





EDITORIAL MR

500 Monthly Reports

With this Monthly Report (MR) we celebrate 500 issues since the publication’s birth in January 1980. It has been
45 years and five months, with 11 issues published each year (we only take a break in August) and with the same
goal since the beginning: to offer the reader a view of the current economic situation, both in relation to the
latest developments and underlying structural issues.

To a certain extent, the MR has embraced the words uttered by Professor Enrique Fuentes Quintana at a
conference in November 1979: «a responsible democratic citizen is one who knows how to make choices on
the basis of accurate information, and my purpose, therefore, is going to be simply to try and inform those who
listen to me about where the economic crisis generally lies, such that each person can then make whatever
decisions they consider appropriate guided by their free sense of responsibility and freedom.» We like to think
that the MR does its bit to help readers make better decisions.

These 500 issues have spanned a period that has seen major economic events and huge changes. The MR has
witnessed Spain’s admission into the European Economic Community, the creation of the euro, the housing
bubble and the consequences of its bursting, the Great Recession that followed the bankruptcy of Lehman
Brothers, the European sovereign debt crisis, COVID-19, the energy shock triggered by the invasion of Ukraine
and, now, the tariff crisis caused by the Trump administration. We have not lacked, nor do we lack now, major
topics to address. During this period, Spain’s population has grown by 30%, employment by 76%, GDP in real
terms by 160% (2.2% annually on average) and the CPI has increased six-fold. Fortunately, inflation is no
longer a chronic problem for the Spanish economy. Unfortunately, productivity remains a challenge that is yet
to be addressed.

The way in which we prepare the MR has also changed significantly. 45 years ago, the economists of the
"la Caixa” Research Service received economic information from official agencies by post, or by fax at best. This
information arrived with a significant time lag, but it was analysed with the utmost rigour and with the tools
that were available at the time. Today, the National Statistics Institute (INE) publishes its first GDP estimate
online just four weeks after the end of each quarter. Moreover, in addition to the official data, we can use
internal, anonymised data to try to understand what is going on in our economy in almost real time. The
internet, big data and other advances have enabled us to greatly improve our productivity. This is a good
example to illustrate that technological improvements do not necessarily lead to job destruction. If we were
doing the same thing as our colleagues were back in 1980, then there could be far fewer of us on the team, but
the improvement in productivity has allowed us to expand our analyses and our tasks to encompass all those
we cover today.

This month we are marking 500 issues, and we intend to mark 500 more. In these next 500 issues, we would
like to be able to explain that, in the end, Trump’s shock affecting international trade was not as serious as it
could have been; that the EU took the Draghi and Letta reports seriously and implemented changes that
nurtured a truly single market as well as its competitiveness; that the productivity of the Spanish economy
ended up taking off after a series of reforms bolstered its human capital, promoted the growth of the average
business size and improved the efficiency and effectiveness of public administrations; that Spain was able to
build enough homes to facilitate access to all segments of the population; that we managed to address the
enormous challenge of declining birth rates and increasing longevity in time; that our efforts in the fight
against climate change allowed us to avoid the worst-case scenarios; and that artificial intelligence contributed
to an improvement in general well-being without having the effects on inequality that some had feared. No
doubt not all of these wishes will be fulfilled, but what we can promise is that we will strive to continue to
address all of these issues with the utmost rigour.

Finally, several acknowledgements are due. To all the teams in CaixaBank or “la Caixa” that have contributed to
these 500 issues of the MR. To all those at the bank who, throughout its history, have supported the Research
Service and have promoted our external publications. And, of course, to our readers, for being so loyal and so
demanding, which helps us to be better. To everyone, thank you all very much.

And, now, here’s to 500 more.

Enric Fernandez
May 2025
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EURO AREA

Activity and employment indicators
Values, unless otherwise specified

2023 2024 Q2 2024 Q32024 Q4 2024 Q12025 02/25 03/25 04/25
Retail sales (year-on-year change) -19 1.1 03 2.1 2.1 18 19 15
Industrial production (year-on-year change) -16 -30 -40 -17 -16 1.2
Consumer conXdence -174 -14.0 -14.2 -13.0 -134 -14.1 -137 -14.5 -16.7
Economic sentiment 96.2 95.7 959 96.2 95.2 95.4 96.1 95.0 93.6
Manufacturing PMI 45.0 459 46.1 46.4 46.3 46.3 47.6 48.6 49.0
Services PMI 512 515 517 52.7 53.1 526 50.6 51.0 50.1
Labour market
Employment (people) (year-on-year change) 14 1.2 1.0 1.0 0.7 - - -
Unemployment rate (% labour force) 6.6 6.4 64 6.3 6.2 6.2 6.2 6.2
Germany (% labour force) 30 34 34 3.5 35 35 35 35
France (% labour force) 73 74 74 74 7.3 7.3 74 73
Italy (% labour force) 7.7 6.6 6.7 6.3 6.1 6.0 59 6.0
Real GDP (year-on-year change) 05 08 0.5 1.0 1.2 1.2 - - -
Germany (year-on-year change) -0.1 -0.2 -0.2 -0.3 -0.2 -0.2 - - -
France (year-on-year change) 1.1 1.1 1.0 1.3 08 08 - - -
Italy (year-on-year change) 038 0.5 0.7 0.6 05 06 - - -
Prices
Year-on-year change (%), unless otherwise specified
2023 2024 Q22024 Q32024 Q42024 Q12025 02/25 03/25 04/25
General 5.5 24 25 2.2 2.2 23 23 2.2 2.2
Core 50 2.8 2.8 2.8 2.7 2.6 26 24 2.7
Foreign sector
Cumulative balance over the last 12 months as % of GDP of the last 4 quarters, unless otherwise specified
2023 2024 Q22024 Q32024 Q4 2024 Q12025 02/25 03/25 04/25
Current balance 20 35 32 35 35 35
Germany 56 5.7 6.4 6.3 5.7 53
France -1.0 04 -04 0.0 04 0.1 0.1 0.1
Italy 0.1 1.1 0.9 0.9 1.1 1.0
Nominal eXective exchange rate’ (value) 94.7 95.0 95.1 95.5 94.2 93.5 92.7 94.7 97.0

