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RECENT EVOLUTION OF THE ECONOMIC INDICATORS

Financial markets

The financial markets evolution in September wasddmned by the monetary policy
meeting of the Federal Reserve (Fed), which agreedtart the reduction of its balance sheet in
October, the proposal of a tax reform in the US iatstration and the result of the general
elections in Germany. Likewise, the markets hage Aken affected by the hurricanes that hit the
Atlantic, the tensions between the United Statek Morth Korea, as well as the increase in oll
prices. In this context, the main stock indices paldlic debt yields rose and the euro depreciated
against the dollar.

The ECB maintains the interest rates and the mormgtatimulus

The Governing Council of the European Central BEEEB), in its meeting held on"7
September 2017, maintained the interest rates enmin financing operations, the marginal
lending facility and the deposit facility unchang#d.00%, 0.25% and -0.40%, respectively. The
Governing Council also announced that it expeatdrikerest rates to remain at the current levels
over an extended period, which will clearly excéeslhorizon of net asset purchases.

In the press conference that followed the meetirdywaith regard to the non-conventional
monetary policy measures, the Governing Councifiooed that net purchases will continue at a
current monthly pace of 60 billion euros until teieed of December 2017, or until a later date if
necessary, and, in any case, until the Governingn€ibobserves a sustained adjustment of the
inflation path compatible with its target. The perchases will be carried out in parallel with the
reinvestment of the capital of the securities asgliwithin the asset purchase programme
framework as they expire. If the outlook was lem#ofirable, or if financial conditions become
inconsistent with further progress towards a suosthiadjustment of the inflation path, the
Governing Council intends to expand the volume andfuration of this programme. Any
decision in this respect will be taken in Octobeabthe meeting to be held in December.

The Fed maintains the interest rates and begingeaduce its balance sheet

The Federal Open Market Committee (FOMC) of theefadReserve (Fed), in its two
day meeting held on f%nd 26' September, decided to maintain the Federal Funideest rates
within the target range of 1.00%-1.25%, set inrtieeting held in June.

The FOMC believes there is still room for a neveriicrease before the end of the year
and expects three rate hikes in 2018, two moreQit92and one in 2020. Likewise, the Fed
announced that a gradual reduction of its bondig@artand mortgage-backed assets - MBS - will
start in October. These currently stand at $ 4libtr. The reduction will start with $ 10 billion
per month, $ 6 billion in bonds and $ 4 billionMBS, by not reinvesting all of the maturities.
This amount will increase by $ 10 billion more eagfarter until reaching a maximum of $ 50
billion per month. Once this ceiling has been reactlthe amounts will remain stable until the
treasury securities reach levels considered adedqoatrticulate the monetary policy.

The BoE maintains the interest rates and the agsetchase programme
The Monetary Policy Committee of the Bank of EndldBoE), in its meeting held on

13" September, decided to keep the Official Bank R&t@.25% (in force since®3August last
year) and to continue with the public debt and ooate debt purchase programmes, which stand
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at 435 billion and 10 billion pounds, respectivetya context of volatility of the pound sterling
and rising inflation. Seven members of the Committere in favour of maintaining the monetary
policy and two considered it appropriate to inceegderest rates. The Committee will assess the
situation in November, in the context of the infiatreport and the macroeconomic projections.

G1. MONETARY AND FINANCIAL INDICATORS (1)

INTEREST RATES EURO EXCHANGE RATE MADRID STOCK EXCHANGE
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The BoJ maintains the interest rates and the mongtatimulus plans

In the meeting held on $0and 21 September, the Bank of Japan (BoJ) decided to keep
the negative interest to current accounts thatnfired institutions hold at the Bank (-0.1%).
Similarly, the BoJ decided to keep its asset puseh@mogramme unchanged, which expands the
monetary base at an annual pace of approximatetyilBOn yen, and the exchange-traded funds
programme (ETFs), which was increased to an anpaeé of 6 trillion yen in its outstanding
balance.

The 12 month Euribor remains negative and registeexord lows

In the interbank market of the Eurozone, interegés continued the downward trend
between late August and late September, in a contéhere the ECB maintained an
accommodative monetary policy, and remained negatimtil reaching their record low in the
last week of the period. Thus, on"2September, the one, six and twelve-month Euriboods
at -0.372%, -0.273% and -0.172%, respectively, userthe -0.373%, -0.273% and -0.161%
recorded at the end of August. The 12-month Eurdwaution in this period is due to the fall of
risk premiums required in the market (the Euribe&@ifferential fell two b.p.), partially offset
by the expectations of an increase in interessrétee twelve-month OIS rose by one b.p. in the
period).

European public debt yields increase

In the secondary debt market, yields decreaseleiitst part of September, in a context
of expectations regarding the ECB's monetary pofiogeting and risk aversion due to the
geopolitical tensions. However, the subsequent lagye@political tensions, the announcement of
the normalisation of the Fed's balance sheet améidbal plan of the US administration have led
to a generalised increase of yields. Thus, theekd-Bpanish bond yield stood at 1.63% ofi 29
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September, 19 b.p. above the figure recorded dm8gust. On the other hand, the German bond
yield rose by 11 b.p. in that period, up to 0.47b&, Spain-Germany differential standing at 116
b.p., 8 b.p. above the level recorded in late Augdeanwhile, the Spain-Italy differential stood
at -55 b.p., falling by 4 b.p. in comparison tottbh31™ August. On the other hand, yields fell by
45 b.p. in Portugal, due to the rating upgrade tap&ard and Poor's.

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

Yields (%) Differentials with Germany (basis pojnts
Countries Dec-30-16| Aug-31-17| Sep-29-17| Variation in spreads Dec-30118ug-31-17| Sep-29-17| Variation in spreads
Period | Annual Period | Annual
1) 2 3 3)-2) | 3)-(1) O] (5 (6) (6)-(5) | (6)-(4)
Germany 0.21 0.36 0.47 11 26
Holland 0.35 0.50 0.58 8 23 14 14 11 -3 -3
Finland 0.35 0.36 0.62 26 27 14 0 15 15 1
Austria 0.42 0.57 0.63 21 21 21 16 -5 -5
Ireland 0.77 0.68 0.73 -4 56 32 26 -6 -30
France 0.68 0.66 0.74 8 6 a7 30 27 -3 -20
Belgium 0.55 0.66 0.74 19 34 30 27 -3 -7
Spain 1.40 1.44 1.63 19 23 119 108 116 8 -3
Italy 1.82 2.03 2.18 15 36 161 167 171 4 10
Portugal 3.78 2.83 2.38 -45  -140 357 247 191 -56 -166
Greece 7.11 5.59 5.65 6 -146 690 523 518 -5 -172

Source: Financial Times.
The stock indices rebound in September

In the stock markets, the main indices on bothssmfethe Atlantic fell during the first
week of September, in a context of volatility dedvfrom the geopolitical tensions and the euro
appreciation. However, the indices edged upwartly lan, driven by the lower geopolitical
tensions, the downward trend of the euro exchaatgeagainst the dollar and the announcement
of the monetary policy normalisation by the FedElrope, the Eurostoxx 50 index rose by 5.1%
in the period between 31st August and 29th SeptenibeSpain, the IBEX 35 rose by 0.8%
during that period, reaching 10,381.5 points. Gndther hand, in the United Kingdom, the FTSE
100 fell by 0.8% during the same period. In ther&@ket, the S&P 500 index increased by 1.9%,
in a context of normalisation of the monetary pplic

T 2. International stock exchange

Level % Variatior
Countries Index Sep-29-17 | Aug-31-17 Dec-30-16
German DAX 12,828.86 6.4 11.7
France CAC 40 5,329.81 4.8 9.6
Italy FTSE MIB 22,696.32 4.7 18.0
Spair IBEX 35 10,381.50 0.8 11.0
Eurozone EUROSTOXX 50 3,594.85 5.1 9.2
United Kingdon FTSE 10 7,372.76 -0.8 3.2
United States S&P 500 2,519.36 1.9 125
Japan NIKKEI 225 20,356.28 3.6 6.5
Chine SHANGHAI COMF 3,348.94 -0.4 7.9
Mexico IPC 50,343.05 -1.7 10.3
Brazil BOVESP£ 74,293.51 4.9 23.4
Argentina MERVAL 26,074.33 10.5 54.1

Source: Bolsa de Madrid, Infobolsa, Stoxx and FongrTimes.
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The euro depreciates against the dollar

With respect to the currency market, the euro b&gptember with a strong appreciation,
in a context of high volatility arising from the geolitical tensions. However, at the end of the
month, the expectations of the US monetary polmynalisation and the outcome of the German
elections slowed down the rise of the euro, bogdiire dollar exchange rate. Thus, in the period
between late August and late September, the eynedated by 0.2% against the dollar and by
4.1% against the pound and appreciated by 1.5%sigtie yen, trading at the end of thé"29
September session at 1.1806 dollars, 0.8818 paumtld 32.82 yen. In the same period, the euro
depreciated by 0.1% in nominal effective excharage terms vis-a-vis the group of industrialised
countries.

