A




The Spanish Economy: recent developments and miss@eine 2017

Elaboracion y coordinacion, Direccion General délfsis Macroecondmico y Economia Internacional.
Madrid: Ministerio de Economia, Industria y Compeiilad, Centro de Publicaciones, 2017

V; 26 cm.

1. Espafia-Situacion economica
|. Espafia. Subdireccién General de Analisis Cayahly Previsiones Economicas

Il. Espafia. Ministerio de Economia, Industria y @etitividad. Centro de Publicaciones
338.2(460)

NIPO: 057-17-029-5
e-NIPO: 057-17-030-8

DEPOSITO LEGAL: M-8493-2014

Elaboracion y coordinacion: Secretaria de Estado de Economia y Apoyo a la Eapre
Direccion General de Analisis Macroecondmico y Exofa Internacional
Subdireccién General de Analisis Coyuntural y Pievies Econémicas
Impresion: Centro de impresion digital y disefio.
Ministerio de Economia, Industria y Competitividad.



RECENT EVOLUTION OF THE ECONOMIC INDICATORS

Financial markets

The financial markets evolution in June was cood#d by the monetary policy meetings
of the major central banks, especially by the ggerate rise by the Federal Reserve (Fed) and the
election results in some European countries, theuee of the Italian banking sector as well as by
the fall in oil prices. In this context, the stacklices presented mixed results, the non-peripheral
public debt yields rose and the euro appreciatathagthe dollar.

The ECB maintains the interest rates and the mormgtatimulus

The Governing Council of the European Central BEBEB), in its meeting held ori"8
June 2017, decided to maintain the interest rateth® main financing operations, the marginal
lending facility and the deposit facility unchanged.00%, 0.25% and -0.40%, respectively. The
Governing Council also announced that it expeces dfficial interest rates to remain at the
current levels, or lower, over an extended penwadgch will probably exceed the horizon of the
asset purchases.

With regard to the non-conventional monetary polsgasures, the Governing Council
confirmed that net purchases will continue at a thigrpace of 60 billion euros until the end of
December 2017, or until a later date if necessamg, in any case, until the Governing Council
observes a sustained adjustment of the inflatidh pampatible with its inflation target. On the
other hand, the net purchases will be carried opiarallel with the reinvestment of the capital of
the securities acquired within the asset purchasgramme framework as they expire. If the
outlook was less favourable, or if financial comaiis become inconsistent with further progress
towards a sustained adjustment of the inflatiom pie Governing Council has reiterated that it is
prepared to expand the volume and/or durationisfafogramme.

The Fed increases the interest rates

The Federal Open Market Committee (FOMC) of thedfaldReserve (Fed), in its two
day meeting held on f3and 14' June, decided to increase the target range foFederal Funds
by one quarter of a percentage point, up to 1.0(85%, from the range of 0.75%-1.00% in force
since the last rise, which took place off' March. In the statement that followed the meetihg,
Fed noted the continued strengthening of the ecgnand the soundness of the employment
increase, and considered the recent inflation dsereas transitory. Likewise, the FOMC also
announced the decision to implement a balance ri@atian programme, if the economy evolves
in line with expectations.

The BoE maintains the interest rates and the agsetchase programme

The Monetary Policy Committee of the Bank of EngldBoE), in its meeting held on
14" June, decided to keep the Official Bank Rate 25% (in force since'3August last year)
and to continue with the public debt and corpodsbt purchase programmes, which stand at
435 billion pounds and 10 billion, respectively,ancontext of an inflation rise in May and a
slowdown of GDP. The different opinions within ti@mmittee should be noted, with 5
members supporting a continuity strategy and 3ngotn favour of tightening the monetary

policy.
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G1. MONETARY AND FINANCIAL INDICATORS (1)
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The BoJ maintains the interest rates and the mongtatimulus plans

In the meeting held on 5and 18' June, the Bank of Japan (BoJ) decided to keep the
negative interest to current accounts that findmegtitutions hold at the Bank (-0.1%). Similarly,
the BoJ decided to keep its asset purchase proggamohanged, expanding the monetary base at
an annual pace of approximately 80 trillion yend ahe exchange-traded funds programme
(ETFs), which in the meeting held in July last yeas increased to an annual pace of 6 trillion
yen in its outstanding balance, in comparison éopitevious 3.3 trillion.

The Central Bank of Sweden maintains the intereates and the monetary stimulus

The Executive Board of the Central Bank of Swedeikgbank), in the meeting held on
3 July, decided to maintain its Repo rate at -0.50%prce since 11 February 2016, and to
maintain the current purchase programme of bambigh according to its forecast would reach €
30 billion in 2017 (SEK 290 billion). The entity osiders that the current monetary policy is
adequate in order to achieve the inflation targee.

The 12 month Euribor remains negative and registeezord lows

In the interbank market of the Eurozone, interedes extended the downward path
between late May and early July, in a context whbee ECB maintained an accommodative
monetary policy, and remained negative, until r@agitheir record low in the last weeks of June,
although they rebounded slightly at the end of tth@enth as a result of the monetary policy
tightening expectations. Thus, ofi Buly, the one, six and twelve-month Euribor stabeD.373%,
-0.274% and -0.160%, respectively, versus the 4%37-0.254% and -0.131% recorded at the
end of May. The 12-month Euribor evolution in tpsriod is due to the fall of risk premiums
required in the market (the Euribor-OIS differehtfell four b.p.), partially offset by the
expectations of an increase in interest ratestfhve-month OIS rose by one b.p. in the period).

Non-peripheral European public debt yields increase

In the secondary public debt market, yields de@@as the first part of June, in a context
of volatility, due to the electoral uncertaintykurope and the maintenance of the accommodative
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monetary policy by the ECB. However, since the ehthe month, the expectations regarding a
possible normalization of the monetary policy hds® to a yield increase in most of the non-
peripheral European countries. The 10-year Spaoskl yield stood at 1.57% off' Suly, 3 b.p.
above the figure recorded on*3Way. On the other hand, the German bond yield bys&7 b.p.

in the same period, up to 0.47%, the Spain-Gernuaffigrential standing at 110 b.p., 14 b.p.
below the level recorded in late May. Meanwhilee ®pain-ltaly differential stood at -57 b.p.,
falling by 8 b.p. in comparison to 3May. On the other hand, yields fell in Italy, Rayal and
Greece, in the latter, affected by the Eurogrougement to unblock a new tranche of the rescue
and a rating upgrade by Moody's.

T 1. Public debt yields and differentials
(in % and basis points)

Yields (%) Differentials with Germany (basis pojnts
Countries Dec-30-16| May-31-17| Jul-05-17 | Variation in spregds Dec-30-{lBlay-31-17| Jul-05-17 | Variation in spreads
Period | Annual Period | Annual
1) 2 (3) (3)-(2) | 3)-(1) 4 (5) (6) (6)-(5) | (6)-(4)
Germany 0.21 0.30 0.47 17 26
Holland 0.35 0.52 0.66 14 31 14 22 19 -3 5
Finland 0.35 0.36 0.52 16 17 14 6 5 -1 -9
Austria 0.42 0.60 0.71 11 29 21 30 24 -6 3
France 0.68 0.73 0.81 8 13 47 43 34 -9 -13
Belgium 0.55 0.65 0.81 16 26 34 35 34 -1 0
Ireland 0.77 0.77 0.87 10 10 56 47 40 -7 -16
Spain 1.40 1.54 1.57 3 17 119 124 110 -14 -9
Italy 1.82 2.19 2.14 -5 32 161 189 167 -22 6
Portugal 3.78 3.07 2.96 -11 -82 357 277 249 -28 -108
Greece 7.11 6.09 5.35 -74  -176 690 579 488 -91 -202

Source: Financial Times.
The stock indices show mixed results

In the stock markets, the main indices on bothssafeéhe Atlantic recorded mixed results
during the first weeks of June, in a context ofatitity resulting from the geopolitical uncertainty
the continuation of an accommodative monetary gdig the ECB and the uncertainty regarding
the situation of the banking sector in Italy. Howewduring the second half of the month, indices

T 2. International stock exchange

Level % Variatior
Countries Index Jul-05-17 May-31-17 Dec-30-16
Germany DAX 12,453.68 -1.3 8.5
France CAC 40 5,180.10 -2.0 6.5
Italy FTSE MIB 20,939.39 1.0 8.9
Spain IBEX 35 10,523.60 -3.3 12.5
Eurozone EUROSTOXX 50 3,478.41 2.1 5.7
United Kingdom FTSE 100 7,367.60 -2.0 3.1
United States S&P 500 2,432.54 0.9 8.7
Japan NIKKEI 225 20,081.63 2.2 5.1
China SHANGHAI COMP 3,207.13 2.9 3.3
Mexico IPC 50,300.81 3.1 10.2
Brazil BOVESPA 63,154.17 0.7 4.9
Argentina MERVAL 22,415.77 0.3 325

Source: Bolsa de Madrid, Infobolsa, Stoxx and FongrTimes.
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fell sharply, affected by the expectations of anmalization of the monetary policy and the fall in
oil prices. In Europe, the Eurostoxx 50 index dasesl by 2.1% in the period betweeri' 84ay
and %" July. In Spain, the IBEX 35 fell by 3.3% duringttperiod, reaching 10,523.60 points. On
the other hand, in Italy, the FTSE MIB rose by 1%ing the period, driven by the banking
sector. In the US market, the S&P 500 index in@ddsy 0.9% in a context of volatility due to
uncertainty surrounding future economic policy amahetary normalization decisions.