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

2023 2024 Q22024 Q32024 Q42024 Q12025 02/25 03/25 04/25

Private sector Xnancing

Credit to non-Xnancial Krms? 2.7 0.8 04 1.0 14 2.1 2.1 23
Credit to households?? 1.7 0.5 03 05 09 15 15 1.7
Interest rate on loans to non-Xnancial Krms* (%) 4.6 49 5.1 49 44 39 39 37
Ifgtrer:gf;ts?;i?cr;\?saezg(t; )househ"'ds 44 46 438 47 43 40 40 39
Deposits

On demand deposits -85 -39 -5.5 =25 1.2 36 37 4.1
Other short-term deposits 21.1 123 143 10.5 59 23 20 1.5
Marketable instruments 20.3 20.2 19.8 22.1 183 15.1 18.0 113
Interest rate on deposits up to 1 year 27 30 3 30 26 79 79 X

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: CaixaBank Research, based on data from the Eurostat, European Central Bank, European Commission, national statistics institutes and Markit.
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The Spanish economy weathers
the uncertainty storm

These first few months of 2025 have been marked by several
announcements by the Trump administration to increase
tariffs on imports from the US’ main trading partners,
including the euro area. Although part of these tariffs remain
suspended until July pending negotiations, the back-and-
forth barrage of announcements regarding US trade policy
has entailed an unprecedented increase in uncertainty. This
situation has led to a downward revision of the IMF’s global
growth forecasts. The Spanish economy, however, has been
spared. In fact, the IMF has given a positive assessment of
Spain’s lower exposure to the US and its good growth
dynamics to date, leading it to revise upwards its growth
forecast for the Spanish economy to 2.5%.

Spain’s GDP growth remains strong. During Q1 2025, GDP
grew by 0.6% quarter-on-quarter, 0.1 pp below the previous
quarter’s growth rate. Thus, the Spanish economy continues to
show resilience in an increasingly unfavourable environment.
The breakdown by component reveals a solid pattern of
growth, with domestic demand contributing 0.4 pps to
quarterly GDP growth and foreign demand contributing

0.2 pps after two quarters of negative contributions. On

the side of domestic demand, of particular note was the
1.1% quarter-on-quarter growth recorded by investment,

in spite of the context of heightened uncertainty, while
private consumption grew 0.4% quarter-on-quarter. As for
foreign demand, exports grew faster than imports, driven

by exports of non-tourism services. The Q1 GDP figure is

in line with our forecasts, which already incorporated a slight
slowdown derived from the increase in uncertainty linked

to the trade tensions.

The gap between services and industry persists. The main
economic activity indicators remained marked by a gap
between the services and manufacturing sectors, with the
latter being more affected by the trade tensions. On the one
hand, the Purchasing Managers’ Index (PMI) for the services
sector stood at 54.7 points in April, above the threshold
denoting growth in the sector (50 points), albeit slightly
below the 56.2 points of the prior month. On the other hand,
the PMI for the manufacturing sector suffered another
setback, standing at 48.1 points and remaining below the
50-point threshold for the second consecutive month.
Respondent firms point out the impact derived from the US
trade policies as one of the factors behind the deterioration.
Finally, consumption remained strong in April, growing by
3.9% year-on-year, according to data from the CaixaBank
Research consumption tracker. However, this figure is skewed
slightly upwards by Easter, which fell this year in April but last
year in March. In any case, if we take the average growth of
the last two months as a benchmark, growth stands at 3.6%,
slightly exceeding that of Q1.

CaixaBank Research
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Spain: GDP and its components
Quarter-on-quarter change in Q1 2025 (%)

GDP

Private
consumption

0.4

Public

. 0.2
consumption

Investment 1.1

Exports 1.0

Imports 0.7

0.0 0.5 1.0 15

Source: CaixaBank Research, based on data from the Spanish National Statistics Institute (INE).
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Spain: registered workers affiliated with
Social Security *

Month-on-month change (thousands of people)
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Note: * Series corrected for seasonality.
Source: CaixaBank Research, based on data from the Ministry of Inclusion, Social Security
and Migration (MISSM).
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Job creation gains traction. In April, the labour market
provided a positive surprise with the number of registered
workers affiliated with Social Security increasing by 230,993
(a monthly growth rate of 1.1%). This represents a bigger
increase than the average growth of 174,000 affiliates in the
months of April during the period 2014-2019 or the 200,000
recorded last year, although Easter fell in April this year. With
this latest figure, the total number of registered workers
stands at 21,588,639, marking a new record and representing
487,134 more than a year ago. The temporary employment
rate stabilised at an all-time low: of the total number of
affiliates registered under the General Scheme, 11.8% were
temporary workers. This is the third consecutive month at
this same rate, which itself is 0.8 pps lower than a year ago.

Inflation continues to decline thanks to energy. In April,
headline inflation resumed its downward trend, falling 0.1 pp
to 2.2%, according to the flash indicator published by the
National Statistics Institute (INE). This marked the second
decline following the inflationary spike that occurred between
September and February, and it was primarily driven by the
fall in electricity and fuel prices. However, core inflation, which
excludes energy and unprocessed food, rebounded by 0.4 pps
to 2.4%. This increase could be a response to Easter, which this
year fell in April (whereas in 2024 it fell in March), as this
period tends to see a temporary spike in the price of tourism
services.

The trade deficit continued to rise in February. The foreign
sector is experiencing a slight deterioration in an environment
still marked by the weakness of the euro area and uncertainty
surrounding trade policy. In particular, in February the trade
deficit increased to —3.96 billion euros, compared to the
—2.23 billion recorded in February last year. This was driven
by import growth of 3.5% year-on-year, while exports grew

by just 0.4%, weighed down by declines in the energy and
automotive sectors, especially those destined for France,
Germany, Italy and the United Kingdom. The increase in the
trade deficit contrasts with the surplus in service exports of
6.7% of GDP (trailing 12-month total), primarily driven by the
strength of tourism exports.

