovakia 2.5 13 24 14 0.8 0.8 2.5 1.9
Germany 25 13 44 m 20 28 0.6 2.1 2.5
Belgium 2.2 1.9 29 2.1 36 0.6 2.1 2.1
Austria 2.1 2.5 44 2.1 29 0.6 2.2 1.9
Italy 2.1 1.8 33 22 24 0.6 2.1 2.1
Hungary 2.1 1.5 3.1 1.9 1.6 0.2 1.9 1.7
Sweden 20 35 1.5 28 0.6 2.1 20
Netherlands 19 29 55 53 16 17 03 22 20
Slovenia 19 1.5 32 4.8 1.9 23 0.7 1.8 1.7
Finland 1.8 29 43 5.7 1.7 28 0.2 1.7 24
Czech Rep. 18 13 24 42 13 24 04 20 15
Estonia 1.6 4.2 1.6 4.7 14 13 03 1.7 20
Luxembourg 1.5 1.5 56 59 38 45 04 25 2.1
Poland 14 1.1 20 34 12 1.2 0.5 15 16
Lithuania 14 14 42 33 1.2 0.8 03 13 19
Bulgaria 13 30 3.1 34 1.7 1.1 0.6 1.6 13
Portugal 1.2 20 7.2 4.6 1.5 2.0 0.2 14 14
France 1.2 1.7 41 52 14 15 01 16 15
Latvia 1.1 38 1.1 33 1.1 0.9 0.2 14 1.5
Spain 1.1 20 50 39 1.5 1.8 0.2 14 14
Malta 1.1 04 12 32 13 0.5 0.5 12 14
Romania 09 0.6 1.1 2.2 1.1 03 0.2 1.0 1.1
Greece 09 33 m 32 1.6 0.5 0.2 09 14
Croatia 0.7 1.0 14 22 0.6 0.5 04 0.8 0.7
Cyprus 0.5 4.1 25 09 03 03 0.2 04 1.6

0% >10%

Source: BP| Research, based on data from the OECD.

value chains and have a mostly indirect sensitivity

to changes in tariffs on the goods in which they add
value. To a lesser extent, and with a greater role of
manufactured goods, Romania, Croatia, Poland, the
Czech Republic and Bulgaria also show a degree of
upstream specialisation in value chains that lead to the
export of goods from third countries to the US.

Among the major economies, as is the case for the EU
as a whole, the differences between the value of direct
exports and the value added in all global exports of
goods to the US are small, reflecting the diversification
of their production base. Germany remains the most
exposed country, with 2.5% of its GDP, followed by Italy
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Other services

(2.1%, in line with the EU aggregate). Some distance

behind we find France (1.2%) and Spain (1.1%), both

of which have a balanced contribution between value
added in the goods and the services sectors.

Utilities, trade, transport, and professional

and auxiliary services, among the hardest hit

In more detail, for the EU as a whole and for each
Member State, the table shows the percentage of
sectoral value added that is linked to global exports

of goods to the US.

Logically, the goods sectors show the highest percentage
of dependence. In the case of agriculture, the figure
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stands at 2% for the EU as a whole, with high values in
the case of Ireland, and it would be the sector hardest
hit in relative terms in Latvia and Cyprus. Mining shows

a slightly higher percentage of 4% in aggregate, with
particularly high figures in Greece, Sweden and Portugal,
where it is the most exposed sector.

Manufacturing is clearly the sector with the highest
percentage of value added linked to US imports, at 7%
for the EU as a whole, almost 25% in the case of Ireland
and around 15% for Denmark. Among the main
economies, the manufacturing sector in Germany and
Italy has a similar percentage to the aggregate, above
France’s 5% or Spain’s 4%.

In services, however, there are a good number of sectors
that show a similar degree of exposure to that of the
economy as a whole, around 2%. These include not

only the services that are more traditionally linked to

the export of goods, such as transport and trade — which
are of similar importance in all Member States — but also
others such as the supply of electricity, gas and water
sanitation (utilities), as well as professional and scientific
services — with high percentages in Denmark and
Slovakia — and administrative and auxiliary services —
with high values in the Benelux countries. Among other
branches of services, information and communication
technologies plays a particularly important role in the
Netherlands, with a share of around 3%, compared to just
over 1% in the EU as a whole.

Recent trends in US imports suggest a slight
increase in exposure in the EU

The major disadvantage of using the value chain
approach is the delay with which input-output tables
are published, both nationally and internationally. To try
to address this problem, we have made an estimate for
2023 based on data on US bilateral trade with the rest
of the world, disaggregated by product.? Due to data
limitations and in order to avoid risks over the reliability
of this exercise, we maintain the so-called technical
coefficient matrix (which inputs, and from where, are
used in the production process) that existed in 2019.

For the EU as a whole, the share of value added in the US'
global imports of goods would increase by 0.2 points to
2.3%, which is consistent with the growth of this market
as a destination for European exports.* By Member State,
the increase in Slovenia stands out, which could be linked
to the country’s increased participation in the value
chains of pharmaceutical products that Switzerland
exports to the US. The main economies, for their part,
show an even increase of 0.2 pps, placing the figure for

3. We use the two-digit HS classification data and product
correspondence with NACE sectors available from the United Nations.
4. See the Focus «Exposure of the European economy to a US tariff hike»
in the MR12/2024.
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Spain at 1.3% of GDP. Conversely, there is a significant
decrease in the Member States that have the highest
dependence percentages, namely Ireland and Denmark,
with the latter now being slightly surpassed by Slovakia.

We thus see a trend in recent years towards greater
exposure of the European economy to a universal tariff
on US imports. Overall, this exposure still remains
moderate, but there are particular sectors and countries
which need to be considered when assessing its effects
and the possible responses on the part of the EU. Among
these particular cases, we should recall the complexity
of value chains and the fundamental role that service
activities play as providers of inputs that are essential

to manufacturing processes.



On 30 April 2024, the new EU economic governance
framework,! which is based on the proposals made by
the Commission in 2023, came into force.2 The new fiscal
rules maintain the 3% public deficit and the 60% public
debt benchmark thresholds. However, they seek to
simplify the budgetary rules by providing guidance on a
single defined fiscal indicator on net primary expenditure
(see the Technical Appendix) and to give Member States
greater flexibility through the preparation of medium-
term plans, which become the cornerstone of the new
economic governance framework. What can we expect
from European public accounts in the coming years?

Green light from the Commission to the first fiscal
plans under the new rules

On 21 June 2024, the Commission provided Member
States with preliminary guidance for the preparation of
their medium-term structural budgetary plans, including
the framework for medium-term debt projections and
the main budgetary, macroeconomic and financial
assumptions.? On the basis of this information, the
Commission sent to the 16 countries with debt and/or
deficits above the thresholds* a multi-year reference path
for net primary expenditure, as well as the associated
path for the primary structural balance, while for the rest
of the Member States it included technical information
with the minimum value required for the primary
structural balance at the end of the plan. In both cases,
the information submitted included a scenario with a
four-year adjustment period, as well as an alternative
scenario with a three-year extension.

Following this preliminary guidance, the Commission and
the national authorities held technical dialogues prior to
the preparation of the plans, which, in accordance with
the regulation, were required to be sent no later than 20
September 2024. Among other elements, these plans
should contain the following information: (i) the multi-
year path of net expenditure and the justification for
any upward deviation relative to that sent by the
Commission, (ii) the underlying macroeconomic and
budgetary assumptions and the justification for any
deviations from the projections framework, (iii) the
planned fiscal-structural measures, (iv) details on the

1. See Regulation (EU) 2024/1263 of the European Parliament and of
the Council.

2. For further details, see the article <A new European fiscal framework
for 2024... will it be possible?» in the Dossier of the MR11/2023.

3. Set out in the Commission’s 2024 spring forecast: European Economic
Forecast. Spring 2024.

4. Germany, Austria, Belgium, Cyprus, Slovakia, Slovenia, Spain, Finland,
France, Greece, Hungary, Italy, Malta, Poland, Portugal and Romania.
5.0n 21 June 2024, a guide was published on how to present the
information in the plans: Notice — Guidance to Member States on the
Information Requirements for the Medium-Term Fiscal-Structural Plans
and for the Annual Progress Reports.
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consistency with the Council’s country-specific
recommendations and with the EU’s common priorities,
as well as on the compatibility with the Recovery and
Resilience Plan and other European funds, and (v) where
appropriate, the commitments and the impact of reforms
and investments supporting an extension of the
adjustment period by three years.

