QUARTERLY BULLETIN

-

e OBIERNO
I ﬁ £ D D /\ O
' 4 3 L



The Spanish Economy: recent developments and psspesbruary 2018

Elaboracion y coordinacion, Direccion General délfsis Macroecondmico y Economia Internacional.
Madrid: Ministerio de Economia, Industria y Compeiilad, Centro de Publicaciones, 2018

V; 26 cm.

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

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

NIPO: 057-17-059-0
e-NIPO: 057-17-060-3

DEPOSITO LEGAL: M-8493-2014

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



RECENT EVOLUTION OF THE ECONOMIC INDICATORS

1. - FINANCIAL MARKETS

The financial markets evolution in the first two milo period of the year was conditioned
by the expectations of a tightening of the monetaojicies by the main central banks, in
particular due to the prospects of an interest irateease in the United States, as well as by the
negotiations for the formation of a government it in Germany. . In a context where
uncertainty and volatility have prevailed in therk&ds , there has been a significant correction in
the stock markets, with setbacks of the main irglitee European public debt yields have
increased, except for the Spanish bond, and tleeleg appreciated against the dollar.

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

The Governing Council of the European Central BEB&B), on its meeting held orl"8
March, decided to maintain the interest rates anrfain financing operations, the marginal
lending facility and the deposit facility unchanged.00%, 0.25% and -0.40%, respectively. The
Governing Council continues to expect the key E@Brest rates to remain at their present levels
for an extended period of time, and well past thezon of the net asset purchases.

Regarding non-standard monetary policy measuresitiverning Council confirmed that

it expects the net asset purchases will continieerabnthly pace of € 30 billion, until the end of
September 2018, or beyond, if necessary, and incasg, until the Governing Council sees a
sustained adjustment in the path of inflation cstesit with its inflation target. The Eurosystem
will reinvest the principal payments from maturisecurities purchased under the Asset Purchase
Program (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.

Thus, the ECB’s monetary policy guide remains unged, but the difference of this
statement with the previous one lies in the coneplethdrawal of the sentence: "If the outlook
becomes less favourable, or if financial conditidmescome inconsistent with further progress
towards a sustained adjustment in the path oftioflathe Governing Council stands ready to
increase the APP in terms of size and/or duratiomhjch increases the expectations of
normalisation of the monetary policy.

The Fed maintains the interest rates, but foreseesv increases this year

The Federal Open Market Committee (FOMC) of theefadReserve (Fed), in its two
day meeting held on 80and 3% January, decided to maintain the Federal Fundsest rates
within the target range of 1.25% and 1.50%, after25 b.p. increase recorded off' TBcember
2017. The decision was unanimously supported bisathembers. During the last meeting held
with Janet Yellen as the Federal Reserve Chaigsitipn taken over by Jerome Powell since
February, the FOMC stated that the monetary palmytinues to be accommodative, supported
by the strength of the labour market and the streagnomic growth, but with inflationary
pressures in the forecast horizon.

Thus, the Committee foresees gradual increasdseahterest rates throughout 2018, the
first one expected in March, rising by a quartea @oint, up to a range between 1.5% and 1.75%.
In addition, the FOMC continues to reduce gradu#ily bond portfolio and mortgage-backed
assets.
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Table 1.1 Financial and monetary indicators
2017 2018
2016 2017 Oct. Nov. Dec. Jan. Feb. Mar.

A) Interest rates (per centages)™
Official rates (2)

Eurozone 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00

United States 0.75 1.50 125 125 150 1.50 150 1.50

Japan -0.10 -0.10 -0.10 -0.10 -0.10 -0.10 -0.10 -0.10
Euribor rates

3 months -0.26 -0.33 -0.33 -0.33 -0.33 -0.33 -0.33 -0.33

12 months -0.03 -0.15 -0.18 -0.19 -0.19 -0.19 -0.19 -0.19
Debt market (3)

3 years 0.07 -0.08 -0.03 -0.09 -0.10 -0.06 0.01 0.01

5 years 0.40 0.36 042 037 032 036 040 0.39

10 years 1.39 1.56 1.62 149 144 147 152 1.48
Bank rates (3)

Loans and credit. Synthetic rate 2.67 2.55 273 254 228 248 - -

Mortgage loans (households) 2.32 2.20 221 220 205 211 - -

Deposits. Synthetic rate 0.15 0.08 0.08 0.08 0.06 0.07 - -

B) Spreads (basis pointg)®

Spain-Germany 10 years 125 118 119 112 110 93 80 86
USA-Germany 10 years 169 197 194 200 210 196 215 222

C) Eurozone monetary aggregates

M1 8.80 8.70 950 9.20 8.70 8.90 - -
M2 4.80 5.10 540 530 5.10 5.30 - -
M3 5.00 4.60 500 490 460 4.60 - -
D) Exchange rates™
Dollar/euro 1.107 1129  1.176 1.174 1.184 1220 1.235 1.224
% (4) -3.1 12.3 6.6 87 123 149 16.0 146
Yen/euro 120.3 126.7 132.8 1324 133.6 1353 133.3 1299
% (4) -75 9.2 160 132 9.2 107 109 7.6
Yen/dollar 108.8 112.2 1129 112.8 1129 1109 107.9 106.1
%(4) -4.6 -2.8 8.8 4.1 -2.8 -3.6 44  -6.1
Effective nominal euro rate 94.4 96.6 98.6 985 988 994 996 994
% (4) 2.0 5.4 37 42 54 59 66 538
E) Stock market indexes % (5)
Madrid General Index -2.2 7.6 125 95 7.6 43 -14 -45
IBEX 35 -2.0 7.4 12.5 9.2 7.4 4.1 -20 51
Eurostoxx — 50 0.7 6.5 11.7 8.5 6.5 3.0 -19 51
Dow Jones 134 25.1 183 228 251 5.8 1.3 -0.7
Standard & Poors 500 9.5 19.4 150 183 194 5.6 15 07
Nikkei 225 0.4 19.1 152 189 191 1.5 31 -7.0

(1) Average available daily data for each peri@) At the end of each period. (3) Spanish marltYear-onyear variation e
%. For years. Dec./Dec. variation. (5) Percentag&tion over the period of the year that has done
Source: European Central Bank and Banco de Espafia.
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The BoJ maintains the interest rates and the mongtatimulus plans

In the meeting held on"8and ¢ March, the Bank of Japan (BoJ) decided to keep the
negative interest to current accounts that findmegtitutions hold at the Bank (-0.1%). Similarly,
the BoJ decided to keep its asset purchase progeammchanged, which expands the monetary
base at an annual pace of approximately 80 trilj@m, and the exchange-traded funds
programme (ETFs), which was increased to an anpaé of 6 trillion yen in its outstanding
balance. The BoJ expects the economy to grow abderate pace, boosted by stimulating
measures, favourable financial conditions and paesion of the world economy, even though it
considers that there are risks derived from thenaeuc policies in the United States and the
effects of Brexit.

The BoE maintains the interest rates and the agsetchase programme

The Monetary Policy Committee of the Bank of EnglgdBoE), in its meeting held ori"8
February, unanimously decided to maintain the @ffiBank Rate at 0.50% (in force sinc& 2
November 2017) and to continue with the public deid corporate debt purchase programmes,
which stand at 435 billion and 10 billion poundsspectively. According to the BoE, given the
upward revision of inflation and the GDP growth tie United Kingdom this year, and the
expectation that inflation will remain above thegt, it will probably be necessary to tighten the
monetary policy further and earlier than expectethe meeting held in November.
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Source: ECB and Banco de Espafia.
The 12-month Euribor remains stable, with negativalues

In the interbank market of the Eurozone, interatts registered minor changes in the first
two month period of the year and remained negative, context where the ECB maintained an
accommodative monetary policy. Thus, dif Rlarch, the one, six and twelve-month Euribor
stood at -0.370%, -0.271% and -0.191%, respectiwesus the -0.368%, -0.271% and -0.186%
recorded at the end of December 2017. The stalmlithis period is due to the expectations of
practical stability in interest rates and in treknpremiums required in the market (the OIS and the
Euribor-OIS differential almost did not change darthis period).
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Public debt yields increase in the first two mongleriod of the year

In the secondary public debt market, the expectatiof the central banks’ monetary
policy normalisation, with a possible increase l# tnterest rates in the United States in March
and a possible withdrawal of the monetary stimhiead of schedule in the Eurozone, have
boosted the yields of the American bond and the#mre debt upwards, with the exception of
Spain. The 10-year Spanish bond vyield stood at%.64 2° March, 3 b.p. below the figure
recorded on 29 December 2017. On the other hand, the German pietdi rose by 22 b.p. in
that period, up to 0.65%, the Spain-Germany diffea¢ standing at 89 b.p., 25 b.p. below the
level recorded in late December last year and @aircelows since 2010. Meanwhile, the Spain-
ltaly differential stood at -52 b.p., in comparigorthe -43 b.p. registered in2®ecember. In the
United States, the 10-year bond yield rose 45ib gis period, up to 2.86%.

Table 1.2Ten-years gover nment bond yields
% and basis points

Yields (%) Differentials with Germany (basis points
Countries |Dec-29-17 Jan-31-18Mar-02-1§ Variation in bp| Dec-29-1Jan-31-18Mar-02-18 Variation in bp
Period | Annual Period | Annual
1) 2 @) 1A E-1)] @& (5) (6) | (6)-(5) | (6)-(4)
Germany 0.43 0.70 0.65 -5 22
Holland 0.53 0.75 0.70 -5 17 10 5 5 0 -5
Finland 0.60 0.81 0.77 -4 17 17 11 12 1 -5
Austria 0.58 0.81 0.87 6 29 15 11 22 11 7
France 0.78 0.98 0.91 -7 13 35 28 26 -2 -9
Belgium 0.64 0.84 0.94 10 30 21 14 29 15 8
Ireland 0.67 1.14 1.09 -5 42 24 44 44 0 20
Spain 1.57 1.45 1.54 9 -3 114 75 89 14 -25
Portugal 1.94 1.95 2.01 6 7 151 125 136 11 -15
Italy 2.00 2.02 2.06 4 6 157 132 141 9 -16
Greece 4.12 3.73 4.35 62 23 369 303 370 67 1
Source: Financial Times.
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The stock indices decrease

During the first weeks of January, stock indicesr@ased strongly, boosted by the bank
and energy sectors, due to the expectations ddsagedual withdrawal of monetary stimuli by
the ECB and to the increase in oil prices. Howesmce the last weeks of January volatility rose
and, in early February, there has been a genatalmeection of the indices on both sides of the
Atlantic, registering important losses, in a cohtaxexpectations of higher inflation in the United
States and the United Kingdom and possible intewst increases earlier than expected. Even
though stock indices rebounded in mid-February eswbvered part of the lost ground, the
majority of stock indices ended the period betwiade December last year and early March with
falls. In Europe, the Eurostoxx 50 index fell by % in the period between ®®ecember 2017
and 29 March this year. In Spain, the IBEX 35 presentesinailar profile to that observed in the
rest of European indices, registering a fall 0ba@s1% in that period. On the other hand, in the
US market, the S&P 500 index registered a sligtiteiase during the period (0.7%).

The euro appreciates against the dollar

With respect to the currency market, the expeatataf monetary policy normalisation in
the Eurozone, the progress in the negotiationgHerformation of a government coalition in
Germany and the favourable evolution of the Europ@aacroeconomic indicators, have
strengthened the euro exchange rate against tte dothe first two months of the year, despite
the expectations of rate increases in the UnitedeSt As a result, in the period between late
December 2017 and early March this year, the eppregiated by 2.7% and 0.7% against the
dollar and the pound, respectively, and deprecibje8.9% against the yen, trading at the end of
the 2 March session at 1.2312 dollars, 0.8932 pounds128d77 yen. In the same period, the
euro appreciated by 0.7% in nominal effective terms

Table 1.3International stock exchanges

Level % Variation
Countries Indexes Mar-02-18 Jan-31-18 Dec-29-17
Germany DAX 11,913.71 -9.7 -7.8
France CAC 40 5,136.58 -6.3 -3.3
Italy FTSE MIB 21,912.14 -6.8 0.3
Spain IBEX 35 9,531.10 -8.8 -5.1
Eurozone EUROSTOXX 50 3,324.75 -7.9 5.1
United Kingdom FTSE 100 7,069.90 -6.2 -8.0
United States S&P 500 2,691.25 4.7 0.7
Japan NIKKEI 225 21,181.64 -8.3 -7.0
China SHANGHAI COMP 3,254.53 6.5 1.6
Mexico IPC 47,548.10 -5.8 -3.7
Brazil BOVESPA 85,761.33 1.0 12.2
Argentina MERVAL 31,900.70 -8.7 6.1

Source: Bolsa de Madrid. Infobolsa. Stoxx and FangrnTimes.

The M3 broad monetary aggregate maintains the growate stable in January 2018...

The M3 broad aggregate rose by 4.6% in Januaiy, Becember 2017. This evolution is
due to the acceleration of overnight deposits (terdhs, up to 9.9%) and the lower fall rate of
other short-term deposits (-1.9%, compared to 20 registered in the previous month), which
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offset the slowdown of currency in circulation @brtenths, to 3.1%) and the higher fall in
marketable instruments (-6.6%, compared to thés4&corded in the previous month).

Table 1.4 Eurozone monetary aggregates

January 2018 % Year-on-year variation
Balance November December January
Monetary aggregates (Billions €) 2017 2017 2018
1. Currency in circulation 1,114 3.3 3.4 3.1
2. Overnight deposits 6,683 10.2 9.7 9.9
M1(=1+2) 7,798 9.2 8.7 8.9
3. Other short-term deposits (= 3.1. + 3.2.) 3,463 -2.5 2.1 -1.9
3.1. Term deposits up to two years 1,199 9.4 -8.5 -7.9
3.2. Deposits redeemable at notice up to threemsont 2,264 1.7 1.6 1.7
M2 (=M1+3) 11,261 5.3 5.1 5.3
4. Marketable instruments (= 4.1.+ 4.2.+4.3.) 644 -1.2 -4.3 -6.6
4.1. Repurchase agreements 72 10.0 9.8 -4.7
4.2. Money market funds shares units 513 1.4 -2.6 -1.2
4.3. Securities other than shares up to two years 59 -23.2 -24.0 -37.8
M3 (= M2 + 4) 11,905 49 46 46

Source: European Central Bank.