The M3 broad monetary aggregate accelerates in Asigyu

The y-0-y growth rate of the M3 broad aggregates ringe tenths in August, up to 5%.
This evolution was due to the acceleration of awyen circulation (two tenths, up to 3.6%) and
overnight deposits (five tenths, up to 10.6%) adl &e to the lower rate of decline of other
short-term deposits (-2.7% compared to the -3.286rded in July) and marketable instruments
(-1.4%, compared to the -2.4% registered in theipus month).

T 3. Eurozone monetary aggregates

August 2017 % Yea-on-vear variatio

Monetary aggregates Balance June July August

(Billion €) 2017 2017 2017
1. Currency in circulation 1,099 3.8 3.4 3.6
2. Overnight deposits 6,532 10.6 10.1 10.6

M1(=1+2) 7,632 9.6 9.1 95
3. Other short-term deposits (= 3.1. + 3.2.) 3,451 -3.0 -3.2 2.7
3.1. Term deposits up to two years 1,246 -9.4 -10.0 -9.1
3.2. Deposits redeemable at notice up to three rgonth2,206 1.1 1.2 1.4

M2(=M1+3) 11,083 5.3 4.9 54
4. Marketable instruments (= 4.1.+ 4.2.+4.3.) 660 -0.6 -2.4 -1.4
4.1. Repurchase agreements 72 -18.6 -18.5 -10.6
4.2. Money market funds shares/units 517 5.0 3.7 5.6
4.3. Securities other than shares up to two years 71 -13.9 -19.7 -28.6

M3 (=M2+4) 11,743 4.9 45 5.0

Source: European Central Bank.

...and financing to the private sector slows down

On the other hand, the main counterpart to M3 fitiencing to the private sector in the
Eurozone, slowed down two tenths in August, dow2.8% y-o0-y. This evolution is due to the
lower growth rate of securities other than shates points, to 6%) and shares and other equity
(2.7%, in comparison to the 5.7% recorded in threvipus month), partially offset by the higher
growth of loans (2.5%, versus the 2.3% recordeduly). Within loans, those received by
households increased by 3.1%, two tenths more nmpaoison to the previous month, and those
received by non-financial corporations grew by 1.48comparison to the 1.2% registered in the
previous month.
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T 4. Financing of private sector in the Eurozone (1)

August 2017 % Year-on-year variation

Balance June July August
(Billion €) 2017 2017 2017
Credit to the private sector 12,992 31 3.0 2.8
Loans 10,761 24 23 25
Households 5,508 3.0 29 3.1
House purchases 4,133 3.3 31 34
Consumer credit 642 5.9 6.7 6.7
Other lending 733 -11 -1.3 -1.2
Non-financial corporations 4,302 12 12 14
Insurance companies & pension funds 115 8.3 37 4.0
Other financial intermediaries 837 35 3.3 34
Securities other than shares 1,443 7.2 75 6.0
Sharesand other equities 788 6.5 5.7 27

(1) Assets of the Monetary Financial InstitutioMH().
Source: European Central Bank.

The stock of financing to the private sector in Spantensifies slightly the fall in August

The stock of financing to the private non-finan@attor fell by 0.5% y-o-y, three tenths
more in comparison to the figure registered in Agig&inancing received by firms slowed down
six tenths, registering a null variation, due te thll of foreign loans, following the stabilisatio
registered in the previous month and the slowdofaseourities other than shares, partially offset
by the lower rate of decline of bank loans. On dkiger hand, financing received by households
recorded a y-o-y rate of -1.1% in August, one tdmngfher in comparison to the figure recorded in
the previous month, due to the lower fall of lodmshousing and the acceleration of other bank
loans.

T 5. Financing of non-financial sectorsresidentsin Spain

August 2017 % Year-on-year variation

Balance June July August
(Billion €) 2017 2017 2017
Non-financial cor porations and Households 1,603 -0.2 -0.2 -0.5
Non-financial corporations 897 0.6 0.6 0.0
Bank loans 511 -1.6 -1.0 -0.9
Securities® 95 14.4 13.0 12.2
External loans 291 0.5 0.0 -1.7
Households 706 -1.1 -1.2 -11
Bank loans. Housing 534 -29 -2.9 -2.8
Bank loans. Other 173 4.6 4.2 4.6
General Gover nment - 2.8 2.9 -
Total financing - 1.0 10 -

(1) Other than shares.
Source: Banco de Espafia.

New loan and credit operations to households and Edtise

The amount of new loan and credit operations tesébalds, in cumulative terms for the
last twelve months, increased by 2.9% y-o-y in Asigl017, a rate 2.3 points higher in
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comparison to the figure registered in the previomath. This acceleration is due to the lower
decrease of loans for housing (-3.3%, in comparigothe -6.8% registered in the previous
month) and for other purposes (-4%, versus thé&s3&istered in the previous month), while the
growth of loans for consumption remained stablé8&v%. The amount of new loan and credit
operations to SMEs (using as a proxy for theseitsrédose under one million euros) rose, in
cumulative terms for the last twelve months up t@#ést this year, by 5.3% y-0-y, 0.4 points less
than in the previous month. On the other hand,atfm@unt of new loan and credit operations
exceeding one million euros declined by 12.7% y-a-glrop 2.6 points lower than in July.

Spanish economy
Domestic Demand and Production
The Bank of Spain maintains the growth forecasttbie Spanish economy in 2017 at 3.1%

According to the macroeconomic projections for Bganish economy for the period
2017-2019, published by the Bank of Spain (BoS3, kel GDP growth will stand at 3.1% in
2017, as forecasted in June. For the period 2018;2@ envisages the extension of the
expansionary trend of the Spanish economy, alth@igh more moderate rate, foreseeing a real
GDP growth of 2.5% in 2018 and of 2.2% in 2019palsth no changes compared with previous
forecasts.

Moreover, the BoS foresees a q-0-q real GDP graoati of 0.8% in the third quarter of
2017, one tenth lower in comparison to the previpuester, with a domestic demand contribution
equal to the one registered in the second quafté.6 percentage points (p.p.) and a net external
demand contribution of 0.1 p.p., two tenths belbe figure registered in the second quarter. In
line with the evolution of the activity forecastéat this period, employment showed a y-o0-y
increase of 2.6%, two tenths lower than in the sé@uarter.

Qualitative indicators point towards the maintenamof the expansionary trend of the activity
in the third quarter of the year

Available qualitative indicators point towards tbentinuation of the dynamism of the
global activity in the third quarter of the yeamAngst them, th&conomic Sentiment Indicator
(ISE, by its Spanish abbreviation) of the European Comimisstands out, as it rosi tenths in
September versus the previous month, reaching 1@@®&age 1990-2016 = 100), the second
highest value since April 2001 (111.8 in Deceml@t5). The breakdown by component reflects
a rise in construction confidence (9.7 points),ustdy confidence (2.7 points) and retail trade
confidence (1.6 points), in comparison to the aderice decline in services (-1.3 points) and
consumer confidence (-0.9 points). The third quastehe year ended with an average ISE value
of 109 points, six tenths higher when comparedhto grevious quarter. In the same vein, the
Global Activity Composite PMI for Spain continued to show strong activity growttSeptember,
registering a level of 56.4, 1.1 points higher amparison to the figure recorded in August and
three tenths lower in comparison to the figuresesged in the Eurozone (56.7). The third quarter
of the year ended with an average level of 56.1i{5®e Eurozone), 1.3 points lower versus the
second quarter.
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The Spanish economy records net lending vis a ks test of the world in the second quarter of
the year

The Spanish economy showed net lending vis a @gdhkt of the world, amounting to €
5.9 billion (2% of quarterly GDP) in the second gaaof 2017, € 805 million below the figure
registered in the same period of 2016 (€ 6.7 Wi]l.4% of GDP). This evolution of the external
balance is explained by the higher deficit of theome and current transfers balance (€ 5.2
billion, compared to the deficit of € 4.5 billioraorded a year earlier), as well as by the decrease
in the surplus in the balance of the capital trarss¢€ 330 million in the second quarter, compared
to the € 661 million registered in the same penb@016), partially offset by the increase in the
surplus of the foreign trade balance in goods amdices, of € 243 million, compared to the
second quarter of 2016, reaching € 10.8 billion.