The euro appreciates against the dollar

With respect to the currency market, the expeatata the monetary policy tightening by
the ECB boosted the euro exchange rate againstdltes in June. Thus, in the period between
late May and early July, the euro appreciated byatffinst the dollar, 3.4% against the yen and
0.4% against the pound, trading at the end of théu$y session at 1.1329 dollars, 128.64 yen and
0.8774 pounds. In the same period, the euro amteecby 0.8% in nominal effective exchange
rate terms vis-a-vis the group of industrialisedrtaes.

The M3 broad monetary aggregate accelerates sligimli May...

The y-0-y growth rate of the M3 broad aggregatehed 5% in May, versus the 4.9%
recorded in April. This evolution was due to theeaeration of marketable instruments (3.1%,
compared to the 1.7% recorded in the previous mpmihd overnight deposits (one tenth, to
10.3%), which more than offset the higher fall stgied by other short-term deposits (-2.9%,
compared to the -2.8% recorded in April) and thewvslown of currency in circulation (three
tenths, down to 3.9%).

T 3. Eurozone monetary aggr egates

May 2017 % Yea-on-vear variatio
Monetary aggregates Balance March April May
(Billion €) 2017 2017 2017
1. Currency in circulation 1,092 3.7 4.2 3.9
2. Overnight deposits 6,384 10.1 10.2 10.3
M1(=1+2) 7,476 9.1 9.3 9.3
3. Other short-term deposits (= 3.1. + 3.2.) 3,456 -25 -2.8 -2.9
3.1. Term deposits up to two years 1,268 -7.4 -8.6 -8.7
3.2. Deposits redeemable at notice up to three rgonth2,188 0.8 0.9 0.8
M2 (=M1+3) 10,932 5.1 5.1 5.1
4. Marketable instruments (= 4.1.+ 4.2.+4.3.) 676 9.0 1.7 3.1
4.1. Repurchase agreements 73 -14.4 -16.9 -16.3
4.2. Money market funds shares/units 511 13.9 8.6 7.7
4.3. Securities other than shares up to two years 91 6.0 -15.3 -1.8
M3 (=M2+4) 11,608 5.3 49 5.0

Source: European Central Bank.
...and so does the financing to the private sedtothe Eurozone

On the other hand, the main counterpart to M3 fithencing to the private sector in the
Eurozone, accelerated one tenth in May, up to 384yyThis evolution is due to the acceleration
of securities other than shares (8.1%, in comparisdhe 7.8% recorded in the previous month)
while the loans growth remained unchanged in comparto the previous month (2.2%) and
shares and other equity slowed down one tenth, dowh3% .Within loans, those received by
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households increased by 2.7%, one tenth more irpadson to the previous month, and those
received by non-financial corporations maintairfeglrtgrowth at 1.6%.

T 4. Financing of private sector in the Eurozone (1)

May 2017 % Year-on-year variation
Balance March April May
(Billion €) 2017 2017 2017
Credit to the private sector 12,981 3.2 29 3.0
Loans 10,747 24 22 22
Households 5,475 25 2.6 2.7
House purchases 4,097 29 3.0 29
Consumer credit 637 44 4.7 6.2
Other lending 741 -11 -11 -1.0
Non-financial corporations 4,341 1.7 1.6 1.6
Insurance companies & pension funds 111 3.6 15 0.3
Other financial intermediaries 821 5.2 2.8 24
Securities other than shares 1,439 84 7.8 8.1
Sharesand other equities 794 44 44 43

(1) Assets of the Monetary Financial InstitutioMH().

Source: European Central Bank.

The stock of financing to the private sector in Spanoderates the growth rate in May

The stock of financing to the private non-finan@attor rose by 0.6% y-o-y in May, one
tenth less in comparison to the figure registeredhe previous month. Financing received by
firms rose by 2%, one tenth less than in April, tuéhe slowdown of securities other than shares
(14.3%, versus the 17.7% registered in the previnasth), while bank loans accelerated three
tenths, up to 0.6% and foreign loans maintainedgitoevth rate at 1.1%. On the other hand,
financing received by households recorded a y-atg of -1.2%, identical to the figure registered
in the previous month, since both loans for housing other bank loans recorded the same rate as
in April (-2.8% and 4.3%, respectively).

T 5. Financing of non-financial sectorsresidentsin Spain

May 2017 % Year-on-year variation
Balance March April May
(Billion €) 2017 2017 2017
Non-financial cor porations and Households 1,622 0.8 0.7 0.6
Non-financial corporations 914 2.2 21 2.0
Bank loans 526 05 0.3 0.6
Securities” 96 19.9 17.7 14.3
External loans 292 0.6 11 11
Households 707 -1.1 -1.2 -1.2
Bank loans. Housing 537 -2.7 -2.8 -2.8
Bank loans. Other 170 45 4.3 4.3
General Gover nment - 2.9 34 -
Total financing - 1.6 17 -

(1) Other than shares.
Source: Banco de Espafia.
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New loan and credit operations to households deeland those to SMEs rise

The amount of new loan and credit operations tesébalds, in cumulative terms for the
last twelve months, decreased by 1.6% y-o-y in N28¢7, in comparison to the 0.1% fall
registered in the previous month. This evolutiodug to the larger decrease of loans for housing
(-10.3%, in comparison to the -7.8% registerechengirevious month) and the slowdown in loans
for consumption (20.1%, versus the 21.9% registanetie previous month), partially offset by
the lower decrease in credits for other purpos&$%e, in comparison to the -8.9% registered in
the previous month). The amount of new loan anditoperations to SMEs (using as a proxy for
these credits those under one million euros) noseymulative terms for the last twelve months
up to May this year, by 3.3% y-0-y, 0.7 points méman in the previous month. On the other
hand, the amount of new loan and credit operateteeding one million euros declined by
24.9% y-0-y, a drop 2.3 points lower than in April.

Spanish economy
Domestic Demand and Production

The Bank of Spain forecasts an acceleration of tBpanish economy in the second quarter, up
to 0.9% g-o0-q

The Bank of Spain (BoS) published the Macroeconoprigjections for the Spanish
economy for the period 2017-2019, a half-yearly tabation of the institution to the joint
Eurosystem macroeconomic projection exercise thatva obtaining the projections for the
Eurozone. Thus, the BoS revised upwards its red? @Dwth forecast for 2017, compared to the
figure published in April, three tenths, up to 3,1€@nfirming the soundness on which the current
expansionary phase is based on. For 2018 and 204 BoS foresees a slowdown, with rates
standing at 2.5% and 2.2%, respectively, two anel t@mth higher in comparison to those of
previous forecasts.

Moreover, in its June Economic Bulletin, the Bo&egees a g-o-q real GDP growth rate
of 0.9% in the second quarter of 2017 for the Sggarconomy, one tenth higher in comparison to
the first quarter, with a domestic demand contidsubf eight tenths (two tenths more than in the
previous quarter) and a net external demand caniitv of one tenth (0.2 points in the first
quarter). On the domestic demand side, the outimpkovement for the second quarter is based
on a further intensification of private consumptaynamism, supported by the continuity of the
job creation process and the favourable evolutibfinancial conditions, as well as the greater
momentum of the investment in construction, whertfgs investment in equipment goods
experienced a less expansionary trend. In line whth expansion of activity in this period,
employment showed a y-0-y increase of 2.8%, theaths higher than the first quarter.

