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As with many questions, the answer depends on the context. Few things are better for social progress and welfare
than a sustainable rise in wages resulting from increases in productivity, and for growth to be equitable and reach
all workers. In that situation, a high minimum wage is a symptom of productive and competitive firms, of skilled
workers, and of an efficient and equitable labor market. Rising minimum wages due to productivity increases, job
creation, competition in product markets, job quality, efficiency in active policies and higher worker qualification
levels is not only welcome, but the more the better. If these same factors also allow the minimum wage to rise
higher than the median wage, inequality will decrease thus boosting social welfare even further.

But the conditions outlined above must exist in order for wage increases to be sustainable and improve society
without leaving anyone behind. History is littered with well-intentioned measures that had counterproductive results
in their search for non-existent shortcuts. The recent rise in Spain’ s minimum wage may just be one of these
measures, because it does not respond to the above causes. In these circumstances, many firms are not going to
be able to assume the increase in minimum wage and in labor costs, and will be forced to lay off workers or reduce
their working hours.

The circumstances surrounding SMI rises are so important that studies assessing their impact show rather
disparate results depending on the period, countries, regions or cities analyzed. Approximately two thirds of studies
revealed a negative impact on employment, while one third found no impact or a positive effect.

What might happen in Spain? There are reasons to hold off on the optimism. Unemployment still exceeds 14%.
Productivity per hour worked and pricing margins have been in decline for several quarters. Inflation is well below
2%. The 22.3% increase in minimum wage in 2019 is unprecedented and, following on from increases in 2017
(8%) and 2018 (4%), totals an accumulated rise of 37.4%. And the percentage of workers on salaries below the
new minimum wage is around 9%. In this environment, BBVA Research forecasts that between 75,000 and
195,000 fewer jobs will be created in 2019-2020 than without the rise in SMI. In the best of these scenarios, firms
will absorb the minimum wage increase lowering their profits, and thus reducing their price markups. Alternatively,
the impact on employment could be greater if firms offset the wage increase by raising prices in order to maintain
their margins.

The minimum wage hike will have winners and losers. Those keeping their jobs with higher wages will be better off.
But others will lose their jobs, primarily the most vulnerable groups of workers, women and young workers. This is
why a proper evaluation of the 2017 and 2018 minimum wage increases was so essential before additional rises,
and why the efficiency of active labor market policies should be improved to increase the productivity and
employability of the most vulnerable workers.
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DISCLAIMER

This document has been prepared by BBVA Research Department. It is provided for information purposes only and
expresses data, opinions or estimations regarding the date of issue of the report, prepared by BBVA or obtained
from or based on sources we consider to be reliable, and have not been independently verified by BBVA.
Therefore, BBVA offers no warranty, either express or implicit, regarding its accuracy, integrity or correctness.

Any estimations this document may contain have been undertaken according to generally accepted methodologies
and should be considered as forecasts or projections. Results obtained in the past, either positive or negative, are
no guarantee of future performance.

This document and its contents are subject to changes without prior notice depending on variables such as the
economic context or market fluctuations. BBVA is not responsible for updating these contents or for giving notice of
such changes.

BBVA accepts no liability for any loss, direct or indirect, that may result from the use of this document or its
contents.

This document and its contents do not constitute an offer, invitation or solicitation to purchase, divest or enter into
any interest in financial assets or instruments. Neither shall this document nor its contents form the basis of any
contract, commitment or decision of any kind.

With regard to investment in financial assets related to economic variables this document may cover, readers
should be aware that under no circumstances should they base their investment decisions on the information
contained in this document. Those persons or entities offering investment products to these potential investors are
legally required to provide the information needed for them to take an appropriate investment decision.

The content of this document is protected by intellectual property laws. Reproduction, transformation, distribution,
public communication, making available, extraction, reuse, forwarding or use of any nature by any means or
process is prohibited, except in cases where it is legally permitted or expressly authorised by BBVA.
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