By institutional sectors, the y-o0-y decrease of iileé lending of the Spanish economy in
the second quarter of 2017 is explained by theimkecbf the balances of non-financial
corporations, which registered net borrowing eqoaD.6% of quarterly GDP, versus the net
lending registered in the same period of 2016 (102%DP), as well as by the lower net lending
of households and Non-Profit Institutions Servingulsleholds (NPISHs), which fell from 8.2% of
GDP in the second quarter of 2016 to 6.7% in tloese quarter of 2017. On the other hand, the
General Government reduced its deficit by 2.2 pooft GDP compared to the period between
April and June 2016, down to 6.9% and financialitasons recorded higher net lending (2.8% of
quarterly GDP, eight tenths higher in comparisorih® figure recorded in the same period in
2016).

Private consumption indicators maintain the expaonsary trend

Amongst the GDP components on the demand side, regfard to private consumption,
the signals from available indicators generallynpdo an extension of the expansionary trend in
the third quarter of 2017, although more modetaaa in the second quarter.

Among the qualitative indicators, ti@onsumer Confidence Indicator (CCI), published by
the Sociological Research Centre (known in SpaasICIS), rose eight tenths in the period
between July and September in comparison to thaqu® quarter, reaching an average level of
106.8, above 100 for the second consecutive qudrtes result, a record high in the quarterly
average of the series that began in September 280&xplained by an improvement in the
assessment of the current situation, which rosgdis in the third quarter, up to 101.5 points,
partially offset by the slight two tenths drop resed in the expectation component, which stood
at 111.9. However, th€onsumer Confidence Indicator published by the European Commission
fell 1.3 points in the third quarter of 2017, dowm 0.2, due to the worse unemployment
prospects, in comparison to the rise in consumargan trends in the household situation, the
general situation of the economy and savings.

Among the quantitative indicatorsetail sales, with work calendar and price adjusted
data, slowed down by 1.3 points in the period betw&uly and August, recording a y-o-y rate of
1.2%. This less expansionary evolution is due ® dlower pace of increase of the non-food
component (1.3% y-o-y, 1.5 points lower when coragdo the second quarter), while the food
group kept the growth rate unchanged (2.7% y-dfythe same veindomestic availability of
consumer goods, with seasonally and deterministic effects (caleralad outliers) adjusted data,
recorded a y-o0-y growth of 3.3% in the third quarté the year (the latest observed data
corresponds to July and forecasts in August ande8der), almost two points higher when
compared to the previous quarter.
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On the other handdomestic sales of consumer goods and services, with deflated,
fixed-sample and calendar adjusted data, grew bY63y-0-y in July, compared to the 5.2%
recorded in the previous month, and according ® fthures provided by ANFAC (Spanish
Association of Vehicles Manufacturerggssenger car registrations ended the third quarter with
a y-o0-y increase of 5.8%, seven tenths lower vetfsaidirst quarter (6.5%).

The savings rate of households falls

According to the Quarterly Non-Financial Accourtds the Institutional Sectors, the Gross
Disposable Income (GDI) of households and NPISHgstered a 2.6% y-0-y increase in the
second quarter of 2017. This evolution was du&¢onage income growth (2.9%), the non-wage
income growth (5%) and to the rise in net curreamigfers received (1.1%), partially offset by the
increase in current taxes on income and wealt®gRahd current transfers paid (4.3%).

As a result of the higher GDI of households and $Hd and the increase in final
consumption expenditure (4.6% y-0-y), the savirage stood at 14.8% of the GDI, more than one
point and a half lower when compared to that oéaryearlier (16.4%). The savings generated by
households was enough to finance the investmetiteofector and other net capital expenses,
recording a net lending equivalent to 6.7% of GhRhe second quarter, 1.5 points below the

figure registered in the second quarter of 2016.

Equipment investment indicators show mixed signals

The available short-term information on equipmerestment shows mixed results in the
third quarter. Thus, according to the Business €ang Survey, théndustry Climate Indicator
for investment goods improved its balance 8.2 gaimtSeptember, to 10.6 points. Thiglution
is attributed to the orders portfolio and productexpectations increase, as well as to the fall in
stocks. This indicator ended the third quarter vatbalance of 3.9 points, 2.4 points higher in
comparison to the previous quarter. In the sane &ncording to figures provided by the General
Direction of Traffic,truck registrations recorded an 11.7% y-0-y rise in August, 1.4 polotger
versus the previous month, accumulating an incre8e5% in the first eight months of the year

(5.1% in the same period of 2016).

G 2. HOUSEHOLD SECTOR G 3. HOUSING: MORTGAGES AND CREDIT
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On the other hand, thammestic availability of equipment goods indicator, with seasonally
and deterministic effects (calendar and outliedjusted data, fell by 0.5% y-0-y in the third
quarter (forecast in August and September), condp&methe 0.2% increase recorded in the



Ministry of Economy, Industry and Competitiveness/ Spanish Economy Report / September 2017 11

previous quarter. On the other hamdbmestic sales of equipment and software in large
companies, with deflated, fixed-sample and calendar adjustath recorded 8.7% fall in July,
following the 6% rise registered in June.

Non-financial corporations register net borrowingnithe second quarter of 2017

Non-financial corporations showed a net borrowingition equal to 0.6% of GDP in the
second quarter of the year, versus the net lerafidig?% of GDP registered in the same period of
2016. This result was due to the fact that thegsasing, which fell by 1.3% y-o0-y, together with
net capital income, was not enough to finance lessimvestment, which rose by 8.5% y-o-y.

The decrease in savings of non-financial corponatis, in turn, explained by the increase
in net property income paid (13.2%) and corporat®me tax, close to 72%, partially offset by
the growth of the gross operating surplus (5.6%@ tre decrease in net current transfers paid
(15.1%).

The rise of the gross value added (GVA) of firms2¢s) contributed to the gross
operating surplus increase, while the taxes netubkidies on production and compensation of
employees rose (22.2% and 4.8%, respectively).

According to the Quarterly Central Balance She& gablished by the BoS, non-financial
corporations included in the sample recorded aedeer in their productive activity in the second
quarter of 2017, the y-o0-y variation of its nomigVA, at factor cost, reaching -1.6%, versus the
0.7% rise recorded in the previous quarter. Howeieshould be taken into account that this
result has been influenced by the negative behawbthe high number of large firms in the
sample, most of them belonging to the energy seé&xcluding these firms, the GVA rose by
2.2%. The overall production activity fall, coupledth the higher increase of staff expenses
(these accelerated three tenths, up to 1.9%),teelinl a higher fall rate of the gross operating
profit (GOP), of 4.8% y-o0-y, compared to the slifdlt (-0.4%) recorded in the previous quarter.

The GORP fall, partially offset by the lower dropfinancial expenses (-5.7%, compared to
the -15.6% registered in the first quarter), expahe behaviour of the net ordinary result, which
fell by 4.2%, following the 12.1% increase registéin the previous quarter. On the other hand,
the ordinary return on net assets for all the fimthe sample reached 4.1%, more than one point
higher than the figure recorded in the previousrigung3%). On the other hand, the ratio that
measures the financial cost (financial expenses l@atglities) rose 0.3 points, up to 2.5%, so the
differential between them (which is an indicatorfiols’ economic incentives to invest) rose
almost one point, reaching 1.6%.