Qualitative indicators of global activity point toavds an extension of the dynamism in the
second quarter of the year

Available qualitative indicators point to a greaperce of progress of the activity in the
months elapsed in the second quarter. Amongst thenbehaviour of th&conomic Sentiment
Indicator (ISE, by its Spanish abbreviation) of the European Coseion stands out, as it rose
half a point in June versus the previous monthchiegy 108.9 (average 1990-2016 = 100). The
ISE was driven by the growth in retail trade coafide (3.7 points), construction confidence (2.8
points) and industry confidence (1.7 points) in panmson to the confidence decline in services
(by 1.7 points) and consumer confidence (0.5 ppifse second quarter of the year ended with
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an average ISE value of 108.4 points, seven ténger when compared to the previous quarter.
Likewise, theGlobal Activity Composite PMI for Spain registered a level of 57.7 in June, half
point higher in comparison to the figure recordedviay and 1.4 points higher in comparison to
the figure registered in the Eurozone (56.3). Témord quarter of the year ended with an average
level of 57.4 (56.6 in the Eurozone), 1.2 poinghlerr versus the first quarter.

On the other hand, the OECDomposite Leading Indicator for Spain designed to
anticipate the turning points in the economic amtiwith regards to its trend, fell one tenth in
May 2017 in comparison to the previous month, rear99.8, slightly below its long term
average (100 = long term average). This indica@lightly below the one corresponding to the
OECD countries as a whole (100) and the Eurozod@.4).

The Spanish economy records net lending vis a tis test of the world in the first quarter of
the year

According to the Quarterly Non-Financial Accounter fthe Institutional Sectors
(QNFAIS) for the first quarter of 2017 published ®@" June by the INE, the Spanish economy
showed net lending vis a vis the rest of the waaldpunting to € 1.5 billion (0.5% of quarterly
GDP), compared to the net borrowing of € 422 milli@gistered in the same period of 2016
(0.2% of GDP). This improvement of the externakinak is explained by the lower deficit of the
income and current transfers balance (€ 2.2 bjllcompared to the deficit of € 4.6 billion
recorded a year earlier), as well as by the impr®ré in the balance of the capital transfers (€ 443
million in the first quarter, compared to the € #8lion registered in the same period of 2016),
partially offset by the decrease in the surplushefforeign trade balance in goods and services
(€ 3.3 billion, compared to the € 4.2 billion reded a year earlier).

By institutional sectors, the net lending of theafiph economy in the first quarter of
2017, versus the net borrowing recorded in the saen@d of the previous year, was due to the
y-0-y increase of the net lending of non-finandatporations (from 4.4% of quarterly GDP in
the first quarter of 2016 up to 5.7% in the sameogeof 2017) and financial institutions (from
1.4% of GDP, up to 2% of GDP), as well as to thduotion of the General Government deficit,
from 3% of quarterly GDP in the first quarter ofi80down to 1.6% in the same period of 2017,
partially offset by the higher net borrowing of Iseholds and non-profit institutions serving
households (5.5% of GDP, compared to 3.1% regssterthe first quarter of 2016).

Private consumption indicators intensify the expaosary trend

Amongst the GDP components on the demand side iangarticular, with regard to
private consumption, the signals from availableidatbrs point to an intensification of the
expansionary trend in the second quarter of 2017.

Among the qualitative indicators, ti@nsumer Confidence Indicator (CCI) published
by the CIS increased almost half a point in Juneypaoed to the previous month, reaching
105.8, above the 100 threshold (indicative of atp@sperception of consumers) for the third
consecutive month. The CCI improvement was due tooge favourable assessment of the
current situation component, which recorded a 2vpadvance, up to 100.6, partially offset by
the 1.1-point drop recorded in the expectation comept, to 111. However, th€onsumer
Confidence Indicator published by the European Commission fell halbapin June, down to
1.4. In the second quarter of 2017, both the Comions and CIS's consumer confidence
indicators increased, recording average values®fafd 106, respectively, versus the -2.8 and
97.7 recorded in the first quarter.
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The favourable evolution of private consumption vedso reflected in the quantitative
indicators, such asetail sales which, with work calendar and price adjusted datzelerated by
1.2 points in May, recording a y-o-y rate of 2.9%,a result of the higher increase rate of the food
component (3.1% y-o-y, two points higher when coragdo the previous month) and the non-food
component, which increased from 2.4% y-o-y in Apil to 3.2% in May. In the same vein,
domestic availability of consumer goods recorded a y-o0-y growth of 0.7% in the second tguanf
2017 (with data observed up to April), followingetB% decline recorded in the previous quarter,
mainly due to the slowdown in exports (0.1%, corepato the 5.3% recorded in the previous
quarter), partially offset by a 1.4% drop in doneptoduction after the null variation observed in
the first quarter of 2017, and the slower pacenofa@ase of imports (1.2%, compared to the 5%
registered in the previous quarter).

On the other handdomestic sales of consumer goods and services, with deflated,
fixed-sample and calendar adjusted data, grew bym3Rtay, compared to the 4.1% recorded in
the previous month, and according to the figures/ided by ANFAC (Spanish Association of
Vehicles Manufacturers)assenger car registrations, ended the second quarter with a y-o-y
increase of 6.5%, 1.4 points lower versus the justrter (7.9%). However, the downward bias of
April data should be pointed out, due to the ddfertiming of the Easter Holidays, which in 2016
was held in March, and in 2017 in April.

The savings rate of households falls in the firatayter of 2017

The private consumption dynamism is based on thkeufable employment evolution,
considering the figures of Social Security coverearkers, which accelerated in the second
quarter, as well as on the confidence improvement the favourable financial conditions.
According to the QNFAIS, in the first quarter, tGeoss Disposable Income (GDI) of Households
and Non-profit Institutions Serving Households (NHRk) registered a 1.9% y-o0-y variation. This
GDI evolution was due to the wage income growth ) 3¥%e non-wage income growth (2%) and
to the rise in net current transfers received (3,9%ich more than offset the increase in current
taxes on income and wealth (4.6%) and currentfeasnpaid (3.7%)

As a result of a more moderate GDI increase in éloolsl consumption than in final
consumption expenditure (4.9% y-0-y), the sectgr@ss negative savings rose from € 826
million in the first quarter of 2016 up to € 5.GlbNn in the same quarter of 2017. The gross
saving rate of households and NPISHs stood at -®#@&DI, almost three pointselow the one
recorded inthe same quarter of 2016 (-0.5%). The savings oatbe sector, calculated as the
moving average for four quarters, reached 7% ofabé seven tenths lower than in the previous
quarter.

G 2. HOUSEHOLD SECTOR G 3. LARGE FIRMS: SALES AND FOREIGN TRADE
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The sector negative savings, together with investni@ 10 billion), partially offset by
other net capital income (€ 291 million), explainet borrowing of the households equivalent to
5.5% of quarterly GDP.

Equipment investment indicators show mixed signals

The available short-term information on equipmenestment shows mixed results in the
second quarter. Thus, according to figures proviagethe DGT truck registrations rose in May,
10.5% y-0-y, versus the 8.2% fall, accumulating@gh of 9.3% in the period from January to
May 2017 (5.8% in the same period of 2016). Onatirer handdomestic sales of equipment and
software in large companies, with deflated, fixed-sample and calendar adjustath recorded a
3.8% growth in May, following the 1.9% drop regr&teé in April.

On the other hand, according to the Business Tayd&arvey, thelndustry Climate
Indicator for investment goods moderated its balance 1.2tpam June, to 2.4 points. This
evolution is attributed to the orders portfolio aptbduction expectations. Thus, the second
guarter ended with a balance of 1.4 points, 0.6tpdower than in the previous quarter. Likewise,
the domestic availability of equipment goods indicator slowed down four tenths in the second
guarter of 2017, down to 1%, as a result of th&@dkecline in imports, following the 3.1%
increase registered in the previous quarter, pigrtaffset by the 1.1 points acceleration of
domestic production, up to 2.7% y-0-y, and by tlever pace of increase of exports (5.5%,
compared to the 8.2% recorded in the previous gfart

Non-financial corporations increase their net lemaly in the first quarter of 2017...