...and financing to the private sector in the Eurozeraccelerates

On the other hand, the main counterpart to M3 fitencing to the private sector in the
Eurozone, accelerated two tenths in January 20B8&dsg at 3.1%, compared to the 2.9%
registered in December 2017. This evolution is tyadue to the acceleration of loans (four
tenths, up to 3%), partially offset by the slowdowafrshares and other equity (2.5%, versus 3.2%
in December) and securities other than shares (emth, to 4.5%). Within the loans, those
received by households fell by one tenth, down 18%3 those received by non-financial
corporations grew by 2.2%, a rate three tenthsemigian that of the previous month, and those
received by other financial intermediaries acceééstdy 2.8 points, up to 5.5%.

Table 1.5Financing to private sector in the Eurozone (1)

January 2018 %Y ear-on-year variation
Balance November December January

(Billions €) 2017 2017 2018

Financing to the private sector 13,184 2.8 29 31
Loans 10,931 2.6 2.6 30
Households 5,604 3.2 3.3 3.2

House purchases 4,223 3.3 3.5 3.3

Consumer credit 656 7.2 7.1 7.3

Other lending 725 -0.8 -0.6 -0.6
Non-financial corporations 4,353 18 19 2.2

I nsurance companies & pension funds 113 0.1 -3.2 -1.0
Other financial intermediaries 862 32 27 55
Securities other than shares 1,450 3.9 4.6 45
Sharesand other equities 803 44 32 25

(1) Assets of the Monetary Financial Institutiod().
Source: European Central Bank.
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The stock of financing to the private sector in Spdalls by 0.4% y-o0-y in January

The stock of financing to the private non-finan@akttor in Spain fell by 0.4% y-0-y in
January, three tenths more in comparison to Dece@f/. Financing received by firms fell by
0.1%, in comparison to the 0.4% rise registeredha previous month, due to the higher fall
registered by foreign loans and the slowdown ofisges other than shares, partially offset by the
lower rate of decline registered by bank loans. tBa other hand, financing received by
households recorded a y-o-y rate of -0.7% in Januwafigure one tenth higher in comparison to
the one registered in the previous month (-0.8¢, tduthe lower rate of decline in bank loans for
housing, while loans for other purposes slowed down

Table 1.6 Financing to non-financial sectorsresident in Spain

January 2018 % Year-on-year variation
Balance November December January
(Billions €) 2017 2017 2018
Non-financial corporationsand households 1,589 -0.1 -0.1 -0.4
Non-financial corporations 886 04 0.4 -0.1
Bank loans 511 -0.5 -0.6 -0.3
Securities (1) 93 9.1 7.6 4.2
External loans 282 -0.6 -0.1 -1.2
Households 702 -0.7 -0.8 -0.7
Bank loans. Housing 535 -2.8 -2.8 2.7
Bank loans. Other 168 5.9 6.4 5.7
General Government - 35 34
Total financing - 13 13

(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 tcsbbalds, in cumulative terms for the
last twelve months, increased by 8.9% y-o0-y in 3an2018, two tenths more in comparison to
the figure registered in the previous month. Thvsl@tion is due to the acceleration of the loans
for housing (one tenth, up to 3.7% y-0-y) and lommsother purposes (three tenths, up to 9.6%),
while the increase in loans for consumption rentiiae 15.9%. The amount of new loan and
credit operations to SMEs (using as a proxy fos¢heredits those under one million euros) rose
by 9.6% y-0-y, in cumulative terms for the last iveemonths up to January this year, 1.4 points
more compared to the previous month. On the othedhthe amount of new loan and credit

operations exceeding one million euros increase®.8% y-o-y, a rate 1.2 points higher than that
of December of last year.
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G 1.5 EXCHANGE RATES G 1.6 CREDIT IN SPAIN
monthly averages. January 2005 = 100 year on year percentage change
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2.- DEMAND AND PRODUCTION

In the fourth quarter of 2017, the Spanish econ@rtended the expansionary trend
initiated at the end of 2013, registering a sigaifit growth characterised by the private
consumption dynamism and the rebound of investnmeaguipment. Economic growth has been
intensive in job creation, with more than half alliom full-time equivalent jobs generated
between the end of 2016 and the end of 2017.

The Spanish economy ends 2017 with an average ahguawth of 3.1%

According to the Quarterly National Accounts (QN#gures, published by the National
Statistics Institute (INE, by its Spanish abbrdweia), GDP, in volume and with calendar and
seasonally adjusted data, recorded a g-0-q grofv@7&o in the fourth quarter of 2017, equal to
that of the previous quarter and to the one foreseg the INE at the end of January,
accumulating more than four years of uninterruggesitive rates. In y-o-y terms, GDP increased
by 3.1% in the last quarter of last year, as inpfeious two quarters.

Economic growth continued to be supported by doimesimand, which increased by two
tenths its contribution to the GDP y-0-y in therthuquarter of 2017, up to 3.2 percentage points
(p-p.), while the net external demand subtractesl tenth to growth, after contributing the same
amount in the previous quarter. In line with the B5Bvolution, the employment growth rate in
terms of full-time equivalent employment remainetthanged at 2.9% for the third consecutive
quarter, creating a total of 505,633 net jobs betwtbe end of 2016 and the end of 2017.

With these figures, the real GDP ended 2017 wittaeerage annual growth of 3.1%, a
rate two tenths lower in comparison to the one na®d in 2016, in line with the Government’s
forecasts, and more than half a point higher than of the Eurozone (2.5% with seasonally and
calendar adjusted data and 2.3% with unadjusted).dBlomestic demand consolidated as a
growth driver, contributing with 2.8 percentagemsito the GDP growth, three tenths more than
in 2016, mainly boosted by the investment dynamigrile net external demand contributed
three tenths to growth, four tenths less than ib62@ue to an acceleration of goods and services
imports, higher than that of exports.
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G 2.1 QUARTERLY NATIONAL ACCOUNTS
Chain-linked volume. Seasonally and calendar adjusted data (sac)
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The indicators of global activity for Spain poinbtthe extension of the activity dynamism in the
first quarter of 2018

The most recent global activity short-term qual&tndicators point to the extension of
the expansionary trend in early 2018. Thus, the @smite PMI for Spain published by IHS
Markit, reached 57.1 in February, four tenths highean the previous month, due to the
acceleration of industrial activity and, to a less&tent, in services. Likewise, the Economic
Sentiment Index (ISE) published by the European @wmsion, remained in February at high
levels, reaching 110.2 points (1990-2017 averad¥®}),Iseven tenths below the one recorded in
January. The results by sectors were diverse,dassiry, construction and consumer confidence
registered setbacks, while retail and servicesramha In the Eurozone, the Economic Sentiment
Indicator fell 0.8 points in February in comparisonthe previous month, reaching the level of
114,1, so the unfavourable differential for Spah éne tenth, from -4 points in January down to
-3.9 points in February.

On the other hand, the Composite Leading Indic&iniSpain, published by the OECD,
designed to anticipate the turning points in theneemic activity with regards to its trend, rose
one tenth in January, reaching 100, matching ig-@rm average. This indicator was slightly
below the one corresponding to the OECD countries avhole (100.1) and stood six tenths
below that of the Eurozone (100.6).

2.1. - Domestic demand

Among the domestic demand components, the goodrpeathce of private consumption
and the more expansionary trend of equipment gaogsstment stand out, driven by the job
creation as well as by the favourable expectatamusfinancing conditions.
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G 2.2 PRIVATE CONSUMPTION
year-on-year rate in % (qross data)
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Private consumption grew by 2.4% in 2017,...

The final consumption expenditure of households and-profit institutions serving
households (NPISHSs), in volume and with seasoratig calendar adjusted data, registered a
2.5% y-0-y increase in the fourth quarter, compa@dhe 2.4% registered in third quarter,
contributing 1.4 points to GDP growth and endind 2@ith an annual average growth of 2.4%,
six tenths less than in 2016. In g-o-q terms, peivansumption moderated its growth pace by
one tenth, to 0.6%.

...and the most recent short-term indicators maiimtahe expansionary trend in the first quarter
of 2018

Among the private consumption quantitative indicgtopassenger car registrations,
according to the figures provided by the ANFAC (&8ph Association of Vehicles
Manufacturers), ended the period between JanualyFabruary 2018 with an average y-0-y
increase of 16.4%, 5.8 points higher than in thetfoquarter of 2017 (10.6%). Likewise, among
the qualitative indicators, the Consumer Confideigicator (CCI), published by the CIS,
reached 101 in the first two month period of thary®ne tenth higher in comparison to the last
quarter of 2017 and above the 100 threshold (itisde®f a positive perception of consumers), as
a result of the improvement of the expectations mament. In the same vein, the consumer
confidence indicator, published by the European @a@sion, rose 2.4 points in the period
between January and February compared to theuasteq of 2017, registering a positive balance
of 0.9 points.

As for the Final Consumption Expenditure of the &ah Government, in volume and
with seasonally and calendar adjusted data, itleaed one point in the fourth quarter of last
year, up to 2.4% y-o0-y, ending 2017 with an averageual increase of 1.6%. In g-0-q terms, the
growth rate of public consumption remained at Oid%he fourth quarter.
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Table 2.1Quarterly National Accounts
Chain-linked volume base 2010; corrected data seasonal and calendar effects

year-on-year change g-0-q change
2015 2016 2017 1-17  11-17 11-17 1V-17 ) 101-17 1v-17

DEMAND

Domestic consumption 28 25 2.2 1.9 2.2 2.1 2.5 0.6 0.5
- Private consumption 3.0 3.0 2.4 2.2 2.4 2.4 2.5 0.7 0.6
- Public consumption 2.1 0.8 1.6 1.0 15 1.4 2.4 0.4 0.4
Gross fixed capital investment 6.5 3.3 5.0 49 3.9 5.6 5.6 14 0.7
- Equipment (1) 116 4.9 6.1 6.1 3.9 6.6 7.1 2.8 0.9
- Construction 3.8 2.4 4.6 4.5 4.3 51 4.8 0.2 1.0
- Intelectual Property Products 4.4 2.7 3.7 3.5 2.9 5.0 3.3 1.7 -0.5
Change in inventories (2) 04 0.0 0.1 0.1 0.0 0.2 0.1 0.0 0.0
Domestic demand (2) 39 25 2.8 25 25 3.0 3.2 0.8 0.6
Exports of goods and services 42 4.8 5.0 5.6 4.5 5.6 4.4 0.6 0.3
- Goods (fob) 3.9 3.1 5.0 5.9 3.1 5.7 5.3 1.0 0.6
- Services 4.9 8.8 51 4.9 7.8 55 2.3 -0.4 -0.4
Imports of goods and services 59 27 4.7 4.5 3.1 5.9 5.4 1.0 0.0
- Goods (fob) 6.1 1.3 5.0 4.7 2.9 6.5 6.4 0.6 0.3
- Services 5.2 9.3 3.0 3.8 3.7 3.3 14 2.7 -1.3
Net foreign balance (2) -04 0.7 0.3 0.5 0.6 0.1 -0.1 -0.1 0.1
GROSSVALUE ADDED

Agriculture (3) -2.4 6.9 3.7 5.0 3.7 4.2 2. 11 -11
Industry. Total 5.4 3.6 3.7 3.0 3.4 3.9 4.6 0.6 1.8
- Manufacturing 7.8 3.5 3.8 2.6 3.5 4.3 4.1 1.0 1.7
Construction 2.4 1.9 4.9 4.5 4.9 4.9 5.4 11 15
Services 2.6 3.0 2.6 2.7 2.6 2.5 2.5 0.7 0.4
GDP m.p. 34 33 31 3.0 31 31 3.1 0.7 0.7
GDP at current prices 41 3.6 4.0 3.8 4.1 4.1 4.3 0.9 1.4
]Sils)hiliglljipment and cultivated assets. @)ntribution to GDP growth (percentage points). A8yiculture, forestry ar

Source: INECNE-2010).

Fixed capital investment accelerates 1.7 pointidl7, up to a rate of 5%

With regard to investment, Gross Fixed Capital Farom (GFCF) recorded a y-o0-y
increase of 5.6% in the fourth quarter of 2017nake previous quarter, the highest rate since the
beginning of 2016, and a contribution of more tltare percentage point to the GDP annual
growth. By components, the investment in equipnggads and cultivated assets accelerates by
1.1 points, up to 7.7%, while investment in conginn and intellectual property products slows
down 0.3 and 1.7 points, respectively, to 4.8% &886.
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Table 2.2Domestic demand indicators
Year-on-year change or balances in %

2017 | 2018 Latest
2016 2017 | I 11 v 1(1) Data

Households & bussiness financing (2) -24 -33 -3.8 -2.8 -34 -30 -23 Jan.18
Private Consumption

Composite Consumption Indicator (3) 3.0 22 1.9 2.1 2.2 2.5 - Q.lv.17
Consumer Goods. Apparent cons. (3) 26 15 -15 1.3 3.1 3.4 - Dec.17
IPI consumer goods (adjusted) 1.8 09 -0.3 1.7 0.3 2.1 0.6 Jan.18
Consumer goods imports (vol.) 71 25 3.0 0.8 25 3.7 - Dec.17
Retail sales index (4) 3.6 1.4 0.5 2.5 1.7 0.9 - Dec.17
Passenger car registrations 109 7.7 7.9 6.5 58 106 164 Feb.18
Real wages (5) 3.0 15 0.9 1.0 1.9 2.1 - Q.lv.17
Consumer goods. Capacity utiliz. (%) 75.6 72.2 73.6 725 744 681 756 Q.1.18
Consumer confide. indicator (balances) -3.8 -0.7 -2.8 15 0.2 -15 0.9 Feb.18
Large firms sales. Consumption (6) 5.3 39 41 4.2 3.3 4.0 - Dec.17
Households financing (2) 21 -34 -4.2 -34 31 -26 -17 Jan.18
Equipment I nvestment

Composite Equipment Indicator (3) 51 6.8 7.5 5.7 6.3 7.7 - Q.lvV.17
Capital Goods. Apparent cons.(3) 3.0 30 0.9 0.7 6.8 3.7 - Dec.17
IPI consumer goods (adjusted) 40 41 1.3 1.3 5.7 8.5 4.4 Jan.18
Capital goods imports (vol.) 41 64 13.1 4.4 4.1 4.3 - Dec.17
Corporations financing (2) 04 -54 -7.3 50 51 -44 -23 Jan.18
Truck registrations 114 136 20.8 8.7 151 111 149 Jan.18
Capital goods. Capacity utilization (%) 81.7 83.7 82.9 83.0 842 847 871 Q..18
Large firms sales. Capital (6) 3.3 36 2.6 3.9 5.1 3.2 - Dec.17

(1) Available period datg?2) Deflated by CPI. (3) Adjusted for seasonalendar and outliers effects. (4) Adjusted
calendar effects, at constant pric€s) QNA series; seasonal and calendar effects &djudivided by househc
consumption deflator. (6) Calendar adjusted, dedl& fixed sample.