Residential activity in Spain records the best start to the
year since 2007. In February, house sales were up 13.9% year-
on-year, a growth rate 2.9 pps higher than in January. This
buoyancy is driven by widespread activity growth in both new
housing and existing homes, with increases of 22% and 12%
year-on-year, respectively. In the first two months of the year,
a total of 120,300 sales were closed, the highest figure for this
period since 2007. By region and in total for the past 12
months, the biggest increases were registered in Asturias,

La Rioja and Castilla-La Mancha, with growth rates in excess
of 20% year-on-year. Andalucia was the only region among
the major markets where sales grew above the average.

CaixaBank Research
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Spain: headline and core inflation *
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Spanish firms bolster their financial solidity

In 2024, Spanish firms experienced lower income growth,
although they managed to continue improving their net
assets and financial situation. This was reflected in their
lending capacity, a sustained deleveraging process and
an increase in their financial assets. However, despite this
favourable position, a buoyant Spanish economy and

an improvement in financing conditions, business
investment remained weak throughout the year.

In 2024, firms' disposable income (equivalent to savings)'
declined for the second consecutive year, and it did so
sharply, by 6.1%. This was the biggest setback since 2011,
if we exclude the year of the pandemic. This deterioration
occurred in an environment marked by declining
earnings (gross operating surplus, GOS), which were
down 2.4%, and an increase in net property income,

of 11.0%. This latter rate is significant, but much lower
than that of the previous year (37.6%), which was mainly
driven by an increase in net dividend payments (6.9%).

In the case of net interest payments, they grew by 16.5%,
although the rate of increase eased as the year
progressed, in line with the relaxation of monetary
policy. In fact, in Q4 2024, interest payments, before
financial brokerage services (SIFMI), fell by 3.0% year-on-
year, in contrast to an increase of over 40% recorded in
the first half of the year. On the other hand, tax payments
practically stagnated (up just 0.2%). Thus, last year,
corporate savings stood at just 204.9 billion euros,

or 12.9% of GDP (see first chart).

Business investment recorded a growth of 3.6%
compared to the prior year, which is lower than nominal
GDP growth (6.2%). Therefore, investment in terms of
GDP fell 0.3 pps to 12.7% and remains below pre-
pandemic levels (13.9% on average in the period 2014-
2019).2 Consequently, last year companies generated a
lending capacity, specifically of 14.24 billion euros (0.9%
of GDP). Although this has been commonplace since
20009, the figure is lower than that of 2023, which stood
at 2.0% of GDP, or the average for the period 2014-2019,
which was 3.2%.

1. Gross value added of companies, excluding wage earners’
remuneration, tax payments and the net income balance, which
includes interest payments and dividends distributed.

2. In real terms (using the capital goods investment deflator), growth

in 2024 was 2.3% and is well below the peak reached in 2019 (-11.7%).
Investment by firms is showing greater weakness than would be
expected in a context in which the cost of debt is falling, driven by lower
interest rates, and in which their net asset position has improved; the
obstacles to investment are therefore related to other factors, such as
uncertainty, the outsourcing of production processes and business
regulation. See Bank of Spain (2025), «Report on the financial situation
of households and firms», 2" half of 2024, and «Weak business
investment in Spain following the pandemic: an analysis based on the
Banco de Espana Business Activity Survey», Economic Bulletin 2025/Q1.

Spain: savings and investment of non-financial
corporations
(% of GDP)

2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024

Savings e |nVestment

Source: CaixaBank Research, based on data from the Spanish National Statistics Institute (INE).

Spain: consolidated debt of non-financial
corporations
(% of GDP)
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Note: Debt in the form of debt securities and loans, excluding debt with other companies.
Source: CaixaBank Research, based on data from the Bank of Spain.

Spain: change in the consolidated debt
of non-financial corporations
(EUR millions)
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Note: Debt in the form of loans and debt securities, excluding debt with other companies.
Source: CaixaBank Research, based on data from the Bank of Spain.
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This lending capacity generated by the business sector
last year was used for the acquisition of financial assets,
for which firms also took on greater levels of debt

(in volume terms): at a time when interest rates began to
fall, companies were able to borrow again. In this regard,
the volume of consolidated debt (i.e. excluding debt
between companies) increased in 2024 for the first time
in three years, by 21.2 billion euros (1.2%), reaching a
total of 1.01 trillion. In any event, given that nominal GDP
grew more rapidly, last year saw a continuation of the
corporate deleveraging process (see second chart), which
is understood as the reduction in the debt-to-GDP ratio:
this ratio fell by 2.5 points to 63.5%, marking its lowest
level since 2001. This is also a far cry from the peak
reached in 2009 (119.0%), as well as being below the level
for the euro area as a whole (67.3%). If we measure the
total unconsolidated debt, it was slightly over 1.32 trillion
euros, representing 83.2% of GDP and also well below
the euro area level (105.6%).

The increase in the debt balance (the aforementioned

21.2 billion euros) corresponds to net new borrowing of
17.3 billion euros (the rest of the change corresponds to
changes in value and other changes in volume), mostly in
the form of fixed-income securities (13.4 billion), while net
borrowing in the form of loans was also positive but
somewhat lower (3.9 billion). In any case, bank loans

— contracted with monetary financial institutions (MFls) —
continue to lose prominence in the companies’ financing:
whereas between 2014 and 2019 they represented almost
half of the total consolidated debt on average, in 2024 that
share stood at 44.5% (see fourth chart). On the other hand,
loans granted by non-residents and, above all, the issuance
of fixed-income securities have gained prominence.

In the case of companies’ financial assets, they increased
sharply last year, by 174.7 billion euros (5.7%), to a total of
3.25 trillion (see fifth chart): this increase far exceeds that
of 2023 (126.2 billion) as well as the 2014-2019 average
(100.0 billion). This increase in assets is explained both by
their increase in value (94.3 billion), especially in the case
of shares and investment funds (IFs) thanks to the good
performance of the main stock market indices, as well as
by the net acquisition of assets (82.9 billion). This financial
investment by companies was focused in trade receivables,
cash and deposits, as well as shares and IFs, while they
disinvested slightly in fixed-income securities.

