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The unprecedented impact of the
COVID-19 crisis in Q2 overshadows
the gradual recovery in Q3

Spain: GDP
Contribution to year-on-year growth (pps)
8
4
0

Economic activity registered its biggest decline in Q2 2020
since the National Statistics Institute’s historical series began.
GDP fell by 18.5% quarter-on-quarter (22.1% year-on-year), the
biggest drop since 1995 (the second biggest was in the previous
quarter, of 5.2% quarter-on-quarter) due to the strict lockdown
measures in place during much of Q2 2020. In particular, the
collapse in private consumption and investment, of 21.2%
and 22.3% quarter-on-quarter, could not be offset by the
rise in public consumption (0.4% quarter-on-quarter) and
the contribution of domestic demand to growth was as low
as –19.2 pps. In addition, exports fell by more than imports
(33.5% and 28.8% quarter-on-quarter, respectively), resulting
in the contribution of external demand to growth dropping to
a negative balance of 2.9 pps. The sharp decline in exports was
led by the fall in service exports, amounting to 55.4% quarteron-quarter, largely driven by the severe crisis that the tourism
sector is facing.
Economic activity in the third quarter will crucially depend
on how the pandemic develops. In recent weeks, there has
been an increase in the number of confirmed COVID-19 cases
in Spain (around 10,000 cases at the end of August). Despite
this increase, most cases are asymptomatic and less severe, so
hospital capacity is far from suffering the stress endured in the
spring, and the number of deaths remains low and well below
those of March and April. To the extent that the new outbreaks
of the virus remain localised and are dealt with using limited
measures, the economy should experience a notable rebound
in growth in Q3 2020 thanks to the lifting of restrictions on
activity. That said, the recovery will remain incomplete as long
as there is no vaccine, and given the scale of the declines it may
take years for the pre-crisis levels of activity to be recovered.
The economic activity indicators show a gradual but
incomplete recovery. In July, the manufacturing PMI index rose
to 53.5 points (49.0 in June), placing it in expansionary territory
(above the 50-point threshold). The counterpart indicator for
the services sector also remained in expansionary territory
(51.9 points) slightly above the figure for the previous month
(50.2 points). The retail trade index, meanwhile, rose in July by
a moderate 1.1% compared to June. In year-on-year terms, the
retail trade index was still in negative territory (–9.9% versus
July 2019), although it has at least left the double-digit declines
of recent months behind. Based on data for August, the total
amount of card spending on CaixaBank POS terminals and cash
withdrawals shows a 6.8% year-on-year decline during the first
three weeks of the month, a 5.3-pp improvement over the
figure for July. This improvement almost entirely reflects the
recovery in domestic spending, which increased by 3.9% yearon-year (+8.2 pps). In contrast, spending by foreign visitors
registered a 58.8% year-on-year fall in the first three weeks
of August, a very similar figure to that of July (see our tracker
at www.caixabankresearch.com for real-time monitoring).
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Note: * Year-on-year change (%).
Source: CaixaBank Research, based on data from the National Statistics Institute.

Spain: new confirmed COVID-19 cases *
and daily deaths
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Note: For the last few days, cases are shown by test result notification date in order to correct the
possible under-reporting of cases based on the date of first symptoms (the difference between
symptom onset and notification is estimated to be around 5 days).
Source: CaixaBank Research, based on data from the Ministry of Health..

Spain: card spending on POS terminals and cash
withdrawals at CaixaBank ATMs
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Note: * The figure for August corresponds to the first three weeks of the month.
Source: CaixaBank Research, based on internal data.
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Food and beverage services
Retail
Accommodation services
Transportation
Education
Sports and recreational activities
Sale and repair of motor vehicles
Travel agencies and tour operators
Personal services (hairdressers, etc.)
Administrative activities
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Note: * The 10 sectors with the highest number of Social Security affiliates affected by ERTE schemes,
covering 69.3% of the total number of people affected by such schemes (totalling 1.118 million). Includes
total and partial ERTE schemes due to force majeure as well as those based on objective grounds.
Source: CaixaBank Research, based on data from MITRAMISS (the Ministry of Work and Social Economy,
and the Ministry of Inclusion, S.S. and Migration).

Spain: deterioration in the current account balance
12-month cumulative balance (EUR millions)
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Note: Improvement or deterioration of the current account sub-balances.
Source: CaixaBank Research, based on data from the Bank Spain.

Spain: net state lending/funding needs
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The public finances, another weak flank of the Spanish
economy following the COVID-19 outbreak. The
unprecedented state action to help people, workers and
businesses during this pandemic is having an impact on the
public accounts. State expenditure already increased by +23.7%
year-on-year on a cumulative basis between January and June,
while revenues reduced by 14.4% year-on-year (cumulative
amount up to June) due to the reduction in economic activity.
As a result, the government deficit stood at 4.4% of GDP in
January-June, 3.6 pps higher than in June 2019. This
deterioration is expected to continue and, for the year as a
whole, the deficit is expected to reach around 13.5% of GDP.
In any case, the EU programmes (it has been confirmed that
Spain will receive 21.3 billion euros this year) will help to cover
the financing needs, and the cost of debt remains low, aided
by the ECB’s accommodative monetary policy.
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The foreign sector suffers the stagnation in tourism. The
current account balance stood at 18 billion in May 2020, a sharp
decline compared to the level of May 2019. By component,
the fall in energy prices helped to boost the energy balance
up by 6.1 billion euros compared to May 2019. The rest of the
sub-balances showed slight progress, but neither these nor the
improvement in the energy balance were sufficient to offset the
deterioration in tourism. The fall in tourism reduced the tourism
services surplus by 11.9 billion in May, and this was the main
factor behind the deterioration of the current account balance,
even before the summer season. Moreover, the drastic
reduction in foreign tourism in summer will exacerbate the
deterioration of the tourism balance and will continue to erode
the total current account balance.
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The labour market continues to make progress in what
remains an incomplete recovery. According to data from the
LFS, employment fell by 1.07 million people in Q2 2020. The
number of actual working hours, meanwhile, decreased by
22.6% quarter-on-quarter, much greater than the drop in
employment and more in line with the fall in GDP. Furthermore,
due to the lockdown 16.3% of people in employment worked
from home in Q2 2020, a far higher percentage than in 2019
(4.8%). The increase in the number of unemployed people was
much more contained (+55,000 in Q2 2020), since the vast
majority of individuals who were without work but willing
to work became classified as inactive, as they were unable to
actively seek employment. Thus, the unemployment rate stood
at 15.3% in Q2 2020 (+0.9 pps compared to Q1 2020). The
developments in the labour market in Q3 paint a somewhat
more positive picture with a partial recovery, particularly in
sectors such as retail, catering and hospitality. Social Security data
show that in July the average number of affiliated people increased
by 161,000 to 18.8 million, while registered unemployment fell
by 90.000 people to 3.8 million. Despite this improvement, both
levels are worse than those recorded in July 2019 (–3.8% and
+25%, respectively). In addition, the number of people
receiving benefits under ERTE furlough schemes decreased
significantly during July and August. As of mid-August, there
were some 850,000 people receiving benefits under such
schemes, around one million less than at the end of June
and well below the peak in April (3.4 million). 000
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Source: CaixaBank Research, based on data from the IGAE.
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