Sources: SGACPE (MEIC), BE, INE, DA, ANFAC, GabcT&ec. Gral. Industria and Pyme (MEIC), CE and AEA

In g-0-q terms, gross fixed capital formation rdse0.7% in the fourth quarter of last
year, half the growth registered in the previouartgr, due to the 0.5% decrease of investment in
intellectual property products, after the 1.7% dgtovegistered in the previous quarter, as well as
the slowdown in equipment goods investment, whientirom registering an increase of 2.8% in
the third quarter to a 0.9% growth in the fourtm e other hand, investment in construction
grew by 1%, eight tenths more than in the previpuester.

In 2017 as a whole, fixed capital investment ace¢éel 1.7 points, up to 5%, all its
components registering a favourable performancesTimvestment in equipment increased by
6.1%, 1.2 points more than in 2016, investmentanstruction increased by 4.6%, 2.2 points
more in comparison to the figure recorded in thevimus year, and the growth of intellectual
property products stood at 3.7%, one point aboaertgistered in 2016.
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G 2.3 GFCF IN EQUIPMENT G 2.4 GFCF IN CONSTRUCTION
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Source: INE (QNA-2010), seasonally and calendar adjusted data.

Short-term indicators of investment in equipment ipb towards the continuation of the
dynamism in the first months of 2018

The available short-term information on equipmemiestment shows the favourable
behaviour of this investment component at the begm of 2018. The Industrial Climate
Indicator of Investment Goods showed a balance9a2 points in the period from January to
February, 3.2 points higher than in the fourth tpraof last year, and the capital goods productive
capacity utilisation rose 2.4 points, reaching 8¢.Ih the first quarter of the year (data for
January). Likewise, truck registrations, accordtagthe figures provided by the ANFAC,
rebounded in January, registering a y-o-y growthl4f%, compared to the 2.2% fall in the
previous month.

With regards to residential investment, and adagrdb the INE Statistics, based on the
properties recorded in the Property Registersntimber of housing sales recorded a 9.2% y-o0-y
increase in December 2017, almost half the groedjistered in the previous month (18.1%), as a
result of the lower dynamism of purchases of newsing, whose y-0-y variation rate stood at
11% (29.8% in November 2017), as well as the usessihg purchases, which rose by 8.8%, 7
points less than in the previous month. In 2017 aghole, the number of housing purchases
accelerated six tenths, up to 14.6%. On the othedhthe number of mortgages on housing
reached 20,681 in December of last year, whichigs@ null variation in comparison to the same
month of 2016, ending 2017 with an average anm@akase of 9.7%, almost five points lower
than the figure registered in 2016 (14.6%).

In parallel, the average price of private houspey square meter, according to the
Ministry of Public Works and Transport statistidstioe appraised value of housing, accelerated
four tenths in the fourth quarter of 2017 for tlee@nd consecutive quarter, up to 3.1% y-o0-y. In
real terms, the price of private housing rose 1y68sy in this period, six tenths more than in the
previous quarter, ending 2017 with an average asaef 0.4% (2.1% in 2016). Since the record
high in early 2007, the average real price of hayger square meter has fallen by almost 35%,
and since the minimum value recorded in the seqoiadter of 2014, it has recovered by 5%.
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2.2. - Foreign demand
The external sector contributes with three tentltsGDP growth in 2017

In the fourth quarter of 2017, according to QNAufigs, the external sector contributed
with one tenth to the GDP g-0-q variation, aftenegative contribution of one tenth in the
previous quarter, as a result of a slowdown in gamatl services exports (three tenths, to 0.3% g-
0-q) below that of imports (one point, until regishg a stabilisation). In y-0-y terms, the net
external demand subtracted one tenth to the GDRtwar in the fourth quarter of 2017, after
contributing the same amount in the third quartercause exports slowed down more than
imports (1.2 and 0.7 points respectively, to 4.4% 8.2%).

The year 2017 ended with net external demand @aning with 0.3 points to the average
GDP growth, compared to the contribution of 0.7np®irecorded in 2016, due to an acceleration
in exports of goods and services (0.2 points, t) BWer than the figure registered by imports (2
points, to 4.7%). Thus, both domestic and extedehand recorded positive contributions to
GDP growth in 2017, for the second consecutive.year

Compared with the major economies of the Europ#aon, the g-o-q rate of Spanish real
exports (0.3%) was higher than that of the Unitedgidom (-0.2%), and lower than that of Italy
(2%), France (2.4%) and Germany (2.7%), while tmeyyrate of exports from Spain (4.4%) was
higher than that of the United Kingdom (1.7%) aodér than that of France (5%), Italy (6.2%)
and Germany (7.4%).

Real exports of goods and services slowed dowhénfourth quarter

Real exports of goods and services slowed dowharidurth quarter of 2017, in a context
of a slight slowdown in the activity of the maiading partners.

G 2.5 EXTERNAL SECTOR
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Source: INE.
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In y-0-y terms, exports of goods and services mmee by 4.4% in the fourth quarter,
compared to the 5.6% rise registered in the thuarigr, with increases of 5.3% in goods and of
2.3% in services, rates 0.4 and 3.3 points lowan those registered in the previous period. In g-
0-q terms, exports rose by 0.3%, half the growthistered in the third quarter, due to the 0.6%
rise of goods exports (1% in the third quarter) H@0.4% fall in services exports (similar to the
figure registered in the previous quarter).

In the fourth quarter of 2017, the evolution af #ctivity of Spain’s main trading partners
moderated slightly. The GDP g-0-q growth rate mategt one tenth in Germany (0.6%), Italy
(0.3%), the United Kingdom (0.4%) and the Europ8aion as a whole (0.6%), two tenths in the
United States (0.6%) and half a point in Japan, hile it intensified by one tenth in France
(0.6%). In the major emerging economies, a gergoavdown was also observed in the fourth
quarter.

Competitiveness improves slightly against the Eugap Union

On the other hand, in the fourth quarter of 20h&,dompetitiveness trend index based on
consumer prices against the developed countriepaped by the Secretary of State for Trade,
reported a loss of competitiveness of 3.3% y-oye tb a 3.8% appreciation of the nominal
effective exchange rate, partially offset by thelation of relative prices, which fell by 0.4%.
Against the European Union, a competitiveness gaih2% was recorded, after five consecutive
quarters of losses, due to the slight fall in tlhenmal effective exchange rate (-0.1%) and the
relative consumer prices index (-0.1%). A compatitiess loss of 4.6% was registered for the
second consecutive month with regard to the BRIQ®tries, resulting from an appreciation of
the nominal exchange rate index (5.2%), partiaffiged by the fall in the relative prices index
(-0.6%).

Real exports of goods gain market share in 2017

In this context, the real exports of goods y-o-gvgh rate in the fourth quarter of 2017
(5.3%) has been higher than that registered bywvitrdd trade of goods (4.6% according to the
Central Planning Bureau of the Netherlands), regyiin a real market share gain in 2017 as a
whole for the fifth consecutive year, reaching #01

According to Customs figures, deflated by unit eaidices, which are more volatile than
the QNA figures, the "momentum” of exports (vaoatiin volume in the last three months
compared to the previous three months) recordezbiiye rate in December 2017 (2.3%), due to
the positive contribution from the member countéshe European Union, which account for
two thirds of the total exports.

According to Customs figures, in y-0-y terms, remports of goods grew by 6.9% in the
fourth quarter of 2017, five tenths more in comgami to the figure registered in the third quarter.
By type of product, the higher dynamism of expantgolume of consumer goods stood out, both
food consumer goods, which accelerated four tenghgp 2.1%, and non-food consumer goods,
which went from recording a slight decline in thepous quarter (-0.3%) to a 5.4% increase.
Exports of intermediate energy goods also acceldratimost five points, up to 35.7%. On the
other hand, exports of capital goods and non-enetgymediate goods slowed down by 3.4 and
1.9 points, to 7.5% and 6.9%, respectively.
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Within the non-food consumer goods group, car espdecreased by 0.2% y-0-y, after
the 12.1% fall registered in the third quarter.destribution to the growth of total exports was
null, after the negative contribution of 1.3 poirggistered in the previous quarter.

Table 2.3Foreign trade by category of goods, volume

Weight

in Total Year-on-year change (%) Contribution to growth
2016 2016 2017 2017

vV I 1 11 v 1 11 1V

Total exports 100.0 43 133 6.3 6.4 6.9 6.3 6.4 6.9
Consumer goods 39.7 3.3 9.5 -0.1 0.4 4.3 -0.2 0115
Foods 14.2 23 51 3.6 1.7 21 0.4 0.2 0.3
Others goods 25.4 3.8 11.9 2.1 -0.3 5.4 -0.6 -0.1 1.2
Cars 12.6 0.8 93 -9.8 -121 -0.2 -1.1 -1.3 0.0
Capital goods 8.9 -5.0 135 5.8 10.9 7.5 0.6 1.0 0.7
Excl. heavy trans. equipment 8.7 -75 128 2.8 10.1 11.6 0.3 1.0 1.1
Intermediate goods 51.4 6.6 16.2 11.3 10.1 89 95 54 4.9
Energy 2.8 12.4 63.4 78.5 30.8 35.7 1.9 1.0 1.3
Non-energy 48.6 6.2 14.2 8.1 8.8 6.9 4.0 4.7 35
Total imports 100.0 29 8.0 3.0 6.0 51 3.0 6.0 51

Consumer goods 29.5 6.2 3.0 0.8 2.5 3.7 0.2 07 9 0
Foods 7.5 65 6.2 0.1 21 0.0 0.0 0.1 0.0
Others goods 22.0 6.2 2.0 1.1 2.7 5.0 0.2 0.5 0.9
Cars 6.0 55 23 -1.4 6.1 134 -0.1 0.3 0.6
Capital goods 8.8 2.1 131 4.4 4.1 4.3 0.4 04 5 0.

Excl. heavy trans. equipment 8.7 2.2 9.9 1.2 4.5 4.5 0.1 0.4 0.5
Intermediate goods 61.8 1.4 9.7 3.7 7.9 5.7 24 05 37
Energy 10.8 -1.8 235 19.3 13.3 13.2 21 1.6 1.6
Non- energy 51.0 21 6.6 0.6 6.7 4.0 0.3 35 21

Sources: Customs and SGACPE.

Exports of goods to the European Union acceleratethe fourth quarter

According to Customs data, in the fourth quarter26i7, exports in volume to the
European Union (EU) grew by 4.9% in y-o0-y termg, fioints more than in the previous quarter,
while those addressed to the Eurozone slowed dgwhrald a point, down to 3.4%. The nominal
sale growths to the new partners of the Europeammrand Portugal and the continuous
moderation of those to the United Kingdom stood &xports to the rest of the world maintained
their dynamism, recording a 10.9% increase (12.6%é previous quarter). The breakdown by
geographic destination outside the European Ureeeals a significant growth of nominal sales
to Argentina, China, Turkey and Russia, while thims&enezuela and sub-Saharan Africa register
falls. Consequently, contributions to the totalrease in exports to the EU and the rest of the
world were of 3.3 and 3.7 points, respectively,tle fourth quarter of 2017, following the
contributions of 2.1 and 4.3 points registerechmthird quarter.



Ministry of Economy, Industry and CompetitiveneSpadnish Economy Report / February 2018 19

Final consumption expenditure of non-residents iheé economic territory falls

According to QNA figures, the expenditure of nosident households in the economic
territory, in volume, decreased by 1.3% g-0-q i@ tburth quarter of 2017, versus the 1.7% fall
recorded in the previous quarter, and increasetl 2% y-o-y, 5.9 points less than in the previous
quarter. For the first quarter of 2018, the matfigators of foreign tourism, among them inbound
tourists and foreign overnight stays in domestitelsp show favourable signals, with y-o0-y
growth rates in January of 5.2% and 0.8% respdygtive

For the fourth quarter of last year, real expoftaan-tourism services grew by 0.2% g-o-

g, following the 1.8% fall registered in the thigiarter. In y-0-y terms, they registered an
increase of 1%, 1.5 points lower than the figueorded in the previous quarter. According to the
International Trade in Services Survey publishedthmy INE, referring to the third quarter of

2017, the services with greater contribution torbeninal growth of exports were transport (1.1
p.p.); goods transformation without transfer of ewatip (1 p.p.) and intellectual property (1

p.p.); while business services (-1.5 p.p.) and teasnce and repair services (-0.2 p.p.)
contributed negatively.

Real imports of goods slow down in the fourth queirt

Furthermore, goods and services imports, in reahdeand according to QNA figures,
remained stable in the fourth quarter of 2017 caegbdo the previous quarter, versus the 1%
increase registered in the third quarter. By comnepts) goods imports rose by 0.3% g-o0-q and
services imports fell by 1.3% in comparison to rihes of 0.6% and 2.7% of the previous quarter.
In y-0-y terms, imports of goods and services glswb.2%, seven tenths less than in the third
quarter, with imports of goods increasing by 6.29d those of services by 1.4%.

According to Customs figures, deflated by unit ealodices, the "momentum” of goods
imports (change in imports of goods in volume dgrihe last three months versus the previous
three months) became negative in December (-0.&8Qwing the 1.7% increase recorded in
September, reflecting a negative contribution ofi-@ECD countries, higher than the positive
contribution of imports from the EU.

In y-0-y terms and according to Customs figuregans of goods in volume, deflated by
unit value indices, rose by 5.1% in the fourth ¢eraof 2017, nine tenths less than in the third
quarter. By type of product and in volume, the fpasicontribution of consumer goods rose two
tenths (up to 0.9 points) and that of capital gobgsne tenth (0.5 points), while the positive
contribution of intermediate goods imports fell p&@nts (down to 3.7 points). Within non-food
consumer goods, imports of the most important carapt i.e. passenger cars, grew by 13.4% y-
0-y, after the 6.1% increase registered in thelthirarter.