As for the structure of companies’ financial wealth, it is
still dominated by equity holdings in other companies
and IFs, accounting for 54.7% of the total, which is
slightly above the average for the period 2014-2019
(54.4%). Cash and deposits have also increased as

a proportion of the total, while the proportion
corresponding to loans and other assets, such as

trade receivables, has decreased.

In short, non-financial corporations are facing the current
context — marked by increasing uncertainty and risks

MR

Spain: structure of the consolidated debt
of non-financial corporations
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Source: CaixaBank Research, based on data from the Bank of Spain.

Spain: change in the financial assets
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Spain: structure of the financial wealth
of non-financial corporations
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surrounding the scenario — in a solid financial position.
This strength, coupled with falling inflation, favourable
financing conditions and the boost provided by NGEU
funds, should help to drive stronger investment.

Sergio Diaz Valverde
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Why has public consumption grown so much in recent years?

The final consumption expenditure of the general
government, or public consumption hereon in, has
experienced significant growth in recent years. As shown
in the first chart, it went from accounting for 18.7%

of GDP, on average between 2015 and 2019, to 21.7%

in 2020, the year of the COVID-19 pandemic. This sharp
increase is explained by the government support
measured introduced that year, as well as by the collapse
in GDP. Since 2021, the percentage has steadily
moderated thanks to the strong recovery of GDP in the
period, but in 2024 it stood at 19.4%, still 0.7 pps above
the pre-pandemic figure. Before embarking on an
analysis of the recent dynamics in public consumption,
let’s clarify what lies behind this concept.

What is public consumption?

Public consumption is the value of all the goods and
services destined for consumption, which the general
government provides to households. It includes goods
and services produced by the government itself, as well
as those it acquires in the market, such as education,
health, culture and defence.! Since the production

of these goods and services is supplied to households
free of charge, or at below-market prices, this production
is usually valued by taking the sum of the production
costs, which includes wage-earners’ remuneration

and intermediate consumption, among other items.

It is important to note that public consumption is not
equivalent to public spending. There are items of public
spending that do not fall within the definition of public
consumption and vice versa. For instance, payments
made by the public sector to households, such as pension
spending, unemployment benefits or interest payments
on public debt do not fall within the perimeter of public
consumption. Public investment is also excluded, given
that it is not consumption, as are various other items.

On the other hand, expenditure on consumption of fixed
capital, which represents the depreciation of the general
government’s fixed assets and constitutes a production
cost (since it is an accounting concept that does not
involve the disbursement of funds), is included within
public consumption, but not within public spending.?

How has public consumption evolved recently?

The second chart shows the annual change in nominal
public consumption since 2014, as well as the contribution
of each of its components to its growth. There are several
points worth highlighting. Firstly, public consumption
continued to grow in 2020, despite nominal GDP

1. From this value, we must deduct the value of the goods and services
that the general government produces and sells.

2. For further details, see R. Losada «;A qué nos referimos al hablar de
Consumo publico?», AIReF (2017, only available in Spanish).

Spain: general government nominal final
consumption expenditure relative to GDP
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Source: CaixaBank Research, based on data from the Spanish National Statistics Institute (INE).

Spain: breakdown of general government
nominal final consumption expenditure
Contribution (pps) and annual change (%)
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transformed or consumed in their entirety.

Source: CaixaBank Research, based on data from the Spanish National Statistics Institute (INE).

plummeting by 9.9% that same year. This explains the
sharp rise in public consumption as a percentage of GDP
that year, as discussed at the beginning of the article.

Secondly, we can see how between 2021 and 2023

the acceleration in the growth of public consumption

is mainly explained by the greater contribution of
intermediate consumption.? Specifically, whereas the
average contribution of intermediate consumption to
the annual growth of public consumption between 2015
and 2019 was 0.8 pps, between 2021 and 2023 it was

2.5 pps. We can also see how the contribution of wage
earners’ remuneration has remained fairly stable
throughout the period between 2021 and 2024 relative
to 2019. Finally, in 2024 we see a substantial moderation in

3. In the interests of brevity, we have combined intermediate
consumption with other taxes on production, but the contribution
of the taxes on production category is small and can be ignored.
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the growth of public consumption due to a normalisation
of the contribution from intermediate consumption.

In order to dig a little deeper into what lies behind this
higher growth in intermediate consumption, we must
turn to the so-called Classification of the Functions

of Government (COFOGQ). This classification breaks down
public expenditure into 10 functional categories and
allows us to track where the expenditure is being
allocated.*” In this way, we can see the destination

of intermediate consumption expenditure.

In the third chart, we show the contribution of each

of the 10 COFOG categories to the growth of intermediate
consumption expenditure during the period 2015-2019
and during the period 2019-2023.%7 If a point lies above
the 45-degree line (in red), it means that that category’s
contribution to the growth of intermediate consumption
expenditure in the period 2019-2023 was higher than it
was in 2015-2019.

The chart reveals that all categories made a bigger
contribution to this growth between 2019 and 2023
than they did in the period from 2015 to 2019. This
comes as no surprise, given that the cumulative growth
in intermediate consumption expenditure between 2019
and 2023 was much higher than in 2015-2019, standing
at 33.2% compared to 10.4%, respectively (22.8 points
higher).

It is thus more interesting to look at how far away each
category lies from the 45-degree line. This distance tells
us how much more this category has contributed in the
period 2019-2023 compared to 2015-2019. According

to this metric, there are three categories that stand out,
in order of importance: Health, General Public Services
and Economic Affairs. In other words, while in 2019-2023
intermediate consumption expenditure grew 22.8 pps
more than it did in 2015-2019, of these 22.8 pps, 13.2 pps
(almost 60%) is attributable to these three categories.

The COFOG classification also reveals a greater level of
detail within each of the 10 categories, which allows us
to interpret that, in all likelihood, both the pandemic
and the interest rate hikes of 2022 and 2023 explain part
of the increases in expenditure. Thus, the higher growth
noted within the Health category is due to higher
spending on the components of Hospital Services,
Outpatient Services and Public Health Services.

These categories include the cost of services offered

4. The 10 categories are as follows: General Public Services, Defence,
Public Order and Security, Economic Affairs, Environmental Protection,
Housing and Community Services, Health, Leisure, Culture and Religion,
Education and Social Protection.