On 26 November 2024, the Commission published the
so-called Autumn Package of the 2025 European
Semester, in which it included a status update on the new
economic governance framework.® Of the 27 Member
States, five had not submitted their medium-term
structural budgetary plans due to the holding of elections
or the formation of new governments, including three
countries with debt and/or deficits above the thresholds
(Germany, Belgium and Austria). Of those that had sent
the plans, the Commission has recommended to the
Council the adoption of those of 20 Member States, while
it continued to evaluate the plans submitted by Hungary
and recommended that the Netherlands submit a revised
plan aligned with the technical information received.”
Five of the countries with debt and/or deficits above

the thresholds have requested a three-year extension

of the adjustment period (Italy, France, Spain, Romania
and Finland). Finally, of the 17 euro area countries that
are required each year to send their draft budgets for the
following year, three had not done so (Spain, Belgium
and Austria), while nine of them were not fully or were
partially aligned with the fiscal recommendations and
the implementation of the medium-term plans.

The next step is the Council’s scrutiny of the Commission’s
recommendations,® with particular attention being paid
to Member States with debt and/or deficits above the
thresholds that have included in their plans an average
annual increase in their primary expenditure in excess
the guidance received.’ Attention will also be paid to the
relevance of the reforms and investments set out by the
countries requesting an extension of the adjustment
period. In the event of any discrepancies, the Council will
recommend the revision of the medium-term plans sent
or the setting of an expenditure path in line with the

6. «Communication from the Commission to the European Parliament,
the Council and the European Central Bank 2025 European Semester:
bringing the new economic governance framework to life».

7.Only two countries (Denmark and Malta) submitted their plans within
the 20 September 2024 deadline. From the date of receipt, the
Commission has six weeks to assess the plans (with the possibility to
extend this period by an additional two weeks). In the case of Hungary,
the plan was submitted on 4 November.

8. The regulation specifies a period of six weeks from the Commission’s
recommendation.

9. See Table 2 of Appendix Il in «<Communication from the Commission
to the European Parliament, the Council and the European Central Bank
2025 European Semester: bringing the new economic governance
framework to life».



guidance received from the Commission. Subsequently,
in advance of the spring package of the 2025 European
Semester, member countries will need to submit the first
annual report on their progress in the implementation of
the medium-term plans.

What fiscal adjustment is included in the
medium-term plans? Outlook and risks

The state of public finances in the EU is compromised in
the wake of the string of shocks since the Great Financial
Crisis of 2009, the euro area sovereign debt crisis which
lasted until 2012, the pandemic of 2020 and the invasion
of Ukraine and the energy crisis since 2022. The first chart
shows how the vast majority of EU Member States have
debt and/or deficits above the thresholds, including
systemic economies such as Italy, France and Spain,
which have very high levels of public debt (above the
90% threshold defined by the Commission).

Correcting these fiscal imbalances is undoubtedly one of
the EU’s major economic policy challenges, as reflected
in the consolidation efforts included in the medium-term
plans. To illustrate this, given the interpretative
difficulties regarding the trajectory of the new fiscal
benchmark, we prefer to provide a summary of the
expected paths in the primary structural balance. To this
end, we take the figures provided by the Commission on
21 June 2024 as guidance. Unlike the plans sent by each
Member State, this guidance offers the benefit of using a
more uniform methodology for estimating potential GDP.

In the absence of data for Germany, Belgium and Austria,
the second chart shows the average annual adjustment
indicated by the Commission relative to the values
estimated for 2024 under both the scenario with a four-
year adjustment period and with the three-year
extension. Among the countries that have not requested
an extension of the adjustment period, of particular note
are the annual adjustments proposed by Slovakia (1.3 pps
per year), Poland (0.8 pps) and Hungary (0.7 pps), while
those proposed by Slovenia and Malta are more
moderate and those of Greece, Portugal and Cyprus are
low. Among the countries that have applied for a three-
year extension, the biggest adjustment is that proposed
by Romania (0.7 pps per year), followed by those of Italy
and France (both 0.6 pps), Spain (0.5 pps) and Finland (0.3
pps). Weighting the data according to the nominal GDP
of the available countries, and taking into consideration
the different adjustment periods, the expected annual
increase in the primary structural balance will be around
0.6 pps over the next four years. The consolidation effort
this will entail for these countries is considerable.

Complying with the planned adjustments will not come
without its challenges, including the domestic political
difficulties in approving the budgets that accompany the
implementation of the medium-term plans. A case in point
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is France, where the lack of parliamentary support has

led to a no confidence vote and the breakdown of the
government. The complex geopolitical context also raises
doubts related to the growing spending needs that are
required to cover the EU’s common priorities, particularly
those linked to strategic autonomy and security and
defence policy, as well as to financing the competitive leap
set out in the Draghi report.'® Recalling lessons from the
past, with low potential growth as a starting point and
with the gradual fading of the boost provided by the NGEU
funds, governments will have to tread very carefully to
ensure that the contractionary effect of the proposed fiscal
adjustments does not end up tainting the initial goal of
reducing public debt. Moreover, all this is in a context in
which the financial markets have already seen —
moderately for now — new episodes of differentiation
between Member States’ government securities.

David Martinez Turégano and Rita Sdnchez Soliva

10. See the Focus «Draghi proposes a European industrial policy as a
driving force to address the challenges of the coming decades» in the
MR10/2024.



The new fiscal rules define a single indicator for net
primary expenditure,’ on which the Commission sends
a multi-year reference path to Member States with debt
and/or deficits above the thresholds, while it sends
technical information to all other countries. This is the
starting point from which national governments then
develop a medium-term structural budgetary plan with
adjustment measures covering a four-year period.? The
option exists to extend this adjustment period by an
additional three years if they incorporate reforms and
investments to boost economic growth and support
the EU’s common priorities.?

The reference path for the net primary expenditure
indicator is determined by the need to ensure that the
debt follows a clearly downward trajectory after the
adjustment period or that it remains at prudent levels,
even in adverse scenarios. In addition, it should also
ensure that the deficit is reduced and remains below 3%
of GDP, considering the costs associated with the ageing
of the population that will materialise after the
adjustment period. Operationally, this translates into
the need to comply with a number of requirements.

On the public debt side, the first requirement is that

the GDP ratio must decrease continuously in the 10 years
following the adjustment period in the baseline scenario
for growth, inflation and interest rates, as well as in three
risk scenarios defined by the Commission. These risk
scenarios consider, respectively, a higher cost of financing,
a lower primary structural balance and a less favourable
differential between growth and financing costs.* The
second criterion for public debt is that, in an environment
of uncertainty regarding the baseline scenario, after five
years the ratio to GDP must be equal to or less than the
value at the end of the adjustment period with a

1. Defined by the regulation as public spending after deducting:

(i) interest payments, (ii) discretionary revenue measures, (iii)
expenditure linked to EU programmes that are fully funded by revenue
from EU funds, (iv) national expenditure for the co-financing of
EU-funded programmes, (v) cyclical elements of unemployment benefit
expenditure and (vi) expenditure and revenue measures associated with
one-off or temporary events.

2. Four or five years, depending on the length of the legislative period in
each Member State.
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probability of at least 70%. Finally, the annual rate of
reduction of the GDP ratio should be at least 0.5 pps if it is
between 60% and 90% and 1 pp if it is greater than 90%.

On the public deficit side, the first criterion, which

was already in place under the previous governance
framework, is an annual adjustment of at least 0.5 pps
per year if the deficit exceeds 3% of GDP.> The second
requirement applies to countries with a structural deficit
above 1.5% of GDP and establishes an annual adjustment
of the primary structural balance of 0.4 pps for these
countries if the adjustment period is four years, or of

0.25 pps where the three-year extension is applied.

In short, the new fiscal rules define a single benchmark in
terms of net primary expenditure, which effectively helps
to simply the budgetary orientation of Member States,
while maintaining the necessary analytical rigour in order
to assess the sustainability of public debt. However, the
revision of the rules also entails some difficulties. The
main one is that the economic policy readings on the
path of net primary expenditure are not immediate and
it is difficult to interpret the magnitude of the fiscal
adjustments required, as well as theirimpact on
economic growth.