Construction investment continues the expansiongityase

With regard to residential investment, the avadabbicators point to an extension of the
pace of progress of the activitéccording to the INE Statistics based on the pripgrecorded
in the PropertyRegisters,housing sales rose sharply again in July, registering a high-y-o
increase, of 16.8%, although more moderate tharfitjuee registered in the previous month
(19.2%). Such moderation in the growth rate was ttué¢he lower dynamism of both used
housing purchases, which rose by 17.7% y-o-y, ariet@and a half lower versus the previous
month, and new housing purchases, which grew y%43/-0-y, 7.3 points less than in June. Up
to July, housing purchases accumulated an averagehincrease of 13.7%, seven tenths higher
than in the same period of 2016.
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On the other hand, theumber of mortgages on housing rebounded in July, rising by
32.9% y-o0-y, almost twice as much as in the previoonth (16.5%). The average amount per
mortgaged house rose by 3.8%, six tenths less ithalune, and the capital borrowed for
mortgages on housing rose by 38%, a rate 16.49bigher than in the previous month. It should
be noted that the y-o-y rebound of the number oftgages on housing in July this year is partly
explained by the base effect derived from the logures recorded in July 2016, due to the
suspension in that month of the registration of sanortgages under the jurisprudence of the
Supreme Court (sentence 364/2016 of June 201@)eartfairness of some terms on the interest
rates for late payment. With seasonally and caleadpusted data, the number of mortgages on
housing fell by 0.2% in July compared to June oiwihg the m-o-m rise recorded in the previous
four months (6.5% in June).

Finally, theaverage price of private housing per square meter, according to the Ministry

of Public Works and Transport statistics of theraged value of housing, registered a y-o-y
increase of 1.6% in the second quarter of 201 7tesiths lower than in the previous quarter. New
housing prices (up to five years old) grew morerplya(2.8%, a rate three tenths lower than the
figure recorded in the first quarter) than thoseiséd housing (1.4%, versus the 2.1% registered
in the previous month). In real terms, the pricpfate housing moderated slightly the y-o-y fall
rate in the second quarter of the year, one tdntl.4%, due to the Consumer Price Index
rebound registered in that period. Since the rebayd recorded in early 2007, the average real
price of housing per square meter has fallen byg%5.although it is already 4% above the
minimum recorded in the second quarter of 2014.

The industrial activity growth rate moderates

From the supply point of view, amongst the indastectivity indicators, théndustrial
Production Index (IPI), with calendar and seasonally adjusted deggistered a 1.8% y-0-y
increase in August, one tenth lower when compardle previous month. By destination groups,
the lower IPI y-0-y dynamism in August is explaingy the lower pace of growth of equipment
and intermediate goods, almost entirely offset loy growth in consumer goods and the null
variation in energy, after the falls registeredbwth cases in the previous month. In particular,
equipment goods slowed down by 1.4 points in Augdsetvn to 1% y-0-y, and intermediate
goods went from growing by 5% in July to registet.3% y-0-y variation. Conversely, consumer
goods recorded a 1.1% increase, compared to & sigginease of 0.1% recorded in the previous
month, and energy registered a null variationpfeihg the 0.7% fall recorded in July.

The Industry Turnover Index (ITl) and thelndustry New Orders Index (INOI), adjusted

for calendar effects, showed a lower dynamism iy.Jlhe ITI registered a y-o0-y increase of
5.2% and the INOI of 4.1% (5.6% and 7%, respectiviel the previous month). By components,
the ITI evolution is due to the slowdown of equipthand consumer goods, 3.6 and 0.6 points,
respectively, down to 0.4% and 3.1%, partially effdy the acceleration of the energy
component, 5.3 points, up to 13.2%, and intermediabds, one point, up to 8.9%. Likewise, the
less expansionary evolution of the INOI is explditey the slowdown of consumer goods, more
than one point and a half to 2.5%, and by theifakquipment goods (-4.4%, compared to the
8.5% increase recorded in the previous month),enindlermediate goods and energy accelerated
by 2.9 and 4.6 points, respectively, up to 10.9% Eh2%.

The most recent qualitative indicators of the indusctivity have generally shown
positive signs. Thus, thedustrial Climate Indicator (ICl), published by the Ministry of Energy,
Tourism and Digital Agenda, stood in September.atpdints, after the slightly negative balance
(-0.3) registered in August, due to the rise of ahger portfolio and the production expectations
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of almost 6 points and 4.2, respectively, partialffset by the increase in the stocks level, 3.1
points, up to 9.4. In the same vein, timdustrial Confidence Index published by the European

Commission rose 2.7 points in September, mainly wua more favourable valuation of the

production forecasts, which rose by 4.7 pointsgomparison to the previous month, and to an
increase of 7.6 points in the order portfolio levEhe manufacturing industry PMI for Spain

reached 54.3 in September, almost two points higkesus the previous month, showing the
continuation of the expansionary evolution of teeter. The third quarter of 2017 ended with an

average Industry PMI value of 53.6, 1.3 points Iotkkan in the previous quarter.

G 5. CONSTRUCTION ACTIVITY INDICATORS
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The activity in the construction sector remains dymic

The construction sector shows a high dynamismoagh more moderate than in previous
months. TheProduction Index in the Construction Industry (PICI), published by Eurostat,
moderated the y-o-y growth ratey two points in July, to 5.4%, as a result of thalding
component slowdown, which rose by 7.4% y-o-y, & rabre than one percentage point lower
than that recorded in the previous month (8.6%,the decline in civil works (-3.7%), following

the 3.4% rise registered in the previous month.

With regards to the construction activity leadindicators, according to construction new
permits, floorage approvals in new construction maintained in July the strong dynamism
registered in previous months, recording a y-otg & 38.8% (49% in the previous month) and
ending the first seven months of the year with a&rage annual increase of 21.9%, four points
higher than in the same period of 2016. This ewotudf the permits in July was due to the
non-residential component, which increased by 79.8ltowing the 18.6% decline of the
previous month, while the residential componenttviesm growing by 80.8% in June to 28.5%
in July. Likewise, thefficial tenders rose by 13% y-o-y in July, 3.5 points lower whempared
to the previous month, due to the acceleratiorhefliuilding component, 5.1 points to 61.5%,

while civil works fell by 7.4%, after the slightérease (0.4%) registered in June.

On the other handgonfidence in the sector, according to the European Commmssio
indicator, registered an improvement of 9.7 poimtsSeptember, following the seven points
decrease recorded in the previous month, reaclifigl.- The two components of the indicator
improved, the employment expectation in the sectwnponent almost by 16 points and the

orders component by 3.8 points. Activity and ppecespects in the sector also advanced.
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The service sector activity continues to show adsgrowth...

With regards to the services sector, 8sevices Sector Turnover Index (SSTI), with work
calendar adjusted data, slowed down 2.1 pointsilyy deaching a y-0-y rate of 4.4%. The SSTI
lower expansionary trend is explained by the evatuof the trade sector, which grew by 3.8%,
2.5 points less than in June, and, to a lower éxisnthe slowdown of other services, 1.4 points,
to a rate of 5.5%.

Amongst the qualitative indicators, tiservices PMI reached 56.7 in September, seven
tenths higher in comparison to the figure registerethe previous month, and almost one point
above the figure registered by the Eurozone. Thovement was due to the higher growth rate
of new orders, which also resulted in an increadgring in the sector.

...and so does the tourism sector indicators

The tourism sector continued the expansionary tré@mdAugust, although more
moderately. Among the indicators published, thévakrof 10.4 million internationatourists to
Spain in August 2017 stands out, a figure 4% highan the one recorded a year earlier.
According to the Survey of Tourist Movements on dor published by the INE, this figure
represents a slowdown of 6.1 points in comparisothat registered in the previous month. On
the other hand, thietal expenditure by tourists who visited Spain in August rose to € 11.3 billion
a figure 10.3% higher than in the same month of62(1%6.3% y-o0-y in July), and the second
highest level in the time series, only below theeleeached in July. The expenditure growth has
been greater than that of tourist arrivals (4%)ictWwhesulted in a y-0-y increase in the average
expenditure per tourist of 6.1% y-0-y, six tenthswe versus the previous month.

Similarly, overnight stays in hotels registered a y-o0-y increase of 0.5% y-0-y in Augus
1.1 points lower in comparison to the previous rhoifthis was due to the slowdown of foreign
overnight stays by two points, down to 1.5% y-@gytially offset by the lower fall of domestic
overnight stays (this rate went from -1.9% in Judy-1.2% in August). This less expansionary
trend is also observed air passenger traffic, which registered a y-o-y growth of 6.3% in August
1.1 points lower compared to the previous monttg doth to the evolution in domestic traffic,
which increased by 5.2%, 2.5 points less than iy, &ind international traffic, which increased by
6.6%, seven tenths less compared to the figurededadn the previous month.

