Focus on Spain: macroeconomic
projections and fixed income view
 The global background and the Spanish macroeconomic snapshot: The energy crisis
in Europe, coupled with supply chain bottlenecks worldwide, and accelerated monetary
tightening are the major headwinds for the Eurozone and for the Spanish economy. The
rising risk of stagflation is causing drastic cuts to growth estimates and is raising inflation
forecasts simultaneously, to such an extent that GDP growth in Spain has been revised
down to 4.2% for 2022 and to 1.4% for 2023 while the Eurozone is expected to grow by
2.4% in 2022 but slow to 1.3% in 2023. The inflation outlook is still persistently high: we

forecast that inflation will average 8% and 7.5% in Spain and the Eurozone in 2022,
respectively, while we expect a moderation for 2023, to 3.3% for Spain and 4.1% for
the Eurozone.

Sergio BERTONCINI
Senior Fixed Income
Research Strategist –
Amundi Institute





Spain’s public finances and the trajectory of Spanish debt: The debt/GDP ratio rose to
120% in 2020 after the shock of the Covid-19 pandemic. The country’s debt and deficit
sustainability face two main headwinds: a more adverse funding profile due to the monetary
policy normalisation and Spanish demographics, with both factors potentially requiring more
fiscal discipline.
Investment implications: While technicals for SPGB look more mixed vs other periphery
countries, in the presence of a similar limited positioning for foreign investors, the focus in
the short term on spreads drivers will continue to be on the next announcement from the
ECB and to what extent the new backstop will be perceived as effective

Macroeconomic scenario and economic perspectives
Under our scenario and assumptions, Spanish GDP is projected to grow at 4.2% in 2022,
moving below 2% in 2023, significantly below Banco de España projections for 2023 and
2024 at 2.8% and 2.6%, respectively, as we expect the current environment of higher energy
and gas prices and high inflation to negatively affect consumers, companies and activity. Based
on the assumption of much tighter financial conditions than previously expected (partly as a
result of the monetary policy normalisation or tightening process undertaken by the main
central banks worldwide), we now see an additional factor contributing to a stronger moderation
in the rate of growth of activity.
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While not expecting a contraction, we expect to see sub-par growth between the end of 2022
and early 2023 as inflation remains high and the negative spillover effects from slowing
European and global economies materialise, collectively weighing on the Spanish economy.
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In Q1 2022, the GDP growth rate slowed substantially, to 0.3% quarter-on-quarter, due to
several factors (effects of the Omicron variant of Covid-19 on services and recreational
activities; weakening confidence and consumption post the invasion of Ukraine by Russia;
production and distribution disruptions caused by the road hauliers’ strike in Spain).
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In Q2 2022, economic activity is expected to continue to be adversely affected by the
following: the war in Ukraine through the persistence of high prices for numerous
commodities, including energy, minerals and food; the negative impact of agents’
confidence; and the reduced buoyancy in world markets and the simultaneous weakening of
Spain European economic partners. Some offsetting factors (the elimination of COVID-19
restrictions, which we expect to be driving a rebound in services, although to a lesse extent
than we thought at the beginning of the year; fiscal and regulatory measures adopted to
address the rise in energy prices; some payback effect from the decline in household
confidence in March entering in Q2) may up to a cartain extent help the economy to grow in
Q2 at a pace similar to Q1 and to expand slightly more in Q3, benefitting from the reopening
effects on tourism. Yet, as inflation remains high and once colder weather sets in, we expect
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“For 2022, we
forecast GDP
growth of 4.2% for
the Spanish
economy and for
2023 1.4% amid a
slowdown in
global growth”.

to see a deceleration of growth in Q4, followed by an improving trend in 2023, underpinned by
the assumption of the absence of significant additional shocks or gas rationing in europe, a
gradual improvement in confidence, and a progressive easing of supply chains disruptions,
coupled with the roll-out of NGEU-related funds.
While headline inflation is expected to decelerate from 8% in 2022 towards 3.3% in 2023,
risks still remain to the upside. Peak inflation is currently expected to materialise between
Q2 and Q3, and to slow but remain in the 6.5-7% range by year-end 2022.

Low growth, high inflation and divergences across Eurozone
Average real GDP YoY growth

10

8

Average CPI YoY growth

8
6

YoY, %

YoY, %

4
0

-4

4
2

-8

0

-12

-2
2020

2021

Eurozone

Germany

2022
France

2023
Italy

Spain

2020
2021
Eurozone Germany

2022
2023
France Italy Spain

Source: Amundi Institute. 2022 and 2023 forecasts are by Amundi Institute and are as of 17 June 2022. CPI: consumer
price index.