By geographical areas, real imports of goods froemEuropean Union and the Eurozone
rose by 4.5% y-o0-y, both, in the fourth quarter26fl7, 3.4 and 3.1 points more than in the
previous quarter, where the increase in purchases France and Italy and the drop in purchases
from the United Kingdom should be noted in nomitesins. On the other hand, imports from the
rest of the world slowed down 6.7 points, to 5.20td in nominal terms, the growth of purchases
from Brazil, Maghreb, Turkey and the Near Eastraraarkable. On the other hand, those from
Venezuela and, to a lesser extent, those from ttieedU States fell sharply.
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Table 2.4Foreign trade by group of countries, volume

i\:]v'?'igtr; Y ear-on-year change (%) Contribution to growth
2016 2016 2017 2017
Y | I 111 Y I 111 1V
Total exports 100.0 43 133 6.3 6.4 6.9 6.3 6.4 6.9
EU 66.3 59 11.6 5.9 3.2 4.9 3.9 2.1 3.3
Euro-area 51.8 7.8 115 6.0 3.9 3.4 3.1 2.0 1.8
Non-EU 33.7 1.2 16.9 7.0 12.6 10.9 2.4
USA 4.5 4.5 179 -11 17.0 9.1 -0.1 0.7 0.4
Latin America 54 -6.4 149 134 17.0 1338 0.7 1.0 0.8
China 2.0 18.7 37.1 19.9 189 277 0.4 0.4 0.5
Other countriefl) 10.8 0.7 9.7 2.2 14.6 8.7 0.2 15 1.9
Total imports 100.0 29 8.0 3.0 6.0 5.1 3.0 6.0 51
EU 57.0 -0.3 9.5 -1.1 1.1 4.5 -0.6 0.7 2.6
Euro-area 45.7 1.0 95 0.8 14 4.5 0.4 0.6 2.0
Non-EU 43.0 7.7 5.9 8.9 12.6 5.9 3.6
USA 4.8 28.1 29 -18 26.7 -9.4 -0.1 1.3 -0.6
Latin America 51 9.2 341 10.0 9.6 16.2 0.5 0.5 0.8
China 8.7 26 -10.7 4.1 7.1 2.8 0.3 0.7 0.2
Other countrie€l) 10.1 4.1 7.3 7.3 6.8 111 0.7 0.6 1.0

(1) Maghreb, Middle East and Russia.
Sources: Customs and SGACPE.

Tourism services imports accelerate

According to QNA figures, in the fourth quarter 2017, real spending of households
resident abroad rose by 3.5% g-0-q, following tt#4d rise observed in the third quarter. On the
other hand, imports of non-tourism services fell38% g-o0-q, following the 3% rise registered in
the previous quarter. According to the latest dalaased by the INE, the services with the
highest positive contribution to this rate were ibass services (1.8%) and insurances and
pensions (1.6%).

The surplus of the balance of goods and servicesiarates

In the fourth quarter of 2017, the surplus of tlk®ds and services balance, in terms of
QNA data, calculated with nominal unadjusted dstaod at 1.9% of quarterly GDP, four tenths
less than in the same period of the previous yka to the higher deficit of goods (-1.9% of GDP
compared to the -1.7% registered a year earlied,ta the decrease in the surplus of services
(3.8% of GDP, two tenths lower than in the saméoplesf 2016). Within the services sector, both
the tourism net revenue surplus and the tourisiices decreased their weight on GDP by one
tenth in comparison to the fourth quarter of 2@y n to 1.8% and 2% of GDP, respectively.
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2.3. - Productive activity

Higher activity dynamism in industry and construotn

From the supply point of view, the acceleratioraofivity in the industrial sector and in
construction stands out. Thus, with calendar amda@®ally adjusted data and in y-o-y terms, the
Gross Value Added (GVA) of the industrial sectocelerated seven tenths in the fourth quarter
of 2017, up to 4.6%, and the GVA of the construtsector rose half a point, up to 5.4%. On the
other hand, the GVA of the services sector incredse2.5%, as in the previous quarter, and that
of agriculture, farming, forestry and fishing reded a 2% growth, 2.2 points lower than the

figure recorded in the third trimester.

Table 2.5Employment and productivity

Year-on-year change (%)

-10

2016 | 2017

2015 2016 2017 11 1V 11 11 1V
EMPLOYMENT (1)
Agriculture (2) 1.2 3.8 3.7 3.6 3.3 4.5 5.0 3.4 2.0
Industry total 2.6 3.1 3.2 3.0 3.7 3.1 34 3.3 3.2
Manufacturing 2.8 3.3 3.3 3.1 3.8 3.1 34 3.3 3.3
Construction 7.1 1.6 5.2 2.3 2.2 4.5 4.9 4.7 6.6
Services 3.1 3.0 25 3.1 2.6 2.3 25 2.6 2.6
Total 3.2 3.0 2.8 31 2.7 2.6 29 29 29
PRODUCTIVITY (3)
Agriculture (2) -3.6 3.0 0.0 3.7 1.9 04 -13 0.8 0.0
Industry total 2.7 0.5 0.5 01 -06 -02 0.0 0.6 14
Manufacturing 4.8 0.2 0.5 -0.3 -1.4 -0.5 0.1 1.0 1.4
Construction -4.3 0.2 -0.2 0.0 0.6 0.0 0.0 0.2 -11
Services -0.5 0.0 0.1 0.0 0.2 0.4 01 -01 -0.1
GDP per employee 0.3 0.3 0.2 0.1 0.2 0.4 0.2 0.2 0.2

(1) Fulltime equivalent jobs. National Accounts. (2) Agtiate, forestry and fishing. (3) GVA per emplo

(adjusted series and full-time equivalent jo
Source: INECNE-2010).

bs).
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In g-0-q terms, the most favourable evolution & GVA in the period between October
and December 2017 corresponded to the industryorsétt8%, a rate 1.2 points higher in
comparison to the figure recorded in the previouartgr), followed by the construction sector,
whose GVA accelerated four tenths, up to 1.5%hin gervices sector, the GVA moderated its
growth rate by three tenths, to 0.4%, while in phienary sector it went from growing by 1.1% in
the third quarter of 2017 to decrease by the sanwuat in the fourth quarter.

The greater dynamism of the activity in 2017 ash@le corresponded to the construction
sector, whose GVA registered an acceleration ogethpoints, up to 4.9%, followed by the
industry sector, which registered a 3.7% growtlg tamth higher than in 2016. On the other hand,
a slowdown is observed in the GVA of agricultuinfiing, forestry and fishing and the services
sector, by 3.2 and 0.4 points, respectively, danw®.7% and 2.6%.

G 2.7 GROSS VALUE ADDED AND PRODUCTIVITY BY SECTOR
year-on-year growth rate in %

GROSS VALUE ADDED BY SECTOR PRODUCTIVITY BY SECTOR
7 16
. — Industry
\_\*/ -++= Construction
’_I.;-;f.T.T:._——...u“ ------ - Services
0 A 8

\, -

— Industry
- CQonstruction
-- Services

-14 -8
2012 2013 2014 2015 2016 2017 2012 2013 2014 2015 2016 2017

Source: INE (QNA-2010), seasonally and calendar adjusted data.
The expansionary trend of the industrial productiandex moderates in January

From the supply point of view, amongst the indas$tactivity indicators, the Industrial
Production IndeXIPI), with seasonal and calendar adjusted dat® by 1.2% in January, a rate
4.6 points lower compared to the figure registeredhe previous month, after recording the
second highest rate in December 2017 since May.Z®0@destination groups, the lower IPI y-0-y
dynamism is mainly explained by the 5.9% fall ie #nergy component, after the 8.6% increase
registered in the previous month, and, to a less&nt, by the slowdown of equipment and
intermediate goods, 6 and 1.1 points, respectiviely4.8% and 4.3%. On the other hand,
consumer goods maintained the y-o0-y growth ratdvanged at 1.1%.

Amongst the industrial activity indicators, the tionation of the expansionary trend in
December of last year experienced by the Indusew KDrders Index (INOI) and the Industry
Turnover Index (ITI) stands out, as they ended 2@ithh the highest growth rates in the last
eleven years. Thus, the Industry Turnover IndeX) (Mith calendar adjusted data, registered a y-
0-y increase of 9.2% in December, 1.7 points highan in the previous month, as a result of the
greater dynamism of most of its components, with élkception of energy, which slowed down
5.8 points, to 8.8%. The sharp growth recorded dpyipenent goods stood out, as it reached
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13.7%, more than double that of November (6.4%ljpviced by intermediate and consumer
goods, which increased by 11.4% and 3.7%, resgdgtinine and three tenths more than in
November. On the other hand, the Industry New QGrdedex (INOI), with calendar adjusted
data, moderated the growth rate 2.3 points in Déeejto 6.7% y-0-y. Among its components,
equipment and energy goods slowed down by 8.8 ahgdints, to 0.2% and 8.6%, respectively,
while intermediate goods registered a rate of 14.3% points higher in comparison to the figure
registered in November, and consumer goods ros&.P%, seven tenths more than in the
previous month.

Among the qualitative indicators, the manufacturi?igl registered an eight tenth rise in
February compared to the previous month, reacliiadevel 56, due to the higher expansionary
rate of both production and new orders, which nm tiesulted in a strong growth in employment
and buying activity. On the other hand, the indabtconfidence indicator, published by the
European Commission fell 1.8 points in February@06dmpared to the previous month, reaching
2.4, as a result of the worsening of the producégpectations and stock of finished products
components, partially offset by the improvementhef order portfolio component.

The Production Index in the Construction Industnafls in 2017...

With regards to the construction sector, the Prodndndex in the Construction Industry
(PICI) in Spain, published by Eurostat, with defthtand calendar adjusted data, experienced a
13.4% y-o0-y decrease in December last year, cordpareghe 0.9% increase recorded in the
previous month. The PICI contractionary trend iplaxed by the evolution of the building
component, whose y-0-y rate reached -10.6% (0.8Bowember), and, to a greater extent, by the
civil works component, which fell by 25.5%, aftéret2.6% increase registered in the previous
month. Thus, 2017 ended with an annual averageafrtpe PICI of 1.7%, compared to the 5.1%
increase registered in 2016, due to the decre&8é fiecorded by the building component, after
the 3.4% increase registered in the previous yeat the moderation in the rate of progress of the
civil works component, of 13.7 points, up to 0.5%.

G 2.8 INDUSTRY PRODUCTION and PMI G 2.9 SERVICES ACTIVITY INDICATORS
y-0-y growth rate in % and index y-0-y growth rate in % and index
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Table 2.6Activity and Production Indicators
Year-on-year change or balances in %

2017 2018  Latest
INDICATORS 2016 2017 I I Il v 1D gata

Composite Activity Indicator (2) 3.1 3.2 3.2 3.2 3.2 3.1 - Q.v.17
Electric power consumption (3) 01 17 1.8 1.4 0.5 3.2 0.7 Feb.18
Non energy imports (vol.) 43 3.9 5.9 1.0 5.1 4.0 - Dec.17
Economic Sentiment Indicator (90-17=100) 106.0108.6 107.3 108.1 108.7 110.1 110.6 Feb.18
Large Firms Sales (4) 25 4.0 4.1 4.0 4.1 3.7 - Dec.17
Large Firms Sales. Domestic (4) 25 29 2.4 3.2 29 3.2 - Dec.17
Industry

Composite Industry Indicador (2) 21 39 3.5 3.7 4.2 4.3 - Q.Iv.17
IPI calendar adjusted 1.8 3.2 1.8 29 2.8 5.2 0.7 Jan.18
Large Firms Sales. Industry (4) 25 40 2.3 3.6 4.4 5.5 - Dec.17
Industry goods Exports (vol.) 6.0 53 11.9 0.6 2.8 6.3 - Dec.17
Employment (LFS) 1.6 5.0 3.6 5.6 55 51 - Q.Iv.a7
Social Security covered workers (5) 28 31 3.0 3.1 3.1 3.2 3.3 Feb.18
Industry confidence indicator (balances) -23 1.0 03 -05 -0.1 4.3 3.3 Feb.18
Industry capacity utilization % 78.6 78.7 788 781 787 79.1 79.7 Q.18
Construction

Composite Construction Indicator (2) 1.2 27 0.6 3.3 3.6 3.4 - Q.Iv.17
Production in Construction Index (ca) 51 -1.7 3.1 -07 3.8 -5.8 - Dec.17
Large Firms Sales.Construction (4) 4.4 1.7 -3.1 5.0 2.3 2.2 - Dec.17
Employment (LFS) 0.0 5.1 4.8 5.2 4.3 6.0 - Q.Iv.a7
Social Security covered workers (5) 26 6.2 5.3 6.1 6.1 7.1 7.4 Feb.18
Official bidding (at current prices) -4.3 38.0 -6.4 161 355 108.0 - Dec.17
Floorage approvals: total 20.1 21.8 13.8 242 252 245 - Dec.17
Floorage approvals: housing 29.0 24.8 16,9 293 289 248 - Dec.17
Construction confidence indicator (balances) -39.626.9  -43.7 -24.7 -235 -157 -39 Feb.18
Mortgages. Amount borrowed 9.6 132 141 102 15.0 138 - Dec.17
Housing Prices 4.7 6.2 5.3 5.6 6.6 7.2 - Q.v.a7
Services

Composite Services Indicator (2) 39 39 4.1 4.0 3.8 3.6 - Q.v.17
Large Firms Sales. Services (4) 29 40 4.1 4.2 4.0 3.7 - Dec.17
Railway passengers 41 3.0 3.2 4.7 1.8 2.5 4.9 Jan.18
Railway traffic goods (Tm per km) -7.3 07 55 0.1 -14 -14 -21 Jan.18
Air traffic passengers 11.0 8.3 6.4 11.1 7.2 8.0 8.8 Jan.18
Hotel overnight stays 7.4 27 -2.3 8.8 1.4 1.4 1.3 Jan.18
Foreign tourists 10.1 8.6 9.3 129 8.2 2.8 5.2 Jan.18
Employment (LFS) 2.9 1.9 1.4 1.7 21 21 - Q.Iv.17
Social Security covered workers (5) 3.2 36 34 3.8 3.6 3.6 3.5 Feb.18
Services confidence indicator (balances) 17.822.5 19.2 233 252 223 220 Feb.18
Retail trade confidence indicator (balances) 12.411.0 11.3 115 109 104 122 Feb.18

(1) Available period data. (2) Adjusted for seasonalerdar and outliers effect§3) Adjusted for calendar a
temperature effects. (4) Calendar adjusted, deflabel fixed sample. (5) Total system. Monthly agera
Sources: SGACPE (MEIC), REE, DA, CE, AEAT, INE, MESEurostat, MFOM, RENFE and AENA.
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...while the sector leading indicators intensifyelgrowth pace

Among the activity leading indicators in the sector, floorage appreval new
construction, according to construction new permiecorded a y-o-y increase of 7.9% in
December, 2.1 points less versus the figure regidtm the previous month (10%), as a result of
the setback experienced by the non-residential coemt, of 13.6%, versus the 0.3% growth
registered in the previous month, partially offsgtthe acceleration of the residential component
(15.3%, in comparison to the 13% recorded in Nowenbin 2017 as a whole, the building
surface in new construction ended with an averageia increase of 21.8%, higher than the
figure recorded in 2016 (20.1%), due to the reboahdhe non-residential component, which
registered a rate of 12.1%, compared to the 2%réabrded in the previous year, while the
residential component slowed down 4.2 points, algiioit continued to grow sharply (24.8%).

