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RECENT EVOLUTION OF THE ECONOMIC INDICATORS

Financial markets

The financial markets evolution in December 2018 wanditioned by the approval of the
tax reform in the United States and by the mongtaticy meetings of the main central banks, the
Federal Reserve’s (Fed) decision to increase tieeeist rates being of particular relevance. The
publication of macroeconomic data on both sidethefAtlantic and the oil price increase also
affected this evolution. In this context, the matock indices recorded losses in the Eurozone,
while they have risen in the United Kingdom andhea United States, the public debt yields have
increased, and the euro has appreciated againdoliiae.

The Fed increases the interest rates and foresbesd additional rises in 2018

The Federal Open Market Committee (FOMC) of the, kedts two day meeting held on
12" and 18 December, decided to increase the Federal Funeme#t rates by 25 b.p., to the
target range of 1.25%-1.50%. This is the third @ase in 2017 and sets the rates at the levels
registered in October 2008.

In addition, the FOMC continues to reduce gradudily bond portfolio and mortgage-
backed assets in a context of labour market stineaigtl economic growth. The monetary policy
continues to be accommodative, supporting the gtineoff the labour market and the achievement
of the 2% inflation target. With regards to futiméerest rates, the bank has reviewed its forecasts
for 2018, setting a range between 1.9% and 2.4%ghwbaves room for three increases this year.

The ECB maintains the interest rates and continuggh the debt purchase programme in 2018

The Governing Council of the European Central BERB), on its meeting held on 14
December 2017, decided to maintain the interestsran the main financing operations, the
marginal lending facility and the deposit faciliyfnchanged at 0.00%, 0.25% and -0.40%,
respectively. The Governing Council continues tpest the key ECB interest rates to remain at
their present levels for an extended period of tisned well past the horizon of the net asset
purchases.

Regarding non-standard monetary policy measuresitiverning Council confirmed that
as of January 2018 net asset purchases, undesdbemrchase programme (APP), will continue
at a monthly pace of € 30 billion, until the endS&ptember 2018, or beyond, if necessary, and in
any case, until the Governing Council sees a swtaadjustment in the path of inflation
consistent with its inflation target. If the outlodbecomes less favourable, or if financial
conditions become inconsistent with further progresvards a sustained adjustment in the path
of inflation, the Governing Council stands readyirtorease the APP in terms of size and/or
duration. The Eurosystem will reinvest the printipayments from maturing securities purchased
under the APP for an extended period of time afterend of its net asset purchases, and in any
case for as long as necessary. This will contriboté to favourable liquidity conditions and to an
appropriate monetary policy stance.

On the other hand, the ECB decided to introducen@bs to the admission criteria for
collateral applicable to unsecured debt instrumesssied by credit institutions, investment
services companies or entities closely relatethéont These instruments are known as unsecured
bank bonds (UBB). UBBs subject to legal, contralctuastructural subordination (for example,
UBBs issued by banking holding companies) will ander be eligible as collateral as of the entry
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into force of the next periodic update of the Gah&ocumentation (foreseen for the first quarter
of 2018).

However, the UBBs issued by entities included ie tfst of agencies admitted to
participate in the public securities purchase @ogne (PSPP) of the ECB and the Government-
guaranteed bank bonds (GGBB), will continue to lbgilde until their maturity, provided that
they are not subject to contractual or structusdlosdination and that their issuance takes place
prior to 3f' December 2018. Senior unsecured bank bonds thaiairsubject to subordination
will continue to be eligible as collateral.

The BoE maintains the interest rates and the agsetchase programme

The Monetary Policy Committee of the Bank of EngldBoE), in its meeting held on
13" December, decided to maintain the Official BankteRat 0.50% (in force since"®2
November 2017) and to continue with the public deid corporate debt purchase programmes,
which stand at 435 billion and 10 billion poundsspectively, in a context of volatility of the
pound sterling and rising inflation.

The BoJ maintains the interest rates and the mongtatimulus plans

In the meeting held on 20and 21 December 2017, the Bank of Japan (BoJ) decided to
keep the negative interest to current accountsfithercial 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 anpaé of 6 trillion yen in its outstanding
balance.

G1. MONETARY AND FINANCIAL INDICATORS (1)
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Source: ECB, Banco de Espafia and Bolsa de Madrid.

The 12 month Euribor remains negative and registeezord lows

In the interbank market of the Eurozone, the Eurdmmtinued to be negative and reached
record lows, supported by the continuity of the EXCB:commodative monetary policy. Thus, on
2" January 2018, the one, six and twelve-month Eushmod at -0.368%, -0.271% and -0.186%,
respectively, versus the -0.371%, -0.272% and 8%4.8ecorded on 30November 2017. The
evolution of the 12 month Euribor in this perioddse to the expectations of stability in the
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interest rates (the twelve-month OIS rose by 1) laupd the stability in the risk premiums required
in the market (the Euribor-OIS differential fell yb.p.).

European public debt yields increase

In the secondary public debt market, the lower raslersion and the expectations
concerning the impact of the United States taxrnefavhich is foreseen to raise the financing
needs of the US administration, have boosted tldsyupwards. Thus, yields rose in all countries
of the Eurozone in the period betweer”3%vember 2017 and"2January 2018 (except in
Greece). The 10-year Spanish bond yield stood6@%4.on 2¢ January 2018, 13 b.p. above the
figure recorded on 30November. On the other hand, the German bond yisd by 8 b.p. in
that period, up to 0.46%, the Spain-Germany diffea¢ standing at 114 b.p., 5 b.p. above the
level recorded in late November. Meanwhile, theisialy differential stood at -50 b.p., 22 b.p.
higher in comparison to that of 3&ovember.

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

Yields (%) Differentials with Germany (basis points
. Variation in Variation in
Countries | pec-30-16 Nov-30-17| Jan-02-18 spreads Dec-30-1Nov-30-17| Jan-02-18 spreads
Period | Annual Period| Annual
€] 2 3 (3)-(2) | 3)-(1) 4 (5) 6) 1(6)-(5)] (6)-(4
Germany 0.21 0.38 0.46 8 25
Holland 0.35 0.47 0.56 9 21 14 9 10 1
Austria 0.42 0.54 0.62 8 20 21 16 16 0
Finland 0.35 0.53 0.63 10 28 14 15 17 2
Belgium 0.55 0.58 0.68 10 13 34 20 22 2 -12
Ireland 0.77 0.61 0.72 11 -5 56 23 26 3 -30
France 0.68 0.69 0.82 13 14 47 31 36 5 -11
Spain 1.40 1.47 1.60 13 20 119 109 114 5 -5
Portugal 3.78 1.90 1.99 9 -179 357 152 153 1 -204
Italy 1.82 1.75 2.10 35 28 161 137 164 27 3
Greece 7.11 5.40 4.08 -132  -303 690 502 362 -140 -328

Source: Financial Times.
The stock indices show mixed results

Stock markets registered a mixed behaviour in Déeen2017, with increases in the
United States and the United Kingdom and fallshie Eurozone. Thus, the Eurostoxx 50 index
fell by 2.2% between late November 2017 and eahudry 2018 and, so the annual gains stood
at 6.1% compared to the end of 2016, trading BrJ2nuary at 3,490.19 points. In the Spanish
market, the IBEX 35 also fell by 1.3%, with annpabfits standing at 7.8% and closing di 2
January at 10,079.10 points. On the other hantharUS market, the approval of the tax reform
boosted the S&P 500 index upwards, as it rose &4 and the annual gain stood at 20.4%.

The euro appreciates against the dollar

With respect to the currency market, the euro exgbarate against the dollar during
December 2017 was affected by the approval of dkeréform in the United States and by the
monetary policy decisions of the central banks.sThw the period between late November 2017
and early January 2018, the euro appreciated 89,1187% and 1.1% against the dollar, the yen
and the sterling, trading at the end of tH& Banuary session at 1.2065 dollars, 135.4 yen and
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0.8895 pounds. In the same period, the euro aeecby 0.4% in nominal effective exchange
rate terms vis-a-vis the group of industrialisedrdaes.