Some aspects of the methodology also have room for
improvement, such as the criteria for defining risk
scenarios, which are somewhat arbitrary both in terms
of the magnitude of the stress applied (the same for all
countries, including for the deviations in the primary
structural balance regardless of the adjustment to be
made) and in terms of when they take place (at the end
of the adjustment period) and their duration (some are
temporary, such as the rise in interest rates, while others
are permanent).

3. These include the green and digital transition, energy security,
strategic autonomy, security and defence strategy, demographic
challenges, employment targets, and socio-economic resilience and
convergence.

4. See the «Debt Sustainability Monitor 2023».

5.The adjustment relates to the primary structural balance between
2025 and 2027, and to the total structural balance from 2028 onwards.
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Year-on-year (%) change, unless otherwise specified

UNITED STATES
2022 2023 Q42023 Q12024 Q22024 Q32024 10/24 11/24 12/24
Activity
Real GDP 25 29 32 29 30 27 - - -
Retail sales (excluding cars and petrol) 8.6 53 49 29 34 35 38 39
Consumer confidence (value) 104.5 1054 102.7 106.3 989 102.2 109.6 1128 104.7
Industrial production 34 0.2 -0.1 -0.5 0.0 -04 -0.5 -0.9
Manufacturing activity index (ISM) (value) 535 47.1 46.9 49.1 488 47.1 46.5 484 493
Housing starts (thousands) 1,552 1,421 1,481 1,407 1,340 1,332 1,312 1,289
Case-Shiller home price index (value) 307 312 322 325 329 332 334
Unemployment rate (% lab. force) 36 36 37 38 40 4.2 4.1 4.2
Employment-population ratio (% pop. > 16 years) ~ 60.0 60.3 60.3 60.2 60.1 60.1 60.0 59.8
Trade balance’ (% GDP) -38 =31 -2.8 -2.8 -2.8 -29 -30 -30
Prices
Headline inflation 8.0 4.1 32 32 32 26 26 2.7
Core inflation 6.2 48 40 38 34 32 33 33
JAPAN
2022 2023 Q42023 Q12024 Q22024 Q32024 10/24 11/24 12/24
Activity
Real GDP 09 15 0.7 -09 -09 0.5 - - -
Consumer confidence (value) 322 352 365 389 370 36.8 36.2 364 36.2
Industrial production 0.0 -14 -09 43 -29 -1.8 -03 -2.0
Business activity index (Tankan) (value) 9.5 7.0 13.0 11.0 13.0 13.0 - - -
Unemployment rate (% lab. force) 26 26 25 25 26 25 25 25
Trade balance’ (% GDP) =21 -3.0 -1.9 -1.2 -1.0 -1.0 -1.0 -1.0
Prices
Headline inflation 25 33 29 25 27 28 22 29
Core inflation 1.1 39 39 32 2.2 20 2.2 24
CHINA
2022 2023 Q42023 Q12024 Q22024 Q32024 10/24 11/24 12/24
Activity
Real GDP 30 52 52 53 47 46 - - -
Retail sales -08 7.8 83 47 26 27 48 30
Industrial production 34 46 6.0 58 59 50 53 54
PMI manufacturing (value) 49.1 499 493 49.7 49.8 494 50.1 50.3 50.1
Foreign sector
Trade balance'? 899 865 865 841 863 895 935 964
Exports 7.1 =51 =33 =17 44 54 12.5 7.0
Imports 0.7 -5.5 09 17 26 24 -23 -39
Prices
Headline inflation 20 0.2 -0.3 0.0 03 0.5 03 0.2
Official interest rate 3.65 345 35 35 35 34 3.1 3.1 3.1
Renminbi per dollar 6.7 7.1 72 72 72 7.2 7.1 7.2 73

Notes: 1. Cumulative figure over last 12 months. 2. Billion dollars. 3. End of period.
Source: BPI Research, based on data from the Department of Economic Analysis, Bureau of Labor Statistics, Federal Reserve, Standard & Poor’s, ISM, National Bureau of Statistics of Japan, Bank of Japan,
National Bureau of Statistics of China and Refinitiv.
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EURO AREA

Activity and employment indicators
Values, unless otherwise specified

2022 2023 Q42023 Q12024 Q2 2024 Q32024 10/24 11/24 12/24
Retail sales (year-on-year change) 14 -19 -06 -02 02 19 19
Industrial production (year-on-year change) 17 -17 -36 -4.7 -38 -16 -12
Consumer confidence -219 -174 -16.7 -154 -143 -132 -125 -137 -145
Economic sentiment 102.1 96.4 949 96.0 95.9 96.2 95.7 95.8
Manufacturing PMI 52.1 45.0 439 46.4 46.3 455 46.0 452 451
Services PMI 52.1 512 484 50.0 53.1 52.1 516 49.5 516
Labour market
Employment (people) (year-on-year change) 24 14 13 1.1 09 09 - - -
Unemployment rate (% labour force) 6.8 6.6 6.5 6.5 64 6.3 6.3 6.3
Germany (% labour force) 3.1 3.0 3.1 33 34 34 34 34
France (% labour force) 73 73 7.5 74 7.5 7.5 7.6 7.7
Italy (% labour force) 8.1 77 75 7.1 6.7 6.1 58 5.7
Real GDP (year-on-year change) 36 0.5 0.1 04 05 09 - - -
Germany (year-on-year change) 15 -0.1 -0.2 -0.1 -0.2 -0.3 - - -
France (year-on-year change) 2.7 1.1 1.2 14 09 1.2 - - -
Italy (year-on-year change) 49 038 03 03 0.7 04 - - -
Prices
Year-on-year change (%), unless otherwise specified
2022 2023 Q42023 Q12024 Q2 2024 Q32024 10/24 11/24 12/24
General 84 55 2.7 26 25 2.2 2.0 2.2 24
Core 39 50 3.7 3.1 28 2.8 2.7 2.7 2.7
Foreign sector
Cumulative balance over the last 12 months as % of GDP of the last 4 quarters, unless otherwise specified
2022 2023 Q42023 Q12024 Q2 2024 Q32024 10/24 11/24 12/24
Current balance 0.0 2.1 2.1 26 3.1 36 37
Germany 4.4 5.8 58 6.1 6.3 6.2 6.1
France -12 -1.0 -1.0 -0.5 -04 -0.1 -0.2 -03
Italy -17 0.0 0.0 0.5 09 1.0 1.1
Nominal effective exchange rate’ (value) 90.9 94.7 95.1 95.2 95.2 95.6 95.0 94.1 93.4

Credit and deposits of non-financial sectors
Year-on-year change (%), unless otherwise specified

2022 2023 Q42023 Q12024 Q22024 Q32024 10/24 11/24 12/24

Private sector financing

Credit to non-financial firms? 6.7 27 0.1 03 04 038 1.2 1.0
Credit to households?? 44 17 05 03 03 06 0.8 09
Interest rate on loans to non-financial firms* (%) 1.8 4.6 5.2 5.1 5.1 49 46 44
'fgtrer:gfjtsrea;ifc’;\g’sae;f(t; )househ"'ds 20 44 49 48 48 47 44 43
Deposits

On demand deposits 6.3 -85 -10.8 -88 -55 -2.5 0.1 1.5
Other short-term deposits 45 21.1 21.1 184 14.4 10.5 73 6.1
Marketable instruments 3.7 203 199 20.5 19.7 219 20.1 17.0
Interest rate on deposits up to 1 year 05 27 33 37 3 30 27 26

from households (%)

Notes: 1. Weighted by flow of foreign trade. Higher figures indicate the currency has appreciated. 2. Data adjusted for sales and securitization. 3. Including NPISH. 4. Loans of more than one million euros with a
floating rate and an initial rate fixation period of up to one year. 5. Loans with a floating rate and an initial rate fixation period of up to one year.
Source: BPI Research, based on data from the Eurostat, European Central Bank, European Commission, national statistics institutes and Markit.
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New year begins with hope
that the activity will remain
healthy