According to the QNFAIS data, non-financial corgamas showed a net lending position
equal to 5.7% of quarterly GDP, 1.3 points higlamtthat registered a year earlier. This increase
is due to a rise in business investment (4% y-twker than that in the GDI of the sector (11%).
In turn, the increase in the latter item was duthéorise of the gross operating surplus (6.7%) and
to the fall in net property income paid (18.5%)rtiadly offset by the rise in net current transfers
paid (15.6%) and the increase of the corporatg4a20). The rise of the gross value added of
companies (5%) contributed to the gross operatinglss increase, while the net taxes of
subsidies on production and compensation of empbyese (7.8% and 3.8%, respectively).
Gross saving, together with the positive balanceatfcapital transfers received, was enough to
finance the investment of non-financial corporagiaresulting in a net lending of € 15.7 billion in
the first quarter of 2017, € 4 billion higher tharthe same period of 2016.

...and the Central Balance Sheet results show a maden in the pace of progress of their
productive activity

According to the Quarterly Central Balance She& gablished by the BoS, non-financial
corporations included in the sample recorded a mmwderate growth in their productive activity
in the first quarter of 2017, the y-o-y variatiohits nominal gross value added (GVA) reaching
1.1%, 5.3 points lower than in the previous qua(6&4%). However, it should be taken into
account that this result has been significantlyuericed by the negative behaviour of the high
number of large companies in the sample, most etin the energy sector. Excluding these
companies, the GVA registered a higher increaséd,6%. The activity slowdown, coupled with
the more expansionary trend of staff expenses (¥-0%, compared to the 0.2% registered in the
previous quarter), led to a more moderate incr@asige gross operating profit (GOP), of 0.5%
y-0-y, compared to the 13.5% recorded in the foqttarter of 2016.



12 Ministry of Economy, Industry and Competitiveness/ Spanish Economy Report / June 2017

The lower GOP growth, together with the slightly magronounced drop in financial
expenses (-11.6%, compared to the -11% registarebifourth quarter of 2016), explains the net
ordinary result slowdown, which grew by 10.9%, a#ind0 points less than in the previous
quarter. The ordinary return on net assets forthedl companies in the sample reached 3.2%,
almost three points lower than the figure recoragtethe previous quarter (6.1%). On the other
hand, the ratio that measures the financial cosr{tial expenses over liabilities) moderated half
a point in comparison to the figure registered he last quarter of 2016, to 2.3%, so the
differential between them (which is an indicatolcompanies’ economic incentives to invest) fell
2.4 points, reaching 0.9 percentage points.

Construction investment continues its recovery

With regard to residential investment, the avadabdicators point to an extension of its
recovery. According to the INE Statistics based on the prigerrecorded in the Property
Registershousing sales fell by 8.6% y-o-y in April, following the strongse registered in the
previous quarter (26.9%). This result was mainlg tlu the decrease of new housing purchases
(-21.5%, compared to the 21.2% rise registerethénprevious month) and, to a lesser extent, to
the 5.3% fall of used housing purchases, afte2818% increase recorded in March. However, it
should be taken into account that this drop in mmupurchases is affected by the different timing
of the Easter Holidays, which in 2016 was held iarth, while in 2017 it was celebrated in April.
Thus, in the two month period from March to Aptihe total number of housing purchases
increased by 8.3% y-0-y.

On the other hand, theimber of mortgages on housing registered a 11.4% y-0-y decrease
in April, following the 20.2% increase recordedtive previous month. The average amount per
mortgaged house rose by 5.4%, which representdenaiion of one point in the rate of advance
in comparison to the figure recorded in the presimonth, so the capital borrowed fell by 6.6%,
following the 27.9% rise registered in the previonsnth. With data adjusted for calendar and
seasonal variations, the number of mortgages omihguose by 2.5% m-o-m in April, five
points less than in March.

Finally, in real terms, therice of private housing, according to the statistics of the
Ministry of Public Works (according to appraisalues), registered a 0.5% y-0-y decrease in the
first quarter of 2017, following the 0.5% rise reded in the previous quarter, due to the rebound
registered by the CPI during that period. On theiphand, according to the INE statistics (based
on sale scripts), it grew by 2.5%, one point l&ésstin the previous quarter, with a 2.7% increase
corresponding to new housing and 2.5% to used hgud.3% and 3.5%, respectively, in the
fourth quarter of 2016).

The industrial activity continues the expansionaiyend

From the supply point of view, amongst the indastactivity indicators, théndustrial
Production Index (IPI), with calendar adjusted data, acceleratedlbyost three points in May,
reaching a y-o-y rate of 3.1%, almost three pdmgher when compared to the previous month
(0.2%). This result was due to the 2.7% increassguipment goods, following the 4.9% decline
recorded in the previous month and, to a lessenéxto the favourable evolution of consumer
goods, which grew by 4.5%, compared to the stghilitserved in the previous month, as well as
the lower drop rate of energy (1.9 percentage ppiot 0.1% y-0-y), which more than offset the
more moderate growth of intermediate goods (3.9 pared to the 5% registered in April).
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G 4. PRODUCTION AND PMI IN THE INDUSTRY G 5. SERVICES: PMI AND TURNOVER INDEX
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Likewise, thelndustry Turnover Index (ITI) adjusted for calendar effects, showed a
stronger dynamism in April, as it registered a 7.$%-y increase, a rate six tenths higher than
that of March. This acceleration is explained kg igher growth rate of energy, which registered
a 34.6% increase, more than four points higher thamprevious month (30.5%), as well as by the
acceleration of intermediate and consumer goodschwhecorded rates of 10% and 7.2%,
respectively, compared to the 7.4% and 5.6% regdte the previous month. On the other hand,
equipment goods fell by 1.1%, following the 3% ease registered in March. Furthermore, the
Industry New Orders Index (INOI), adjusted for calendar effects, extendedekpansionary path
in April, although its y-o0-y growth (9.6%) was Ipints below the one registered in the previous
month. This evolution was due to the slowdown ofiipment goods, whose growth reached
7.2%, almost six points lower than the figure resgisd in March, partially offset by the more
expansionary trend of energy, which rebounded uegiistering a rate of 34.4%, 4.2 points higher
than in March, and the acceleration of intermedeatd consumer goods, 2.5 and 0.7 points,
respectively, to 10.9% and 6.9% y-o0-y.

The most recent qualitative indicators of the indusctivity have generally shown
positive signs. Thus, thedustrial Climate Indicator (ICI), published by the Ministry of Energy,
Tourism and Digital Agenda, stood in June at 2.ihigp after the 0.5 balance registered in May,
due to the rise of the order portfolio of almosbtpoints, up to 7.1, and the drop of the stocks
level (6.5 points, compared to the 9.7 registerethe previous month), partially offset by the
slight moderation in production expectations, 8/ @oints, to 5.8. Thus, the ICI ended the second
quarter of 2017 with a balance of 0.9 points, aeording a negative balance of 0.1 points in the
previous quarter. On the other hand, teaufacturing industry PMI for Spain reached 54.9 in the
second quarter of 2017, slightly higher versuspievious month (54.8). On the other hand, the
Industrial Confidence Index published by the European Commission fell 0.8 {oin the period
between April and June, mainly due to a less faaoler valuation of the production forecasts,
which fell by 6 points, in comparison to the prexsanonth, down to 4.5 points.

The recovery of activity continues in the constrigt sector

The activity in the construction sector continules tecovery path. Thus, tioduction
Index in the Construction Industry (PICI), published by Eurostat, moderated the ydegline rate
by 2.8 points in April, to -1.3%, as a result oé thuilding component evolution, whose y-o-y rate
reached -1.5% compared to the -8.5% registered anch while the civil works component
slowed down by almost 19 points, reaching a y-agrease of 0.9%. In the first four months of
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2017 as a whole, the PICI ended with an annualageevariation of -3%, compared to the 2.6%
increase registered in the last quarter of 2016.

With regards to the construction activity leadindicators, according to construction new
permits of the Ministry of Public Work$loorage approvals in new construction moderated the
y-0-y growth rate by 19 points in April, to 2.2%fluenced by the different timing of the Easter
Holidays. This slowdown was due both to the redidemomponent smaller increase (10.6%
versus 13% in March) and to the 26.1% fall of tlwm-nesidential component, following the
63.3% rise registered in March. On the other haatent apparent consumption (domestic sales
plus imports minus exports in volume) registerekb&8% increase in May in y-o0-y terms, versus
the 2.3% decrease registered in the previous mdriils result was due to the increase in
domestic sales (15.7% y-o-y, versus the 1.4% dedlagistered in April) and imports (9.8%,
following the 24.7% drop recorded in the previousnth), as well as to the fall in exports (-5%,
compared to the -1.2% recorded in the previous h)ont

The service sector activity continues to show dadsgrowth

With regards to the services sector, 8eevices Sector Turnover Index (SSTI), with work
calendar adjusted data, accelerated 1.3 point$iil, Aip to 8.2% y-0-y, which is the highest rate
since June 2006. The SSTI higher dynamism is exgthiby the performance of its two
components: trade, which grew by 8.9%, 1.5 poirgsenthan in March, and other services, which
increased 7%, compared to the 5.7% recorded ipréhgous month.