T 2. International stock exchange

Level % Variation

Countries Index Jan-02-18 Nov-30-17 Dec-30-16
Germany DAX 12,871.39 -1.2 12.1
France CAC 40 5,288.60 -1.6 8.8
Italy FTSE MIB 21,845.16 -2.3 13.6
Spain IBEX 35 10,079.10 -1.3 7.8
Eurozone EUROSTOXX 50 3,490.19 -2.2 6.1
United Kingdom FTSE 100 7,648.10 4.4 7.1
United States S&P 500 2,695.79 1.8 20.4
Japan NIKKEI 225 22,764.94 0.2 19.1
China SHANGHAI COMP 3,348.33 0.9 7.9
Mexico IPC 50,033.95 6.2 9.6
Brazil BOVESPA 77,891.04 8.2 29.3
Argentina MERVAL 31,084.42 15.5 83.7

Source: Bolsa de Madrid, Infobolsa, Stoxx and FanarTimes.

The M3 broad monetary aggregate slows down in Nolken2017...

On 29" December 2017, the European Central Bank publighedevolution of the
monetary and credit aggregates in the Eurozoneoireiber 2017. The y-o-y growth rate of the
M3 broad aggregate slowed down one tenth in Novemieaching 4.9%. This evolution was
mainly due to the slowdown of overnight depositedé tenths, to 10.1%) and the currency in
circulation (two tenths, to 3.3%), partially offsey the lower fall in other short-term deposits
(-2.5%, compared to the -2.7% registered in thevipus month) and marketable instruments
(-0.4%, in comparison to the -0.8% recorded indirevious month).

T 3. Eurozone monetary aggr egates

November % Year-on-year variation
Monetary aggregates 2017
Balance | September October November
(Billion €) 2017 2017 2017
1. Currency in circulation 1,110 35 3.5 3.3
2. Overnight deposits 6,658 10.9 10.4 10.1
M1(=1+2) 7,768 9.8 94 9.1
3. Other short-term deposits (= 3.1. + 3.2.) 3,416 -3.2 2.7 -2.5
3.1. Term deposits up to two years 1,200 -10.5 -9.9 -9.4
3.2. Deposits redeemable at notice up to three rgonth2,216 15 1.8 1.8
M2(=M1+3) 11,184 54 5.4 53
4. Marketable instruments (= 4.1.+ 4.2.+4.3.) 680 11 -0.8 -0.4
4.1. Repurchase agreements 79 -13.2 -6.1 10.2
4.2. Money market funds shares/units 521 5.7 3.4 1.7
4.3. Securities other than shares up to two years 81 -12.1 -20.2 -19.9
M3 (=M2+4) 11,864 5.2 5.0 49

Source: European Central Bank.
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...and financing to the private sector in the Eur@ze maintains its y-o-y rate stable

On the other hand, the main counterpart to M3 fitiencing to the private sector in the
Eurozone, rose 2.8% in November 2017, as in theigare month. This evolution is due to the
stability in the growth rate of loans (2.6%, astle previous month) and to the fact that the
acceleration of shares and other equity (4.4%, evetpto the 2.8% recorded in the previous
month) offset the slowdown of securities other tilshares (six tenths, to 3.8%). Within loans,
those received by households rose by 3.1%, oné iess than in the previous month, those
received by non-financial corporations grew by 1.&ate one tenth more versus the previous
month, and those received by other financial inegtiaries slowed down 0.6 points, to 2.9%.

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

November 2017 % Year-on-year variation

Balance September  October November
(Billion €) 2017 2017 2017
Credit to the private sector 13,086 2.8 2.8 2.8
Loans 10,855 25 2.6 2.6
Households 5,549 31 3.2 31
House purchases 4,166 34 34 33
Consumer credit 651 6.8 6.7 7.0
Other lending 731 -1.2 -1.0 -0.8
Non-financial corporations 4,344 1.4 1.7 1.8
Insurance companies & pension funds 115 20 -1.6 0.1
Other financial intermediaries 846 3.6 35 29
Securities other than shares 1,426 5.6 4.4 3.8
Sharesand other equities 805 2.6 2.8 4.4

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

The stock of financing to the private sector in Spanoderates the fall rate

According to the data of financing to the non-fioiah sectors in Spain, published by the
Bank of Spain on"? January, the financing stock to the private nowadiicial sector decreased by
0.4% y-o0-y in November, one tenth less than in ®etoFinancing received by firms recorded a
null variation, versus the 0.2% fall recorded ie tbrevious month, due to the acceleration of
securities other than shares and the lower fddrigign loans, partially offset by the greater fal
bank loans. On the other hand, financing receiweldduseholds recorded a y-o-y rate of -0.9% in
November, a figure one tenth higher in comparisotat registered in the previous month, due to
the acceleration of bank loans for purposes othan thousing, while bank loans for housing
intensified the rate of decline.

New loan and credit operations to households and Edtise

According to data published by the Bank of SpairB8danuary, the amount of new loan
and credit operations to households, in cumulagvms for the last twelve months, increased by
6.7% y-0-y in November 2017, 1.1 points more in panson to the figure registered in the
previous month. This evolution is due to the acegien in the loans for other purposes (5.8
points, up to 9.0%), partially offset by the slowdvin loans for consumption (15.7%, compared
to the 16.6% registered in the previous month)Jevlmans for housing maintained a steady pace
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of decline (-0.2%). The amount of new loan and itregerations to SMEs (using as a proxy for
these credits those under one million euros) roseyumulative terms for the last twelve months
up to November 2017, by 7.1% y-o0-y, as in the mresimonth. On the other hand, the amount of
new loan and credit operations exceeding one mikiaros declined by 3.7% y-o-y, a drop 2.9
points lower than in October.

T 5. Financing of non-financial sectorsresidentsin Spain

November 2017 % Year-on-year variation

Balance September  October November
(Billion €) 2017 2017 2017
Non-financial cor porations and Households 1,606 -0.5 -0.5 -04
Non-financial cor porations 894 -0.3 -0.2 0.0
Bank loans 514 -0.7 -0.5 -0.6
Securities® 94 10.5 7.1 9.0
External loans 286 -2.5 -1.7 -1.6
Households 712 -0.9 -1.0 -0.9
Bank loans. Housing 529 -2.8 -2.8 -2.9
Bank loans. Other 182 5.7 51 5.6
General Government - 25 25 -
Total financing - 0.7 0.7 -

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

Spanish economy
Domestic Demand and Production

The Bank of Spain foresees a real GDP growth of %.1n 2017 and a slowdown in 2018 and
2019

According to the macroeconomic forecasts prepasedhb Bank of Spain (BoS), real

GDP of the Spanish economy registered a 0.8% qpawth in the last quarter of 2017, a figure
identical to the one recorded in the previous euarThe activity progress continued to be
supported by domestic demand, contributing with Pecentage points (p.p.) to g-o-q GDP
growth, two tenths lower than the previous quaded a contribution of net external demand of
0.1 p.p., following the null contribution registdrén the third quarter. On the other hand, the
strong job creation continued in the labour marketording a y-o-y increase of 3.2%, three
tenths higher than the figure registered in theiptes quarter.

Thus, real GDP ended 2017 with an average annoaltgrof 3.1%, equal to the figure
estimated by the BoS in September 2017. For 201482849 it foresees a slightly more intense
slowdown than estimated in September, with rates4#% and 2.1%, respectively, both one tenth
lower than those three months ago, as a resulh afngertainty increase linked to the political
situation in Catalonia (it would subtract threethsnto growth in the accumulated period 2018-
2019, assuming that the level of uncertainty regest in the last months of 2017 would decrease
at the beginning of 2018), partially offset by ihgrovement in the outlook of foreign markets.
For 2020, it expects a growth stabilisation at 2.1%
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Qualitative indicators point towards the continuath of the activity dynamism in the last
quarter of 2017

Available qualitative indicators point towards tbentinuation of the expansionary trend
of the global activity in the fourth quarter of 201Amongst them, the Economic Sentiment
Indicator (ISE by its Spanish abbreviation) prepared by the EemopCommission stands out,
and even though it fell slightly in December 20&ight tenths, down to the level 110 (average
1990-2016 = 100), it ended the fourth quarter ef year with an average value of 110.3 points,
1.3 points higher than the previous quarter. Lilsmwthe Composite PMbr Spain continued to
show a strong activity growth in Decembeeaching a level of 55.4, two tenths higher in
comparison to the figure recorded in the previoosittnand 2.7 points lower in comparison to the
figure registered in the Eurozone (58.1). The tpsirter of 2017 ended with an average level of
55.2 (57.2 in the Eurozone), nine tenths lowerwgtke third quarter (56.1).