Prices
Inflation rose by one tenth in August, up to 1.6%

The Consumer Price Index (CPI) rose by 1.6% y-o-YAugust 2017, a rate one tenth
higher than in the previous month and matchingitsh estimate issued by the INE. The higher
inflation in August is due to the acceleration okrgy products prices and, to a lesser extent, of
processed food prices, partially offset by the loweowth rate in services and non-energy
industrial goods prices (BINE), and by the shagearease of non-processed food prices.

Energy products prices increase by 6.3% y-0-y
Energy products prices rose by 6.3% y-0-y in Aug@s? points more than in July. This

evolution was due to the acceleration of fuels lahdicants prices (which rose from 1.9% y-0-y
in July up to 5.4% in August). Likewise, gas pricascelerated 12.6%, versus the 10.7%
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registered in the previous month. On the other hafettricity prices decreased the growth rate
by eight tenths, down to 5.4%.

Non-processed food prices fell by 1.6%, six tentitwe than the figure recorded in the
previous month, with the evolution of fresh fruitiges standing out, as they intensified the
decline rate by 2.8 points, down to 14.8%.

Core inflation fell by two tenths, down to 1.2%

Core inflation, which excludes the most volatileraents from the CPI (non-processed
food and energy), fell by two tenths in August, doww 1.2%, due to the slowdown in services
and BINE prices.

Services prices slowed down by two tenths, dowh.786, as a result of the evolution of
tourist packages, whose prices went from growing8£6 in July to 6.2% in August and
telephone and fax services prices decreased tlwutly rate by nine tenths, down to 1.5%.

On the other hand, non-energy industrial goodsepratabilised in August, following the
0.3% growth recorded in July, mainly due to thewslown of car prices, which went from
growing by 3.3% in July to 1.7% in August. Thiswtibwn could be largely explained by a base
effect derived from the end of the PIVE Plan 8 ung#st 2016.

Lastly, prices of processed food rose by 1.1% y-one tenth more than in the previous
month.

According to the CPI flash estimate, inflation riséby two tenths in September, up to 1.8%
According to the flash estimate published by th& Ikhe y-o0-y rate of the national CPI

stood at 1.8% in September 2017, two tenths momomparison to August. According to the
INE, the rise in food and non-alcoholic beverageses stands out.
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The harmonised inflation, estimated by the SpahiKDP flash estimate, stood at 1.9%
y-0-y in September, one tenth below the figure sesged in August. On the other hand, the
Eurozone’s HICP flash estimate, published by Eatpstcorded a y-o-y variation of 1.5%,



16 Ministry of Economy, Industry and Competitiveness/ Spanish Economy Report / September 2017

identical to the one registered in August, so Spanflation differential against the Eurozone is
four tenths, one less than in August.

The PPI accelerates slightly in August, two tenthg to 3.2% y-0-y

The Producer Price Index (PPI) registered a slighii-m decrease in August 2017, of
0.1%, compared to the 0.3% fall recorded in Au@Q@st6. In y-o-y terms, the PPI y-0-y variation
rate stood at 3.2%, two tenths higher than the regestered in July. This is explained by the
higher growth of intermediate goods and energyesti©n the other hand, consumer goods and
equipment prices maintained their growth rate ungkd.

Energy production prices rose by 6% y-0-y in Augubktee tenths more than in July.
According to the NACE classification, coke and wefining should be noted in the energy
component, whose prices accelerated 3.6 pointdpuf0.4%, while those of electricity, gas,

steam and air-conditioning supply increased by 4y784y, eight tenths less than in the previous
month.

The non-energy PPI accelerated one tenth in Augystio 2.1% y-0-y. Intermediate
goods prices grew by 2.9%, four tenths more thahenprevious month, due to the evolution of
metallurgy prices, which grew by 12.8% in AugusB points more than in July and, to a lesser
extent, by the chemical industry prices, which &ased by two tenths, up to 2.2%.
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Consumer goods prices increased by 2% in August,stme rate as that of July. By
components, non-durable consumer goods pricesexatedl by one tenth, up to 2.2%, while
durable consumer goods prices stabilised, afténdaby 0.1% in the previous month. Consumer
prices of food, beverages and tobacco increase2l ¥ and equipment goods prices by 0.8%
y-0-y, as in July.

Labour market

The number of Social Security covered workers mge8.5% y-0-y in September, one
tenth more than in August. This slight accelerati@s mainly due to the service sector, although
construction and industry also contributed. Corelgrsthe number of social security covered
workers in agriculture moderated the y-o-y growthter On the other hand, registered
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unemployment decreased by 8.3% y-0-y, two tentlss ldan in August, the number of
unemployed reaching similar levels to those reggstén early 2009.

In the third quarter of 2017 as a whole, the y1@tg of Social Security covered workers
reached 3.5%, three tenths less than in the seqoader. The rate of registered unemployment
reached -8.8% which implies a 2.1 points less pumaned decline than in the previous quarter.

With regard to costs, the wage cost per workerraadth remains virtually stable, falling
by 0.1% y-0-y in the second quarter of 2017, om¢htéess than in the first one, according to the
Labour Costs Quarterly Survey.

Social Security covered workers rose by 3.5% yin-8eptember

The average number of Social Security covered werkese by 26,318 people in
September 2017 compared to the previous monthhirepnd8,336,161, which represents the
highest growth in a month of September since 2005.

By activity branches , and with gross data, the lbemof Social Security covered workers
rose in September versus the previous month seatiors except in services, with 25,215 covered
workers more in agriculture, 12,062 in industryg3 in construction, whereas services registered
16,615 less covered workers. By NACE activity sawdi with gross data and for the General
(excluding Agrarian and Domestic Workers Speciast&ys) and Self-employed Regimes, it is
worth noting the m-o-m increases in education asutlly happens in September due to the start
of the academic year (52,604 covered workers numepared to 62,954 registered in the same
month last year), administrative and auxiliary ssgvactivities (25,387 more, following the
increase of 17,929 covered workers in Septembe6)2@hd manufacturing industry (14,099
more, similar to the increase of 12,180 recorde8eptember of the previous year). Conversely,
the number of Social Security covered workersifelhotel business (44,521 fewer, in line with
the fall of 46,346 recorded in the same month ef phevious year) and in trade (33,038 fewer
covered workers, a decrease similar to that ofé®epér 2016, of 30,772). This behaviour was
influenced by the end of the peak summer seasoniride case of trade, also by the end of the
summer sales.

With seasonally adjusted data, Social Security @evorkers increased by 56,400
people in September, 0.3% m-o0-m, thus resumingréme of more than three and a half years of
positive rates (since December 2013) interruptedugust (-0.1%, equivalent to 14,976 fewer
Social Security covered workers).

In y-0-y terms, Social Security covered workerserty 624,141 people in September,
3.5%, a rate one tenth higher in comparison torégistered in August. By activity branches, the
acceleration of Social Security covered workery-im+ry terms was mainly due to services and
construction, which intensified the growth ratedme tenth and half a point, up to 3.6% and 6.3%
respectively, and, to a lesser extent, to the imgusector, which accelerated by one tenth, up to
3.2%. On the other hand, Social Security coveredkers in agriculture moderated its growth rate
by two tenths, to 0.7%. Non-agricultural Social @&y covered workers accelerated by one
tenth, up to 3.7%. It should be noted that theygrowth rate of Social Security covered workers
in the construction sector has been the higheseslanuary 2007, and for the industry sector, the
highest in the time series, together with the #gurecorded in March and May this year (3.2% in
both cases).
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By NACE activity sections, with gross data and thoe General (excluding Agrarian and
Domestic Workers Special Systems) and Self-empldyedimes it is worth highlighting the
acceleration of Social Security covered workerpuhblic administration, defence and compulsory
social security, which rose nine tenths, up to 4.2% in administrative and auxiliary services
activities, which rose from 5.1% in August up t6%.in September. On the other hand, education
stands out, with a 1.8 points moderation in theyrate, to 4.2%.

According to the professional situation, the acegien came mainly from wage-earners,
which grew by 4.1%, compared to the 0.8% registeseself-employed.