On the other hand, amongst the qualitative indrsattihe Services PMI reached 58.3 in
June, one point higher in comparison to the figiegistered in the previous month, and the
highest level in almost two years. This result &bsost three points above the figure reached by
the Eurozone (55.4). The strong activity growthiha sector was due to the increase of consumer
demand, in line with the strengthening of the ecoieaconditions, which resulted in a greater rate
of expansion of the new orders. The second quaft2®17 ended with an avera§ervices PMI
value of 57.8, 1.4 points higher than in the faqsarter.

The tourism sector indicators maintain a high dynasm

The tourism sector continues to show a high dynemishus, among the indicators
published, the arrival of 7.9 million internation@urists to Spain in May 2017 stands out, a
figure 11.7% higher than the one recorded a yedreeaAccording to the Survey of Tourist
Movements on Border, this figure represents a stowdof 4.3 points in comparison to that
registered in the previous. On the other handjadta expenditure by tourists who visited Spain
in May was 13.3% higher than in the same month @62 (19.7% y-0-y in April). The
expenditure growth has been greater than thatuoistaarrivals (11.7%), which resulted in a y-o0-y
increase in the average expenditure per tourists®o, 1.7 points less versus the previous month.
In this case, the possible upward bias of the dbfspril due to the different timing of the Easter
Holidays should be noted.

Similarly, overnight stays in hotels registered a y-o-y variation of 3.8% y-0-y in May,
following the 19.3% increase recorded in the presimonth. The slower pace of increase was
mainly due to domestic overnight stays, which gbs#0.6% y-o-y, following the 33.7% recorded
in April and, to a lesser extent, foreign overnighays, which went from recording a 11.7% in
April to falling down to 5.1% in May. This trend &so observed iair passenger traffic, which
registered a y-o-y growth of 7.5% in May, which negents a slowdown of 9.5 points compared
to the previous month (17% in April), due both tee tevolution in domestic traffic, which
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increased by 5.8%, 7.2 points less than in Apnld anternational traffic, which increased by
8.1%, compared to the 18.7% recorded in the pravioonth.

Prices
Inflation fell by seven tenths in May, down to 1.9%

The Consumer Price Index (CPI) rose by 1.9% in M@g7, a rate seven tenths lower
than in the previous month and matching the flagimate issued by the INE. The lower inflation
in May is mainly due to the moderation of the griowate for fuels and lubricants prices, as well
as to the slowdown of tourist packages pricesy #fie rebound experienced in April because the
calendar effect associated with the Easter Holidaigch this year were held in April, unlike last
year, when they were fully celebrated in March.

Energy products prices increase by 8.3% y-o0-y

Energy products prices rose by 8.3% y-0-y in May, Boints less than in April. This
evolution is due to the slowdown of fuels and laarits prices (which fell from 11.5% y-0-y in
April down to 4.9% in May). On the other hand, gaises accelerated 1.7 points, up to 8.3%, and
the y-o0-y rate of electricity prices remained unued at 16.2%.

Non-processed food inflation stood at 2.8%, sixhsrbelow the figure recorded in the
previous month, with the evolution of fresh vegétaband legumes prices standing out, as they
slowed down 3.8 points, down to 3.3% and, to aelesgtent, of fresh fruits prices, which fell
from 5% in April down to 3.2% in May.

Core inflation falls by two tenths, down to 1%

Core inflation, which excludes the most volatileraents from the CPI (non-processed
food and energy), fell by two tenths in May, downl®6, due to the slowdown in services prices
and, to a lesser extent, in non-energy industoaldg prices, partially offset by the higher growth
rate of processed food prices.

Services slowed down by four tenths, down to 1.@%6&a result of the evolution of tourist
packages, whose prices went from growing by 209%ril to 7.9% in May. This behaviour has
been influenced by the calendar effect of the E&édéidays.

On the other hand, non-energy industrial goodseprislowed down by two tenths, to
0.1%, with the performance of clothing and footwpaces standing out, as they went from 0.3%
in April down to 0.1% in May.

Lastly, prices of processed food, beverages anactambrose by 0.4% in May, two tenths
more than in April. The behaviour of oils and fatsould be mentioned, as they went from
growing by 0.5% in April to 2.3% in May. In food aswhole, prices grew by 1.2% y-o0-y, as in
the previous month, due to the fact that the tvnthi acceleration of processed food offset the six
tenths slowdown of non-processed food.

According to the CPI flash estimate, inflation falby four tenths in June, down to 1.5%

According to the flash estimate published by th& Ifhe y-o0-y rate of the national CPI
stood at 1.5% in June 2017, four tenths lower imgarison to May. According to the INE, it is
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worth noting the fall in fuel prices (diesel andrp8, compared to the rise they experienced in the
same month of last year, and also the performahekectricity prices, which rose less this month
than in June 2016.

G 6. CPI GROWTH CONTRIBUTION BY SECTORS G 7. GENERAL CPI AND CORE INFLATION
in percentage points y-0-y change in %
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The harmonised inflation, estimated by the SpaREDP flash estimate, stood at 1.6%
y-0-y in June, a rate four tenths lower than the oggistered in May. On the other hand, the
advance of the Eurozone’s HICP flash estimate, ipudl by the Eurostat, recorded a y-o-y
variation of 1.3%, one tenth lower compared to Migulting in an inflation differential for
Spain with respect to the Eurozone of three teial$ that of last May.

The PPI slows down by seven tenths in May, dowb 826 y-0-y

The Producer Price Index (PPI) registered a 0.1f&tan in May 2017 compared to the
previous month, versus the 0.8% registered in #meesmonth of 2016. In y-0-y terms, the PPI
variation rate stood at 5.3%, seven tenths lowan that registered in April. This slowdown was
due to the lower growth in energy prices and, téesser extent, in production prices of
intermediate and durable consumer goods, partilet by the acceleration of prices of non-durable
consumer goods. On the other hand, equipment gpades maintained their growth rate
unchanged.

Energy production prices rose by 13.2% y-o0-y in MayB points less than in April.
According to the NACE classification, within theezgy component, coke and oil refining stand
out, as their prices slowed down by 12 pointsjrfglfrom 26.1% y-o0-y in April down to 14.1% in
May.

The non-energy PPl moderated its y-0-y growth matelay by two tenths, to 2.6%, with
different behaviours among its components. Interatedgoods prices grew by 3.4%, seven
tenths less than in the previous month. In tuns, ékolution was influenced by metallurgy prices,
which grew by 14.9%, 4.5 points less than in Amid, to a lesser extent, by the chemical
industry prices, which increased by 3.9%, a rabepbints lower than in the previous month.
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Consumer goods rose by 2.6% in May, two tenths rniimme in April. By components,
this increase in the pace of growth is explainedhgyevolution of non-durable consumer goods
prices, which accelerated by four tenths, up t&&@.Burable consumer goods rose by 0.1%, three
tenths less than in the previous month. Among naadgle consumer goods, olive oil production
prices stood out, as they rose by 29.9% y-o0-y, @ints more than in the previous month.
Consumer prices of food, beverages and tobaccavd®le, increased by 3.6% (3.2% in April).
Finally, equipment goods prices maintained theiwgh rate at 1% y-o-y.

Labour Market

The labour market dynamism continued in June tb&r yconsidering the evolution of the
Social Security covered workers, which increased 3% y-o-y, a rate slightly lower in
comparison to the previous month. By activity bfaexs; this evolution is mainly explained by the
slowdown of employment in agriculture, with the BdcSecurity covered workers growth,
excluding agriculture, remaining at 3.9% for th&dhconsecutive month. On the other hand,
registered unemployment decreased by 10.7% y-beyntimber of unemployed reaching similar
levels to those registered in January 2009.

With regard to costs, the wage cost per workerrandth fell by 0.2% y-o0-y in the first
quarter of 2017, in comparison to the null variatregistered in the same period of the previous
year, according to the Labour Costs Quarterly Surve

Social Security covered workers rose by 3.8% yin-june

The average number of Social Security covered werkase by 87,692 people in June
2017 compared to the previous month, reaching B3143.