On the other hand, the Composite Leading IndicttoSpain, published by the OECD
designed to anticipate the turning points in thenemic activity with regards to its trend, rose
one tenth in October in comparison to the previmasith, reaching 100, matching its long-term
average. This indicator was slightly below the aoeresponding to the OECD countries as a
whole (100.1) and the Eurozone (100.6).

The Spanish economy increased its net lending visiga the rest of the world in the third
quarter of 2017

According to the Quarterly Non-Financial Accountsr fthe Institutional Sectors
(QNFAIS) published by the INE, in the third quart#r2017 the Spanish economy showed net
lending vis a vis the rest of the world, amountiace 8.6 billion, equal to 3% of the quarterly
GDP and € 432 million higher in comparison to tigeife estimated for the same quarter of last
year (€ 8.2 billion, 3% of the GDP). The y-o0-y impement of the balance compared to the rest
of the world is explained by the evolution of tmeame and current transfers balance, whose
deficit fell by € 434 million in the third quartexf 2017, down to € 4.3 billion, and the foreign
trade balance in goods and services, whose surpusased by € 140 million, reaching € 12.7
billion, partially offset by the decrease in them@us of the balance of capital transfers (€ 235
million in the third quarter of 2017, compared e € 377 million registered a year earlier).

By institutional sectors, the net lending of theafiph economy y-0-y increase in the
period from July to September 2017 is explainedthey greater net lending of the General
Government, which increased two points, up to 2@%he quarterly GDP, and, to a lesser
extent, of the financial institutions, whose bakmrew by 9.3%, up to € 4.4 billion, equal to
1.5% of GDP. On the other hand, the net lendingarf-financial corporations fell four tenths,
down to 3.1% of GDP and households and Non-Pradititutions Serving Households (NPISHS)
increased their net borrowing by over 60%, fron®92.of the quarterly GDP in the third quarter
of 2016 to -4.5% in the same period of 2017.

Private consumption indicators continue the expaosary trend at the end of 2017
Amongst the GDP components on the demand side,regiaird to private consumption,
the signals from available indicators generallynpoo a continuation of the expansionary trend

in the last months of 2017.

Among the qualitative indicators, the Consumer @tarfce Indicator (CCI) published by
the Sociological Research Centre (known in SpaassiCIS) increased two points in December
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compared to the previous month, reaching 102.5¢eabite 100 threshold (indicative of a positive
perception of consumers) for the second consecuatioeth, ending the fourth quarter of 2017
with an average level of 100.9 (106.8 in the thidarter). The improvement recorded in
December was due to the evolution of its two conepts the current situation component and
the expectation component, which rose 1.7 and @i3tg respectively, up to the level 92.9 and
112. Likewise, the Consumer Confidence Indicatablished by the European Commission rose
two tenths in December in comparison to the previownth, up to-1.5, due to the better
prospects of the general situation of the economy anemployment, in comparison to the
decrease of the trend components in the housemoldsavings situation. The fourth quarter of
2017 ended with an average level of -1.5 (+0.hédrevious quarter).

Among the quantitative indicators, retail salegshwvork calendar and price adjusted data,
registered a y-0-y rise of 2.9% in November in cangon to the 1.2% fall recorded in the
previous month. By groups, the improvement wastdufe food component, which accelerated
two points, up to 2.1% y-o-y, and, to a greateeeitto the non-food component, whose y-o0-y
rate stood at 4.1%, 6.5 points higher in compartedhe figure registered in October. In the same
vein, domestic availability of consumer gopddth seasonally and deterministic effects (calendar
and outliers) adjusted dat&corded a y-o-y growth of 4.3% in the fourth geaudf the year (the
latest observed data corresponds to October aaddsts in November and December), almost six
tenths higher when compared to the previous quatel passenger car registrations, according to
the figures provided by the ANFAC (Spanish Assaciabf Vehicles Manufacturers), accelerated
4.8 points in the last quarter of 2017, registersng-o-y rate of 10.6%. On the other hand,
domestic sales of consumer goods and sernwadls deflated, fixed-sample and calendar adjusted
data, grew by 1.7% y-o-y in October, eight tendsslcompared to the previous month.

G 2. GDP AND COMPONENTS, volume (sac) G 3. CONSUMPTION INDICATORS
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The savings rate of households falls in the thirdayter of 2017

In the third quarter of 2017, the Gross Disposdhlsome (GDI) of Households and
NPISHSs registered a 1.3% y-0-y increase. This GDBWth was due to the increase in both wage
(3.4%) and non-wage income (2.6%), and currensteass received (0.6%), partially offset by the
rise in current taxes on income and wealth (9.384) 0 a lesser extent, to current transfers paid
(3.8%).

As a result of an increase in the final consumpggpenditure (3.5% y-0-y) higher than
that of the households GDI (1.3%), the saving st®d at -0.7% of the GDI, compared to the
1.5% recorded in the same period of 2016. The seetgative savings (€ 1.2 billion), compared
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to the savings registered in the same period 062€12.4 billion), as well as the greater amount
of investment, which increased by 10.2% in y-o-ym& and the rise in other net capital
expenditures (from € 165 million in the period fraduly to September 2016, to € 464 million in

the same period of 2017), resulted in a y-o-y iaseein the net borrowing of households
exceeding 60%.

The equipment investment indicators dynamism modesa

The available short-term information on equipmentestment shows a certain
moderation in the growth rate in the last quarfehe year. According to figures provided by the
General Direction of Traffic, truck registrationsgistered a 12.5% y-o0-y growth in November,
2.1 points lower than the figure recorded in thevus month, accumulating a growth of 9.9%
in the first eleven months of 2017 (5.7% in the sguariod of 2016).

Additionally, domestic sales of equipment and safevin large companies, with
deflated, fixed-sample and calendar adjusted dmé&ay slightly in October, by 0.1%, following
the 9.6% increase registered in the previous mohikewise, the domestic availability of
equipment goods indicator, with seasonally and rdetestic effects (calendar and outliers)
adjusted data, slowed down by 3.8 points in theatfowguarter (forecast in November and
December), down to 0.8% y-0-y.

Non-financial corporations reduce their net lendinign the third quarter of 2017

Non-financial corporations showed a net lendingtmos of € 9.0 billion, equal to 3.1%
of GDP in the third quarter of the year, € 791 ioiillower in comparison to a year earlier (3.5%
of GDP). This lower net lending is explained byiatrease in business investment (5.2% y-0-y)
higher than the increase in disposable income wipamies (3.2%), as well as by the 33.7% y-o-
y drop in net capital transfers to be collected.

In turn, the higher savings experienced in theaseat y-o-y terms, is explained by the
growth of the gross operating surplus (4.5%) arel diecrease in net current transfers paid
(16.6%), partially offset by the increase in nebgarty income paid (5.2%) and the 19.1%
growth in the amount allocated to pay the corpomateme tax. The rise of the Gross Value
Added (GVA) of firms (4.3%) and the fall of taxe®tnof subsidies on production (6.4%)
contributed to the gross operating surplus increaggle the compensation of employees
recorded a 4.4% y-0-y increase.

Construction investment continues the expansiongityase

Short-term indicators point to an extension of ffece of progress of the residential
investment According to the INE Statistics based on the prioge recorded in the Property
Registers, housing sales rose sharply again inb@ctaegistering a high y-o-y increase, of
25.7%, almost fifteen points higher than the figtegistered in the previous month (11%). This
rebound was due to the higher dynamism of both tseding purchases, whose y-o-y variation
rate stood at 24.8% (9.6% in September), and nawsihg purchases, which grew by 29.8%, 12.1
points more than in the previous month. Up to Oetplhousing purchases accumulated an
average annual increase of 14.7%, half a pointenighan in the same period of 2016.