5. The COFOG classification also allows the 10 functional categories of
expenditure to be broken down into a greater level of detail.

6. We analyse the period up until 2023 as this is the latest available data.

7. We focus on the contributions, rather than percentage changes, to
avoid confusion given that there are items with very small quantities
that can show very high percentage changes in the event of only small
changes in expenditure in absolute terms.
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Spain: breakdown by COFOG classification
of general government nominal intermediate
consumption expenditure
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to patients in outpatient clinics and hospitals, as well as
the cost of the products used to provide these services,
such as the cost of the medicines supplied or that of
medical equipment. In this regard, we can see that after
the pandemic the increase in health spending has been
consolidated.

Within the General Public Services category, the
component of Public Debt Transactions stands out,
indirectly affected by the rise in interest rates, as does
the General Services component, to a lesser extent.®
General Services includes services that are not attached
to a specific function and are typically performed

in administrative offices of the various branches

of government. Finally, within the category of Economic
Affairs, Transport stands out and, to a lesser extent,

so does Agriculture, Forestry, Fishing and Hunting,

and Other Activities.”

Conclusions

The growth of public consumption in recent years

has been mostly driven by the increase in intermediate
consumption, especially in the areas of Health, General
Public Services and Economic Affairs. This increase
reflects both the consolidation of higher health spending
after the pandemic and the rise in interest rates. As the
pressure on these components, especially that linked to
interest rates, fade over the coming quarters, we expect
the growth rate of public consumption to continue the
gradual moderation that has already begun in 2024.

Oriol Carreras Baquer

8. Interest payments are not part of public consumption, but the
category of Public Debt Transactions does include Financial
Intermediation Services Indirectly Measured (FISIM) within
intermediate consumption expenditure.

9. The Transport category includes all management, construction

and maintenance of transport systems, whether road (motorways, roads,
etc.), rail, sea or air (including airport management), in addition to the
regulation and supervision of these systems.
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AlIReF’s evaluation of the pension reform:
first match ball saved, but with big challenges on the horizon

At the end of March, the Independent Authority for Fiscal
Responsibility (AIReF) published its estimate, as was its
mandate, of the average impact during the period 2022-
2050 of the new revenue measures introduced as part
of the pension reforms and other economic measures
implemented since 2020 in order to fund the pension
system.! This estimate was the last missing piece needed
to determine whether the expenditure rule previously
agreed between the government and the European
Commission within the framework of the Recovery Plan,
and which serves to determine whether additional
measures need to be taken in the short term, is being
complied with. The result of the evaluation is that Spain
is complying with this expenditure rule, so no additional
adjustment measures are required in 2025 besides, by
default, increases in social security contributions (these
revisions are every three years, the next one being

due in 2028). In addition to evaluating the expenditure
rule, AIReF has conducted a separate exercise to assess
the sustainability of the public accounts, drawing
somewhat less optimistic conclusions.? This exercise

is necessary given that, as AIReF explains, complying
with the expenditure rule does not mean that the
pension system is not subject to pressures that need

to be managed.

Expenditure rule: how it works and why
it is not enough to guarantee sustainability

The government committed to the European
Commission, within the framework of the Recovery
Plan, that the average gross expenditure on pensions
during the period 2022-2050 (both contributory and
non-contributory pensions) would not exceed 13.3%

of GDP plus the average contribution of the measures
that it introduced to boost revenues in the reforms

of 2020-2023. The pension expenditure rule included

a requirement for AIReF to provide a final estimate in
March 2025 of the expected contribution of the revenue
measures. AIReF has quantified the impact of these new
revenues measures during the period 2022-2050 at 1.4%
of GDP. The new revenue measures considered include
the increase in social security contributions through

the Intergenerational Equity Mechanism (MEI), a schedule
of updates to the maximum contribution base amounts,
the additional solidarity contribution, the reform of the
Special Scheme for Self-Employed Workers (RETA),

1. See the «Report on the Pension Expenditure Rule», published by AlReF
on 31 March 2025.

2. See the second «Opinion on the long-term sustainability of public
administrations: the impact of demographics», published by AIReF

on 31 March 2025.

Spain: average annual impact of the measures
adopted since 2020 to boost the revenues of the
public pension system in the period 2022-2050

(as a % of GDP)
Impact Average impact
to date 2022-2050
Change in revenues 0.8 14
Intergeqerat|onal equity 02 04
mechanism
Updates to the maximum
o 0.2 0.3
contribution base amount
Additional solidarity B 01
contribution i
Reform of self-employed N 02

worker contributions
Transfers 0.2 03

Increase in the inter-

. - 0.1 0.1
occupational minimum wage

Labour reform - -

Source: AlRef.

Spain: macroeconomic assumptions underlying
the pension expenditure projections

AIReF 2025 AR24
ﬁ:ﬂ :) :vzrr(lj(g:cztglzits)izoso M o
(o 20232050 o o
lz\lg;::\zi%;agion flows 264,000 227,000
Unemployment 93% 9.1%

rate 2025-2050%*

Notes: *The participation rate used by AlReF is not comparable with that of AR24 since it is
for an age range between 16 and 74 years, while that of AR24 is between 20 and 74.

**The unemployment rate used by AlReF is for the population between 16 and 74 years of
age, while that of AR24 is between 20 and 74.

Source: CaixaBank Research, based on data and projections from the Ageing Report
2024 (European Commission) and AlReF technical documents.

the part corresponding to government transfers to the
Social Security (S.S.) system which entails a permanent
increase in revenues (essentially those intended to cover
the reduction of revenues from contributions arising
from measures such as subsidies or discounts for certain
groups) and the permanent or structural impact on

the system’s revenues of the increases to the inter-
occupational minimum wage and of the labour measures.