In the General Regime and for the total of 12.9iomlcovered workers whose type of
contract is specified in the statistics, 52% of yhe-y job creation in September was permanent
and 48% temporary, with a y-0-y increase of 3.8%ilie former, as in August, and of 7% for the
latter, a figure eight tenths higher in comparitmthe previous month.

In the third quarter of 2017 as a whole, the anmaghtion rate of Social Security covered
workers was of 3.5%, three tenths lower than theeregistered in the second quarter.
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Registered unemployment fell in September by 8.3%yy

Registered unemployment rose by 27,858 people jeSder compared to the previous
month (22,801 unemployed more in the same periddsbfyear). As a result, the total number of
registered unemployed stood at 3,410,182.

By activity branches, and with unadjusted dataisteged unemployment rose in services
(29,601 more people) and fell in the rest of thenbhes: 9,667 unemployed less in construction,
4,838 in agriculture and 3,622 in industry. In tgeup without a previous employment,
unemployment increased by 16,384 people in Septembe

With seasonally adjusted data, unemployment fellimgby 16,451 people (-0.47%),
following two months of increases (0.3% m-o0-m ingdist).

In y-0-y terms, unemployment dropped by 310,115ppem September, by 8.3%, a rate
of decline two tenths less pronounced than thedigegistered in the previous month.
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By branches, the registered unemployment y-o-y péakecline sharpened in September
in all non-agricultural branches: in services ic@ased by 7.2%, three tenths more than in
August; in construction it registered a decreasé& ©f%, four tenths more intense than in the
previous month; and in industry it fell by 11.8%vpttenths more than in the previous month. On
the other hand, registered unemployment in aguoetell less than in August, by 5.1%, after the
9% fall recorded in the previous month.

It should be noted that youth unemployment (pedtyellew 25 years old) fell by 20,765
people in the last year, which represents a 6. 64y \drop (-9.5% in August).

In the third quarter of 2017, registered unemploytrennual variation stood at -8.8%,
which implies a decline 2.1 points less pronourtbaa in the second quarter.

The wage cost per worker and month fell by 0.1%-y-m the second quarter of 2017

According to the Quarterly Labour Cost Survey,ha second quarter of 2017 the average
labour cost per worker and month stood at 2,586 figure very similar to the one registered
in the same quarter of 2016 (2,589 euros).

The 0.2% reduction of the labour cost in year-oaryterms, following the stabilisation in
the previous quarter, was due to the evolutiontbéocosts, which fell by 0.5%, compared to a
growth of the same magnitude registered in theiposwperiod, while the wage cost moderated its
rate of decline by one tenth, to 0.1%.

Total wage cost fell by 0.1% y-o0-y, down to €1.943.1% of total labour cost), a fall one
tenth lower compared to the previous quarter. in,tthe lower fall of total wage cost is explained
by the evolution of the extraordinary salary cedtjch rose by 2.1% in the second quarter, after
falling by 1.3% in the first quarter, partially eét by the evolution of the other components: the
payment of arrears fell by 14.3%, 9.6 points mdrantin the previous quarter, and ordinary
wages (83.9% of total wage costs) fell by 0.1%omparison to the null variation registered in
the previous period.

In g-0-q terms and with calendar and seasonallysagg data, the labour cost stabilised
(0.1% in the previous quarter), as well as the wag component (also 0.1% in the first quarter)
whereas other costs rose by 0.1%, as in the preyetiod.

From a sectorial point of view, labour costs rogedB1% y-o0-y in industry (0.9% in the
previous quarter), while it decreased by 1.2% instauction (-1.3% in the first quarter) and by
0.2% in services (-0.1% in the previous quartenth\Wegards to the wage cost, it rose by 0.3% in
industry (0.8% in the first quarter), while it fédy 1.1% in construction (-1% in the previous
quarter) and stabilised in services (-0.3% in ttevipus quarter).

On the other hand, the labour cost per effectivakesd hour remained stable in
comparison to the 0.1% rise registered in the pressiguarter in g-o-q terms and with seasonally
and calendar adjusted data, and the wage cospperdse by 0.1%, following the null variation
registered in the first quarter of 2017.
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The average agreed wage increase in collective bangg agreements stands at 1.4% up to
September

According to the Collective Bargaining AgreementatiStics published by the Ministry
of Employment and Social Security, the average eafyrwage rise stood at 1.4% (with the
information available up to the end of Septembet730four tenths above the wage increase
agreed in the financial year 2016, revised. Amdmg agreements that affect 2017, the agreed
wage variation was 1.7% for those signed this ys@ampared to the 1.2% for those signed before
2017.

The wage increase in 2016, after including thesiews by wage guarantee clauses,
reached 1%, the same as the initially agreed. Tiguses are provisional, as long as the statistics
continue to include agreements which take effe@0ih6.
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External sector
The Spanish economy generated net lending to th& of the world

According to the Balance of Payments data, in 2017, the Spanish economy generated
net lending to the rest of the world amounting t8.E billion, a figure slightly lower than the one
registered in the same month of 2016 (€ 3.2 biJlidinis decrease in the external balance is due
to the fall of the surplus, both of the current@aat and the capital account.

The current account balance recorded a € 3.0 biflioplus in July, € 65 million lower in
comparison to the figure registered in the sametimoh2016 (€ 3.0 billion), due to the reduction
of the goods and services surplus, almost entwélet by the deficit decrease of primary and
secondary income. On the other hand, the surpldercapital account ended at € 89 million,
versus the surplus of € 170 million of July lasaye

The trade deficit rose in July

According to Customs data, the trade balance redoaddeficit of € 2.1 billion in July this
year, compared to a deficit of € 558 million registd a year earlier. The trade deficit rise is
explained by the surplus decrease of the non-enewgyonent, which fell by 81.9% and, to a
lesser extent, to the energy component deficif bge25%.
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In cumulative terms for the last twelve months a@duly 2017, the trade balance recorded
a deficit of € 23.5 billion, following the € 19.7llmn deficit registered a year earlier. This 1%1
reduction of the trade balance is explained byethergy component deficit increase, of 14.4%
and by the decrease in the non-energy surplu$.6f2

Real exports of goods slowed down in July

According to Customs figures, goods exports inadda July by 3.9% y-0-y, and their
prices, approximated by unit value indices, de@éds/ 0.5% (following the 1.6% fall registered
in June), resulting in a 4.3% rise in real termsrenthan 3 points lower versus the previous
month (7.4%). The analysis by product groups inl teams and in y-o-y terms shows a
generalised moderation in July. Exports of foodsconer goods rose by 4% (9.8% in June); non-food
consumer exports declined by 3.1% (-0.2% in th&ipts month); capital goods exports rose by
2% (they grew by 7.7% in the previous month); naergy intermediate goods exports increased
by 7.4% (they increased by 8% in June); and enmtgymediate goods exports moderated their
growth rate to 32.1% (57.8% in the previous month).
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By geographical areas, exports in volume to theofesn Union increased by 0.4% in
July, in comparison to the 6% rise registered imeJand exports outside the Union increased by
11.7%, following the 10.2% increase recorded inptevious month.

Goods imports increased by 10.8% y-0-y in nomieahs in July, and their prices rose by
2% (2.1% in June). These price changes were dtletb.7% rise in energy goods prices and in
other products (1.6%). As a result, imports in rteams, experienced a y-o0-y increase of 8.6%,
(2.8% in the previous month). The analysis by potsloef imports in real terms and in y-o-y rates
reflects a generalised acceleration, except forggnatermediate goods, which are moderated by
nine tenths, to 18% y-o-y. Imports of consumer goddod and non-food, and capital goods,
registered positive rates again (5.8%, 8.4% and%2respectively) following the falls registered
in June, and purchases of non-energy intermedaidsgdoubled the y-o0-y rate, to 6.3%.

By geographical areas and in real terms, impods fthe European Union rose by 3.6%
y-0-y in July, following the 1.7% increase recordadJune. Real imports from the rest of the
world accelerated eleven points, up to 15.5%.
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The "momentum” of exports remains positive

The "momentum” (change during the last three momthsomparison to the previous
three months) of exports, in real terms, registeaegbsitive rate in July (0.7%) for the tenth
consecutive month, due to the positive contribudbrEU countries. By products, the positive
contribution of food consumer and intermediate godwbth energy and non-energy goods stands
out. The "momentum” of imports was positive agarduly (2%), after being negative in June,
due to the positive contribution of non-OECD coig#rand, to a lesser extent, of EU countries.
By products, the positive contribution of consurgends stands out, mainly of non-food and
non-energy intermediate goods.