In parallel, the number of mortgages on housinginaed to grow strongly in October,
with its y-o0-y rate reaching 8.2%, one point lowlean the one registered in the previous month.
The average amount per mortgaged house was of £220~hich implies an increase of 9.2%,
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four tenths below that registered in September thaedapital borrowed for mortgages on housing
rose by 18.2%, a rate 1.5 points lower than inpifeious month. In the first ten months of 2017,
the number of mortgages on housing was 12% higheomparison to the figure recorded in the
same period of the previous year, a rate whiclouwget than the figure recorded in 2016 as a
whole (14.6%).

The industrial activity remains strong

From the supply point of view, amongst the indastaictivity quantitative indicators, the
Industrial Production IndeXIPl), with calendar and seasonally adjusted dataderated the
growth rate by two tenths in November 2017, to 4%y, due to the slowdown of all groups,
except energy. Consumer, equipment and intermegadds increased by 0.5%, 6.1% and 6.4%,
rates, that are 1.9, 0.2 and 1.4 points lower mparison to the ones registered in the previous
month, respectively, while energy rose by 4.6% y-after the 1.7% fall recorded in the previous
month. The IPI ended the January-November 201dgevith a y-0-y increase of 2.6%, seven
tenths higher versus the same period of 2016.

The Industry New Orders Index (INOI) and the IndysSturnover Index (ITl), adjusted

for calendar effects, continued to show strong ginonates in October. The INOI registered a y-o-
y increase of 4.1% and the ITI of 7.8%, althoughdothan those recorded in the previous month
(15.4% and 11.1%, respectively). By components, I@! slowdown was due to the less
favourable evolution of all its components. Thusg nhew orders for equipment goods fell by
5.3%, after the 25.8% increase recorded in theiguevmonth, and that of energy slowed down
16.3 points, down to 11.6%. On the other hand, wmres goods moderated the growth rate by 3.2
points, to 2.7%, and intermediate goods grew by%].1.6 points less than in September.
Likewise, the less expansionary evolution of theisTexplained by the more contained growth
rate of all its components, where the energy lésa@mentum stood out, as it slowed down 17.2
points, to 11.1%, followed by equipment goods, Whiegistered a rate of 6.2%, 5.1 points lower
than in September. Likewise, intermediate goodwetbdown 1.5 points, down to 11.9%, and
consumer goods, 1.4 points, to 3.5%.

G 4. COMPOSITE SUPPLY INDICATORS G 5. TOURIST SECTOR INDICATORS
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The most recent qualitative indicators of the inguactivity extend the dynamism during
the last months of 2017, although with a slightlpren moderate trend. Thus, thedustrial
Confidence Index published by the European Comuonissegistered a positive balance of 4.8
points in December 2017, seven tenths less th#reiprevious month, as a result of the decline
in the order portfolio and the higher level of #scpartially offset by the improvement in
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production expectations. On the other hand, theufaaturing industry PMI for Spain reached
55.8 in December, three tenths lower versus theigue month, as a result of the slowdown in
new orders in the sector, although both new orfters abroad and production increased. In the
last quarter of last year, the Manufacturing PMI $pain registered an average balance of 55.9,
2.3 points higher than the previous quarter.

The construction production index falls in October.

The most recent activity data in the constructiectar, corresponding to October 2017,
show a slightly contractive trend, after the strangreases registered in the previous four
months. Thus, the Construction Production Indexi\G#th deflated and calendar adjusted data,
published by Eurostat, fell by 1.2% y-0-y in Octgbeersus the 6.7% increase registered in the
previous month. This result is explained by thelatvon of the building component, whose y-o-
y rate stood at -0.2% (6.8% in September) and, gceater extent, by the evolution of the civil
works component, which decreased by almost 6%y dfte 7.5% increase recorded in the
previous month. In the first ten months of 201'aasghole, the CPI registered an average annual
variation of -0.2%, compared to the 5.1% increasggstered in 2016 as a whole.

...while the leading indicators of the sector int&ify their growth rate

The construction activity leading indicators coogd to show positive signs at the end of
2017. According to construction new permits of thenistry of Public Works, floorage
approvals in new construction registered a 59.3%yygrowth in October, almost 34 points
higher versus the previous month, accumulatingrerual average increase of 24.5% in the first
ten months of the year, four points higher in consoa to the same period of 2016. The rebound
experienced in October was mainly due to the neideatial component, which increased by
107.8% y-0-y, compared to the 31.2% increase r@dtin the previous month and, to a lesser
extent, to the residential component, which incedalsy 47.6%, more than double that of the
previous month (23.4%).

In parallel, the official tenders continued to greteongly in October, registering a y-o-y
rate of 101.7%, higher than that recorded in tlevipus month (66.9%), due to the evolution of
the civil works component, which increased by 128.460.7% in September), while the
construction component increased by 31.2%, compardte 76.8% rise registered in September.

On the other hand, among the most recent quaktatidicators, the confidence in the
sector, according to the European Commission imalicdell by 4.2 points in December 2017
compared to the previous month, registering a loalanf -18.7 points, both due to the decline in
the order portfolio component and the worseningeapectations related to employment
component. However, in 2017 as a whole, the con@idendicator in construction improved 12.7
points in comparison to the previous year.

The services sector activity remains dynamic...

With regards to the services sector, the availabiert-term indicators continue the
favourable evolution, although some of them witimare moderate trend. Thus, the Business
Turnover Index (BTI), with work calendar adjustestal slowed down by 2.8 points in October,
down to 4.6% y-0-y. This BTI evolution is mainly @a&ined, by the trade evolution, which
recorded a 4.3% increase, almost four points Idlem the previous month and, to a lesser extent,
the other services evolution, whose growth, of 5.1#s 1.1 points lower than in September.
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Amongst the qualitative short-term indicators, tBervices PMI reached 54.6 in
December, two tenths higher in comparison to theré registered in the previous month, due to
the higher growth rate in both the trade and nesleis activity, ending 2017 with an average
balance of 56.4 points, 1.4 points higher thanOh& On the other hand, the confidence indicator
in the sector, prepared by the European Commis$atinby 2.8 points in December, to 17.9,
although it registered a level of 22.4 points i1 2@s a whole, 4.6 points higher than in 2016.

...and the tourism sector continues the expansioné&gnd

The tourism sector indicators grew strongly againNovember after the slowdown
observed in October. Thus, in November 2017, toussivals increased by 7.4% y-o0-y,
representing an acceleration of 5.6 points in compa to the previous month (1.8%), and the
total expenditure of tourists who visited Spainerts € 4.6 billion, a figure that represents a y-o-
increase of 10.3%, 4.4 points higher than thatteggd in October. As a result of the evolution of
the tourist inflow and the tourist expenditure, thesrage expenditure per tourist rose by 2.7%.
Likewise, overnight stays in hotels increased dy2y-o-y in November, one point more than in
October, due to the increase in domestic overrsgys, of 3.5%, after the 2.2% fall registered in
the previous month, partially offset by the lowgmdmism of foreign overnight stays, which
increased by 1.2%, a rate 1.4 points lower vefsaisigure registered in October.

Prices
Inflation rises one tenth in November 2017, up t&/%

The Consumer Price Index (CPI) rose by 1.7% in Mdser, a rate one tenth higher in
comparison to the one registered in the previoustimarhe higher inflation in November was
mainly due to the higher growth rate of energy pistd prices and, to a lesser extent, the slight
rebound in processed food prices, partially offsethe slowdown in services and non-processed
food prices, and by the further fall in non-enemgyustrial goods prices (BINE).

Energy products prices grow by 6% y-0-y

Energy products prices rose by 6% y-0-y, 2.1 paimse than in October, mainly due to
the acceleration of the fuels and lubricants priegsch went from registering a 3.4% y-0-y rate
in October to 6.7% in November, and, to a lesséergxto electricity prices, which accelerated
one tenth, up to 3.5%.

Non-processed food prices grew by 4.3%, six tefgss than in the previous month,
mainly due to the slowdown of the fresh fruits pacwhich moderated the growth rate by 2.1
points, to 8% and, to a lesser extent, to frestetages and legumes prices, which went from
growing by 8.8% in October, to 7.5% in November.