The expenditure rule thus implies that the 1.4 points
of new revenues would allow for pension expenditure
of 14.7% of GDP in 2022-2050 (13.3%-+1.4%). This figure
should be compared with the benchmark estimate of

MAY 2025

29


https://www.airef.es/wp-content/uploads/2025/03/Informe_regla_de_gasto_de_pensiones/Informe.pdf
https://www.airef.es/wp-content/uploads/2025/03/Opini%C3%B3n_sobre_la_sostenibilidad_de_las_AAPP_largo_plazo/Opinion.pdf
https://www.airef.es/wp-content/uploads/2025/03/Opini%C3%B3n_sobre_la_sostenibilidad_de_las_AAPP_largo_plazo/Opinion.pdf

CaixaBank Research

SPANISH ECONOMY |

14.6% of GDP for average gross pension expenditure
during the period 2022-2050 mentioned in the European
Commission’s Ageing Report 2024 (or AR24). Thus, there

is no need to take additional measures in the short term.
The rule seems complex, but in reality it is very intuitive:
13.3% is very close to pension expenditure as a percentage
of GDP in 2022, the year when the mechanism was agreed
(with updates to the year’s GDP it finally turned out to be
12.7%). From there, the rule states: if you want to increase
expenditure relative to current levels as a percentage

of GDP, then you have to offset it with revenue measures
of a similar amount so that the deficit of the pension
system does not increase.

This rule was the result of a complex political negotiation
and is the method that was agreed for deciding whether
immediate adjustment measures are required. However,
this is not a rule that can be used to determine the long-
term sustainability of the system as a whole. What it does
do is to guarantee a ceiling on expenditure which can
help to ensure the system’s sustainability. However,

the rule does not allow us to conclude that the system
will have sufficient revenues to fund an average pension
expenditure of 14.6% in 2022-2050 or, in other words,

an expenditure that will grow according to this estimate
to 16.1% of GDP by 2050 (in 2022, 12.7% of GDP). That is
why AIReF is conducting a second exercise, analysed in
the second part of this article, on the sustainability of
the system as a whole. Specifically, the purpose of this
exercise is to determine whether the system’s revenues
will evolve in such a way that they will be able to fund
the projected pension expenditure.

The underlying macro scenario for the expenditure rule
is that set out in AR24 a year ago, with the updated GDP
data for 2022-2023. However, it does not incorporate

the favourable demographic data from the last two years
resulting from the higher than expected net immigration
figures in 2022 and 2023, nor does it include the
methodological changes used in the underlying statistics
that measure demographic phenomena. Specifically, the
basic assumptions of AR24 are: population growth of

1.8 million between 2025 and 2050, average productivity
growth of 1.3% in 2025-2050 and real GDP growth of
1.2% in 2025-2050.

Sustainability analysis of the public finances

The key is that, as AIReF points out, complying with the
expenditure rule does not mean that the pension system
will not be subject to additional pressures that need to
be managed. In order to analyse the sustainability of

the pension system and of the general government

as a whole, AlReF has conducted a sustainability
exercise itself, based on its own macroeconomic and
demographic projections rather than those set out

in AR24.
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Spain: expected evolution of pension
expenditure and revenues to fund it
(% of GDP)
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Specifically, it incorporates the latest demographic data,
but its macro scenario is broadly similar to that of AR24.
AlReF estimates a population growth of 3.0 million
between 2025 and 2050, an average annual productivity
growth of 1.1% in 2025-2050 (lower than in AR24 due

to higher growth in the number of hours worked) and
average annual growth in real GDP of 1.3% in 2025-2050.
Like the one in AR24, this is a reasonable macroeconomic
scenario and it is consistent with estimates for Spain’s
medium-term GDP growth according to most economic
analysis agencies, which generally place it slightly

above 1%.

The main conclusion drawn in relation to the pension
system is that pension expenditure is expected to rise
by 3.4 points between 2022 and 2050 (reaching 16.1%
of GDP in 2050), but revenues from social security
contributions will only increase by 1 point. Therefore,

it will be necessary to increase the system’s revenues

by 2.4 points of GDP via government transfers to the S.S.
system in order to fund the higher pension expenditure.
For a throughout understanding of the calculation and
the complete picture (see chart), it should be recalled
that in 2022 public pension expenditure stood at 12.7%
of GDP. This was funded with 9.1% of GDP in social
security contributions dedicated to contributory pensions
and 3.6% of GDP in transfers to the S.S. system (1.6% of
GDP of government transfers to fund contributory and
non-contributory pensions, 1.4% via the General
Government Budget for pensions for public sector
workers and 0.7% via so-called «implicit transfers»,

with income from the central government or other S.S.
funds).3 By 2050, public pension expenditure will increase
by 3.4 points to 16.1% of GDP. It is estimated that

3. Social Security funds in terms of national accounting are composed
of the Social Security system, the Public State Employment Service (SEPE)
and the Wage Guarantee Fund (FOGASA).
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contributions would rise by 1 point to 10.1% of GDP,

such that the remaining 6% would have to come, in 2050,
from transfers to the S.S. system.* Consequently, in order
to fund the anticipated increase in pension expenditure,
these transfers would need to increase by 2.4 points.

To complete the analysis, AIReF presents an illustrative
projection of how the public deficit and public debt
would evolve if there were no changes in economic
policies. It should be recalled that the increase in pension
expenditure is compounded by other pressures on public
spending. In the coming years, this will be defence-
related. In the longer term, it will be driven by health

and dependency, on which expenditure will increase

by 2 points of GDP between 2023 and 2050 according

to the AIReF, reaching 9.5% of GDP. Thus, if no measures
are taken, public spending would increase by 5.3 points
of GDP by 2050 (going from 44.7% of GDP to 51.0%),

of which 3.2 points would be attributable to pensions
and 2 points to health and dependency. In this illustrative
scenario (no policy change), given the assumption

that no measures will be taken to rebalance the public
accounts, AIReF estimates that public debt would
increase to 129% of GDP? by 2050 (current debt: 101.8%
of GDP) and the deficit, to 7.0% of GDP by the same year
(current deficit: 3.2% of GDP).

In short, based on its estimates for new revenues, AlReF
has determined that the pension expenditure rule agreed
with the European Commission has not been breached,
although it notes that complying with this rule does not
guarantee the sustainability of the pension system or of
the general government as a whole. In particular, it warns
that it will be necessary to boost government transfers to
the S.S. system by 2.4 pps of GDP in order to sustain it
between now and 2050.