In parallel, the official tenders continued to grastrongly in December last year,
registering a y-o-y rate of 116.5%, higher thart tlegaorded in the previous month (98.7%), due
to the evolution of the civil works component, whiatensified the growth rate by 19.2 points, up
to 122.8%, and the construction component, whicheimsed by 101.9%, compared to the 90.2%
rise registered in November. In 2017 as a whokepfficial tenders increased by 38% on average,
after the 4.3% decrease registered in the preweas, with a 46.9% increase corresponding to
building and 33.8% to civil works (compared to thees of 5.8% and -8.4% recorded in 2016).

On the other hand, among the most recent quaktatidicators, the confidence in
construction, according to the European Commissidicator, edged downwards by 1.7 points in
February compared to the previous month, regigeaibalance of -4.7 points, due to the decline
in the order portfolio component, partially offd®t the improvement of expectations related to
employment. However, the level of the sector carick indicator is the second largest since
November 2007.

The services sector dynamism continues...

With regards to the services sector, the availghlat-term indicators show favourable
signs. The Services Sector Turnover Index (SSTijh wwork calendar adjusted data, slowed
down by 1.5 points in December, to 6.3% y-0-y, tluéhe trade evolution, which moderated the
growth rate by two points, to 6.2%, and, to a lessgent, to the other services evolution, whose
6.3% growth was seven tenths lower compared tdighee registered in November. 2017 ended
with an average annual increase of 6.6% in the S&ZIpoints higher than in 2016 (4.4%) and
the highest since 2006 (7.2%).

Amongst the most recent qualitative indicators teslato the services sector, the
confidence indicator in the sector, published l®/Buropean Commission, registered a 3.7 points
rise in February, reaching a level of 23.8, and dbesices PMI indicator corresponding to the
same month reached 57.3, four tenths higher thafigbre registered in January.

Tourism extends the expansionary trend in January

The indicators related to the tourism sector 288 extending the favourable results
achieved at the end of last year. Thus, the arafaver 4 million international tourists to Spain
in January stands out, a figure that represents-g§ increase of 5.2% in comparison to the slight
decline, of 0.2%, recorded in the previous monthe Total expenditure by tourists who visited
Spain in that month reached € 4.5 billion, whiclpiies a y-o-y increase of 5.6%, after the slight
increase recorded in the previous month (0.1%)clwhesulted in a growth of the average
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expenditure per tourist of 0.3%, standing at € 3,@Y issuing market, the most important one in
January, with regards to the number of touristeived and contribution to the tourism spending
was the United Kingdom.

On the other hand, overnight stays in hotels emed by 1.3% y-0-y in January, three
tenths more than in the previous month, due togtieater dynamism of foreign overnight stays,
whose stays rose by 0.8%, compared to the 2.5%eawserregistered in the previous month,
partially offset by the slowdown of domestic oveti stays, of 3.8 points, to 2.3%. Likewise, air
passenger traffic continued registering a high gnaw the same month (8.8% y-o0-y), although it
was one tenth lower in comparison to December 2@%7a result of the lower dynamism of
domestic traffic, which increased by 15.5% , haffant less than in the previous month, while
the international traffic component accelerated targhs, up to 5.6%.

3.-PRICES
Inflation moderates half a point in January, dowrt0.6%

The Consumer Price Index (CPI) y-o-y variation ratederated by half a point in January
2018, standing at 0.6%, due to the fall in energydpcts prices, after the rise registered in the
previous month and, to a lesser extent, to the ddowm in food prices, partially offset by the
lower fall in non-energy industrial goods (BINE)iqas, while the services prices growth rate
remained stable.

G 3.1 CONSUMER PRICES G 3.2 CORE INFLATION BREAKDOWN
year-on-year change in % year-on-year change in %
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Energy products prices fall by 1.7%

Energy products prices fell by 1.7% y-0-y in Jaguaafter increasing by 2.6% in
December, mainly due to the higher fall in eledlyiprices, which went from registering a rate of
-0.2% y-o-y in December to -13% in January, and tesser extent, to the half a point slowdown
of fuels and lubricants prices, down to 2.5%. Esmpart, gas prices intensified the growth rate by
1.4 points, up to 8.2%.
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Table 3.1Main priceindicators

CPI: Total
Coreinflation (2)
CPI excl. food and ener gy
CPI excl. energy
CPI food
- Non-processed
- Processed
CPI excl. food
- Industrial goods
- Energy
- Non-energy industrial goods
- Total services

CPI manufactured goods (3)

Industrial Producer Prices:
Total

Ener gy
Non-energy | PP
Consumer goods
- Durable
- Non-durable
- Food
- Non-food
Capital goods

I nter mediate goods

Unit Value Indices (UVI):
Imports

- Consumer goods

- Consumer food
Exports
Pricesreceived by farmers (4)
GDP Deflator

Private Consumption Deflator

Y ear-on-year changein %

Annual average
2017 2018
15 16 17 Jan. Mar. Jun. Sep. Dec. | Jan.
-05 -0.2 2.0 3.0 2.3 15 1.8 1.1 0.6
0.6 0.8 11 11 0.9 1.2 1.2 0.8 0.8
0.5 0.8 11 1.2 1.0 1.3 1.3 0.7 0.8
0.7 0.9 1.2 1.2 1.1 1.2 1.3 0.9 0.9
1.2 1.3 1.3 11 1.4 0.9 1.3 1.7 1.3
1.8 2.3 2.6 2.7 4.3 1.4 2.2 2.81.6
0.9 0.8 0.7 0.3 0.1 0.7 0.9 1.2 1.1
-1.0 -0.6 2.1 3.5 25 1.7 1.9 0.9 0.4
2.7 -24 2.5 5.8 3.8 1.2 1.8 60 -0.7
-90 -86 8.0 175 11.7 3.7 5.8 26 7-1
0.3 0.5 0.2 0.80.6 0.2 0.1 -0.3 -0.2
0.7 1.1 1.6 1.3 1.1 1.9 1.8 13 31
0.5 0.6 0.4 0.6 0.4 0.4 0.4 0.2 0.3
21 31 4.4 7.5 5.8 3.2 35 1.7 0.1
-8.8 -108 104 26.6 14.7 5.6 6.5 1.1 -4.3
03 -04 2.3 1.8 2.8 2.2 2.4 1.9 1.6
1.1 0.2 1.9 14 2.1 2.1 2.0 1.1 0.8
0.2 1.2 0.1 0.3 0.3 0.0 0.1 0.2 0.7
1.2 0.2 2.0 15 2.3 2.3 2.2 1.10.8
1.3 -01 2.5 1.8 2.8 3.0 2.6 1.3 0.8
0.7 0.8 0.8 0.8 0.9 0.7 0.9 0.7 0.9
0.8 0.6 0.9 0.8 1.2 1.0 0.9 0.8 0.7
-0.7 -15 34 2.6 4.4 2.8 3.5 3.4 2.8
25 31 4.7 7.0 11.4 21 4.4 2.0 -
7.0 1.4 3.2 0.6 4.7 4.0 39 2 2. -
42 -09 4.5 3.7 3.5 6.1 52 6 1. -
0.6 -1.7 0.7 0.8 1.5 -1.6 2.6 1.2 -
6.4 -33 7.9 154 7.7 4.4 7.1 - -
0.6 0.3 1.0 0.7 0.9 1.0 1.2
0.1 -01 1.8 2.2 1.9 1.5 1.4

(1) Average of the period available data.

(2) General CPI excluding non-processed food and energy

(3) Processed food and non-energy industrial goods.
(4) Change reference year 2010=100. MAPM. A only suplplya from January 2014. Lastest data is October.
Sources: INE, DA, MAPM and SGACPE.
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Non-processed food prices moderated the growthbyate?2 points, to 1.6%, mainly due
to the fall in the fresh vegetables and legumesepriof 3%, after the 3.3% increase registered in

the previous month.

Core inflation remains at 0.8%

Core inflation, which excludes the most volatilereénts from the CPI (non-processed
food and energy), remained at 0.8% y-0-y in Jand@rythe third consecutive month, standing
above general inflation for the first time sincedmber 2016.

BINE prices decreased by 0.2% y-o-y in January, tmh less than in the previous
month. The prices of personal computers stoodrothis evolution, which moderated the rate of

decline by 2.3 points, to 3.2%.

The y-0-y variation rate of services prices remain$.3%. By components, it is important
to note the fall rate intensification in touristcgages prices, by seven tenths, down to 1.9% and,
in the opposite direction, the telephone and faxises price acceleration, by seven tenths up to

2.1% y-o0-y.

For its part, processed food, beverages and tohawoes increased by 1.1% in January,
one tenth less than in December, due to the lowmwrth rate of tobacco prices (1% in January,
compared to the 2.1% registered in the previoustimpan evolution which in turn is explained
by the m-o-m rebound recorded in the same mon20d7.

G 3.3 CPI VOLATILE COMPONENTS G 3.4 ENERGY PRICES
year-on-year change in % year-on-year change in %
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According to the CPI flash estimate, inflation rebed 1.1% in February

According to the flash estimate published by th& Ikhe y-o0-y rate of the national CPI
stood at 1.1% in February, a rate half a point digthan the figure registered in January.
According to the INE, in this behaviour the risedlectricity prices stands out, versus the fall

registered in the same month of last year.
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G. 3.5 COMPONENTS AND MAIN LEADING INDICATORS
Year-on-year change in %
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The harmonised inflation, estimated by the SpaHikIP flash estimate, stood at 1.2% y-
0-y in February, a rate half a point higher thaat ttegistered in January, while the Eurozone’s
HICP flash estimate, published by the Eurostatpneed a y-o-y increase of 1.2% in February,
one tenth lower when compared to January. If Feprfiaal figures confirm the estimates,
Spain’s inflation differential against the Eurozomeould be null, versus the favourable
differential of six tenths registered in January.

Table 3.2nflation differential against main competitors (1)

2015 2016 2017(2) Jan. Mar. 2J?Jln7 Sep. Dec. 2?]21?1
Eurozone 06 -0.5 0.5 1.1 06 03 03 02  -06
Core inflation 04 -01 0.0 02 01 01 01 -02 -02
- Proc. food. 04 01  -11 07 12 -11  -12-10  -13
i;}g‘fs’l;gl‘zrgg s 02 01 02 02 02 02 08 -05 -04
- Services 07 -02 0.3 0.0 01 06 06 01 20.
Non-proc. food. -0.1 0.6 0.0 -1.3 0.1 0.4 0.3 0.3 0.3
Energy 22 -35 3.1 9.3 4.3 1.8 19 04 -39
EU 06 -06 0.3 1.2 05 01 00 -05  -09
OECD 12 14 03 05 -02 -04 06 -11 -
USA 07 -16  -0.1 04 03 00 04 09 -14

(1) Differences in percentage points between threiainvariation in the CPI for Spain and other ar@asountries
For Spain and the EU countries, these rates haue daculated with harmonised price indices.

(2) Average of the period available data.

Sources: Eurostat and OE(
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The PPI y-o0-y rate stands at 0.1% in January

The Producer Price Index (PPI) registered a 0.2% in January 2018, in comparison to
the previous month, versus the 1.9% recorded inalgr2017.

In y-0-y terms, the PPI variation rate stood at%f.la rate 1.6 points lower when
compared to the figure registered in December. WMais due to the fall in energy prices, after the
increase recorded in the previous month, and, lEsser extent, to the slowdown of the other
components.

G 3.6 HARMONISED CPI G 3.7 INDUST. PRODUCER PRICES (IPP)
year-on-year change in % year-on-year change in %
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Energy production prices fell by 4.3% y-o0-y in Jany compared to the 1.1% increase
registered in the previous month. This evolutiomiinly explained by the production, transport
and distribution of the electricity component, whqggrices intensified the rate of decline by
almost ten points, down to 11.6%, which is largekplained by the base effect associated with
the strong m-o-m rebound recorded a year earliéfg4im-o-m in January 2017, compared to the
3.1% drop registered in January this year).

The non-energy PPI slowed down three tenths inalgnto 1.6% y-o-y, mainly due to
intermediate goods prices, which moderated the growte by six tenths, to 2.8%. In this
evolution, metallurgy should be noted (8% y-o-ynpared to the 11.5% recorded in the previous
month).

Consumer goods production prices grew by 0.8% yho-January, three tenths less than
in December, as a result of the evolution of thiegsr of non-durable consumer goods prices,
which increased by 0.8% y-o0-y, three tenths lessitim the previous month, while durable
consumer goods prices accelerated half a poirth 0p/% y-o0-y.

Equipment goods prices grew by 0.7% y-0-y in Januane tenth less than in December.



Ministry of Economy, Industry and CompetitiveneSpadnish Economy Report / February 2018 31

4.- LABOUR MARKET

In the fourth quarter of 2017, labour market statss point to an extension of the
employment creation dynamism, according to the Lalkwrce Survey (LFS) data, as well as in
the available period of the first quarter of 20B8cording to the figures of Social Security
covered workers. Compensation per employee remaihglly stable, although compensation
per hour worked by employees shows a sustainedtlyrdwor its part, the average wage variation
agreed in collective bargaining for 2018, with imf@ation up to the end of February this year,
stood at 1.5%.

Employment increases by 2.6% y-0-y in the fourthagier of 2017

According to the LFS data, published by the INEe thumber of employed people
decreased by 50,800 in the fourth quarter of 2019,400 in the same quarter of 2016). The
employed population amounted to 18,998,400 pedjlth seasonally adjusted data, the number
of employed people increased by 0.4% qg-0-q, theaths less than in the previous quarter. In y-o-
y terms, employment increased by 490,300 peoép2a rate two tenths lower in comparison to
the one registered in the previous quarter. Thel@mgent rate fell two tenths in the quarter,
reaching 49.1%, 1.1 points higher than that reabate year earlier.

For its part, according to Quarterly National Acotau figures, full-time equivalent
employment, with seasonally and calendar adjusted, dlowed down by three tenths in g-o-q
terms, to 0.5%, the y-o0-y rate remaining at 2.9%He third consecutive quarter.