Core inflation moderates one tenth, to 0.8%

Core inflation, which excludes the most volatileneents from the CPI (non-processed
food and energy products), fell by one tenth in &uaber, down to 0.8%, due to the slowdown of
services prices and the greater fall in BINE priegsevolution that is partially offset by the &lig
rebound in the growth rate of processed food prices
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Services prices slowed down one tenth in Noventbet,5%, mainly due to the evolution
of tourism and hospitality prices, which grew by%, four tenths less than in the previous
month.

On the other hand, non-energy industrial goodspriell by 0.3%, one tenth more than in
the previous month, as a result of the slowdowthefclothing and footwear and car prices, of
one and two tenths, respectively, to 0.4% and 1%.

Lastly, processed food, beverages and tobaccespincreased by 1.2% in November, two
tenths more than in October.

G 6. CPI GROWTH CONTRIBUTION BY SECTORS G 7. GENERAL CPI AND CORE INFLATION
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According to the CPI flash estimate, inflation falhalf a point in December 2017, down to
1.2%

According to the flash estimate published by th& Ikhe y-o0-y rate of the national CPI
stood at 1.2% in December 2017, half a point lessdmparison to the figure registered in
November. According to the INE, the rise in fuelcps (diesel and petrol) stands out in this
behaviour, lower than the one recorded in the saomh of 2016.

The harmonised inflation, estimated by the SpaHi&PP flash estimate, stood at 1.3% y-
o-y in December, half a point lower than the figuegistered in November. For its part, the
Eurozone’s HICP flash estimate, published by theo&at, recorded a y-o-y variation of 1.4%,
one tenth below compared to the figure registemed\November, resulting in an inflation
differential against the Eurozone favourable to i®paf 0.1 percentage points, after twelve
consecutive months of unfavourable differential8 {fints in November 2017).

The PPI accelerates three tenths in November, u@t% y-o-y

The Producer Price Index (PPI) registered a 0.5% in November 2017, in comparison
to the previous month, versus the 0.2% recordeMamember 2016. In y-o-y terms, the PPI
variation rate stood at 3.1%, a rate three tenidiselh when compared to the figure registered in
October. This was due to the higher growth ratemérgy prices and, to a lesser extent, of
equipment goods prices, partially offset by thevslown in the intermediate goods and consumer
goods prices.
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Energy production prices accelerated by 2.4 pembddovember, up to 6.3% y-0-y. In this
evolution of the energy component, and accordinthéoNACE classification, the behaviour of
coke and oil refining stands out, whose pricesnisifeed their growth rate by almost 10 points, to
18%. On the other hand, the prices of electri@ggs, steam and air-conditioning supply slowed
down their growth rate four tenths, to 2.2%.

The non-energy PPI slowed down three tenths in ez, to 2% y-o-y, mainly due to
the slowdown of intermediate goods prices, whichmtweom growing by 4% y-o-y in October to
3.3%, mainly as a result of the moderation of abmsig points in the growth rate of the
metallurgy and manufacturing of iron, steel anddelloy products prices, up to 11.6%.

Consumer goods prices slowed down two tenths ireNter, to 1.4%. This lower growth
rate is explained by non-durable consumer goodsgriwhich grew by 1.5%, three tenths less
than in October. Durable consumer goods pricesiredastable, as in the previous month.

Lastly, equipment goods prices grew two tenths nmofdovember than in October, up to
0.7%, the eight tenths acceleration up to 1.4%eénprices of repair and installation of machinery
and equipment standing out in its evolution.

Labour Market

The number of Social Security covered workers iaseel by 3.4% y-0-y in December
2017, two tenths less than in November, endingfthueth quarter of the year with a y-o-y
increase of 3.5%, equal to that of the previougtguaRegistered unemployment fell by 7.8% y-
o-y in December, after the 8.3% decrease registerdéde previous month, and by 8% in the
fourth quarter as a whole, a decrease eight téegsntense than that of the previous quarter.

With regard to costs, the labour cost per workeraased by 0.3% y-o-y in the third
quarter of 2017, with seasonally and calendar &efjuslata (sca), while in terms of effective
worked hour, the rate of decline increased twohgnb -0.4% y-0-y, with sca data, according to
the Labour Costs Quarterly Survey. Agreed wagesollective agreements with effects in 2017
grew by 1.4%, the increase reaching 1.8% amongetbigeied in 2017.
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Social Security covered workers rise by 3.4% y4o-{pecember 2017

The average number of Social Security covered werkese by 42,444 people in
December 2017 compared to the previous month (&8&&ial Security covered workers in
December 2016), reaching 18,460,201.

By branches, and with unadjusted data, the numb8ocal Security covered workers in
services and agriculture rose by 36,890 and 31ptple, respectively, in comparison to the
previous month, while it decreased in the consiwacand industry branches, registering 18,463
and 7,481 fewer Social Security covered workespeetively.

By NACE activity sections, with unadjusted data &mdthe General (excluding Agrarian
and Domestic Workers Special Systems) and Self-@eplRegimes, it is worth noting the m-o-
m increases in trade, with 28,933 covered workessemand in health and social services
activities, with an increase of 18,756 covered wosk On the other hand, the decreases in
construction (18,484 covered workers less), thellmisiness (16,213 covered workers less) and
manufactures (7,820 covered workers less) shouttbte.

With seasonally adjusted data, Social Security @xevorkers increased by 9,607
people in December, 0.1% m-o-m, a rate one tentledacompared to the previous month,
continuing the trend of more than four years ofifpags m-o-m rates (since December 2013),
interrupted only in August 2017 (-0.1%, equivalémt14,976 fewer Social Security covered
workers).

In y-0-y terms, Social Security covered workersertsy 611,146 people in December,
which represents a rate of 3.4%, two tenths loweromparison to that registered in November.
By branches, the slowdown of Social Security codewsorkers in y-o-y terms was due to
services, which moderated the growth rate by onté¢o 3.5% and agriculture, which went from
growing by 0.4% in November to falling by 0.7% ire€mber. On the other hand, Social
Security covered workers in construction and ingusiccelerated three and one tenths
respectively, up to 7.4% and 3.3%. Non-agricultiBaktial Security covered workers grew by
3.7% in December, a rate one tenth lower in corsparto the figure registered in the previous
month.

By NACE activity sections, with unadjusted data &mdthe General (excluding Agrarian
and Domestic Workers Special Systems) and Self-@yepl Regimes, in the services sector it is
worth highlighting the slowdown of Social Securttyvered workers in trade, whose rate fell two
tenths, to 1.7% and, to a lesser extent, in thdigpatdministration, defence and compulsory social
security, whose rate decreased by three tenths) to®.5%.

According to the professional situation, the y-wvayiation rates of wage-earners and self-
employed fell two tenths in both cases, down t@#ahd 0.3%, respectively.

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 December was permanent
and 48% temporary, with a y-o0-y increase of 3.9% tfee former, one tenth more than in
November, and of 7.3% for the latter, a figure tiaths lower in comparison to the previous
month.
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In the fourth quarter of 2017 as a whole, the y-wayiation rate of Social Security
covered workers was of 3.5%, a rate identical éodhe registered in the previous quarter, and in
the year as a whole, of 3.6%, six tenths highen th&016.

Registered unemployment falls in December by 7.8%y

Registered unemployment fell by 61,500 people icdd&ber compared to the previous
month (86,849 unemployed less in the same periddsbfyear). As a result, the total number of
registered unemployed stood at 3,412,781.

By branches, and with unadjusted data, registenednployment fell in services (51,280
less people) and in agriculture (8,814 unemplogsd)l compared to the previous month. On the
other hand, it increased in construction (10,532emmemployed) and in industry (2,729 more
people). In the group without a previous employmanemployment decreased by 14,667 people
in December.

With seasonally adjusted data, unemployment feR@y 25 people, 0.6%, in comparison
to the 0.7% fall recorded in November.

In y-0-y terms, unemployment dropped by 290,193pfen December, by 7.8%, a rate
of decline half a point less pronounced than there registered in the previous month.