Synthetic indicators of activity and sentiment point to
acceleration in Q4.The BdP’s coincident indicators, available
until November, suggest an acceleration in the rate of
expansion of global activity to 1.3% in Q4 (1.2% in Q3) and of
private consumption to 2.85% (2.4%). This trend is confirmed
by the individual indicators, with retail sales with and without
fuel accelerating compared to 3Q, the same happening with
card withdrawals and purchases and car sales, which increased
by 11.9% yoy in 4Q (-4.4% in 3Q). Although with more volatile
performances, cement sales and industrial production should
also end Q4 with a better performance than in the previous
quarter; and tourism data suggests that it continues to
contribute to the expansion of activity. Data on foreign trade
are still scarce, but suggest good performance in the export
sector. In turn, it can be seen that the economic climate
indicator was stronger in Q4, with improvements in all sectors,
especially services. Looking to 2025, the outlook remains
positive, supported by the resilience of consumption,

which benefits from a robust labour market, the recovery

of disposable income following wage increases and the
slowdown in inflation, and the accumulation of savings.
Indeed, in Q3 the savings rate increased to 10.7%, the

highest level since 2010 (excluding the pandemic years). An
acceleration of investment also seems plausible, both through
the reduction of financing costs and the fact that we are
entering the second last year of implementation of the EU NG
funds. In other words, internally, the factors point to the
robustness of the economy, which, however, could be
counterbalanced by external factors related, for example, to
increased protectionism and/or the impact on the prices of
the main raw materials of the possible worsening of
geopolitical factors.

Inflation of 2.4% in 2024. Last December the Overall CPI stood
at 3.0% (2.5% in November) and the Underlying CPI at 2.8%
(2.6% in November), putting average inflation for 2024 at 2.4%.
The energy index (4.9% year-on-year) and unprocessed food
products (3.4% year-on-year) were the two aggregates that
made the most significant contributions to the acceleration of
the total CPlin December. Looking ahead to 2025, our current
forecast for average inflation is 2.1%, a figure that would
definitively mark the end of the inflationary cycle of recent
years. The price horizon looks more favourable: in the food
sector, futures markets for major agricultural products point

to prices closer to those prevailing before the start of the war

in Ukraine. In terms of services, in telecommunications, for
example, the increase in competition and the announcement by
some operators that they will maintain prices at the same level
also suggests that inflation will be contained in this category
after two years of rising at the same rate as the global CPI.

House prices continued to be strong in Q3 2024. IPH data
released strong figures at the end of last December: +3.7%
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Year-on-year changes, level
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Source: BPI Research, based on data from the National Institute of Statistics.
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Last month
3Q2024 4Q2024 available
. Economic climate indicator (yoy) 18 27 December
Synthetic . ’ o
o Economic sentiment indicator (level) 102.3 106.5 November
indicators - P
Daily economic activity indicator (yoy) 39 28 December
Confidence indicators -13.1 -15.0 December
Wholesale and retail trade (yoy) 46 6.6 November
Consumption getfe:iltsz\ese;cl,‘zss\ — 41 64 November
eflated card withdrawals an
purchases (yoy) 70 120 November
Car sales (yoy) -40 119 December
GFCF indicator 22 21 September
Investment  Imports of capital goods
(accum. year) 39 48  October
Cement sales (yoy) 18 38 November
Supply h h
Industrial production (yoy) -0.8 12 November
Electricity consumption corrected
for temperature&working days (yoy) 2 s December
Unmet No. of non-resident tourists (yoy) 15.2 223 November
Number of flights (yoy) 14 30 December
) G&S exports (accum. year, yoy) 35 46 October
Foreign trade G&S imports (accum. year, yoy) 12 20 October
Change in registered unemployment
Labour (thousand people) 16.5 92 October
market Variation in employment (thousands 621 718 October
of people)
Average annual inflation
(%)
9.0
30 7.8
7.0
6.0
50
43
4.0
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24
20 —
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1.0 —
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00 ¢
-0.01
-1.0
2019 2020 2021 2022 2023 2024
Source: BP| Research, based on data from the National Institute of Statistics.
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quarterly (+3.9% in Q2 2024) and +9.8% year-on-year (+7.8%
in Q2 2024). A total of 40,909 homes were transacted, 19.4%
more than in Q3 2023, a quarterly increase of 10.2%. The
average price of houses transacted increased to 221,300 euros
(up 4.3% compared to Q2 2024). This again very strong data
feeds the expectation of an average price appreciation in

2024 much closer to the 2023 figure and BPI Research’s current
forecast (6.8%) is already quite skewed downwards, taking
into account not only the 3Q data but all the available

4Q 2024 indicators.

The economy’s financing capacity increases to 2.6% of GDP
in Q3 2024.This movement essentially reflects the increase in
household capacity to 4.1% of GDP (3.5% in Q2), resulting from
the 8.4% increase in savings compared to the previous quarter,
made possible by the greater growth in disposable income than
in consumption, which rose by 2.3% and 1.6% respectively. In
the other sectors, there was a drop of 0.2% in the corporate
sector’s borrowing requirement to -4.5% and a reduction in the
borrowing capacity of the GG and the financial sector to 1% and
2% respectively.

Everything seems to be heading towards a new surplus in
public accounts in 2024, In fact, national accounting data
revealed a budget surplus of 2.8% of GDP in the year to Q3
(compared to 3.3% in the same period in 2023), with revenue
increasing less than expenditure (7.7% and 8.9% respectively).
However, the budget surplus is not expected to end 2024 at
these levels, since the budget balance typically records deficits
in the 4th quarter of each year, so the surplus should be less
than 1% of GDP. The monthly figures (in public accounting)
point to a surplus of 0.9% of GDP up to November, with the
increase in revenue (5.3% year-on-year) being largely supported
by social security contributions, while the increase in expenditure
(10.4%) is more than half explained by current transfers. This
monthly information suggests that our forecast of 0.5% of
GDP for the year as a whole (in national accounts) may be
slightly exceeded.

The rising cycle of interest rates had no effect on the quality
of assets in the banking system. In fact, 3Q data shows that
the total NPL ratio remained unchanged at 2.6% (series lows),
with a reduction in non-performing loans in practically all
segments, with the exception of consumer & other loans.
Another positive sign is the percentage of stage 2 loans (i.e.
those whose credit risk has increased significantly, but not yet
in default), which fell for the third consecutive quarter, to
9.6%. The series for this indicator is not very extensive, but
the ratio recorded in Q3 represents one of the lowest in recent
history and is only 0.2% above that recorded at the end of
2019. Meanwhile, the portfolio of loans to the non-financial
private sector continues to recover at a very positive pace: in
November, it increased by 2.0% year-on-year, a performance
led by the mortgage loan portfolio (+2.6% year-on-year),
which reached the highest value since the beginning of 2016.
Likewise, the consumer loan portfolio maintained significant
dynamism, increasing almost 6% year-on-year in November.
Finally, the NFC credit portfolio grew again, albeit slightly
(0.3%), which had not happened since September 2022.

BPI RESEARCH
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Budget balance (national accounts)
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The dynamism of the Portuguese export sector has
been consistently positive, evident in the increase in the
importance of exports of goods and services by volume
in GDP, which in 2015 represented around 38% and by
2024 will be close to 46% (45.5% in 2023).

This positive behaviour has been accompanied by a gain
in share, evident in the fact that the rate of growth of
national exports exceeds that of world imports.! In
average annual terms, the former grew by 5.4% between
2015 and 2023, while the latter only advanced by 3.6%.
Excluding fuels, whose prices experience more significant
fluctuations, the evolution is similar, slightly stronger.

Graphically, it is clear that Portuguese exports only grew
less than world imports in 2020, which coincided with
the year in which the economy was most closed in order
to control the pandemic.

In average terms, between 2015 and 2023, the
contribution? of Portuguese goods exports was similar
to that of world imports (2.5% versus 2.6%), but that

of services exports was much stronger than the
contribution of services imports to total world imports
(2.8% versus 0.9%).

How are Portuguese exports characterised?

By October 2024, exports of goods stood at 69.9 billion
euros; average annual growth since 2015 has been 6.7%
and they are characterised by a very diversified structure,
evident in the fact that the 10 most exported products
account for 62.4% of total exports.

Portuguese exports and world imports
(2015 =100)
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Source: BPI Research, based on WTO data.