The financial balance generates net capital outflswn July

According to the Balance of Payments, the finano#ghnce, excluding the Bank of Spain
assets, recorded net capital outflows of € 19.0ohilin July, versus the net inflows of € 5.4
billion recorded a year earlier. This result is lexped by the net outflows registered by other
investment (€ 15.9 billion), portfolio investmerf Q.0 billion) and direct investment (€ 1.4
billion), while financial derivatives recorded neflows (€ 192 million).

The assets net variation recorded net capital awsfl(investments) of € 15.1 billion in
July, versus the net inflows of € 8.9 billion regred in the same month of 2016. On the other
hand, the liabilities net variation generated naflows (disinvestments) of € 3.9 billion, versus
the net outflows of € 3.5 billion recorded a yearlier.

The net debtor position of the Bank of Spain visads the Eurosystem increases

The net debtor position of the Bank of Spain vigsathe rest of the world increased by €
11.2 billion in July, due to the rise of € 10.3libih registered in the net debtor position vis-a-vi
the Eurosystem and to an increase of € 967 miliidhe remaining net assets. On the other hand,
reserves rose by € 88 million.

The Net International Investment Position decreasesdebtor balance in the second quarter of
2017

On the other hand, the debtor balance of the Netriational Investment Position, as a
percentage of GDP, fell by 1.5 points compared&second quarter of 2016, reaching 86.2% of
GDP (€ 983.1 billion, compared to the € 964.1 dillregistered in the same period of 2016).

The € 33.8 billion y-0-y reduction of the NIIP debtbalance, excluding the Bank of
Spain, in the second quarter of 2017, was the re$ud decrease in the net debtor position of
portfolio investment, other investment and finahderivatives, while direct investment rose.

The gross external debt fell from 171% of GDP (&81trillion) in the second quarter of
2016 down to 168.8% of GDP in the second quart@0af/ (€ 1.92 trillion).

Public Sector

On 27" Septemberthe Ministry of Finance and Civil Service pubkshthe data of
non-financial transactions of the General Goverrimierierms of National Accounts up to the
second quarter of 2017, as well as the non-finah@asactions of the Central Governmehe
Regional Governments and the Social Security Funidl, consolidated data, for July 2017, and
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the State monthly budget execution data for Audumt) in terms of National Accounts and Cash.
Likewise, the non-financial transactions of the &ah Government for the period 2000-2016
were revised.

On the other hand, the Ministry of Employment andi& Security published the monthly
budget execution data of the Social Security, imgeof Cash, corresponding to August.

The Bank of Spain (BoS) published the General Guwent Debt data, following the
Excessive Deficit Procedure (EDP) methodology,tfe second quarter of 2017 as well as for
July, and the Debt data for the State, correspgniiriugust.

The General Government deficit up to the second deaof 2017 stands at 2.18% of GDP

Up to the second quarter of 2017, the General Gowent recorded a deficit, in terms of
National Accounts, of € 25.5 billion (2.18% of GD6.3% lower compared to the figure
registered in the same period of 2016 (€ 34.5dni)li This deficit decrease is explained by an
increase in non-financial resources (4.7% y-o-ghkr than the one registered by non-financial
uses (0.1% y-o0-y).

Excluding the support to financial institutionse ttieficit up to the second quarter reached
€ 25.1 billion (2.15% of GDP), compared to the €83allion (2.93%) registered a year earlier.

Within the non-financial resources of the Generav&nment, tax revenues rose by 5.9%
up to the second quarter compared to the samedpefithe previous year, mainly due to the
increase of Corporate Income Tax (37.5%) and VATAY4H. On the other hand, social
contributions rose by 5.0%.

Non-financial uses of the General Government saateased by 0.1% y-o0-y up to the
second quarter, despite the fall of interest exjrered(-5.4%) and support to financial institutions
(-80.4%), which have offset the growth of othersugems.

By subsectors and compared to the second quarB&i@f, the Central Administration has
reduced its deficit by 0.84 percentage points, doien 1.09% of GDP; the Regional
Administration has increased its deficit by 0.05ceatage points, up to 0.72% of GDP; the Local
Administration has raised its surplus by 0.06 petage points, up to 0.16% of GDP; and the
Social Security Funds subsector has reduced itsitdey 0.06 percentage points, down to 0.53%
of GDP.

The General Government consolidated deficit, exdéhgl Local Governments, stands at 2.34%
of GDP up to July

On a consolidated basis, the Central Governmeast,Régional Governments and the
Social Security Funds recorded up to July 201 7feitlef € 27.3 billion (2.34% of GDP), 26.8%
lower in comparison to the same period of 2016 3%3of GDP). This deficit decrease is
explained by a y-0-y increase of non-financial teses (4.8%) higher than the one recorded by
non-financial uses (0.1%).

The increase in revenue was mainly due to the msdaxes (6.7%) and social
contributions (4.9%). Regarding non-financial usabnost all main items rose, more than
offsetting the fall registered by interests (-6.1%he contributions to the EU General Budget
(-10.1%) and the support provided to financialitngbns (-82.2%).
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The Central Government ended the first seven moott017 with a deficit of € 21.7
billion, equal to 1.86 % of GDP, 0.88 points belthe one recorded in the same period of 2016 (€
30.7 billion, 2.74% of GDP)This deficit reduction, compared to teame period of 2016, is due
to the fall of non-financial uses (which fell by8%6, down to € 127.1 billion) and to the rise in
non-financial resources (3.9%, up to € 105.4 bjllon

The increase of resources is due to the rise ofdegnues (6.0%), and, in particular, to
the growth of the Corporate Income Tax (35.6%) ¥Ad (5.4%). The increase in the Corporate
Income Tax is due to the rise of the first instaltngayment in 2017, made in April, as it includes
the regulatory changes of Royal Decree-Law 2/201tbRoyal Decree-Law 3/2016.

On the other hand, the decrease in uses is exglayehe fall of its main items, among
which the following stood out: the fall in intere66.2%), the decrease of transfers to other
administrations (-2.8%), in particular to the StBtéblic Employment Service (known in Spanish
as SEPE) and the smaller amounts related withuppast to financial institutions. Specifically,
in 2016 a capital transfer was registered fromRhied for Orderly Bank Restructuring, known in
Spanish as FROB, to the Management Company for tésfem the Banking Sector
Reorganisation, known in Spanish as SAREB, wittcowespondence in 2017. The expenditure
of the Central Government eligible to be includedhe calculation of the expenditure benchmark
decreased by 3.6% y-0-y, with an amount of € 5%l in comparison to the € 57.6 billion
registered in the firgeven months ¢2016.

Up to July, the Regional Governments accumulatearplus of € 35 billion (equivalent to
0.00% of GDP), improving by € 806 million the batanobtained in the same period of 2016.
This balance improvemer$ explained by a y-o-y increase of non-financesaurces (2.9%)
higher than that of non-financial uses (2.0%). Trfweease in revenue is mainly explained by the
upward trend in resources obtained from the firamaystem (final settlement for 2015, which
implies € 989 million in favour of the Regional Gowments, and higher net advanced
payments). The expenditure growth is mainly duernoincrease in intermediate consumption
(3.5%) and compensation of employees (1.9%). Theemditure of the Regional Governments
eligible to be included in the calculation of thependiture benchmark in the analysed period
increased by 3.3% y-0-y, reaching € 82.6 billion.

As for Social Security Funds, these ended the $esen months of 2017 with a deficit of
€ 5.6 billion, equal to 0.48% of GDRyur hundredths lower than in the same period of 2&16 (
5.8 billion, equivalent t00.52% of GDP). This lower deficit is due to anre®mse of non-financial
resources (1.7%) higher than the one registeratbhyfinancial uses (1.3%). Social contributions
increased by 5.3%, while transfers received from $tate decreased by 15.5% and interests
generated by the Social Security Reserve Fund,9b§%4. On the other hand, the rise in uses is
mainly due to the evolution of expenditure on sbbenefits, which increased by 1.6%, despite
the fall in both unemployment benefits and in thgssnted by the Wage Guarantee Fund (known
in Spanish as FOGASA).