By branches, registered unemployment moderategdbe of decline in industry, where
it fell by 11.3% (-11.4% in November); a 6.1% dexse was registered in services, four tenths
less intense than in November; it fell by 8.4% gmieulture (-10.6% in November); and the rate
of decline moderated one point in the constructector, to 16.4%.

Youth unemployment (people below 25 years old) bgl26,164 people in the last year,
which represents a 8.9% y-o0-y drop (-10.5% in Novern

In the fourth quarter of 2017 as a whole, registawaemployment fell by 8%, which
implies a fall eight tenths less intense than ttidhe previous quarter, and, in 2017 as a whole, i
fell by 9.3% (-8.6% in 2016).

G 10. SOCIAL SECURITY-COVERED WORKERS G 11. REGISTERED UNEMPLOYMENT
change in % change in %

12

— | Original.Annual variation (right-hgnd scale)

. Seasonally adjusted. Monthly variation

ST

‘llllll .
e

2013 2014 2015 2016 2017 2013 2014 2015 2016 2017
Source: MESS. Source: MESS.

— | Original. Annual variation (right-hlnd scale)

. Seasonally adjusted. Monthly variation

-12



Ministry of Economy, Industry and Competitiveness / Spanish Economy Report / December 2017 19

The average wage cost increases slightly in thedlguarter of 2017 in y-o0-y terms

According to the Quarterly Labour Cost Survey,he third quarter of 2017 the average
labour cost per worker and month stood at € 2,45@ure 0.4% higher to the one registered in
the same quarter of 2016 (€ 2,445), after the Of&¥aegistered in the previous quarter. This
evolution was due both to the wage cost and theratbsts, which increased by 0.3% and 0.7%,

respectively, in the third quarter, following thel® and 0.5% falls registered in the previous
period.

Total wage cost grew by 0.3% y-0-y, up to € 1.803.7% of total labour cost), versus
the 0.1% fall registered in the previous quarter.turn, this increase of total wage cost is
explained both by the evolution of the ordinaryasalcost, which rose by 0.5% in the third
quarter, after falling by 0.1% in the second quaded of the payment of arrears, which grew by
3.1%, compared to the 14.3% decrease registerdteiprevious period, partially offset by the
evolution of extraordinary payments, which fell By4%, after the 2.1% rise recorded in the
previous quarter.

With regard to the non-wage component, called 'fotlests”, with original series (€ 645,
26.3% of the total labour cost), it registered acréase of 0.7% in the third quarter of 2017,
compared to the 0.5% decrease recorded in thequepieriod. This rise was mainly the result of
the strong moderation in the fall rate of non-waggments and, to a lesser extent, the higher
rate of increase in mandatory contributions. Intipalar, non-wage payments decreased by
4.8%, compared to the 12.6% drop registered irptbgious quarter, almost entirely due to the
dismissal cost, which moderated its rate of decloye 30.6 points, to -9.3%. Mandatory
contributions increased by 1.1%, three tenths ntloa@ in the previous period. On the other
hand, the Subsidies and bonuses of the Social iBeguew by 9.2%, a rate similar to that
registered in the second quarter (9.4%).

With work calendar and seasonally adjusted data)ahour cost per worker and month
rose by 0.3% y-o-y in the third quarter of 2017.198 in the previous quarter). Both the wage and
non-wage costs increased, by 0.2% and 0.6%, regplgctcompared to the -0.1% rates recorded
in the previous quarter for both cases.

From a sectorial point of view, labour costs roeeall sectors: by 0.1% y-0-y in
construction (-1.2% in the previous quarter), Oid%ervices (-0.2% in the previous quarter) and
0.3% in industry (0.4 % in the second quarter).nWegards to the wage cost, it fell by 0.1% in
construction (-1.1% in the previous quarter), wiitlecreased in the other two sectors: 0.3% in
services (after the stabilisation registered ingbeond quarter) and 0.2% in industry (0.3% in the
previous quarter).

With seasonally and calendar adjusted data, betkatsour cost per effective worked hour
and the wage cost per effective hour, intensiftegirtrate of decline in the third quarter by two
tenths, reaching both -0.4% y-o-y.

The average agreed wage increase in collective bamgg stands at 1.4% in 2017

According to the Collective Bargaining AgreementstiStics published by the Ministry of
Employment and Social Security, the average agmeade rise stood at 1.4% (with the

information available up to the end of December70Iour tenths above the wage increase
agreed in 2016, revised.
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Of all the workers affected by the agreements sigrneto December and with effects in
2017, 66.2% correspond to agreements signed betoee aforementioned year (2,220
agreements) and the remaining 33.8% to new agrasnsggned in 2017 (1,029 agreements),
with wage increases of 1.3% and 1.8%, respectively.

With regards to the coverage, the agreed wagetiwariam company agreements (1.1%)
was lower than that signed in at a higher levéd%d).

By sector, the agreed wage increase up to Decemmlm#r2% in construction, 1.5% in
industry, 1.4% in services and 1% in agriculture.

Up to December 2017, 1,076 opt-outs were registaffatting 23,625 workers, 26.3%
less than in the same period of 2016. As usual} wiohe opt-outs submitted (90.3%) relate to
the wage amount agreed.

G 13. WAGE INCREASE IN
COLLECTIVE AGREEMENTS (REVISED)
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External sector
The Spanish economy continues generating net leryia the rest of the world

According to the Balance of Payments data, in Gatdk017, the Spanish economy
generated net lending to the rest of the world at&billion, for the eighth consecutive month,
below the one registered a year earlier (€ 1.8hill

The current account balance recorded a € 1.7 iilliarplus in October, lower than the
figure registered in the same month of 2016 (€blli®n), as a result of a 13.1% y-0-y decrease
in the positive balance of goods and services|ypaffiset by the 18.5% decrease of the deficit of
primary and secondary income. Meanwhile, the ssrputhe capital account ended at € 150
million, versus the € 95 million of October lastye

The trade deficit increases in October

According to Customs data, the trade balance redoaddeficit of € 2.5 billion in October
2017, compared to a deficit of € 1.8 billion regristd a year earlier. The trade deficit increase
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was both due to the non-energy component, whoseitdafmost tripled, and to the energy
component, whose deficit rose by 16%.

In cumulative terms for the last twelve months, tfaele balance recorded a deficit of €
24.8 billion up to October 2017, compared with §1é.8.7 billion deficit accumulated in the
twelve months up to October 2016. The 32.4% worggeof the trade balance is explained by the
energy component deficit increase, of 25.5%, andhleydecrease in the non-energy surplus, of
48.7%.

Real exports of goods rebound in October...

According to Customs figures, goods exports in@das October by 11.2% y-o-y, and
their prices, approximated by unit value indiceserby 1.8% (2.6% in September), resulting in a
9.2% rise in real terms, after the 5.8% growth sesged in September. The analysis by product
groups in real terms and in y-o-y rates, shows gdised improvements in October, except for
intermediate energy goods, which slowed down 5i8tppto 34.6%. Exports of food and non-
food consumer goods rose by 6.1% and 1.7%, velmuitrease of 1.3% and the decrease of
0.9% registered in the previous month, respectiv@ly the other hand, exports of capital goods
and non-energy intermediate goods accelerated dwnd 3.1 points, up to 19.8% and 10.5%,
respectively.

By geographical areas, exports in volume to theopean Union increased by 5.7% in
October, in comparison to the 3.6% rise registéne8eptember and exports outside the Union
accelerated 5.5 points, up to 15.9%.

...as so do imports

Goods imports increased by 13.2% y-0-y in nomieams in October, and their prices
rose by 3.5% (4.4% in September). Energy goodegiitcreased by 10.3%, while other products
prices grew by 2.5%. As a result, imports in regihts, experienced a y-o-y increase of 9.3%,
following the 2.8% increase registered in the pyasimonth. The analysis by products of imports
in real terms and in y-0-y rates registered growthall categories. The purchases of food and
non-food consumer goods rose by 4.9% and 11.7%ecésely (0% and 0.9% in the previous
month) and those of intermediate energy and nonggngoods accelerated 0.8 and 5.5 points,
respectively, up to 11.5% and 9.1%. Lastly, cagjtadds purchases increased by 4.9%, following
the 4% drop registered in the previous month.