1. The information available is at current prices.

2. Contribution to the growth of total exports that include goods and services.
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Transport equipment - cars and parts - is the main
exported product, accounting for around 13% of goods
exports, relatively stable compared to the 2015 share,
but around 4% below the 2019 share (16.8%). In average
annual terms, exports from this sector grew by 6.1%,
more than the growth in total exports of goods (approx.
5.5%). But in the first 10 months of 2024, the sector’s
foreign sales contracted by 2.5% year-on-year,
suggesting that the sector in Portugal is also suffering
from the crisis it is facing.

In second place are food products, which have been
gaining weight in exports of goods, currently accounting
for 8.3% of total exports of goods (around 6.5% in 2015),
but which has shown a significant upward movement
since 2023. Average annual growth was 8.3%, but in 2024
it grew by 13%.

The third most exported item since 2015 has been
computer, electronic and optical products - a significant
change in the ranking of exported goods, since in 2015 it
was in 13th place. Currently, the share of these products
is 7.3%, not far off second place. In the first 10 months of
2024, exports of these products increased by 10.4%; in
average annual terms, since 2015, the rate of expansion
has been approximately 17%, with very strong
contributions in 2016, 2017, 2019 and 2022.

Although it only appears in eighth place in the ranking
of the most exported products, we would highlight
the significant growth in exports of pharmaceutical
products, whose average annual growth rate between

Portuguese exports (excluding fuel)

and world imports
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2015 and 2024 is 16.9%, currently accounting for 4.9%

of total exports (1.9% in 2015). Between 2022 and 2024,
the sector became more international, which will be
associated with the international recognition of the
Portuguese health industry, namely in terms of national
academic training and its ranking in fifth place in a group
of 82 countries with the highest number of researchers
per million inhabitants (2022).

Although the diversification of exported goods is high,
the main markets have not changed significantly since
2015, with the top five destinations absorbing almost
62% of total exports. These destinations are Spain,
Germany, France, the USA and the UK, and all of them
except the UK are growing at a faster rate than the total.

Among these, we highlight the increase in sales to the
US, at a rate of over 8%, which placed it as the fourth
main destination for Portuguese goods, with sales of
pharmaceutical products and refined petroleum
products standing out.

And, above all, the dynamism of exports to Germany,
which have grown by an average of 5.8% since 2015,
showing particular dynamism since 2022. In the first

10 months of 2024, growth was 19% (!), with significant
contributions from pharmaceutical, computer, electronic
and optical products and transport equipment. In 2024,
these three goods will account for 12.4%, 19.5% and
18.6%, respectively, of exports to Germany.

With regard to pharmaceutical exports to Germany, it is
not yet possible to draw clear conclusions as to whether
this is a structural change or just a one-off movement,
as the 12% share recorded in 2024 represents a very
significant change from the levels of between 2.5% and
3% observed since 2015. However, there are signs that
suggest that sales of medicines to Europe’s largest
economy will not return to quotas close to 3%, because,
as already mentioned, the Portuguese health industry
has been gaining prestige internationally and because
there are reports that indicate an influx of German
investment in the pharmaceutical sector.

As for computer, electronic and optical products, the
fact that they account for almost 1/5 of the value
exported to this country seems to reflect a gradual
upward trend since 2015, from a share of 8.6% that year
to0 16.8% in 2019, reaching 19.5% in 2024.

In the case of transport equipment, the trend is the
opposite, going from 25% in 2015 to 18.6% in 2024.

In services, up to September, exports amounted to

43.5 billion euros, registering an average annual growth
of 9.4% since 2015. But their structure has changed little
in the last decade and, unlike goods, it is excessively
dependent on a single product: tourism. This sector, plus
passenger transportation services (8.6% of total services
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exported), represents 59.7% of services exports. In second
and third place are services provided by companies,
especially consultancy services, and telecommunications,
IT and information services, where there has also been a
rise in the importance of exporting this type of service.

The technological balance reflects this gain in the share
of exports of goods and services with greater
incorporation of technology, with the respective credits
growing at an average annual rate of 15.5% between
2015 and 2024, and the respective surplus balance 38.4%.
This growth was reflected in an increase in the weight in
GDP from 0.9% in 2015 to 2.1% in 2024, in the case of
loans, and from 0.1% to 0.8% in the case of the balance.

In conclusion, Portuguese companies are maintaining
their drive for internationalisation and the quality of
exported goods and services is improving, with gains in
the export share of goods incorporating cutting-edge
technologies, also reflecting gains in the educational field,
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insofar as these are sectors in need of highly qualified
human resources. The same is taking place, albeit more
slowly, in services of a more technical nature. The current
situation of greater uncertainty due to the possibility that
2025 will be marked by an increase in the degree of trade
protectionism at a global level will be a challenge, the
scale of which will depend on the type of increase in
protectionism: will it focus on specific sectors or will it

be more generalised? However, there will be mitigating
factors. On the one hand, there is no evidence that
Portuguese exports to the US between 2017 and 2021
were particularly affected by the policies of Trump's

first presidency. On the other hand, Portugal mainly
exports to European partners, with whom the rule of
free movement of goods and services is assured,
reducing the impact of a possible reduction in world
international trade.

Teresa Gil Pinheiro
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During the recent inflationary outbreak we talked a

lot about inflation and, paradoxically, little about what
underlies it: prices. Inflation exceeded double digits

at its peak in October 2022 (10.2%) and has recently
been hovering around the 2% target. In this article, we
want to give you a different perspective: regardless of
the inflation rate, how have prices evolved during this
outbreak? In other words, given that this inflationary
surge is on its way to being quelled, how are prices today
compared to the beginning of the surge and compared
to its peak? How are the different aggregates/categories
behaving? Are they all more expensive or are there some
lower prices today?

The first phase of the inflationary outbreak

We define the first phase of the outbreak as the time
from which inflation began to rise more consistently
(July 2021) until the month in which it registered the
highest rate (October 2022). During this period, the
overall price index rose by 11.4%, meaning that all the
goods and services considered representative of the
consumption structure of the population living in
Portugal rose by that amount. By special aggregates,
the price increase of Goods in this period was 15.6%,
much higher than the price increase of Services (5.3%).
In turn, unprocessed food products saw a price increase
of 17.4% and energy products saw an even more
extraordinary increase: 32%.

In fact, energy was the initial impulse behind the
inflationary surge and this effect was exacerbated after
Russia’s invasion of Ukraine and the energy crisis that
followed, with effects on the price of the European
reference for natural gas (Dutch TTF) and therefore on
the wholesale electricity market (where the marginal
price is often formed via the price of the plants that use
gas to produce electricity). Remember that in 2021 Russia
was the third main supplier of natural gas to Portugal.

Then, in this first phase, there was pressure on food
commodities. Portugal has a low level of self-sufficiency
in cereals and fertilisers. Russia is a major producer of
fertilisers and Ukraine is a major producer of cereals. In
sunflower oil, more than 70% of world exports in 2021
came from the two countries involved in the war.
Ukrainian cereal production decreased by 29% in the
2022-2023 year and blockades of Ukrainian ports on the
Black Sea also occurred, paralysing exports. Imports from
Ukraine of corn and sunflower oil in 2021 represented
35% and 31%, respectively, of total national imports of
these products. All of this was reflected in the food
commodities markets and justified the rise in consumer
prices for the most basic foodstuffs by almost 20%.
Looking now not at special households, but at COICOP
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classes,! we can confirm that the classes that include
food and energy were the ones that actually increased
the most in price between these two dates: Housing,
water, electricity, gas and other fuels (+20.4%), and Food
and non-alcoholic beverages (+18.1%).

The second phase of the inflationary outbreak

We considered the second phase of the inflationary
surge to have been between the peak of the inflation
rate (October 2022) and the latest data we have in detail
at the time of writing (October 2024). This second phase
is what justifies calling the whole of these three years a
time of inflationary outbreak - the event of widespread
dissemination through the shopping basket. In fact,
energy and food were the trigger, but then there was
the contamination of the entire basket. In other words,
price spikes in these goods were not episodic, nor did
they reverse quickly enough to prevent the dispersion
that followed. First of all, because energy is an input in
the production of many goods and services. The chain
of transmission works as follows: in Portugal, energy
costs are equivalent to 7% of the production value

of the business fabric as a whole, but 29% of the
production value of companies in the Land Transport
sector. As many goods have to be transported in this
way, companies in the sector reflect the increase in
energy costs in the price of their services, which then
translates into price increases for other non-energy
goods and services. Apart from this, some service
sectors also have strong direct exposure to energy
prices: energy costs are equivalent to 14% of the
production value of the restaurant sector, for example.