The sustainability of Spanish public debt and the deficit
On the fiscal side, the Banco de España projects budget deficit to narrow appreciably once
again in 2022 (to 4.6% of GDP, 2.3pp below the 2021 level), although it should decline only
marginally in the following two years. The debt of the public administration was 117.7% in 1Q
2022.

EU Commission projections
Primary balance
Deficit: general government balance (% of GDP)
Gross public debt (% of GDP)

2022
-2.8%
-4.9%
115.1%

2023
-2.4%
-3.2%
113.7%

Source: European Commission, Spring 2022 Economic Forecast

Spain accumulated an extra EUR 241Bn of debt as a result of the pandemic, taking this to
about 120% of GDP. The policy normalisation, with potential for sudden shifts in
sovereign borrowing costs, could push Spain’s debt on to less sustainable footing.
Moreover, demographics may exacerbate an already unsustainable pension system, in the
medium-longer term, requiring more fiscal discipline and reforms.

“Headline
inflation is
expected to
decelerate from
8% in 2022
towards 3.3% in
202. However,
risks remain to
the upside”.

Spain’s elections in 2023 may raise the possibility of political instability (largely absent since
the Catalan crisis of 2017 and two consecutive snap elections in 2019) with a further scope for
flare-up in rates should the ECB tool to prevent fragmentation be unsufficient.
According to a simulation by Bloomberg Economics, if the yield curve shifts upward
persistently, resulting in a 10Y yield of 4.6%, the sustainability of Spain’s fiscal outlook could
deteriorate dramatically, with its debt/GDP ratio increasing by 20pps by the end of 2040. This
highlights that the country’s sustainability has been so far linked to an unhealthy reliance on
low funding costs rather than fiscal discipline which should be tackled in that case.
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The ECB’s role in containing market fragmentation
The European Central Bank is playing a decisive role in containing spread-widening between
peripheral and core euro bonds. In this respect, on 15 June, just six days after its official policy
meeting, the ECB held an ad-hoc meeting to discuss the widening in eurozone bond yield
spreads and the increase in borrowing costs. The Governing Council agreed two key measures
moving forward:

“Rising funding
costs could push
Spain’s debt on to
less sustainable
footing, requiring
more fiscal
discipline”.




In order to preserve the functioning of the monetary policy transmission, the ECB
decided to implement flexibility in reinvesting redemptions coming due in the
PEPP portfolio.
The Governing Council also decided to accelerate the completion of the design of
a new anti-fragmentation instrument.

The news was well received by the market, resulting in a significant tightening of
peripheral spreads, especially for Italy, as well as regarding the euro, which moved higher vs
the US dollar.
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In our view there are pros and cons for Spanish debt in the current enviorment, and all in all,
we hold a neutral position currently.
On the positive side:




“More visibility
on the ECB and
especially on the
planned 'antifragmentation'
instrument
could help to
reduce
volatility”.



An ad-hoc ECB emergency meeting indicated that a 250bps spread on 10Y Italian
bonds-German Bunds is a pain threshold as far as the transmission mechanism of
monetary policy is concerned and the ECB is ready to intervene in order to reduce
fragmentation risk.
High inflation and high nominal growth reduces the real cost of debt and the average
nominal cost of funding is still low.
Implementation of NGEU-related funds will continue to be a positive growth driver.

On the negative side:
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The anti-fragmentation tool pre-announced by the ECB has a high political risk and in
the end might fall short of expectations in terms of size and implementation. So,
visibility remains low.
Volatility remains high and the ECB is very hawkish. So, the environment remains
difficult for carry trades.
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“The technicals
look more mixed
vs other
peripheral
countries, in
presence of a
similar limited
positioning of
foreign investors,
the focus in the
short term on
spreads drivers
will continue to
be on the next
announcement
from the ECB”.