Javier Garcia-Arenas

4.To be more precise, they estimate that government transfers to fund
contributory and non-contributory pensions would remain at 1.6%

of GDP and the allocation for pensions of public sector workers would
be reduced slightly as a percentage of GDP. As a result, in order to fund
the anticipated increase in pension expenditure, implicit transfers from
the central government or from other Social Security funds would need
to increase by around 2.4 points.

5.129% is the baseline forecast, but it could range from 116% of GDP,

if GDP grows by 0.1 pp more on average between 2024 and 2050,

to 143%, if GDP grows by 0.1 pp less on average over that period.
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Activity and employment indicators
Year-on-year change (%), unless otherwise specified

2023 2024 Q22024 Q32024 Q42024 Q12025 02/25 03/25 04/25
Industry
Industrial production index -1.6 04 0.0 -0.2 1.2 -1.9
Indicator of confidence in industry (value) -6.5 -49 -56 -29 -6.0 -54 -6.2 =55 42
Manufacturing PMI (value) 48.0 52.2 52.8 51.5 53.6 50.0 49.7 495 48.1
Construction
Building permits (cumulative over 12 months) 05 16.7 46 10.2 16.7 14.7
House sales (cumulative over 12 months) -10.2 100 -10.0 -1.2 100 1.9
House prices 4.0 8.4 7.8 8.2 1.3
Services
Foreign tourists (cumulative over 12 months) 189 10.1 14.2 123 10.1 8.1 9.2 8.1
Services PMI (value) 536 553 56.6 55.2 55.1 553 56.2 54.7 534
Consumption
Retail sales’ 25 1.8 0.5 26 2.8 32 36 36
Car registrations 16.7 7.2 85 1.7 144 14.0 10.5 232 7.1
Consumer confidence index (value) -19.2 -14.5 -13.7
Labour market
Employment? 3.1 22 20 18 22 24
Unemployment rate (% labour force) 12.2 113 113 11.2 10.6 114
Registered as employed with Social Security * 2.7 24 24 23 24 23 24 22 23
GDP 2.7 3.2 33 33 33 2.8
Prices
Year-on-year change (%), unless otherwise specified
2023 2024 Q22024 Q32024 Q42024 Q12025 02/25 03/25 04/25
General 35 28 35 2.2 24 2.7 30 23 2.2
Core 6.0 29 3.0 26 2.5 2.2 2.2 2.0 24
Foreign sector
Cumulative balance over the last 12 months in billions of euros, unless otherwise specified
2023 2024 Q22024 Q32024 Q42024 Q12025 02/25 03/25 04/25
Trade of goods
Exports (year-on-year change, cumulative over 12 months) -14 0.2 -49 -18 02 0.6
Imports (year-on-year change, cumulative over 12 months) 7.2 0.1 7.1 -3.1 0.1 14
Current balance 39.8 48.1 45.1 483 48.1 44.6
Goods and services 58.8 68.1 65.2 68.3 68.1 64.7
Primary and secondary income -19.1 -20.0 -20.2 -20.0 -20.0 -20.1
Net lending (+) / borrowing (-) capacity 56.0 66.6 61.2 65.7 66.6 63.0
Credit and deposits in non-financial sectors*
Year-on-year change (%), unless otherwise specified
2023 2024 Q22024 Q32024 Q42024 Q12025 02/25 03/25 04/25
Deposits
Household and company deposits 03 5.1 52 43 5.1 4.5 53 45
Demand and notice deposits 74 20 -1.9 -16 20 3.1 36 3.1
Time and repo deposits 100.5 23.5 68.0 47.5 23.5 12.3 144 12.3
General government deposits ® 0.5 23.1 4.1 14.8 23.1 24.2 24.6 24.2
TOTAL 0.3 6.3 4.5 5.1 6.3 5.8 6.6 5.8
Outstanding balance of credit
Private sector -34 0.7 -13 -0.3 0.7 1.7 1.5 1.7
Non-financial firms -4.7 04 -18 -06 04 1.5 13 1.5
Households - housing -3.2 03 -1.5 -0.7 03 14 1.1 14
Households - other purposes -0.5 23 0.7 1.2 23 3.1 3.0 3.1
General government -35 -2.6 =27 54 -26 -0.2 0.0 -0.2
TOTAL -34 0.5 -1.4 -0.7 0.5 1.6 1.4 1.6
NPL ratio (%)° 35 33 34 3.4 33 33

Notes: 1. Deflated, excluding service stations. 2. LFS. 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: CaixaBank 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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Disappointment with Portugal’s
GDP in Q1

GDP fell short of expectations in Q1 2025, shrinking 0.5%
quarter-on-quarter according to the preliminary estimate
of Portugal’s National Statistics Institute. This decline is
largely attributable to a correction following the strong
growth recorded in the previous quarter (1.4% quarter-
on-quarter), which was associated with temporary factors.

In particular, private consumption received a significant
boost in the last quarter of 2024 from the increase in
household disposable income, driven by changes to the
personal income tax system (with retroactive effect from

the beginning of 2024) and the payment of the exceptional
supplement to pensioners in October 2024. Taking the last
two quarters together (Q4 2024 and Q1 2025), activity growth
in average terms stood at 0.45% per quarter. In any case,

the Q1 figure was lower than expected and contrasts with
the preliminary indicators, which did not suggest a contraction.
On the consumption side, retail sales excluding fuel grew
0.7% compared to the previous quarter, while car sales

were up 13% quarter-on-quarter. The European Commission’s
economic sentiment indicator stood at 104.4 points in Q1,
following a downward trend during the course of the quarter
but always remaining above the 100-point threshold which
indicates expansion. In any case, the poor figure for Q1 2025
introduces downside risks to the CaixaBank Research forecast
for Portuguese GDP growth in 2025 as a whole (2.4%).

Several agencies have revised downwards their 2025
growth forecasts for the Portuguese economy. The IMF,
the Catholic University (NECEP) and the CFP revised their
forecasts by —0.2/-0.3 pps in April relative to their previous
estimates. Still, the outlook remains positive and these
three agencies continue to expect the economy to grow
by around 2% in 2025.