1. OECD Classification of Individual Consumption by Objective.
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Change in consumer prices by COICOP class
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Looking at the special aggregates in this second phase Evolution of prices and wages
of the outbreak, Goods prices rose by 1.8%, Services (July 2021 = base 100)
prices by 8.5% and Unprocessed Food prices by 6.1%. .
In turn, energy product prices fell (-12.2%), which also —
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increase the granularity to “finer”? categories there are

16 with lower prices? than at the start of the outbreak and
others (32) with prices more than 20% higher* than at the
start of the outbreak.

In conclusion, the outcome of the inflationary outbreak
results in what we intend to illustrate in the last graph:
prices and wages around 17% higher than at the start
of the surge, which contributed to real wages only 1.5%
higher. The behaviour of the curves attests to what is
known about the economic theory of these cycles - in

a first phase prices adjust and in a second phase there
is a catching up of wages, which are more viscous.

Tiago Belejo Correia

2. There are 127 categories.

3. Equipment for the reception, recording and reproduction of sound and
images (-18.5%), recording media (-15.9%) and audiovisual, photographic
and data processing equipment (-14.7%) stand out.

4. The highlights are Oils and fats (+40.4%), Organised holidays (+37.2%),

and Gas (+37.1%). 1. OECD Classification of Individual Consumption by
Objective.
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Activity and employment indicators

Year-on-year change (%), unless otherwise specified

Coincident economic activity index
Industry

Industrial production index
Confidence indicator in industry (value)
Construction

Building permits - new housing
(number of homes)

House sales
House prices (euro / m? - valuation)
Services
Foreign tourists (cumulative over 12 months)
Confidence indicator in services (value)
Consumption
Retail sales

Coincident indicator for private consumption

Consumer confidence index (value)
Labour market

Employment

Unemployment rate (% labour force)

GDP

Prices

Year-on-year change (%), unless otherwise specified

General
Core

Foreign sector

2022
59

08
=34

6.2

13
13.8

1589
15.2

55
4.1
-29.7

33
6.1
7.0

2022
7.8
5.6

2023
35

-3.1
74

75

-18.7
9.1

-286

23
6.5
23

2023
44
5.1

Q12024
2.1

14
-79

-17.6

4.1
55

131
6.3

1.8
24
-24.6

14
6.8
1.4

Q12024
2.2
2.3

Q22024
14

14
-6.7

7.8

104
6.8

9.5
43

2.2
2.2
-18.7

1.0
6.1
1.6

Q22024
2.7
24

Cumulative balance over the last 12 months in billions of euros, unless otherwise specified

Trade of goods

Exports (year-on-year change, cumulative over 12 months)
Imports (year-on-year change, cumulative over 12 months)

Current balance
Goods and services
Primary and secondary income
Net lending (+) / borrowing (-) capacity

2022

23.2
31.7
-4.7
-4.8

0.1
-2.5

Credit and deposits in non-financial sectors

Year-on-year change (%), unless otherwise specified

Deposits'’
Household and company deposits
Sight and savings
Term and notice
General government deposits
TOTAL
Outstanding balance of credit’
Private sector
Non-financial firms
Households - housing
Households - other purposes
General government
TOTAL
NPL ratio (%)

2022

6.4
12.0
-1.2
124

6.5

1.8
-0.6
33
2.7
-2.7
1.6
3.0

2023

-14
4.0
13
33
-2.0
5.0

2023

-2.3
-185
222
-124
-2.6

-1.5
-2.1
-14
-0.3
=55
-1.7

2.7

Notes: 1. Residents in Portugal. The credit variables exclude securitisations. 2. Period-end figure.

Source: BP| Research, based on data from the National Statistics Institute of Portugal, Bank of Portugal and Refinitiv.
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-04

39
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1.2
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19
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22
25
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08
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6.0
-6.7
209
29.1

6.7

1.1
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1.5
40
4.1
0.9
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1.2

4.7
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87

12.0

6.7
1.9 55

57
2.8
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2.7
0.0
5.7
6.1
-04
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6.6
-36
180
73
6.6

1.5
-0.2
2.1
4.1
-3.8
14

11/24
1.3

-2.2
-3.5

137

11/24
25
26
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The Spanish economy ends 2024
among the top of the class

2024 was a year of positive surprises. In January, the analyst
consensus published by Funcas placed the GDP growth
forecast for the year as a whole at 1.6%. In November,

this figure practically doubled to 3.0%, slightly above the
2.8% estimated in September here by CaixaBank Research.
Similarly, Bank of Spain revised upwards its GDP growth
forecast in December, to 3.1% for 2024 and to 2.5% for 2025
(0.3 pps more than in its previous forecasts in both cases). As
for inflation, the institution has left its forecasts practically
unchanged, with a small upward adjustment of 0.1 pp in
2026, bringing the figure to 1.8%.

At the end of last year, we were anticipating a change in
the growth pattern in favour of a greater role of domestic
demand, after two years in which foreign demand was the
main driver of growth. The normalisation of the touristic
sector and the exhaustion of the pent-up savings from

the pandemic led us to believe that this change in the
production pattern would be accompanied by a slight
slowdown. However, exports, especially those of services
(both tourism and non-tourism), have continued to break
records, while household consumption has been more
dynamic than expected, which explains the steady trickle of
upward revisions throughout the year. The main indicators
suggest that the economy’s good performance continued
during Q4 2024. For 2025, we expect growth to remain
buoyant, albeit probably less so than in 2024.

GDP continued to record dynamic growth in Q3 2024.

In its second estimate of GDP for Q3, the National Statistics
Institute confirmed that the economy’s growth stood at 0.8%
quarter-on-quarter, a rate similar to that of Q2 and 6.6%
above the level of Q4 2019. The change in the growth
pattern was reaffirmed by the increases recorded in both
household and public consumption, of 1.2% and 2.5%
respectively, marking the highest growth rate of the last two
years. Conversely, investment fell 1.3% and remains 0.5%
below the level of Q4 2019. Finally, exports continued to
grow at a fairly dynamic rate, but the greater growth of
imports led to a negative contribution from external
demand of 0.2 pps to quarter-on-quarter growth.

The main indicators predict strong growth for Q4. While
we await the publication of the growth figure for the last
quarter of the year, in December the main activity indicators
maintained the good figures of the rest of the quarter. The
CaixaBank Research consumption indicator rose 3.2% year-
on-year in December and closed the best quarter of the year
with an increase of 4.0%. Thus, the consumption of Spaniards
grew by 3.5% year-on-year on average in 2024 (4.8% in
2023), while inflation moderated to 2.8% on average (3.5%
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in 2023). On the other hand, business confidence indices
remain comfortably in expansive territory, above 50 points:
the PMI for the services sector rose sharply in December to
57.3 points (53.1 in November), while the manufacturing
index remained at a similar level to the previous month
(53.3 in December vs. 53.1 in November).

A good year for employment. Job creation, which is key to
understanding the economy’s good performance throughout
2024, accelerated yet again in December, adding 35,500 new
registered workers, up from the 29,900 recorded in the same
month of 2023. Thus, the Spanish labour market closed the
year with an increase of over 500,000 new registered
workers, placing the total number of Social Security affiliates
at 21,337,962. In seasonally adjusted terms, the increase was
42,700 new affiliates, such that the quarter-on-quarter
growth in Q4 accelerated to 0.5%, compared to 0.3% in the
previous quarter. Finally, the number of unemployed persons
fell by 25,300, placing the total at 2.56 million, the lowest
figure since December 2007.

The strength of the labour market boosts household
incomes. Household gross disposable income (GDI) grew by
8.2% year-on-year in Q3. The main factor behind this increase
was the strength of the labour market, which boosted wage
growth to 7.4%, while social benefits grew at a more modest
rate of 5.8%. Given that the increase in final consumption
expenditure was 6.6% (below that of GDI), the savings rate
increased. Specifically, the cumulative four-quarter savings
rate rose 0.3 pps to 13.7%.