By branches of activity, the number of Social S#gucovered workers rose in June
versus May in all non-agricultural sectors, with®& covered workers more in services, 17,520
in industry and 11,725 in construction, whilst aghiure registered 28,070 less covered workers.
By NACE activity sections, with gross data and tbe General (excluding Agrarian and
Domestic Workers Special Systems) and Self-empldyedimes, it is worth noting the m-o-m
increase in hotel business, with 38,812 Social Styccovered workers more, and in wholesale
and retail trade, motor vehicles and motorcyclgmire with 32,431 more. On the other hand, it
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should be highlighted the reduction of 52,766 Sdsecurity covered workers in education, very
similar to the one registered a year earlier (52 jAlthe same month of 2016).

With seasonally adjusted data, Social Security eVevorkers increased by 53,690
people in June, 0.3% m-o-m (60,815 in May, als@4),3inking more than three years and a half
of positive m-o-m rates (since December 2013).

In y-0-y terms, 672,835 Social Security covered kgos more were registered in June,
3.8%, a rate one tenth lower than that recordeMay. By activity branches, the growth rate
remained at 3.8% in services for the third conseeumonth, while Social Security covered
workers slowed down in the other branches: by enéhtin industry, to 3.1%; by three tenths in
construction, to 6%; and by 1.3 points in agriadtudown to 2.3%. Social Security covered
workers excluding agriculture increased by 3.9%lerthird consecutive month.

By NACE activity sections, with gross data and ttee General (excluding Agrarian and
Domestic Workers Special Systems) and Self-empl®&®@gimes it is worth highlighting, within
the non-agricultural sections, the hotel businedgse variation rate decreased by three tenths,
down to 5.8% y-o0-y, and construction, which weotirrising by 6.3% in May to 6% in June. On
the other hand, Social Security covered workelsdiministrative and auxiliary services activities
accelerated by one tenth, up to 5.5%, and it rgs& %% in health and social services activities, a
rate also one tenth higher than in May.

According to the professional situation, both thegerearner and self-employed y-o-y
growth rates fell by one tenth, down to 4.4% ar@%€.respectively.

In the General Regime and for the total of 12.9iomlcovered workers whose type of
contract is specified in the statistics, 50.9%he&f y-o0-y job creation in June was permanent and
49.1% temporary, with a y-o0-y increase of 3.8%tfa former, one tenth less in comparison to
the figure recorded in May, and of 7.4% for thedgtthe same figure as in the previous month.

In the second quarter of 2017 as a whole, the dnraration rate of Social Security
covered workers was of 3.8%, four tenths highen tha one registered in the first quarter.

G 10. SOCIAL SECURITY-COVERED WORKERS G 11. REGISTERED UNEMPLOYMENT
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Registered unemployment falls in June by 10.7% y-o-

Registered unemployment fell by 98,317 people meJcompared to the previous month
(-124,349 in the same period of last year). Assaltethe total number of registered unemployed
stood at 3,362,811.

By activity branches, and with unadjusted datajsteged unemployment fell in all
non-agricultural branches in comparison to the ipresyrmonth: in services (by 75,101 people), in
construction (by 10,168) and in industry (by 10,04&griculture recorded 7,249 unemployed
more. In the group without a previous employmengraployment fell by 10,249 people in June.

With seasonally adjusted data, registered unempoyrfell by 21,668 people in June, a
decrease equivalent to a -0.6% m-o-m (-1.1% in May)

In y-0-y terms, unemployment dropped by 404,243ppem June, equal to a 10.7% fall,
four tenths lower than in the previous month.

By branchestheregistered unemployment y-o-y pace of decline mestéerin all of them
in June: by 3.7 points in agriculture, up to -10;3% one tenth in services, to -9.1%; by half a
point in industry, to -13.2%; and by three tenthsonstruction, up to -19.4%.

It should be noted that youth unemployment (petygllew 25 years old) fell by 49,481
people in the last year, that represents a 16.5% yop (-17.5% in May).

In the second quarter of 2017 as a whole, regdtareemployment g-o-q variation rate
stood at -10.9%, a sharper pace of decline, bpdiis, than in the first quarter.

The wage cost per worker and month fell by 0.2%-y-im the first quarter of 2017

According to the Quarterly Labour Cost Survey, hie first quarter of 2017 the average
labour cost per worker and month stood at € 2,48Rure equal to the one registered in the same
quarter of 2016.

The labour cost stabilisation in year-on-year termidowing the 0.8% fall in the previous
quarter, was due to the evolution of its two congis: wage and other costs.

Total wage cost fell by 0.2% y-0-y in the first que, down to € 1.829 (73.7% of total
labour cost), a fall six tenths lower compared® previous quarter. In turn, the evolution of ltota
wage cost is explained by the evolution of bothrany wages (89.4% of total wage cost), which
stabilised, after falling by 0.3% in the previougager, and extraordinary wage cost, which
moderated its fall by 1.7 points, to 1.3%. On tlieeo hand, payment of arrears fell by 4.7%,
compared to the 1.1% increase recorded in the gque\quarter.

In g-o-g terms and with calendar and seasonallysaelyl data, both the labour cost and its
two components, wage costs and others costs sthilfollowing the slight decrease of the
previous quarter.

From a sectorial point of view, labour costs rogeDi9% y-o-y in industry (0.6% in the
previous quarter), while it decreased by 1.3% instaction (-1.4% in the fourth quarter of 2016)
and by 0.1% in services (-1% in the previous quari®ith regards to the wage cost, it rose by
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0.8% in industry (0.5% in the fourth quarter of 8Qdwhile it fell by 1% in construction (-1.6% in
the previous quarter) and by 0.3% in services §0i®the previous quarter).

On the other hand, the labour cost per effectivekea hour increased by 0.1% g-o-q,
with seasonally and calendar adjusted data, in eolsgn to the 0.1% fall registered in the
previous quarter and the wage cost per hour stetilifollowing the 0.1% fall registered in the
fourth quarter of 2016.
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The average agreed wage increase in collective bargg agreements stands at 1.3% up to
June

According to the Collective Bargaining AgreementstiStics published by the Ministry of
Employment and Social Security, the average agwade rise stood at 1.3% (with the
information available up to the end of June 20i1hge tenths above the wage increase agreed in
the financial year 2016, revised. Among the agredgmtaking effect in 2017, the agreed wage
variation was 1.6% for those signed this year, caneqh to the 1.2% for those signed before 2017.

The salary increase in 2016, after including thésiens by wage guarantee clauses,
reached 1%, the same as the one initially agrebdsd figures are provisional, as long as the
statistics continue to include agreements whick &fkect in 2016.

External sector
The Spanish economy generates net lending to thst of the world

According to the Balance of Payments data, in A@R017, the Spanish economy
generated net lending to the rest of the world aring to € 633 million, a figure lower than the
one registered in the same month of 2016 (€ 2l®mjl This decrease is due to the fall of the
current account balance, partially offset by thghslincrease in the capital account surplus.

The current account balance recorded a € 448omifiurplus in April, versus the surplus
of € 2.5 billion registered in the same month cf@0as a result of a 21.7% y-o0-y reduction of the
goods and services surplus and to the increase 18 ®illion of the deficit of primary and
secondary income. On the other hand, the surpltiseircapital account ended at € 185 million,
versus the surplus of € 154 million of April lastay.
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The trade deficit rises in April

According to Customs data, the trade balance recoeddeficit of € 1.2 billion in April
this year, compared to a deficit of € 637 milli@gistered a year earlier. The trade deficit rise wa
due to the deficit increase of the energy compqgnelnich rose by 23% and, to a lesser extent, to
the non-energy component, whose surplus fell b%%6.

In cumulative terms for the last twelve months opApril 2017, the trade balance
recorded a deficit of € 21.6 billion, compared wile € 22 billion deficit registered a year earlier
This 1.8% improvement in the external balance is tlu the reduction of the 0.6% energy
component deficit and to the increase in the nargnsurplus, of 12%.
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Real exports and imports of goods decline in Apdile to the calendar effect of the Easter
Holidays

According to Customs figures, goods exports deectas April by 2% y-o-y, and their
prices, approximated by unit value indices, incedaBy 0.7% (1.5% in March), resulting in an
2.7% fall in real terms, after the 15.2% growthistgred in the previous month, although these
rates are affected by the calendar effect of tretdEddolidays, which in 2016 was celebrated in
March and in 2017 in April. The analysis by prodgebups in real terms and in y-o-y terms,
shows generalised falls in April, except for expat intermediate energy goods, which virtually
doubled. Exports of food consumer goods fell by @hey grew by 10% in March), non-food
consumer exports declined by 14.4% (they incredsed6.6% in the previous month), capital
goods exports fell by 1.6% (they grew by 24.3% e tprevious month) and non-energy
intermediate goods exports decreased by 0.3% (ticegased by 13.7% in March).