With regard to the information published by the Miry of Employment and Social
Security, the number of Social Security coveredkes, with seasonally adjusted data, rose by
0.8% g-o0-q in the fourth quarter of 2017, two tenthore than in the previous period. In y-0-y
terms, and with unadjusted data, the number ofab@&wcurity covered workers increased by
3.5% in the fourth quarter, as in the previous tgrar

G 4.1 EMPLOYMENT INDICATORS G 4.2 NON-AGRICULTURAL EMPLOYMENT
year-on-year change in % year-on-year change in %
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Table 4.1Summary of employment market indicators

Latest figures (1) Year on year changein%

Thousands Annual A 2016-111  2016-1V 2017-1 2017-11  2017-111  2017-1V
L abour Force Survey
In work 22765.0 19.1 -0.2 -0.6 -0.6 -0.6 -0.3 0.1
- Men 12159.8 -7.1 -0.9 -0.7 -0.7 -0.5 -0.1 -0.1
- Women 10605.2 26.3 0.6 -0.4 -0.4 -0.8 -0.5 0.2
Rate of employment (2)(*) 58.8 - -0.2 -0.5 -0.5 -0.6 -0.4 -0.2
- Men 64.6 - -0.6 -0.6 -0.6 -0.5 -0.2 -0.2
- Women 53.3 - 0.2 -0.4 -0.4 -0.6 -0.5 -0.1
In work 18998.4 490.3 2.7 2.3 2.3 2.8 2.8 2.6
- Non-agricultural sector 18177.7 486.4 2.6 2.2 2.0 2.5 2.7 2.7
- Industry 2711.3 132.2 0.5 4.7 3.6 5.6 55 5.1
- Construction 1143.7 64.4 2.3 2.0 4.8 5.2 4.3 6.0
- Services 14322.7 289.8 3.0 17 14 1.7 2.1 2.1
- Men 10339.2 267.3 2.2 2.1 2.0 2.9 3.0 2.7
- Women 8659.1 222.9 3.2 2.5 2.5 2.7 2.5 2.6
- Foreign nationals 2125.6 117.3 3.8 3.1 4.6 4.5 4.9 5.8
- Full time 16193.0 517.9 35 2.8 24 2.9 3.1 3.3
- Part time 2805.4 -276  -1.9 -0.4 1.5 2.5 1.1 -1.0
Rate of part-time employment (3)(*) 14.8 - =07 -0.4 -0.1 -0.1 -0.2 -0.5
Wage earners 15922.6 537.2 3.0 2.6 2.7 3.3 3.3 3.5
- Private Sector 12847.8 4485 3.7 3.4 3.8 4.0 3.6 3.6
- Public Sector 3074.7 88.6 0.6 -0.5 -1.5 0.3 1.9 3.0
- On a permanent contract 11670.4 3579 19 15 1.7 1.8 2.7 3.2
- On a temporary contract 4252.2 179.3 6.2 5.9 5.6 7.7 4.9 4.4
S(f‘r:ter;’ét‘g‘(’ﬂ;g)s on temporary 26.7 - 08 08 07 11 0.4 0.2
Self-employed 3075.8 -46.9 0.7 0.6 0.1 0.3 0.6 -1.5
Unemployed 3766.7 -471.1 -10.9 -11.3 11.2 -14.4 -13.6 -11.1
- Men 1820.6 -2745 -134 -12.3 12.1 -15.5 -15.0 -13.1
- Women 1946.0 -196.7 -84 -10.4 10.3 -13.4 -12.3 -9.2
- Under the age of 25 558.2 -55.7 -15.6 -10.7 11.7 -15.7 -10.5 9.1
- Having no previous job 399.3 -30.5 -16.9 -8.3 -6.3 -12.5 -9.7 -7.1
Rate of unemployment (5)(*) 16.5 - 23 -2.3 -2.2 -2.8 -2.5 -2.1
- Men 15.0 - -2.5 -2.3 -2.2 -2.8 -2.6 -2.2
- Women 18.3 - -2.0 -2.3 -2.3 -2.8 -2.5 -1.9
- Young people (aged 16-24) 37.5 - 4.6 -3.3 -4.8 -7.0 -6.0 -5.4
MEMBERSHIP OF THE S.S. (6)
Total no. workers covered 18363.5 615.3 3.0 3.3 3.4 3.8 3.5 35
Wage earners 15139.3 587.0 35 3.8 4.0 4.4 4.1 4.1
Self-employed 3224.2 28.2 0.9 0.9 0.9 0.9 0.7 0.5
- Foreign nationals 1836.2 1339 5.1 55 5.6 7.2 7.1 7.3
EMPLOYMENT OFFICES
Registered unemployment 3470.2 -280.6 -9.1 -9.4 -9.6 -10.9 -8.8 -8.0
Registered contracts 1546.4 93.9 6.9 7.1 125 9.8 5.5 3.6
- Permanent (7)(*) 11.3 - 06 0.5 0.3 0.0 0.4 0.8
- Part time (7)(*) 34.2 - 0.6 0.3 -0.9 -0.4 -0.7 04

(1) Fourth quarter for the Labour Force Survey #mel month of february for Membership of the S.Sd &panish Publ

Employment Service figures.

(2) Percentage of people in work, over the popaite¢iged 16 or over.

(3) Percentage of people in part-time employmest tlve total number of people in employment.
(4) Percentage of wage earners on temporary casitrac
(5) Percentage of unemployed over total laboureforc

(6) Mean daily figure.

(7) Percentage over the total number of contracts.

(*) The end columns show the change over the poswear in percentage points.

Sources: INE (LFS) and MESS.
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Job creation extends to all major branches of adiyv

According to LFS figures, and in y-o0-y terms, tigerin employment affected all sectors,
particularly services, where it increased by 289,p6ople (2.1% y-o0-y), followed by industry,
with 132,200 more (5.1%), construction with 64,46%0) and agriculture with 4,000 employed
people more (0.5%).

Two thirds of the new jobs created were open-endextracts

Focusing on the professional status of workers,l@yeps rose by 537,200 in comparison
to a year earlier, registering a y-o-y variatioteraf 3.5%, a figure two tenths higher to that
registered in the previous quarter, and the numobeself-employed workers fell by 46,900, by
1.5%, compared to the 0.6% increase in the pre\qaaster.

By type of contract and in y-0-y terms, 66.6% cf #mployees increase corresponded to
open-ended contracts (357,900), with the temporatg reaching 26.7%, two tenths higher
compared to a year earlier. This is the smallestyyincrease of the temporary rate since the third
quarter of 2013.

G 4.4 EMPLOYEES ACORDING
TO CONTRACT DURATION
year-on-year change in %

G 4.3 PRIVATE AND PUBLIC EMPLOYMENT
year-on-year change in %
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Source: INE (LFS). Source: INE (LFS).

Regarding working hours, full-time workers rose H8% y-o0-y, a rate two tenths higher
than in the previous quarter, and part-time workisreased by 1% y-o-y, following the 1.1%
rise registered in the previous quarter. As a teshe weight of part-time workers in total
employment increased half a point in the quarter, decreased by the same amount in
comparison to a year earlier, standing the pastiafite at 14.8%. The proportion of those who
work part-time because they could not find a futie job (“involuntary”) stood at 8.5% of the
total employed people, which is two tenths highemtin the previous quarter and eight tenths
less compared to the fourth quarter of 2016.

LFS unemployment falls by 11.1% y-o0-y

Unemployment rose by 35,000 people in the fourthrigu of 2017, compared to the
reduction of 83,000 people registered in the saemo@ of 2016. Thus, the total number of
unemployed people stood at 3,766,700. With sealyoadjusted data by the INE, the number of
unemployed people decreased by 1.6%, six tentesrieomparison to the previous quarter. In y-
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0-y terms, unemployment has decreased by 471,106plgerepresenting a rate of decline of
11.1%, 2.5 points lower compared to that of thevipres quarter. The unemployment rate
increased two tenths in the quarter and fell 2.ihtpocompared to the figure registered a year
earlier, reaching 16.5% of the labour force.

G 4.5 EMPLOYMENT BY WORKING HOURS G 4.6 UNEMPLOYMENT RATE
year-on-year change in % % of labour force
8 28
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-4 16
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- | Part-time

2013 2014 2015 2016 2017 2013 2014 2015 2016 2017

Source: INE (LFS). Source: INE (LFS).
Youth unemployment and long-term unemployment cowig to fall

By age groups, it is worth noting the fall in youthemployment (people aged between 16
and 24), 9.1% y-o-y, with the youth unemploymerte rstanding at 37.5% in the fourth quarter,
5.4 points lower than a year earlier.

According to LFS figures, the number of unemplopedple who have been looking for a

job for one year or more fell by 20.6% y-o0-y in tfearth quarter, 2.1 points less than in the
previous quarter.

G 4.7 UNEMPLOYED SEARCHING
FOR OVER A YEAR G 4.8 YOUTH UNEMPLOYMENT
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For its part, long-term unemployment, defined as tiumber of people who are
unemployed for over one year, fell by 20.2% y-aaythe fourth quarter of 2017, according to
Eurostat figures, reaching a weight of 42.9% ontttal number of unemployed people, which
represents a reduction of 4.9 points comparedetgdime period of 2016.

Social Security covered workers increase by 3.5%y4in the two-month period from January
to February...

According to the latest labour market informatidrom the Social Security covered
workers records, employment rose by 3.5% y-o-yhia two-month period from January to
February 2018, a rate identical to that registanatie last two quarters of 2017. This is due ® th
fact that the acceleration of employment in corsion (7.4% y-0-y in the two-month period, a
rate three tenths higher compared to the figurestegd in the fourth quarter of 2017) and in
industry (3.3%, compared to the 3.2% recorded enftlurth quarter) offset the lower growth rate
in services (3.5%, one tenth lower than in the querirom October to December), while
agriculture maintained the rate of decline at 0y686y.

G 4.9 S.S. COVERED WORKERS AND REGISTERED UNEMPLOYMENT
year-on-year change in %
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Source: MESS.
...and registered unemployment falls by 7.5% y-o-y

With regard to registered unemployment, the y-@e rof decline stood at 7.5% in the
two-month period from January to February, halfompless than in the fourth quarter of 2017.
Registered unemployment moderated its decreaseralieactivity branches.

Unit labour costs remain stable in the fourth quant

According to the Quarterly National Accounts figeireompensation per employee rose
by 0.2% y-0-y in the fourth quarter, one tenth ldem in the third quarter, while the growth rate
of apparent labour productivity remained stabl8.2%, so unit labour costs showed no change in
y-0-y terms, as in the third quarter. For its padmpensation per hour worked by employees
grew by 1.1% y-o0-y, two tenths less in comparisothe previous quarter.
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Table 4.2Nage indicators
(year-on-year change in %)

2016 2017
2015 2016 20117
@ wm v | oo
WAGESFROM COLLECTIVE BARGAINING (2)
All sectors 0.7 1.0 15 1.1 1.0 1.3 1.3 1.4 1.5
- Agriculture 0.7 0.9 1.1 0.9 0.8 0.9 0.9 1.0 1.0
- Industry 0.7 1.1 15 1.1 1.1 1.4 1.4 1.5 1.5
- Construction 0.8 0.9 1.9 0.9 0.9 2.2 2.2 2.2 2.0
- Services 0.7 1.0 15 1.1 1.0 1.2 1.3 1.4 1.4
TOTAL LABOUR COSTSPER WORKER
All sectors 0.6 -0.4 0.1 -0.5 -0.8 0.0 -0.2 04 -
- Industry -0.4 0.4 0.5 0.0 0.6 0.9 0.4 0.3 -
- Construction -1.1 -1.7 -0.8 -1.9 -1.4 -1.3 -1.2 10 -
- Services 1.0 -0.4 0.0 -0.4 -1.0 -0.1 -0.2 04 -
WAGE COSTSPER WORKER
All sectors 1.1 -0.3 0.0 -0.3 -0.8 -0.2 -0.1 0.3 -
- Industry 0.4 0.4 0.4 -0.2 0.5 0.8 0.3 0.2 -
- Construction -0.7 -1.5 -0.8 -1.7 -1.6 -1.0 -1.1 0.1- -
- Services 1.4 -0.3 0.0 -0.2 -0.9 -0.3 0.0 0.3 -
NON-WAGE COSTSPER WORKER
All sectors -0.7 -0.8 0.2 -0.9 -0.9 0.5 -0.5 0.7 -
- Industry -2.6 0.3 0.8 0.6 0.9 1.1 0.9 0.4 -
- Construction -2.0 -2.3 -0.9 -2.3 -0.9 -1.8 1.2 40 -
- Services -0.1 -0.9 0.2 -1.1 -1.3 0.6 -0.9 0.7 -
COMPENSATION PER EMPLOYEE (3)
All sectors 1.6 -0.3 0.1 -0.4 -0.5 0.3 -0.2 0.3 0.2
- Agriculture 34 -3.8 0.3 -5.1 -2.9 -0.8 -0.3 14 1.1
- Industry 1.2 0.0 0.5 -0.2 0.0 0.6 0.5 0.5 0.4
- Construction -0.9 -2.1 -1.1 -2.5 2.1 -1.8 -1.3 0.5- -0.6
- Services 1.9 -0.2 0.2 -0.2 -0.4 0.5 -0.1 0.3 0.2
LABOUR COST PER UNIT OF PRODUCT (4)
All sectors 1.4 -0.6 -0.1 -0.6 -0.7 0.0 -0.3 0.0 0.0
- Agriculture 7.2 -6.6 0.3 -8.6 -4.7 -1.2 1.0 06 .11
- Industry -1.5 -0.4 0.0 -0.3 0.6 0.7 0.5 -0.1 -1.0
- Construction 3.6 -2.4 -0.8 -2.6 -2.7 -1.8 -1.3 .7-0 05
- Services 2.4 -0.2 0.2 -0.2 -0.6 0.1 -0.2 04 0.4

(1) Available period data.

(2) Aggregate figures. The years include the revieasfwage revision clauses.

(3) Equivalent full-time employment. Figures correctedseasonal factors.

(4) Compensation per employee/labour productivity. Fégucorrected for seasonal factors.
Sources: MESS and INE (Quarterly survey of labamstEand National Accounts Base 2010).
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The agreed wage increase in collective bargainingrsls at 1.5% up to February

According to the Collective Agreements Statistiggyblished by the Ministry of
Employment and Social Security, the average agwade rise stood at 1.5% (with the
information available up to the end of February@01the same wage increase agreed in the year
2017, revised.

The number of workers affected by the 1,865 agre¢snggned up to February and with
effects in 2018 reached 4,775,306, 33.7% highen thathe same period of 2017. Of all the
workers affected by the agreements signed up touBep and with effects in 2018, 99.5%
correspond to agreements signed before the afotemed year (4,750,975 workers, 1,824
agreements) and the remaining 0.5% to new agresnsgged in 2018 (24,331 workers, 41
agreements), with wage increases of 1.5% and I&Spectively.