The rebound in inflation continues, but remains
contained. Inflation has been on the rise during Q4, after
falling in September to its lowest level since the beginning of
2021. Specifically, according to the initial estimates provided
by the National Statistics Institute, inflation rose for the third
consecutive month in December to 2.8%, 0.4 pps more than
in November, driven mainly by fuel prices and, to a lesser
extent, those of services related to leisure and culture. Core
inflation, meanwhile, rebounded 0.2 pps to 2.6%. Both the
headline and core inflation statistics were below the range
anticipated by CaixaBank Research in our current forecast
scenario, which was developed in September, largely
because energy prices have remained more contained than
expected. If these figures are confirmed, average headline
inflation in 2024 would be 2.8% year-on-year (3.5% in 2023)
and average core inflation, 2.9% (6.0% in 2023).
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The demand among foreigners for housing in Spain has
grown sharply since the pandemic. According to data on
real estate transactions published by the Ministry of
Housing and Urban Agenda (MIVAU), foreigners bought
125,857 homes in the trailing 12 months to Q3 2024,
representing 18.4% of the total and 30.7% more
transactions than in 2019.! In comparison, sales to
Spanish buyers were 17.7% above the level of 2019. There
is no doubt that foreign demand is a fundamental pillar
in explaining the strength of housing demand in the
current expansionary cycle. As we shall see, much of this
demand comes from foreigners who reside in Spain - a
group that has been on the rise in recent years with the
recent influx of immigrants into our country.

Differences between resident and non-resident
foreign buyers

Among foreign buyers, there is a different pattern of
behaviour between those who live in Spain and those
who do not. Generally speaking, these two groups have
different purchasing motives: non-residents tend to buy
homes in Spain as a place to spend their holidays and
have a preference for tourist areas, whereas residents
usually do so for reasons related to work or education
and it is more common for them to buy in more urban
areas.? There are also differences in terms of the average
price per square metre of the homes purchased: non-
residents purchase higher-priced homes per square
metre (€2,895/m2 in S1 2024) than residents (€1,734/m?2)
and nationals (€1,659/m?).3 In terms of nationalities,

the main non-resident buyers come from European
countries, with the British, German, Dutch, Belgian and
French topping the list (48.5% of the total). Among
foreign residents, Moroccans were the main buyers in
the first half of 2024, followed by Romanians and Italians.
These nationalities lead the rankings in terms of share of
sales in most autonomous community regions, with the
exception of Galicia and Madrid, where the Portuguese
and the Chinese, respectively, made the most purchases.

In the chart we can see that, during the pandemic,
sales to non-resident foreigners fell the most (-30.2%
compared to —22.1% among resident foreigners and

1. According to the Spanish Association of Property Registrars (Colegio
de Registradores), sales to foreign buyers accounted for 14.9% of the
total, at around 87,600 sales, in the trailing four quarters to Q3 2024.

In this article, we use the data from the Ministry of Housing and

Urban Agenda (MIVAU, obtained from Notariado), as they allow us

to distinguish between resident and non-resident foreigners.

2. Sales to non-resident foreign buyers account for around 44% of all
sales to foreigners (cumulative data for the four quarters to Q3 2024).

3. Average price and nationality data obtained from Notariado: «Informe
analitico de compraventa de vivienda por parte de extranjeros 1S 2024».
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-12.2% among Spaniards in 2020), as a result of the
restrictions on international mobility at that time.
However, acquisitions by non-residents experienced a
strong rebound in 2021, and especially in 2022, which
far surpassed that of residents and Spaniards.

With the rise in interest rates, sales declined for all
categories of buyer in 2023. Nevertheless, the decline
was more moderate among resident foreigners (-4.7%)
than for non-resident foreigners (-12.9%) and Spaniards
(-11.6%), as the rise in interest rates coincided with a
significant wave of migration,* which is driving up sales
to resident foreigners.’

Regional differences: foreigners choose tourist
and urban areas

The boom in the sale of homes to foreigners has not
affected the whole country equally, as they are
concentrated in tourist areas (the islands and the
Mediterranean arc) and urban areas (especially Barcelona
and Madrid). The table shows the 10 provinces with the
highest number of sales to foreign buyers in Q3 2024
(trailing four-quarter cumulative total). These provinces
account for 76% of the total sales to foreigners, 90%

of the sales to non-residents, but only 66% of those to
resident buyers, demonstrating the greater geographical
dispersion of the latter.

Alicante is the province with the most foreign buyers,
where they represent approximately half of all sales,
with a significant presence of non-residents (68.6% of the

4. Increase of around 1 million foreign people between 2022 and 2023.
5. For an analysis of the relationship between population increase and
house price increases, see «Population and home prices in Spain: a close
relationship», published in the Real Estate Sector Report S1 2024.



total number of foreigners). Other tourist provinces, such
as Malaga and the Balearic Islands, also have a large
proportion of non-resident foreign buyers. On the other
hand, resident foreigners predominate in Barcelona,
Madrid and Valencia.

The end of Golden Visas will have a limited impact

In 2013, Act 14/2013 was passed, which allowed non-EU
residents to obtain residence permits in Spain in
exchange for making significant investments in the
country, such as the purchase of property valued at over
500,000 euros. According to government data, between
the time this law was passed and October 2024,

15,149 Golden Visas were granted in connection with
investments in real estate, most of them to citizens of
China, Russia, the United Kingdom, the USA, Ukraine,
Iran, Venezuela and Mexico. The main provinces for these
investments are Barcelona, Madrid, Malaga, Alicante, the
Balearic Islands and Valencia, which account for as much
as 90% of the authorisations granted nationwide.®

The European Commission has repeatedly expressed its
concern about such programmes offering residency in
exchange for investment, as they could expose the EU
to security risks, money laundering and tax evasion, a
concern which has intensified in the wake of the war

in Ukraine. Several countries are withdrawing such
schemes.” In Spain, the law ending Golden Visas has
been passed in January 2025 and will come into force in
April. However, the impact on the property market of this
abolition ought to be limited, as they represent a very
small fraction of total sales.

6. Organic Law 1/2025, of 2 January, on measures related to the
efficiency of the Public Justice Service, cancels articles 63 to 67 of Act
14/2013, which established the conditions required to qualify for the
Golden Visa.

7. Ireland abolished its Golden Visa programme in February 2023,
Portugal discontinued its real estate investment visa in 2023 and the
Netherlands abolished its scheme in January 2024. Albania planned to
introduce a Golden Visa scheme in 2022, but the European Commission
urged it to abstain.

BPI RESEARCH

Top 10 provinces by home sales to foreigners

Change
Number bezt(\;\/]egen forez/;r?irs * rzs)igfeg?sn;*
and Q3 2024
National total 125,857 30.7% 18.4 44.0
Alicante 28,239 353% 509 68.6
Malaga 14,094 36.1% 381 72.
Barcelona 10,930 35.5% 16.6 16.9
Madrid 8,459 11.2% 10.2 13.0
Valencia 8,380 35.4% 204 224
Murcia 7,349 42.0% 284 57.2
Balearic Islands 5,689 2.2% 37.7 66.8
Santa Cruz de Tenerife 4,931 24.1% 38.6 56.2
Las Palmas 4,069 15.6% 28.8 56.0
Girona 3,983 9.8% 27.6 56.5

Notes: Cumulative data for the trailing 4 quarters to Q3 2024. * Sales to foreign buyers, as a
percentage of total sales. ** Sales to non-resident foreign buyers, as a percentage of the total
sales to all foreigners.

Source: BPI Research, based on data from the Ministry of Housing and Urban Agenda.
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International business tourism since the pandemic

Following a 2023 in which the main tourism indicators
returned to the peaks of 2019, Spain’s tourism sector not
only continues at full steam without showing any signs
of cyclical exhaustion, but it has maintained its appeal
throughout 2024, especially among international tourists.
In 2024, we estimate that around 94 million foreign
tourists visited our country, representing an increase

of 9 million compared to 2023 (a growth rate of 10%).!

Despite Spain’s tourism model being highly competitive,
the recovery of the different types of tourists has been
uneven. This article examines how the reasons for
international visits have changed, comparing the current
situation with that of 2019, in order to assess whether
there have been significant shifts in consumption
patterns that are relevant to the sector. To this end, we
use the statistics on international tourist arrivals
published by the National Statistics Institute (FRONTUR),
which distinguish between three main reasons for
travelling: leisure, recreation and holidays; business and
professional reasons; and other reasons.