By geographical areas and in real terms, impods fthe European Union rose by 5.9%
y-0-y in October, following the 1.9% decrease regged in September. Real imports from the rest
of the world accelerated 4.2 points, up to 14.1%.

The "momentum” of exports returnes to positive vas

The "momentum” (change during the last three moirthsomparison to the previous
three months) of exports, in real terms, registaagobsitive rate in October (1.3%) after two
months being negative, due to the positive contiobuof non-OECD countries and, to a lesser
extent, of non-EU OECD countries. By products, thasitive contribution of non-energy
intermediate goods stands out. The "momentum™ pbits remained positive in October (0.1%),
for the fourth consecutive month, due to the pesitontribution of non-EU OECD countries,
almost fully offset by the negative contribution BU countries. By products, the positive
contribution of non-energy intermediate goods stamat.
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The financial balance generates net capital inflowsOctober

According to the Balance of Payments, in Octobel72the financial balance, excluding
the Bank of Spain assets, generated net capitalsfof € 7.4 billion, versus the net inflows of
€ 6.1 billion recorded a year earlier. This reskxplained by the net inflows registered by other
investment (€ 15.2 billion), while portfolio invesent (€ 6.3 billion), direct investment (€ 1.3
billion) and financial derivatives (€ 192 milliordcorded net outflows.

The assets net variation recorded net capital awsfl(investments) of € 12.9 billion in
October, versus the net inflows of € 15.8 billi@yistered in the same month of 2016. On the
other hand, the liabilities net variation generated inflows (investments) of € 20.3 billion,
versus the net outflows of € 9.6 billion recordegkar earlier.

The net debtor position of the Bank of Spain vissé& the Eurosystem decreases

The net debtor position of the Bank of Spain vigsathe rest of the world decreased by
€ 13.1 billion in October, an amount that includesimprovement of € 11.1 billion in the net
position vis-a- vis the Eurosystem, and increage€ 9.3 billion in the reserves and of € 674
million in the remaining net assets.

The Net International Investment Position decreasesdebtor balance

On the other hand, the weight of the debtor balaridde Net International Investment
Position on the GDP fell in the third quarter ofiZQy 4.5 points compared to the previous year,
down to 83.2% (€ 957.1 billion, compared to the®.9 billion registered in third quarter of
2016).

This fall is due to the decrease of the net deptmition of direct investment, portfolio
investment, other investment and financial derixestj while the net debtor position of the Bank
of Spain against the rest of the world was extended

Furthermore, the gross external debt fell from 479 of GDP (€ 1.89 trillion) in the third
quarter of 2016 down to 166.2% of GDP in the sasréd of 2017 (€ 1.91 trillion).
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Public Sector

On 28" Decemberthe Ministry of Finance and Civil Service publshthe data of non-
financial transactions of the General Governmenterms of National Accounts, up to the third
quarter of 2017, the non-financial transactions tieé Central Governmentthe Regional
Governments and the Social Security Funds, wittsclislated data, for October 2017, and the
State monthly budget execution data, in terms ¢ biational Accounts and Cash, corresponding
to November.

Furthermore, the Ministry of Employment and Socsscurity published the monthly
budget execution data of the Social Security, imgeof Cash, corresponding to November.

On the other hand, the Bank of Spain (BoS) pubtishe General Government Debt data,
following the Excessive Deficit Procedure (EDP) hwetology, for the third quarter of 2017 and
the monthly data for October, as well as the Dala dor the State, corresponding to November.

The General Government deficit up to the third quer of 2017 stands at 1.50% of GDP

Up to the third quarter of 2017, the General Gowent recorded a deficit, in terms of
National Accounts, of € 17.5 billion (1.50% of GDR)5.7% lower compared to the figure
registered in the same period of 2016 (€ 32.2dm)li This deficit decrease is explained by an
increase in non-financial resources (5.0% y-o-ghbr than the one registered by non-financial
uses (0.2% y-o0-y).

Excluding the support to financial institutionsetteficit up to the third quarter reached
€ 17.1 billion (1.46% of GDP), compared to the €b30on (2.68%) registered a year earlier.

Within the non-financial resources of the GeneraV&nment, tax revenues rose by 6.6%
up to the third quarter compared to the same pesiothe previous year, mainly due to the
increase of the Corporate Income Tax (23.1%) andl \(B.6%). On the other hand, social
contributions rose by 5.1%.

Non-financial uses of the General Government sesda whole increased by 0.2% y-0-y
up to the third quarter, mainly due to the incresssocial benefits (1.7%), despite the fall of
interest expenditure (-7.0%), support to finanaiatitutions (-81.5%) and the contribution to the
EU based on VAT and GNI resources (-13.3%).

By subsectors, the Central Government has redusetkficit by 1.12 percentage points
compared to September 2016, down to 1.50% of GB¥’Regional Government has registered a
surplus of 0.09% of GDP, in comparison to the die6€0.18% registered in the same period of
the previous year; the Local Government has ratsegurplus by 0.03 percentage points, up to
0.51% of GDP; and the Social Security Funds subsechs increased its deficit by 0.04
percentage points, up to 0.59% of GDP.

The General Government consolidated deficit, exahgl Local Governments, stands at 1.65%
of GDP up to October

On a consolidated basis, the Central Governmeet,Régional Governments and the
Social Security Funds recorded up to October 20@éfecit of € 19.3 billion (1.65% of GDP),
40.9%lower in comparison to the same period of 20161 %f GDP). This deficit decrease is
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explained by a y-0-y increase of non-financial teses (4.4%) higher than the one recorded by
non-financial uses (0.2%).

The increase in revenue was mainly due to the yrsg in taxes (4.9%) and social
contributions (5.2%). Regarding non-financial usgsyost all items rose, more than offsetting the
falls registered by interest (-6.5%), the contiitms to the EU General Budget (-13.1%) and the
support provided to financial institutions (-82.3%)

The Central Government ended the first ten month2047 with a deficit of € 13.7
billion, equal to 1.17% of GDP, 0.87 points beldve tone recorded in the same period of 2016
(€ 22.8 billion, 2.04% of GDP)This deficit decrease in comparison to the onerdembin the
same period of 2016 is due to the fall of non-fiahuses, which fell by 3.2%, down to € 174.2
billion, and the increase in non-financial resosr(1%, up to € 160.5 billion).

The increase of resources is due to the rise ofdegnues (3.3%), and, in particular, to
the growth of the VAT (5.4%) and the Corporate imeoTax (2.3%).

Onthe other hand, the decrease in uses is explayédebfall of its main items, among
which the following stood out: interest (-7.0%)arsfers to other general government units
(-1.3%), in particular to the State Public Employin&ervice (known in Spanish as SEPE) and
the smaller amounts related with the support tarfanal institutions, specifically in 2016 a capital
transfer was registered from the Fund for OrderlgniB Restructuring (FROB), to the
Management Company for Assets from the Banking ddReorganisation (SAREB), with no
correspondence in 2017.

The expenditure of the Central Government eligtblée included in the calculation of
the expenditure benchmark decreased by 6.0% ywit)hy an amount of€ 73.4 billion in
comparison to the € 78.1 billion registered infirg ten months 02016.

Up to October 2017, the Regional Government accatedla surplus of € 1.3 billion
(equivalent to 0.11% of GDP), improving by € 4.Widn the balance recorded in the same period
of 2016. This balance improvemestexplained by a y-o0-y increase of non-financesdaurces
(5.9%) higher than that of non-financial uses (2.3%he increase in revenue is mainly explained
by the upward trend in resources obtained from fthancing system (higher net advanced
payments, which imply € 4 billion more versus thevious year and the result of the final
settlement for 2015, which improved by € 983 millithe settlement registered in the previous
year), as well as the transfer received from thBESEE 950 million, with no correspondence in
2016, up to December. The uses growth is mainly @uen increase in compensation of
employees (2.1%) and intermediate consumption (8.3%

The expenditure of the Regional Government eligiblee included in the calculation of
the expenditure benchmark in the analysed periotkased by 2.3% y-0-y, reaching € 114.6
billion.