With regards to the coverage, the agreed wagetiarian company agreements (1.2%)
was lower than that signed in at a higher leve%d).

By sector, the agreed wage increase up to FebrigaB% in construction, 1.6% in
services, 1.5% in industry and 1.1% in agriculture.

Up to February 2018, 194 opt-outs were registeaf@cting 3,995 workers, 4.2% less
than in the same period of last year. Most of theauts submitted refer to the wage amount
agreed.

G 4.10 WAGE INDICATORS

COLLECTIVE BARGAINING AGREED WAGE
INCREASE AND TOTAL WAGE COSTS
year-on-year change in %

UNIT LABOUR COST AND COMPONENTS
year-on-year change in %
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5.-PUBLIC SECTOR
The General Government EDP Debt stands at 98.4%6fP in 2017,...

In December 2017, the General Government Debt,rdicep to the Excessive Deficit
Protocol (EDP) methodology, reached 98.4% of GDR,&4.6 billion), a percentage six tenths
lower than in 2016 (99.0% of GDP).

By subsectors, the State EDP Debt stood at 85.6%P (€ 996,472 million) in
December 2017, six tenths higher when compared yteaa earlier. The Debt of other entities
belonging to the Central Government reached 2.9% P (€ 33.4 billion), a percentage lower
by six tenths in comparison to December 2016. @rother hand, the Regional Government EDP
Debt to GDP ratio remained stable in Decemberyaat at 24.8% (€ 288.3 billion). The Local
Government subsector registered an EDP Debt in eee 2017 equivalent to 2.5% of GDP
(€ 29.2 billion), four tenths lower in comparisanthe figure registered in the same period of the
previous year, extending the downward trend thagabein mid-2013. Regarding the Social
Security subsector, the EDP Debt stood at 2.4%DR® @ 27.4 billion), compared to the 1.5% of
GDP registered at the end of 2016. This increasiiésto loans received from the State in July
and November 2017.

The Bank of Spain reviewed the monthly General Gawent EDP Debt in the most
recent period, as a result, mainly, of the reclesdion of some units within the General
Government sector. Among these reclassificationst bf Empresa Nacional de Residuos
Radioactivos S.A. (Enresa) should be noted becawss, though it had a marginal impact on the
public deficit figure, it reduced the General Goweent EDP Debt in 2017 due to the
consolidation effect, by an amount equivalent 2%®0of GDP.

...and the State Debt slows down in January 2018/40-y terms
At the end of January 2018, the State EDP Debudstd& 996.1 billion, compared to the

€ 955.2 billion registered a year earlier, whicpresents a y-o0-y increase of 4.3%, five tenths
lower when compared to December 2017 (4.8%).
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PUBLIC DEBT SUSTAINABILITY

As a result of the public accounts deterioratiore do the economic crisis, the Spanish publlic

debt increased strongly between 2008 and 2014 eShmen, the public debt to nominal GDP

ratio of the Spanish economy stabilised at levielsecto 100% of GDP.
Graph 1.- Public debt
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This evolution can be analysed with a simple acttnognmodel that breaks down the variation
of the debt-to-GDP ratio as the sum of the contidnuof three factors: the primary balance,
the differential between the interest rate and leeninal GDP growth rate and the deficit
debt adjustments (calculated as residual, thatvesjation in the level of public debt no
explained by the balance observed of the publitosec the nominal GDP growth).

—F

U

Graph 2shows the contribution of the three factors toitieease in the public debt to GDJ
ratio since 2008 It can be observed that the primary public défieiduction prevented &
greater growth of the debt between 2012 and 20thdoagh the fiscal consolidation procegs
in recent years has not been enough to reach aipegrimary balance yet. In this sense,|it
can be noticed how the slight reduction in the jmutdebt to GDP ratio in 2015, 2016 and
2017 is mainly due to the deficit-debt adjustmants, secondly, to the nominal GDP growt.

(1) See page 41 for more details on the determinafithe public debt evolution.
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Graph 2.- Change in public debt ratio
(% of GDP and percentage points)
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The deficit-debt adjustment (also called stock-fladjustment) reflects all those financial

transactions that, without affecting the publicidé&f cause a variation in the stock of public dek
and include, among others, the net acquisition iofarfcial assets, valuation effects d
reclassification of non-financial and financial deland the materialisation of contingen
liabilities®. Since the beginning of the crisis, this adjustimgnponent has played an importa
role in the dynamics of the Spanish public debthwipposing movements by the differg
instruments, among which four stand out: firstiyternational financial aids granted by Spai
(EFSF, Greece and ESM); secondly, the aids grattdbe financial sector through the Fund fd
the Acquisition of Financial Assets (FAAF) and Eund for Orderly Bank Restructuring (FROB
thirdly, the emissions of the Electricity DeficimArtisation Fund (FADE); and, finally, the
provision of the Fund for Financing of Payment$Stppliers (FFPP).

The greater contribution of the stock-flow adjusting® the debt variation, which took place i
2012, is mainly explained by the international agglanted and by the FFPP, since the increase
liabilities through the FROB was patrtially offset the amortisation of the funds from the FAA
which was dissolved that same year. In 2014, tfeetedf the deficit-debt adjustment was almg
null, and in 2015 and 2016 it contributed to redube debt by 2.1 and 1.6 percentage points
GDP, respectively. This evolution is explained bg nhet sale of financial assets, by tfi
amortisations related to the Electricity Deficit Artisation Fund (FADE) and by the operation
of the Fund for Orderly Bank Restructuring (FROB).

(2) In the event that guarantees granted by thee@#rGovernment on debts incurred by other sectoespartially or totally called, a
capital transfer paid to the original debtor is @ded and entails an increase in the public deltefample of this type of contingen|
liabilities are the guarantees granted to some itrttitutions to issue securities, in accordanwith Royal Decree 7/2008, of 13
October, on urgent economic and financial measireslation to the financial crisis.
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In general, the disposal of financial assets andat®ns in the cash and deposits balance
contributed to moderate and even stabilise the daptusing the liquidity previously
accumulated by the General Government. This alliwesicing the deficit without having tg
resort to indebtedness (for example, the disposdbr@ign public debt held by the Socia
Security Reserve Fund).

The public debt growth between 2008 and 2014 rdiseseed to examine its sustainability
risks in the mid and long term. To this end, ddfgrdeterministic projections can be prepared
starting from an equation of public debt evolutias a percentage of the GDP that can be
broken down as follows

(1+i)

i gr, m.(1+ gr)
t 1 ;4_ gf'df_l'gr'm_ pbz—‘l'f:—

B TS B R R (R
Where:
- d, is the public debt/nominal GDP ratio in the year t
- i, is the implicit interest rate of public délim the year t.
- g, is the nominal GDP growth rate expressed on aypdérbasis in the year t.
- gr, is the real GDP growth rate expressed on a pet basis in the year t.
- T, is the inflation rate (in terms of the GDP deflgtm the year t.
- alis the public debt proportion in foreign currenigythe total public debt
- =, is the depreciation rate of the euro in the yeaintrelation to the basket of
currencies in which the debt is denominated exgess a per unit basis.
- ph, is the primary public balance/nominal GDP ratiothre year t.
- f,is the stock-flow adjustment /nominal GDP ratidhe year t.

N

This breakdown allows identifying the determinaofsthe public debt dynamics an
specifically the so-called "snowball effect”, whisithe sum of the four terms shown below:

- Oe-g. ,;g, reflects the interest rate effect. The higher ithelicit interest rate, the
L 1}

higher the public debt/GDP ratio.

- _dt_l"'ig-:;r: reflects the real GDP growth effect. The higher tbal GDP growth, the

lower the public debt/GDP ratio.

- —dt_i.%ﬂ?j reflects the inflation effect. A higher price gtbvallows reducing the
izt

public debt/GDP ratio more rapidly.

- afd._,. st.,"li:"tf reflects the exchange rate variation effect. Ardejation of the euro
L1+grs

against the currencies in which the public debtssued would increase the publi
debt/GDP ratio.

O

(3) This breakdown of the public debt dynamicsofedi the methodology used by the European Commifsiathe sustainability
analyses of the public debt of the FSR and DSM.
(4) Itis assumed that the interest rate is thees&mn public debt expressed in euros and in foreigmency.
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On the other hand, the primary public balance cam liroken down into the cyclica||

component, the primary structural balance beforkirtg into account the costs variatio
linked to ageing("costs of ageing"), the changes in costs of agjesmd the one-off measure
as shown in the following equation

Primary public balance = cyclical component + cyelily adjusted primary balance

cyclical component + primary structural balanceone-offs

cyclical component + primary structural balancex¢luding
costs of ageing) + costs of ageing + one-offs

Graph 3shows several public debt deterministic projecior the period between 2017 an
2025.

The central scenario considers the latest forecémtshe Spanish economy included in ti
World Economic Outlook published by the Internagiolonetary Fund in October 2017 fo
real GDP growth, the GDP deflator and the publicldvece. The output gap and costs

ageing forecasts have been obtained from the melbgieés developed by the Europea
Union’. In this sense, it should be noted that this i&gy conservative central scenario wit
more pessimistic assumptions than the hypothesdaded in the last macroeconomi
scenario of the Government and the current consenstorecasts, especially with regard {
the public balance evolution. However, since theure of the sustainability exercise
revolves around analysing the response of macra@oanvariables (in this case the publi
debt) in situations not considered a priori (strésst), this central scenario is a good startir
point to perform the deterministic and stochastigjgctions.

To project the public debt implicit interest rathge Spanish public debt has been divided if
five groups of instruments according to their magyuperiod when issuing them: short-terr
instruments (maturity up to 1 year from the isslieeasury Bills-); bonds issued with

maturity of 3 years; bonds issued with a maturitys years; bonds issued with a maturity
10 years and very long-term instruments (bondsedswith a maturity over 10 years). Th
weight of these instruments in the total publictdehs been calculatédand it has been

assumed that the issue of debt instruments is qpeef in such a way that in 2022 the

portfolio average life will be of 8.01 years, comga to the estimated average at the end
2017 of 7.13 years. Since the weight of the TreaBlills is wanted to remain constant, th
target is achieved by reducing the relative impoda of the 3 and 5 year bonds and increa

(5) This breakdown allows identifying the orientatiof the tax policy by separating it from the emoit cycle effects, so that an
improvement (worsening) of the primary structuralamce would indicate a structural tax effort (eapi.
(6) Separating the effect of the costs linkedgeirzg from the rest of the primary structural batancomponents makes it possible
isolate the estimated effects of the reforms inptiesion system in recent years, whose impact sdouthe mid and long term. It
should be noted that in table 1 the negative gigthé costs of ageing row implies a cost saving.

(7) The WEO forecasts end in 2022 and projectiminthe output gap are not made beyond 2020. Thathis the potential GDP
between 2021 and 2025 is assumed to grow by 1.5%ejpe and that between 2023 and 2025 the outpptigitiates a convergence
trend towards zero over a period of 8 years. Lilsewthe GDP deflator between 2023 and 2025 grow&%yper year. On the other
hand, between 2023 and 2025 a non-policy changedarario has been assumed in which the primancstral balance does not
change in comparison to 2022, except for the savirggsts of ageing derived from the reforms appdow the past.

(8) For example, in 2017, short-term instrumergsaanted for 8.57% of the total public debt. Thgedr bonds represented 5.06%
5-year bonds, 17.74%: 10-year bonds, 41.12% any leeig-term bonds represented 27.50% of the tathlip debt.

N
S

of
S

[@)




Ministry of Economy, Industry and CompetitiveneSpadnish Economy Report / February 2018 43

sing that of the 10 and beyond years bonds. Inrotdelecrease the weight of bonds, net
issuances are negative between 2017 and 2022 jghgtoss issuances are lower than the
annual bond amortisation. Between 2022 and 2025 #@ssumed that the issuance of the
different public debt instruments is done in suchvay that the weights of the different
instruments are maintained at the levels of 2022.

This classification allows determining how much lpubebt should be refinanced each year
for each instrument. Thus, for example, in 2018as been assumed that all public debt
issued with bills must be refinanced, one thirdhef public debt in circulation in the form of
3-year bonds, 20% of public debt in the form ofeasrybonds, 10% of the public debt in the
form of 10-year bonds and 3.6% of the rest of thistanding public debt. In order to estimate
the implicit interest rate for each year, hypotressust be made about the interest rate of the
new debt issuances. For 2017 the average intesdst of the Treasury issuances has begen
taken for each term and, subsequently, it has lassomed that between 2018 and 2025 the
interest rate of the new issuances converges lipdar 2.55%, in the case of the bills, to
2.67% in the case of 3-year bonds, to 2.88% foe&-yponds, to 3.22% in the case of 10-ygar
bonds and to 3.59% for very long term obligatiofise new issuances are fully amortised |at
maturity, that is, the bills after one year of bgissued and the bonds, after three, five ten and
twenty-eight years, without early amortisations.

Likewise, it has been assumed that all the debiteofear t is issued on 3December of the
same year, so the interests on the debt issudttipdar t are paid at the end of year t + 1.

Table 1 summarises the main assumptions of theatagenario.

The following have been considered as potentiasstrscenarios: a negative shock on the
nominal implicit interest rate, a negative shock tbe real and potential GDP growth, an
upward deviation of the public deficit and a nomlreation of savings in the costs of ageing
derived from the reforms of recent years9. In addijtin these exercises it is assumed that the
stock-flow adjustment is null.

In the scenario with a negative shock on the nomimaplicit interest rate, the interest rate of
the new issuances in 2022 stands at 3% for bitl8.20% for 3-year bonds, at 3.5% for
year bonds, at 4% for 10-year bonds and at 5% &y Yong-term bonds. It should be noted
that in this scenario it has been assumed thaptiveary structural balance follows the same
trend as in the central scenario to better show thesible impact of a rate increase on the
public balance and on the public debt evolution.

With regard to the scenario with a deviation of hublic deficit, it has been assumed that the
deficit trend of the central scenario deviates pescentage points of annual GDP upwards
between 2018 and 2022. It should be noted thabtit|ut gap in this scenario does not vafy
in respect of the central scenario, which implieattthe higher public deficit is the result of ja
worsening of the cyclically adjusted balance.