The main reason why foreigners visit Spain is for holidays
and leisure. In 2024, 81 million foreign tourists visited our
country for this reason (the so-called holiday and leisure
tourist), around 8 million more than in 2019. However,
the group that has grown the most is that of tourists
travelling for «other reasonsy, surging by over 40%
compared to 2019 (2.4 million additional visits in 2024).
This category includes trips ranging from visits to see
family and friends, to studies, to medical treatments

or even religious pilgrimages, among others. While

this category still accounts for a much smaller portion

of the total compared to leisure and recreation, it now
represents 8.2% of arrivals into our country, 2 points
more than in 2019.

Finally, arrivals for business and professional reasons -
the so-called business tourist — are the only ones that
have not yet recovered their pre-pandemic levels: there
is a gap of around 240,000 arrivals compared to the levels
of 2019 and, moreover, this is the category showing the
least growth (5.7% in 2024 versus 11% for leisure reasons
and 21% for other reasons). Among the main source
countries for business tourists, the biggest declines

are found in arrivals of Portuguese, Belgian and British
tourists, among others, while the only notable increase
is in visits from the US.

Post-pandemic labour trends — with the significant rise
of teleworking, the exponential use of tools that facilitate

1. The figures mentioned in this article refer to the cumulative trailing 12
months to November, which is the latest data available as of the closing of
this article, and are compared against the same period for 2019 and 2023.
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virtual meetings and cuts in travel expenses by
companies — explain the decline in international tourists
travelling to attend meetings in other countries, which
generally entail shorter stays. In fact, visits by business
tourists lasting less than three days have fallen by 16%
between 2019 and 2024.

On the other hand, there is an increase in longer visits,
which encompass trips to attend trade fairs and
professional events that cannot be conducted virtually.
Visits lasting between 4 and 15 nights grew by 11%
compared to 2019 and now account for 46% of all
business tourist arrivals, 6 points more than in 2019. In
fact, the MICE sector (Meetings, Incentives, Conferences
and Exhibitions), which includes the holding of trade fairs
and sectoral or business events, is becoming increasingly
attractive in our country, with an increase in the number
of exhibitors and attendees recorded in both 2023

and 2024. The majority of this business segment is
concentrated in the most economically buoyant regions
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and those with the greatest international projection:
Madrid, Catalonia, Andalusia and the Valencian
Community account for 75% of business tourists in our
country.?

In any case, business tourism accounted for 6.0% of all
arrivals in the period 2016-2019, and this figure has fallen
to 5.4% in 2024. In this regard, this business segment has
room for improvement in the medium and long term,
and this could be an additional reason for tourist arrivals
in the coming years. The recovery of this segment is
particularly important for Spain’s tourism sector. Firstly,
this is because these tourists spend more than average:
in 2024, they spent around 1,400 euros per tourist (100
euros more than the average holiday tourist) and around
240 euros per day (50 euros more per day than the
average tourist). In 2024, revenues associated with
business travel amounted to 7.126 billion euros. Secondly,
this group is especially important for our hotel sector: in
2024, 86% of business tourists stayed in a hotel in our
country, compared to 68% of holiday tourists and 33%
among those visiting for other reasons.

2. Spain hosts world-leading trade fairs and sectoral events: in Madrid,
FITUR (tourism), Fruit Attraction (agrifood sector) and ARCOmadrid (art);
in Barcelona, Mobile World Congress (telecommunications and IT) and
Alimentaria (agrifood sector). In 2024, the number of attendees and
exhibitors at these fairs increased at double-digit rates compared to
2023, in the 10%-19% range, according to data published by the
organisers themselves.
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Activity and employment indicators
Year-on-year change (%), unless otherwise specified

2022 2023 Q42023 Q12024 Q22024 Q32024 10/24 11/24 12/24
Industry
Industrial production index 20 -14 -13 -0.5 03 0.6 1.9
Indicator of confidence in industry (value) -0.8 -6.5 -8.0 -5.2 =55 -29 -8.0 -52
Manufacturing PMI (value) 510 48.0 459 50.7 52.8 515 54.5 53.1 533
Construction
Building permits (cumulative over 12 months) 0.6 0.5 0.5 2.0 46 10.2 1.8
House sales (cumulative over 12 months) 14.8 -10.2 -10.2 -11.0 -100 -1.1 37
House prices 74 4.0 4.2 6.3 7.8 8.2
Services
Foreign tourists (cumulative over 12 months) 129.8 189 189 15.8 143 123 119 115
Services PMI (value) 525 536 512 543 56.6 55.2 549 53.1 573
Consumption
Retail sales’ 22 25 28 1.1 05 26 34 1.0
Car registrations -54 16.7 11.7 3.1 8.5 1.7 7.2 6.4 28.8
Consumer confidence index (value) -26.5 -19.2 -19.1 -17.2 -14.4 -13.6
Labour market
Employment? 36 3.1 36 30 20 1.8
Unemployment rate (% labour force) 13.0 122 11.8 123 1.3 1.2
Registered as employed with Social Security 3 39 2.7 26 26 24 23 25 24 24
GDP 6.2 2.7 2.3 2.6 3.2 33
Prices
Year-on-year change (%), unless otherwise specified
2022 2023 Q42023 Q12024 Q22024 Q32024 10/24 11/24 12/24
General 84 35 33 3.1 35 2.2 1.8 24 28
Core 52 6.0 4.5 35 30 26 2.5 24 26
Foreign sector
Cumulative balance over the last 12 months in billions of euros, unless otherwise specified
2022 2023 Q42023 Q12024 Q22024 Q32024 10/24 11/24 12/24
Trade of goods
Exports (year-on-year change, cumulative over 12 months) 229 -14 -14 -6.9 -49 -18 -09
Imports (year-on-year change, cumulative over 12 months) 334 7.2 -7.2 -9.8 7.1 -3.1 2.1
Current balance 48 39.8 39.8 41.2 454 49.6 51.5
Goods and services 12.1 58.8 58.8 60.5 65.5 69.3 71.5
Primary and secondary income -73 -19.1 -19.1 -19.2 -20.1  -197 -20.0
Net lending (+) / borrowing (-) capacity 17.5 56.0 56.0 56.0 61.5 66.2 68.0
Credit and deposits in non-financial sectors*
Year-on-year change (%), unless otherwise specified
2022 2023 Q42023 Q12024 Q22024 Q32024 10/24 11/24 12/24
Deposits
Household and company deposits 3.1 03 03 33 52 43 4.7 56
Demand and notice deposits 36 74 74 -5.2 -1.9 -1.6 -04 14
Time and repo deposits -3.0 100.5 100.5 96.7 68.0 47.5 39.2 324
General government deposits * -0.8 0.5 0.5 -4.6 4.1 14.8 17.0 20.2
TOTAL 2.8 0.3 0.3 2.7 4.5 5.1 5.7 6.8
Outstanding balance of credit
Private sector -04 -34 -34 -2.6 -1.3 -0.3 0.1 04
Non-financial firms -0.7 -47 -47 -36 -18 -06 -0.1 02
Households - housing -0.2 -32 -32 -2.5 -1.5 -0.7 -03 0.1
Households - other purposes 0.0 -0.5 -0.5 -0.1 0.7 1.2 1.9 1.9
General government 0.6 -35 -35 -4.8 -2.7 54 -24 -3.0
TOTAL -0.3 -34 -3.4 -2.7 -1.4 -0.7 0.0 0.2
NPL ratio (%)° 35 35 3.5 3.6 34 3.4 34

Notes: 1. Deflated, excluding service stations. 2. LFS estimate. 3. Average monthly figures. 4. Aggregate figures for the Spanish banking sector and residents in Spain. 5. Public-sector deposits, excluding repos.
6. Data at the period end.

Sources: BPI Research, based on data from the Ministry of Economy, the Ministry of Transport, Mobility and Urban Agenda (MITMA), the Ministry of Inclusion, Social Security and Migration (MISSM), the
National Statistics Institute (INE), S&P Global PMI, the European Commission, the Department of Customs and Excise Duties and the Bank of Spain.
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