As for Social Security Funds, these ended the fastmonths of 2017 with a deficit of
€ 6.9 billion, equal to 0.59% of GDRyo hundredths higher than in the same period of 2016
(€ 6.4 billion, equivalent t00.57% of GDP). This higher deficit is due to acreaase of non-
financial resources (2.0%) lower than the one tegesl by non-financial uses (2.3%). Social
contributions increased by 5.8%, more than offisgttihe decrease experienced by transfers
received from the State (-18.6%) and interest geadrby the Social Security Reserve Fund
(-52.7%). On the other hand, the rise in uses iglsgn@ue to the evolution of expenditure on
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social benefits, which increased by 1.8%, despigefall in both unemployment benefits and in
those granted by the Wage Guarantee Fund (knov@pamish as FOGASA), as well as to the
current transfers allocated by the SEPE to the ddediGovernments (€ 950 million in October
2017), which in 2016 did not become effective ubgicember.

The State’s deficit in terms of National Accountalfs by 35.1% y-o0-y up to November

Up to November 2017, the budget execution of tleéeStnded with a deficit, in terms of
National Accounts, of € 18.2 billion (1.56% of GDBH.1% lower than the deficit accumulated
in the same period of 2016. This deficit improvem&as due to a y-0-y increase in non-financial
resources (3.7%) and a decrease registered byimameial uses (-2.1%).

The rise in non-financial resources is mainly duéhe increase of tax revenues (4.7%), in
particular to the growth of the VAT (5.7%) and ant taxes on income and wealth (4.7%). On
the other hand, the decrease in uses is due talthhecorded by almost all its groups, where the
interest fall (-5.9%) and the contribution to théJ Bbased on VAT and GNI resources
(-12.9%) should be noted.

In terms of Cash, the State recorded a deficit 2.8 billion up to November 2017, equal
to 1.10% of GDPthreehundredths higher in comparison to the defici€ df2 billion recorded in
the same period of 2016 (1.07% of GDP). Non-finahvenues registered a y-o-y decrease of
1.4%, reaching € 120.8 billion, while non-finangayments decreased by 0.6%, down to € 133.6
billion. Since August, revenues have been affebiethe implementation of the new Immediate
Delivery of Information System (SllI) in the VAT, with caused that part of the tax collection of
the month to be moved to the following month, inipdy according to the estimate provided by
the Central Tax Agency, a reduction in VAT revenusn November of
€ 4 billion.

Tax revenue up to November increases by 6.6% in bgeneous terms, on Cash basis

Total tax revenue (including the Regional and Ldgéalvernments’ share) recorded a y-o-
y increase of 4.3% up to November. In homogeneeusg, that is, adjusted by the different tax
refunds in both years, the IVMDH refunds (healthtxethe deferrals of public entities and the SlI
impact, tax revenues rose by 6.6%. The remainingfimancial revenue decreased by 11.0%.
Without including the Regional and Local Governnsergnd in non-homogeneous terms, tax
revenues rose by 1.0%.

Within total taxes, revenue from Personal Incomg, Tracluding the Regional and Local
Governments’ share, increased by 6.4% up to Novemimnly due to the rise of labour income
withholdings (3.3%) and theevenue from thennual return, that has increased by € 1.2 billion
euros in comparison to the previous year. In homeges terms, after correcting the effect of tax
refunds in both years and tbeferrals of public entitieshé Personal Income Tax increase stands
at 7.2%.

Revenue from Corporate Income Tax rose by 5.4%yy-op to € 19.5 billion up to
November. The total collection for instalment paytsestood at € 16.9 billion, 5.7% higher
compared to the figure registered in the same @gerfo2016, partly due to the change in the
percentage applicable in the compensation of neg&ix bases (RDL 3/2018n homogeneous
terms, theCorporate Income Taxcrease reached 3.1%.
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VAT revenue, including the Regional and Local Goweents’ share, increased by 1.6%
y-0-y up to November. This result is affected bg implementation of the SlI. Correcting the
impact related to the Stihe impact of tax refunds in boylears and the effect of the new deferral
regulation,the net VAT collection in homogeneous terimsreased by 7.5% when compared to
the same period of 2016, as a result of the ineréaghe final expenditure subject to the tax
(7.2%).

Excise duties collection, including the Regionadl &iwcal Governments’ share, was 2.7%
higher compared to the figure registered in theespariod of 2016, mainly due to the increase in
the Tax on Hydrocarbons (4.6%, which in homogen¢eunss, stood at 3.0%)

The State non-financial expenditure decreases b§90.up to November

With regard to expenditure, total non-financial peynts decreased by 0.6% up to
November in comparison to the amount accumulatethénsame period of 2016. The fall in
interest (-5.5%), staff expenses (-2.4%) and ctegpenses on goods and services (-8.4%) stood
out. On the other hand, current transfers (0.9%g| investments (24.0%) and capital transfers
(0.2%) increased.

With regard to the borrowing requirement of thet&té rose by 15.3% up to November
compared to the same period of the previous yeaching € 35.4 billion, versus the € 30.7
billion registered in the same period of 2016. Tihisease is due to the rise in the net variation i
financial assets (€ 22.6 billion, compared to th&8€3 billion registered in the same period of
2016) and, to a lesser extent, to the higher cahit] which increased by 7.4%. The borrowing
requirement was mainly financed through mid andjlterm domestic debt (€ 43.9 billion).

The Social Security reduces the deficit by 29.5%tagNovember

On the other hand, up to November 2017, the S&aalrity System (Managing Entities,
General Treasury and Mutual Insurers) recordedfiaidef € 6.8 billion in terms of Cash up to
November 2017 (0.59% of GDP), 29.5% below the #grecorded in the same period of 2016
(€ 9.7 billion). Revenues increased by 3.6% madug to the evolution of social contributions
(5.3%, up to € 99.9 billion), and current transf€kxs7%). On the other hand, payments rose by
1.0%, mainly due to the increase recorded by pasgi0.7%, up to € 107.3 billion).

The General Government debt-to-GDP ratio decreaseshe third quarter of 2017 in y-o0-y
terms

The General Government Debt-to-GDP ratio, accordingthe Excessive Deficit
Procedure (EDP) methodology reached 98.7% of GDReirthird quarter of 2017, 1.2 percentage
points lower than the figure registered in the saer@od of last year (99.9% of GDP).

By subsectors, the Central Government Debt sto&@®.&% of GDP in the third quarter of
2017, four tenths lower in comparison to that regexd in the same period of 2016 (87.3%). On
the other hand, the Regional Government EDP Deduthexd 24.7%, versus the 24.6% registered
in the third quarter of 2016. In the third quadé2017, the Local Government registered an EDP
Debt equivalent to 2.7% of GDP, four tenths lowempared to the figure recorded in the same
period of the previous year. Finally, the EDP Debthe Social Security subsector stood at 2.0%
in the third quarter of 2017, compared to the 1ré%estered in 2016.
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The General Government EDP Debt maintains its y-gipwth rate stable in October 2017

In October, the General Government Debt, accorthnthe EDP methodology, reached
€ 1,133.8 hillion, 2.5% higher than in the samaqukof the previous year, maintaining the same
growth rate as that registered in September.

By subsectors, the State EDP Debt stood at € difién, 3.9% higher when compared
to a year earlier. The Debt of Other Entities bglog to the Central Government reached € 35
billion, which implies a 13.4% decrease in compari October last year. On the other hand, the
Regional Government EDP Debt reached € 286.3 bjli4% more in comparison to the figure
registered in the same month of 2016. The LocaleBuwent subsector registered an EDP Debt
of € 29.9 billion in October, 13.8% lower as congzhto the previous year. Finally, the EDP Debt
of the Social Security subsector reached € 23ldmyjla figure 35.0% higher to the one registered
in October 2016 (€ 17.2 billion). This increasalig to the loan received from the State in July
2017.

The State EDP Debt accelerates in November in yteyns

At the end of November, the State Debt, accordmght EDP methodology, reached
€ 987.2 billion, compared to the € 944 billion mtgred a year earlier, which represents a y-0-y
increase of 4.6%, seven tenths higher comparetedigure registered in the previous month
(3.9%).
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