By geographical areas, exports in volume to theofemn Union decreased by 4% in
April, in comparison to the 12.2% increase regesien March, and exports outside the Union
decreased by 0.3%, following the 21.1% increaserdsxl in the previous month.

Goods imports increased by 0.5% y-0-y in nominahtein April, and their prices rose by
5.1% (11.4% in March). These price changes weretaldle 17.4% rise in energy goods prices
and in other products (3.7%). As a result, impaortseal terms, experienced a y-o-y decrease of
4.4%, following the 6.9% rise registered in theviwas month. The analysis by products of
imports in real terms and in y-o0-y rates refleettsfin imports of food and non-food consumer
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goods, of 6.8% and 9.2% and in imports of non-gnarggrmediate goods, of 8.9% following the
rises of 11.3%, 2.4% and 6.2% of the previous mamrtspectively. On the other hand, imports of
capital goods rose by 1.5% (20.5% in the previoaostit) and those of energy intermediate goods
accelerated by 17.4 points, up to 23.6%.

By geographical areas and in real terms, impoos fthe European Union fell by 10.1%
y-0-y in April, following the 9.8% increase recoddan March. Real imports from the rest of the
world recorded an increase of 4.1% versus the 8&oragistered in March.

The "momentum” of exports remains positive

The "momentum” (change during the last three momthsomparison to the previous
three months) of exports, in real terms, registexrqubsitive rate in April (0.8%) for the seventh
consecutive month, due to the positive contributtdmon-OECD countries, which more than
offset the negative contribution of EU countrieg. Boducts, the positive contribution of capital,
non-food consumer and non-energy intermediate getadgls out. The "momentum” of imports
was positive in April (0.4%), for the seventh cangé/e month, due to the positive contribution
of EU countries and non-EU members of the OECD t@ms By products, the positive
contribution of capital and energy intermediate dpstands out versus the negative contribution
of non-energy intermediate goods.

The financial balance generates net capital inflowsApril

According to the Balance of Payments, the finanoghnce, excluding the Bank of Spain
assets, recorded net capital inflows of € 6.3dmllin April, versus the net outflows of € 4.3
billion recorded a year earlier. This result is laxged by the net inflows registered by portfolio
investment (€ 4.6 billion), direct investment (€76&iillion), and other investment (€ 1.1 billion)
while financial derivatives recorded net outflowdittle importance (€ 11 million).

The assets net variation recorded net capital awsfl(investments) of € 3.2 billion in
April, versus the net inflows of € 2.6 billion rstgred in the same month of 2016. On the other
hand, the liabilities net variation generated miows (investments) of € 9.6 billion, versus the
net outflows of € 7 billion recorded a year earlier

The net debtor position of the Bank of Spain vis¢é the Eurosystem decreases

The net debtor position of the Bank of Spain vigsathe rest of the world decreased by
€ 9.1 billion in April, due to the fall of € 9.61bon registered in the net debtor position visia-v
the Eurosystem and to an increase of € 33 millioreserves. On the other hand, the remaining
net assets fell by € 507 million.

The Net International Investment Position decreasiés debtor balance in the first quarter of
2017

On the other hand, the Bank of Spain published\li&ielnternational Investment Position
figures for the first quarter of 2017. This quareded with a debtor balance standing at € 972.7
billion (86.5% of GDP), compared with the € 1,00biflion (92.4% of GDP) registered in the
same period of 2016.
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The € 115.6 billion y-o0-y reduction of the NIIP deb balance, excluding the Bank of
Spain, in the first quarter of 2017, was the restih decrease in the net debtor position of direct
investment, portfolio investment, other investmamd financial derivatives.

The ratio of gross external debt to GDP fell fro®02% (€ 1.84 trillion) in the first
quarter of 2016 down to 169.9% in the first quaate2017 (€ 1.91 trillion).

Public Sector

On 27" June the Ministry of Finance and Civil Service pubbshthe data of non-financial
transactions of the General Government and itsesubss, in terms of National Accounts for the
first quarter of 2017, as well as the non-finand¢rahsactions of the Central Governmeie
Regional Governments and the Social Security Funils,consolidated data, for April. Likewise,
the Ministry published the State monthly budgetcexen data for May, both in terms of
National Accounts and Cash.

In addition, the Ministry of Employment and Soci&écurity published the monthly
budget execution data of the Social Security, imgeof Cash, corresponding to May.

On the other hand, the Bank of Spain (BoS) pubtighe General Government Debt data,
following the Excessive Deficit Procedure (EDP) hmetology, for the first quarter of 2017 as
well as for April, and the Debt data for the Stat@responding to May.

The General Government deficit in the first quartef 2017 stands at 0.39% of GDP

In the first quarter of 2017, the General Governmetorded a deficit, in terms of
National Accounts, of € 4.5 billion (0.39% of GDP®2.5% lower compared to the figure
registered in the same period of 2016 (€ 7.8 jlicThis deficit decrease is explained by an
increase in non-financial resources (3.6% y-o-ghkr than the one registered by non-financial
uses (0.2% y-0-y).

Within the non-financial resources of the Generav&nment, tax revenues rose by 3.9%
in the first quarter compared to the same peridth@fprevious year, mainly due to the increase of
current taxes on income and wealth (4%) and taxeproduction and imports (3.7%). On the
other hand, social contributions rose by 5.2%.

Non-financial uses of the General Government seéntyeased by 0.2% y-0-y in the first
quarter, with the rise of intermediate consumpiidr3%), social transfers in kind of purchased
market production (2.5%) and social benefits (1.4%hding out. On the other hand, interest fell
by 10%.

The General Government consolidated deficit, exchgl Local Governments, stood at 0.82%
of GDP up to April

On a consolidated basis, the Central Governmeast,Regional Governments and the
Social Security Funds recorded up to April 201&#fait of € 9.5 billion (0.82% of GDP), 29.4%
lower in comparison to the same period of 2016 1%?20f GDP). This deficit decrease is
explained by a y-o0-y increase of non-financial teses (3.8%) higher than the one recorded by
non-financial uses (0.4%)
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The increase in revenues was mainly due to the inseaxes (5.6%) and social
contributions (4.3%). Regarding non-financial usdlsmain items rose, except interest, which fell
by 8.1%, standing out the rises of intermediatesuomption (1.6%), subsidies (11.7%), social
contributions (1.2%) and transfers in kind (3.3%).

The budget execution of the Central Government @nle first four-month period of
2017 with a deficit of € 8.0 billion, equal to 0%%f GDP, 0.48 points below the one recorded in
the same period of 2016 (€ 13.0 billion, 1.17% &R}. This deficit reduction, compared to the
first four-month periodf 2016, is due to the fall of non-financial usesich fell by 4.2%, down
to € 66.9 billion) and to the rise in non-finanaiesources (3.6%, up to € 58.8 billon).

The increase of resources is due to the rise ofdegnues (5.3%), and, in particular, to
the current taxes on income and wealth (16.7%),tdufie fact that the first instalment of the
Corporate Income Tax in 2017 includes the regwatbianges of Royal Decree-Law 2/2016 and
Royal Decree-Law 3/2016. On the other hand, theedse in uses is mainly explained by the fall
in interest (-9%) and the lower transfers to otministrations (-5.3%), in particular to the State
Public Employment Service (known in Spanish as SEHMWe expenditure of the Central
Government eligible to be included in the calculatof the expenditure benchmark decreased by
2.3% y-0-y, with an amount of € 31.7 billion in cparison to the € 32.5 billion registered in the
first four-month period 02016.