Investment implications and view on SPGB
A look at SPGB technicals
After a slow start in Q1, issuance to cover yearly funding needs progressed more in Q2, despite
cumulated net supply so far still lagging the average proportion reached for EMU-10 countries.
On the back of the relatively limited issuance in Q1, the ECB’s role in absorbing net supply was
lower for Spain than for Italy and Portugal among periphery countries this year, leaving most
of 2022 net supply to be absorbed by the private sector. At the same time, Spanish debt
duration of close to eight years is among the highest in the Euro Area and it has risen slightly
in the year to date while in the last two years foreigners’ share of Spain’s marketable debt
decreased by roughly 10%, to 40% currently, quite a low level by historical standards and also
with respect to pre-pandemic levels. This decrease was matched quite closely by the increase
in the ECB’s share over the same period – thus, there is a stronger ECB “stock effect” in
reinvesting its holdings.
The view on the drivers
Year to date, as has been the case for other periphery countries, Spanish debt spreads were
increasingly driven by sharp repricing of expected ECB rates – until no material commitment
to an anti-fragmentation tool was finally announced at the 15 June ad hoc ECB meeting. In
fact, peripheral spreads widened significantely following the June 9th hawkish message, until
the June 15th ad hoc meeting was held. This signaled the willingness to avoid a further sharp
move in spreads that had probably reached a sort of pain threshold for the ECB. No details
were released on how this tool could work and therefore we expect to gain more clarity in July.
However, the ECB recognised that PEPP reinvestments wouldn’t be effective alone to fight
fragmentation, especially given their very gradual deployment through time.
We expect that until more clarity is available regarding the tool, the commitment shown by the
ECB may contain spread volatility and keep Spanish spreads closer to the pre-9 June meeting
levels, to which they recently returned. The effectiveness and credibility of the combination of
the new tool and PEPP reinvestments will then prove to be the main drivers capping spreads
given a still-challenging environment in terms of inflation surprises and weaker growth. In
conclusion, while technicals look more mixed vs other peripheral countries, in presence
of a similar limited positioning of foreign investors, the focus in the short term on
spreads drivers will continue to be on the next announcement from the ECB and to what
extent the new backstop will be perceived as effective.
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AMUNDI INVESTMENT INSIGHTS UNIT
The Investment Insights Unit, part of the Amundi Institute, aims to transform our CIO expertise, and Amundi’s overall
investment knowledge, into actionable insights and tools tailored around investor needs. In a world where investors
are exposed to information from multiple sources, we aim to become the partner of choice for the provision of regular,
clear, timely, engaging and relevant insights that can help our clients make informed investment decisions.

Discover Amundi Investment Insights

Definitions






Basis points: One basis point is a unit of measure equal to one one-hundredth of one percentage point (0.01%).
NGEU related-funds: Next Generation EU is a European Union (EU) economic recovery package to support the EU member states to
recover from the COVID-19 pandemic.
PEPP: Pandemic emergency purchase programme.
Spread: The difference between two prices or interest rates.
Volatility: A statistical measure of the dispersion of returns for a given security or market index. Usually, the higher the volatility, the riskier
the security/market.

Important information
This document is solely for informational purposes. This document does not constitute an offer to sell, a solicitation of an offer to buy, or a
recommendation of any security or any other product or service. Any securities, products, or services referenced may not be registered for sale
with the relevant authority in your jurisdiction and may not be regulated or supervised by any governmental or similar authority in your jurisdiction.
Any information contained in this document may only be used for your internal use, may not be reproduced or redisseminated in any form and may
not be used as a basis for or a component of any financial instruments or products or indices. Furthermore, nothing in this document is intended
to provide tax, legal, or investment advice. Unless otherwise stated, all information contained in this document is from Amundi Asset Management
S.A.S. and is as of 23 June 2022. Diversification does not guarantee a profit or protect against a loss. This document is provided on an “as is”
basis and the user of this information assumes the entire risk of any use made of this information. Historical data and analysis should not be taken
as an indication or guarantee of any future performance analysis, forecast or prediction. The views expressed regarding market and economic
trends are those of the author and not necessarily Amundi Asset Management S.A.S. and are subject to change at any time based on market and
other conditions, and there can be no assurance that countries, markets or sectors will perform as expected. These views should not be relied
upon as investment advice, a security recommendation, or as an indication of trading for any Amundi product. Investment involves risks, including
market, political, liquidity and currency risks. Furthermore, in no event shall Amundi have any liability for any direct, indirect, special, incidental,
punitive, consequential (including, without limitation, lost profits) or any other damages due to its use.
Date of first use: 28 June 2022.
Document issued by Amundi Asset Management, “société par actions simplifiée”- SAS with a capital of €1,143,615,555 - Portfolio manager
regulated by the AMF under number GP04000036 – Head office: 91-93 boulevard Pasteur – 75015 Paris – France – 437 574 452 RCS Paris –
www.amundi.com.
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