Inflation rebounded above 2% in April. The headline CPI

rose to 2.1% in April and the same was true of the core rate
(both up from the 1.9% recorded in March). The monthly
changes in both the core and the headline CPI (0.8% and 0.7%,
respectively) once again exceeded the historical pre-pandemic
average (0.5% in both cases). Despite the fact that the Brent
oil price has already fallen by around 25% year-on-year

(at the time of the closing of this report), the contribution

of the energy component to disinflation is still modest

and inflation in fresh foods this year has been above 2.5%

on average.

Tourism recorded modest growth in Q1 2025. The number
of tourists increased by 2.3% year-on-year, overnight stays

fell by 0.5% and the sector’s total revenues were up 4.8%.

This pattern has been driven by a calendar effect associated
with the different dates of Easter (this year it fell in April and
last year in March). We expect to see a slight improvement
over the coming months, supported by what should be the
main drivers of the sector this year: the recovery of households
purchasing power, the diversification of source markets and

a reduction of seasonality.

’
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Activity and employment indicators
Year-on-year change (%), unless otherwise specified

2023 2024 Q22024 Q3 2024 Q4 2024 Q12025 02/25 03/25 04/25

Coincident economic activity index 35 1.8 1.7 1.6 18 1.9 19 20

Industry
Industrial production index -3.1 038 1.9 -0.2 -04 -23 1.2 =55
Confidence indicator in industry (value) 74 -6.2 -6.7 -6.2 -39 =51 =52 -54 -52
Construction

?n‘ﬂﬁ'ggr%‘;mge's’)‘ew housing 75 60 97 131 22 142

House sales -187 14.5 104 194 32.5

House prices (euro/m?- valuation) 9.1 85 6.8 85 132 15.2 16.0

Services
Foreign tourists (cumulative over 12 months) 19.0 6.3 9.5 7.8 6.3 5.8
Confidence indicator in services (value) 76 55 43 -04 119 15.8 16.5 10.7 4.1
Consumption

Retail sales 1.1 33 24 39 52 3.0 2.5 1.6

Coincident indicator for private consumption 29 28 24 28 36 40 4.1 4.

Consumer confidence index (value) -286 -180 -18.7 -143 -14.3 -155 -15.3 -16.0 -17.9

Labour market

Employment 2.3 1.2 1.0 1.2 13 24 2.5 2.2

Unemployment rate (% labour force) 6.5 6.4 6.1 6.1 6.7 6.6 6.5 6.5

GDP 2.6 1.9 1.5 2.0 29 1.6

Prices
Year-on-year change (%), unless otherwise specified
2023 2024 Q22024 Q32024 Q42024 Q12025 02/25 03/25 04/25
General 44 24 2.7 22 26 23 24 1.9 2.1
Core 5.1 2.5 24 2.5 2.7 2.3 25 19 2.1
Foreign sector
Cumulative balance over the last 12 months in billions of euros, unless otherwise specified
2023 2024 Q22024 Q32024 Q42024 Q12025 02/25 03/25 04/25
Trade of goods
Exports (year-on-year change, cumulative over 12 months) -14 24 -3.7 0.7 24 43
Imports (year-on-year change, cumulative over 12 months) -4.0 22 -5.6 -0.8 22 33
Current balance 15 6.1 42 5.2 6.1 5.6
Goods and services 4.0 6.7 57 6.1 6.7 6.4
Primary and secondary income =25 -0.5 -1.5 -0.9 -0.5 -0.8
Net lending (+) / borrowing (-) capacity 53 9.3 7.9 8.6 9.3 8.5
Credit and deposits in non-financial sectors
Year-on-year change (%), unless otherwise specified
2023 2024 Q22024 Q3 2024 Q4 2024 Q12025 02/25 03/25 04/25
Deposits'

Household and company deposits =23 75 56 6.0 75 6.5 7.1 6.5
Sight and savings -185 -03 -86 -6.7 -0.3 35 25 35
Term and notice 22.2 15.3 24.0 20.9 15.3 93 114 9.3

General government deposits -124 26.7 45 29.1 26.7 29.3 40.6 29.3

TOTAL -2.6 7.9 5.6 6.7 7.9 7.1 7.9 7.1

Outstanding balance of credit’

Private sector -15 2.1 -03 1.0 2.1 33 30 33
Non-financial firms =21 -0.6 -1.8 -0.6 -0.6 0.1 03 0.1
Households - housing -14 32 0.1 14 32 5.1 4.5 5.1
Households - other purposes -03 4.7 25 40 47 5.1 48 5.1

General government =55 0.6 -58 4.1 0.6 -8.0 1.0 -8.0

TOTAL -1.7 2.0 -0.5 0.9 2.0 29 29 29

NPL ratio (%) 2.7 2.4 2.6 2.6 2.4 -0.2

Notes: 1. Residents in Portugal. The credit variables exclude securitisations. 2. Period-end figure.
Source: CaixaBank Research, based on data from the National Statistics Institute of Portugal, Bank of Portugal and Refinitiv.
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Real Estate Sector Report
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Spain’s real estate market
accelerated in 2024, supported

by the easing of financial conditions
and the strong performance of the
Spanish economy. In 2025, we
predict that demand will remain
very strong and, although supply
will continue to gradually grow,
the deficit of housing accumulated
in recent years will sustain
significant price growth, at levels
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Monthly analysis of the evolution
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Tourism Sector Report
S12025

Spain’s tourism sector enjoyed rapid
growth in 2024 and has support factors
to continue expanding in 2025. These
include the economic growth of the
main source countries and the sector’s
price competitiveness, as it continues
to seek a reduction in its seasonality
to avoid congestion during the peak
season and increase the utilisation

of the installed capacity. The good
performance of the tourism sector
will be key in ensuring that catering
continues to enjoy its current level

of buoyancy.
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Flash report on developments
in the euro’s exchange rate
with the major currencies:
the US dollar, pound sterling,
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yuan. It offers technical,
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analysis.
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Sectoral Observatory
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In 2024, the Spanish economy has
experienced widespread growth
across virtually all of its sectors.
The outlook for 2025 also looks
promising, although there will be
differences in growth rates and
the transition to a more sustainable
production system will need to be
tackled head on. The automotive
sector will also face the challenge
of remaining competitive in

the new global ecosystem.
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