The General Intervention of the State Administratjlnown in Spanish as IGAE) revised
the annual accounts of the General Governmenthf@period 2000-2016. The changes are not
substantial for most years, except for 2015, foiclithe deficit is revised upwards by € 1.9
billion. As a percentage of GDP, the deficit reatte3% in 2015, versus the 5.1% previously
estimated. For 2016, the deficit was revised dowdway € 175 million, maintaining the ratio on
GDP stable at 4.5%.
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The State’s deficit in terms of National Accountalls by 32.6% y-0-y up to August

Up to August 2017, the budget execution of theeSatded with a deficit, in terms of
National Accounts, of € 21.5 billion (1.84% of GDRBR.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 (5%) and a decrease registered by nanefad uses (-3.6%) in comparison to the same
period of last year.

The increase in non-financial resources is mainlg tb the evolution of tax revenues,
which increased by 7.3%, mainly due to the growtthe Corporate Income Tax, by 23.9%, and
VAT by 5.8%. The increase in the revenues accruad the Corporate Income Tax is due to the
increase in the first instalment as a result ofithpact of Royal Decree-Law 2/2016 and Royal
Decree-Law 3/2016, while that of the previous ywas affected by the removal of increased rates
and minimum payment.

On the other hand, the decrease in uses is maimytd the fewer current transfers
between Public Administrations (-2.5%), and in jgattar to Social Security Funds (-17.2%), the
interest fall (-6.0%) and the lower contributiorthe EU based on VAT and GNI resources (-13.6%).

In terms of Cash, the State recorded a deficit 86& billion up to August 2017 (1.43%
of GDP), in comparison to the deficit of € 19.6libih recorded in the same period of 2016
(1.75% of GDP). Non-financial revenues registereg-@y decrease of 0.9%, reaching € 81
billion, while non-financial payments decrease®26, down to € 97.6 billion.

Tax revenues up to August increase by 8.9% in hoergpus terms, on Cash basis

Total tax revenue (including the Regional and Ldgallernments’ share) recorded a y-0-y
increase of 5.5% up to August, which would risetap8.7% if the impact of the Immediate
Delivery of Information (known in Spanish as Sl VAT was taken into account. This new
system allows submitting returns of this tax on 8@ day of the following month and has
implied a reduction of VAT revenue in August amongtto € 3.8 billion, which is transferred to
September. In homogeneous terms, that is, adjbstéide different tax refunds in both years, the
IVMDH refunds (health cent), the deferrals of pal#ntities and the Sll impact, tax revenues rose
by 8.9%. The remaining non-financial revenue desgdaby 14.8%. Without including the
Regional and Local Governments, and in non-homageneerms, tax revenues rose by 3.1%.

Within total taxes, revenue from Personal Incomg, Trecluding the Regional and Local
Governments’ share, increased by 6.1% up to Auguatnly due to the rise of labouncome
withholdings (3.1%), boosted by the rise in empleym In homogeneous terms, after correcting
the effect of tax refunds in both years anddbgerrals of public entitieshé Personal Income Tax
increase stands at 6.9%.

Revenue from Corporate Income Tax reached € 8ibrbilip to August, versus the € 5.3
billion registered in the same period of the presiyear (59.4% more). This evolution is due to
the increase of the first instalment of the Corpoiacome Tax (made in April), responsible for
the collection of € 2.9 billion more than in 2016dathe positive differential quota of the annual
return for the financial year 2016. This increaseludes the impact of the regulatory changes
introduced by RDL 2/2016 and RDL 3/2016, in fordace October and December 2016,
respectively.In homogeneous terms, after correcting the eftdctax refunds, the effect of
regulatory measures and thevenues derived from inspections in 2016, the Qmate Income
Taxincrease reached 9.1%.
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VAT revenue, including the Regional and Local Goweents’ share, decreased by 1%
y-0-y up to August. This result is affected by thmplementation of the new Immediate Delivery
of Information system, which implied a reductiontbé collection in August amounting to € 3.8
billion, which will be transferred to September. dhdg the amounts related to the Sll, the net
VAT collection increased by 7.7% compared to thenesgperiod of 2016 due to improved
consumption and the price evolution. In additidrg tleferral regulation change contributed with
an additional net income of € 509 million up to teed of August.In homogeneous terms,
adjusted by the different tax refunds and the t88, VAT increase stands at 9%the effect of
the deferrals is alsexcluded, the increase stands at 7.8%.

Excise duties collection, including the Regionadl &iwcal Governments’ share, was 2.9%
higher compared to the figure registered in theespariod of 2016, mainly due to the increase in
the Tax on Hydrocarbons (5.2%, which in homogendeuss, corrected for the health cent
refunds, stood at 3.2%)

Non-financial expenditure decreases by 3.6% up toghist

With regard to expenditure, total non-financial pents decreased by 3.6% up to August
in comparison to the amount accumulated in the spened of 2016, due to the fall of all its
components: interest (-6.7%), current transfersl¥), capital transfers (-12.5%), staff expenses
(-3.4%), current expenditure on goods and seridgs1%) and real investments (-4.2%).

With regard to the borrowing requirement of thet&tdt rose by 2.5% up to August in
comparison to the same period of last year, regckirR7.7 billion, versus the € 27 billion
recorded in the same period of 2016. This incréadee to the higher net acquisition of financial
assets (€ 11 billion, compared to the € 7.4 billiegistered in the same period of 2016) as a result
of the evolution of loans and other deposits of Baamk of Spain, partially offset by the lower
cash deficit. The borrowing requirement was maifihanced through mid and long term
domestic debt (€ 33.9 billion).

The Social Security reduces the deficit up to Augus

On the other hand, up to August 2017, the Sociau®y System (Managing Entities,
General Treasury and Mutual Insurers) recordediaidef € 6 billion in terms of Cash (0.51% of
GDP), 2.1% below the figure recorded in the sameogeof 2016 (€ 6.1 billion). Revenue
increased by 3.2% mainly due to the favourable wdian of social contributions (5.0%, up to €
72.2 billion), despite the fall of most of othevemue items. On the other hand, payments rose by
2.9%, mainly due to the increase recorded by pesgi®.2%, up to € 80.2 billion).

The General Government Debt-to-GDP ratio falls inet second quarter of 2017 in y-0-y terms

In the second quarter of 2017, the General Govemhidebt-to-GDP ratio, according to
the Excessive Deficit Procedure (EDP) methodolapched 99.8% of GDP, a percentage nine
tenths lower than the one registered in same quafrtee previous year (100.7%).

By subsectors, th€entralGovernment Debt stood at 87.4% of GDP in the sgcparter
of 2017, a percentage three tenths below in cosgairtio the figure registered in the same period
of last year (87.7%). On the other hand, the Redi@overnment EDP Debt reached 25.1%,
versus the 24.9% registered in the second quaft@016. In the second quarter of 2017, the
Local Government registered an EDP Debt equivaten2.8% of GDP, four tenths lower
compared to the figure recorded in the same p&fidke previous year. Finally, the EDP Debt of
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the Social Security Administrations stood at 1.5%mid-2017, compared to the 1.6% registered
in 2016.

The General Government EDP Debt maintains its growate in July 2017...

According to the BoS, the General Government Debtined € 1,133.9 billion in July,
2.8% higher than in the same period of the previgesr, maintaining the same growth rate
registered in June.

By subsectors, the State EDP Debt stood at € 9@@libn, a figure 3.7% higher in
comparison to that registered a year earlier. Tabt@f Other Bodies belonging to the Central
Government reached € 36.3 billion, which implie$87% decrease in comparison to July last
year. On the other hand, the Regional Governmeimi BBbt reached € 284.8 billion, 3.6% higher
in comparison to the figure registered in the sammnth of 2016. The Local Government
subsector registered in July an EDP Debt equal3a 6illion, 9.4% lower versus a year earlier.
Finally, the EDP Debt of the Social Security sulbgeceached € 23.2 billion, a figure 34.8%
higher than the one registered in July 2016 (€ A 'hillion). This increase is due to the loan
granted by the State.

...as well asthe State’s Debt in August
At the end of August, the State Debt, accordintheoEDP methodology, stood at € 975.5

billion, compared to the € 940.3 billion registereglear earlier, which represents a y-o-y increase
of 3.7%, identical to the figure registered in grevious month.

October 2017