Up to April, the Regional Governments accumulateteficit of € 3.3 billion (equivalent
to 0.29% of GDP), 57.2%igher than in the same period of 2016 (€l2llion, 0.19% of GDP).
This higher deficit is explained by a y-o0-y deceea$ non-financial resources (-0.3%) and by an
increase of non-financial uses (2.1%). The decrgasesources is explained by the y-o-y drop of
transfers from other General Government sub-sectdr8.9%. In turn, this decrease is partly
explained by the lower advanced payments made éoystate. The uses growth is mainly due to
an increase in intermediate consumption (2.3%) @wdpensation of employees (1.8%), which
includes in several Communities the pending amocotesponding to the release of the bonus
pay of 2012. The expenditure of the Regional Gowemis eligible to be included in the
calculation of the expenditure benchmark incredse®.9% y-o-y, with an amount of € 44.0
billion.

As for Social Security Funds, these ended the fost-month period of 2017 with a
surplus of € 1.9 billion, equal to 0.16% of GOfe hundredth higher than in the same period of
2016 (€ 1.7 billiongequivalent t00.15% of GDP). This higher surplus is due to arease of
non-financial resources (1.5%) higher than theregestered by non-financial uses (1.2%). Social
contributions increased by 4.7%, while transfeceneed from the State decreased by 12.1% and
interest generated by the Social Security Resewvel Foy 51.7%. On the other hand, the rise in
uses is mainly due to the evolution of expenditomesocial contributions, which increased by
1.2%, despite the fall in both unemployment begeditd in those granted by the Wage Guarantee
Fund (known in Spanish as FOGASA).

The State’s deficit in terms of National Accountalls by 31.6% y-0-y up to May

Up to May 2017, the budget execution of the Statded with a deficit, in terms of
National Accounts, of € 16.2 billion (1.39% of GDB)L.6% lower than the deficit accumulated
in the same period of 2016. This lower deficit whge to a y-0-y increase in non-financial
resources (6.3%) and a decrease registered byimameial uses (-4.5%).
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The increase in resources is mainly due to theudiool of tax revenues (7.7%), which in
turn is mainly explained by the growth of the Cagie Income Tax, by 50.7%, and VAT by
5.3%. The increase in the Corporate Income Taxiestd the increase in revenues from the first
instalment which reached € 5.7 billion, compareth®€ 2.8 billion registered in 2016, since the
one made in 2017 includes the impact of the regutathanges of Royal Decree-Law 2/2016 and
Royal Decree-Law 3/2016.

On the other hand, the decrease in uses is maidyalthe lower current transfers within
General Government (-5.6%), the lower contributiorthe budget of the EU based on VAT and
GNI resources (-17%) and the interest fall (-5.4%9,well as to the lower compensation of
employees (-5.6%).

In terms of Cash, the State recorded a deficit 6{&billion up to May 2017 (0.50%
of GDP), in comparison to the deficit of € 14.4libih recorded in the same period of 2016.
Non-financial revenues registered a y-o-y increas&.9%, reaching € 50.5 billion, while
non-financial payments decreased by 8.5%, down36.€ billion.

Tax revenues up to May increase by 9.1% in homogersterms

Total tax revenue (including the Regional and Ldgallernments’ share) recorded a y-0-y
increase of 9.5% up to May, mainly due to the iasesof the first instalment of the Corporate
Income Tax (made in April), the labour withholdingsd the VAT collection. In homogeneous
terms, that is, adjusted by the different tax re&im both years, the IVMDH refunds (health cent)
and the deferrals of public entities, tax revenuese by 9.1%. The remaining non-financial
revenue decreased by 14.9%. Without including tlegiéhal and Local Governments, and in
non-homogeneous terms, tax revenues rose by 13.5%.

Within total taxes, revenue from Personal Incomg, Trecluding the Regional and Local
Governments’ share, increased by 3.3% up to Mag, on the one hand, to the rise of labour
incomewithholdings (3%, which is explained by the riseeimployment and pensions), and, on
the other hand, to the rise of capital withholdi\238%). In homogeneous terms, after correcting
the effect of tax refunds in both years and deéerrals of public entitieshé increase stands at
4.3%.

Revenue from Corporate Income Tax reached € 2lidrblip to May, versus a negative
figure of € -536 million registered in the sameipeérof the previous year, due to the increase of
the first instalment of the Corporate Income Tiaade in April), responsible for the collection of
€ 2.9 billion more than in 2016. This increase ues the impact of the regulatory changes
introduced by RDL 2/2016 and RDL 3/2016, in fordace October and December 2016,
respectively.

VAT revenue, including the Regional and Local Goweents’ share, increased by 8.2%
y-0-y up to May, de to the increase of the final expenditure suli@MAT and to the change in
deferrals regulations, which contributed to an adidal income of € 627 million up to the end of
May. In homogeneous terms, adjusted by the diffet@nrefunds, the increase stands at §%.
the effect of the deferrals is also excluded, tiregase stands at 6.8%.

Excise duties collection, including the Regionadl &iocal Governments’ share, was 2.1%
higher compared to the figure registered in theespariod of 2016, mainly due to the increase in
the Tax on Hydrocarbons (4.8%, which in homogeneeuss, corrected for the health cent
refunds, stood at 2.3%), despite the reductidxicise on Tobacco Products (-4.5%).
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Non-financial expenditure decreases by 8.5% up tay

With regard to expenditure, total non-financial peynts decreased by 8.5% up to May in
comparison to the amount accumulated in the samedpef 2016, due to the fall of its main
components. In particular, it is worth mentioniig tfall in interest expenditure (-12%), current
transfers (-5.4%), real investments (-36.9%) arpitabtransfers (-16.8%).

With regard to the borrowing requirement of thet&té rose by 34.9% y-0-y up to May,
reaching € 18.2 billion, versus the € 13.5 billr@eorded in the same period of 2016. The rise in
the net variation of financial assets contributedhis increase (€ 12.4 billion, compared to the
€ -844 million registered in the same period of @0dnd in particular the current account in the
Bank of Spain. The borrowing requirement was maiiygnced through mid and long term
domestic debt (€ 22.7 billion).

The Social Security records a surplus up to May

On the other hand, up to May 2017, the Social Sgc@ystem (Managing Entities,
General Treasury and Mutual Insurers) recordedsiof € 2.8 billion in terms of Cash (0.24%
of GDP), 3.7% below the figure recorded in the sgragod of 2016 (€ 2.9 billion). Revenues
increased by 2.9% mainly due to the favourable @vah of social contributions (4.6%, up to
€ 44.8 billion) and of current transfers (0.6%, wp€ 8.5 billion), despite the fall in other
revenues. On the other hand, payments rose by 1@ty due to the increase recorded by
pensions (3%, up to € 44.6 billion).

The General Government Debt-to-GDP ratio falls inet first quarter of 2017

In the first quarter of 2017, the General Governnigebt-to-GDP ratio, according to the
EDP methodology reached 100.4%, a percentage t@glits lower than the one registered in
same quarter of the previous year (101.2% of GDP).

By subsectors, th€entralGovernment Debt stood at 87.8% of GDP in the Grsrter of
2017, nine tenths below in comparison to the figegstered in the same period last year. On the
other hand, the Regional Government EDP Debt reh@#8% of GDP, versus the 24.5%
registered in the first quarter of 2016. Local Goweent registered an EDP Debt equivalent to
2.8% of GDP, four tenths lower compared to the riguecorded in the same period of the
previous year. Finally, the EDP Debt of the So8aturity Administrations stood at 1.5% in the
first quarter of 2017, compared to the 1.6% regesten the same period of 2016.

The General Government EDP Debt accelerates in Apri

According to the BoS, the General Government Dehbtined € 1,117.1 billion in April,
3.4% higher than in the same period of the previ@as, which implies an increase of five tenths
in comparison to the growth registered in Marcl9%2).

By subsectors, the State EDP Debt stood at € 9Blién, a figure 3.7% higher in
comparison to that registered a year earlier. Tebtf Other Bodies belonging to the Central
Government reached € 38.4 billion, which implie$6a0% decrease in comparison to April last
year. On the other hand, the Regional Governmem BBbt reached € 281.8 billion, 6.0% higher
in comparison to the figure registered in the sammnth of 2016. The Local Government
subsector registered in April an EDP Debt equa€ t82.0 billion, 10.0% lower versus a year
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earlier. Finally, the EDP Debt of the Social Setyusubsector reached € 17.17 billion, a figure
slightly lower than the one registered in April BOE 17.18 billion).

...as well aghe State’s in May
At the end of May, the State Debt, according to B methodology, stood at € 967.8

billion, compared to the € 926.4 billion registeregiear earlier, which represents a y-o-y increase
of 4.5%, seven tenths higher in comparison tortheease registered in the previous month.

July 2017