(9) Due, for example, to a possible reversal ofréferms of recent years.
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Table 1
Baseline scenario: main assumptions and results
2016 2017 2018 2019 2020 2021 2022 2023 2024 2025
Nominal GDP
(% growth rate) 3.6 4.0 4.1 3.7 3.5 3.4 3.5 3.2 3.2 3.2
Public debt
(% of nominal GDP) 99.0 98.4 96.7 95.3 94.1 93.0 92.0 91.2 90.6 90.0
Change in the ratio (-1+2+3)
of which: -0.4 -0.6 -1.4 -1.4 -1.3 -1.1 -1.0 -0.8 -0.7 -0.5
-1.7 -0.6 0.0 0.3 0.4 0.3 0.1 0.2 0.1 0.1
Structural primary
balance
(11111.2) 0.3 0.2 -0.3 -0.5 -0.7 -0.9 -1.2 -1.0 -0.9 -0.8
(1.2)
Structural primary
primary | alance (before 15 0.0 05 06 08 1.1 1.4 1.2 1.0 0.9
costs of ageing)
balance
(1.1.1)
(1.1+1.2+1.3)
(1) Costs of Ageing
-0.1 -0.2 -0.2 -0.1 -0.1 -0.2 -0.2 -0.2 -0.1 -0.1
(1.1.2)
Cyclical
component -1.7 -0.6 0.3 0.8 1.1 1.2 1.3 1.1 1.0 0.8
(1.2)
One-off:
T‘; ;’) s -0.3 -0.3 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
-0.6 -1.4 -1.4 -1.1 -0.9 -0.8 -0.9 -0.6 -0.5 -0.5
Interest
expenditure 2.8 2.5 2.5 2.4 2.3 2.3 2.3 2.3 2.3 2.3
Snowball (2.1)
effect
G h eff
(2.1-2.2- '°“;t2 Ze) <t 31 2.9 24 1.9 1.7 15 15 11 1.1 1.1
23+2.4) ’
@ '”ﬂa‘;‘z";)effe“ 03 0.9 15 16 15 16 16 18 1.8 1.8
Exchange rate
effect 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
(2.4)
Stock-flow adjustments 15 0.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
3) . . d 4 b . . d 4 .
Inflation (GDP deflator) 0.3 1.0 1.6 1.7 1.6 1.7 1.8 2.0 2.0 2.0
Nominal interest rate (nominal) 2.9 2.6 2.6 2.5 2.5 2.5 2.5 2.6 2.6 2.7
Output Gap
(% of potential GDP) 3.1 -1.0 0.6 1.5 2.1 2.2 2.4 2.1 1.8 1.5
Public balance
(% nominal GDP) -4.5 3.1 -2.5 2.1 -2.0 -2.0 2.1 -2.1 -2.2 -2.3

In the scenario with lower real GDP growth, it Hasen assumed that in 2018 GDP grows (.5
percentage points less than in the central scenand between 2019 and 2022 real GOP
growth converges linearly to the potential GDP gtovof the Spanish economy. Between
2023 and 2025, the output gap closes, leading tloveer real growth than under the
assumptions of the central scenario.

Finally, in the scenario without savings in costkéd to the population ageing, it has be¢n
assumed that as of 2018 the savings estimatedeb@ammission in terms of structural effoyt
derived from the pension system reforms of thentgasars do not materialise.
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Graph 3: Public debt deterministic scenarios
(% of nominal GDP)
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The results highlight the importance of an actigedl consolidation in the coming years o

set the public debt / GDP ratio on a declining audtainable trend in the mid-term.

As shown irtable 1andgraph 3 if the deficit forecasts included in the OctoRé17 IMF's

World Economic Outlook were met, the public dekibreo GDP would be reduced by only
percentage points in the coming 8 years. This steduction in public indebtedness i
explained by the fact that the public balance evoturesponds exclusively to the cyclic
evolution of the Spanish economy (improvementeotyilical public balance and passive d

leveraging) while throughout the projection peritbeére is a structural easing that limits the

public debt correction.

Thus, a deficit reduction without structural efferbuld not guarantee a sustainable trend

the public debt since, as the stress scenariosesigd the event of possible shocks in re

GDP growth, in the interest rates or a worse evolutof the public balance (which may b
linked to a reversal of measures that have a budgempact in the mid and long term sud
as those made in the pension system in the phstpublic debt ratio reduction in the mid
term would be heavily at risk.

On the other hand, the preparation of a centraledetinistic scenario makes it possible |
verify with a simple calculation whether the cuirésvel of the public debt is sustainable,
the sense that the public debt to GDP ratio is ¢qoar lower than the discounted prese
value of the sum of primary public balances in ®ohGDP.
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That is, assuming that the debt accumulation caadmroximated by the following equation,
11::|r+1 = {l + Tr)Dr - Spr

- whereD, is the debt at the beginning of perio@&, is the primary public balance in
period t andr, is the real implicit interest rate between t andtt+ 1

it can be solved recursively in such a way thateinms of GDP the following expression
obtained:

n
1 "‘QH: U
Y| ey g C
{l_l_ :-+: g {'l+1}-+i} t+ntl
=0 i=0 i=0

- whered represents the public debt to GDP ratip, the primary public balance as §
percentage of GDP anglthe nominal GDP growth.

On the other hand, imposing as a condition t#at, ., = d., the previous expression can [
reformulated as

1—[{ gm Z 1—[1 + Jexi )
1+72 r+: =0 i=d 141 Yeti
Thus, with the assumptions of the deterministioage, the values of the adjusted debt raf

and the present value of the primary public balatec&DP ratio for the period between 201
and 2025 can be calculated.

In this case, the discounted present value of tiraguy balances sum is 0.90% while th
value of the discounted public debt (left sidehaf equation) equals to -8.888sIn short,
without uncertainty about the compliance with tle¢edministic assumptions of the variable]

it could be concluded that the public debt curreatio is sustainable in the mid-term.

However, by definition, the values that will be ptal by the deterministic scenario variablé
are not known with absolute certainty, as they medom variables, so it is advisable t
deepen the analysis taking this uncertainty intcoamt.

One way to quantify the uncertainty of the cens@@nario deterministic trend is to comple
the analysis with a stochastic exercise. The ststahanalysis allows simulating a higl
number of possible debt trends (2000 trends in éxsrcise) depending on the underlyir
macroeconomic conditions, much higher than the iBeiyg analysis of the deterministig
projections. This simulation also considers thes 9% historical shocks and the correlatio
between variables, so the results reflect the retation between shocks and indicate how f{

(10) It should be noted that the value is negaaitleough the public debt ratio is positive becatisediscount factor in this case is
greater than 1.
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ture shocks would affect the trend of the centcehsrio. To obtain stochastic projections of
the debt, simulations have been performed on it® materminants: the real GDP growth
rate, the exchange rate, the implicit interest rabed the primary public balance. The
developed projectidn estimates the shocks to these determinants afebiedynamics based
on the variance and covariance matrix of the histrdisturbances, assuming that they afe
distributed jointly following a normal distribution

Two scenarios have been conducted that differ & #@issumptions about the shocks
persistence. In the first scenario, all shocks @assumed to be temporary and to last one ygar.
In this case, the annual shocks are applied eaeln tgethe value of the different variables of
the scenario deterministic trend. In the secondade, it is assumed that the shocks on the
implicit interest rate are permanent. The permaneature results from accumulating the
shocks of each year to the accumulated value oftilbeks of previous years. In both cases,
the shocks are applied to the values underlying déetral scenario of the deterministic
scenario. On the other hand, temporary shocks o @@wth result in a shock in the public
balance through the cyclical component of the fisedance.

Graph 4: Stochastic debt proyections whit tempashbcks (left) and permanent
shocks (right)
(% of nominal GDP)
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(11) Following the methodology of the European Cdssion for the sustainability analysis of the pabliebt of the Fiscal
Sustainability Report (FSR) and Debt Sustainablynitoring (DSM). This methodology is describedriore detail in the articles
Assessing Public Debt Sustainability in EU Memb@iteS: A Guide (occasional paper 200) and Stochagstiblic debt projections
using the historical variance-covariance matrix apgch for EU countries (ECP 480).
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The results reinforce the main conclusion of thieheinistic analysis. Under the assumptions
of the deterministic exercise central scenario, thelihood that the public debt as a
percentage of GDP remains below 90% of GDP in 2@82&most 50%, and the probability
that the debt is lower than 85% of GDP is approxgha 10%. On the other hand, th
chances that the public debt ratio stagnates al®®% of GDP is almost 20%.

1)

Ultimately, these stochastic simulations suggeat thfiscal effort greater than that of th
central scenario will be necessary to decisively &ffectively reduce public indebtedness,
thus decreasing the risks derived from the curfesdal situation, especially in the case of
possible exogenous shocks that may affect nottbal(sDP growth of the Spanish economy
(and therefore the cyclical public balance), bug@athe interest rates of the new issuanceg of
public debt.

11%

6. - BALANCE OF PAYMENTS
The Spanish economy ended 2017 with a net lendm¢he rest of the world of 1.9% of GDP

According to the available Balance of Payments ,deta2017, the Spanish economy
generated a net lending to the rest of the worlél 21.7 billion, equal to 1.9% of GDP, versus a
net lending of € 24.2 billion (2.2% of GDP) the ybafore.

The current account balance registered a surplumuatimg to € 19.8 billion, equal to
1.7% of GDP, versus the 1.9% of the GDP registerete previous year, which was the highest
in the current time series. This result was due¢hto € 2.6 billion decrease of the goods and
services surplus, which stood at € 31.1 billiorr¢2.of GDP), partially offset by the € 939 million
decrease of the deficit of primary and secondary inepmwhich stood at € 11.2 billion (-1.0% of
GDP)

Table 6.1Balance of payments. Non-financial operations (1)

Million euro
January-December 2016 January-December 2017
Credit Debit Net Credit Debit Net
Current and capital accounts 439,361 415,193 24,166 467,028 445,324 21,704
Current account 436,069 414,584 21,486 464,404 444,602 19,806
Goods and services 368,516 334,842 33,671 396,263 365,208 31,054
Tourism 54,660 17,437 37,223 60,156 19,586 40,570

Primary and secondary income 67,553 79,742 -12,188 68,141 79,394  -11,249

Capital account 3,292 609 2,683 2,624 722 1,898

(1) The sum of the items does not always matchata due to rounding.
Source: Banco de Espafia.

In parallel, the financial balance registered napital outflows amounting to € 30.1
billion, versus net outflows of € 26.7 billion retgred a year earlier. This result is due to net
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capital outflows of € 62.0 billion, excluding theaik of Spain, partially offset by the increase in
the net debtor position of the Bank of Spain, whigdched € 31.8 billion.

The surplus of goods and services moderates

Trade of goods and services with the rest of thedwesulted in a surplus of € 31.1
billion in 2017, 7.8% lower compared to the figuezorded in 2016. In nominal terms, exports
increased by 7.5% and imports by 9.1%. These eate4.1 and 8 points higher, respectively, than
those registered in 2016.

The trade deficit increases

The Balance of Payments only provides disaggregadéal between the balances of goods
and services for the first nine months of 2017.ddmng to Customs data, which show a similar
evolution, the trade deficit increased by 31.992017, due to the greater trade deficit of energy
goods, which increased by 27.5% (in line with tkeletion of the price of imported oil which,
measured in euros, became 29.5% more expensiveevage during the period) and, to a lesser
extent, to the 18.9% decrease of the non-energnbalsurplus. Using the unit value indices of
the Ministry of Economy, Industry and Competitivesgthe terms of trade decreased by 3.9%,
thus interrupting the trend of improvements expergsl during the last years.

G 6.1 CURRENT ACCOUNT BALANCE
12-month cumulated. Percentage of GDP

— Current account balance
B Goods and services balance
B Primary and secondary incomes balance

2014 2015 2016 2017

Sources: Banco de Espafia and SGACPE.

Tourism revenues accelerate...

The balance of tourism services accumulated a wsirpf € 40.6 billion in 2017, 9%
higher than in the previous year. This result ideli an increase of 10.1% of tourism revenues,
2.9 points higher in comparison to the figure reggisd in 2016. Foreign tourists”™ expenditure,
according to the Tourist Expenditure Survey (EGATURcreased by 12.2% during the last year
(9.2% a year earlier) and, tourist arrivals, andatbr of the evolution of tourism in real terms,
increased by 8.6%, versus the 10.1% registeredmegelier, exceeding the € 81.7 million.
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...and so does tourism payments

Tourism payments, as a result of Spanish residesglling abroad, grew by 12.3% in
2017, a rate 0.9 points higher than that register@®16.

The deficit of primary and secondary income falls

The balance of primary and secondary income acaiteulla deficit of € 11.2 billion in

2017, 7.7% lower than that recorded in 2016, dua tevenue increase of 0.9% and a payments
decrease of 0.4%, versus the 0.8% and -0.5% ratesded, respectively, in the previous year.
There is only data available split into primary astondary income up to September 2017. The
only available data up to December 2017 are indudehe secondary income and, in particular,
are provided by the Directorate General of the Jueaand Financial Policy corresponding to the
financial flows with the European Union, which shawncontraction in the net current transfers
received from the EU of € 3.4 billion, € 296 mitidigher in comparison to the figure recorded a
year earlier, due to a fall in revenues (-7.6%hhrgthan that of payments (-2.8%). With regards
to revenues, public transfers received from theopean Social Fund, aimed at promoting
employment, fell by 25.1%, while in the transfeos the private sector, the subsidies received by
farmers as refunds of the Common Agricultural Boledl by 3.5%. On the payments side, within
public payments for the EU, those related to theT\fResource (17.3%) and Traditional Own
Resources (6.9%) rose, while those related to Gi¢bRrce (-8.7%) fell.

The capital balance surplus falls

In 2017, the capital balance generated a surplu€ df.9 billion, 29.3% lower in
comparison to the previous year, due to a fallamenues (-20.3%) and a rise in payments
(18.6%). Capital transfers from the EU fell by 83.4ompared to those registered a year earlier,
down to € 308 million. Quantitatively, speakinge ttnost important items were public transfers
from the structural funds of the EU Budget, aimedirdrastructure, rural development and
environment. In this regard, the fall of the traamsfreceived from the Cohesion Fund should be
noted, which were reduced to zero, and the dedlirtbose corresponding to the ERDF (-89.9%,
down to € 253 million). However, it is important note that these revenues are very erratic, due
to the multiannual nature of many of the actioreytfinance.

Net capital outflows in financial transactions witkthe rest of the world, excluding the Bank of
Spain

In 2017, the financial account recorded net camitaflows amounting to € 30.2 billion,
versus the net outflows of € 26.7 billion registeeeyear earlier. Excluding the Bank of Spain, the
financial account recorded net capital outflows twog 62.0 billion (5.3% of GDP), lower in
comparison to those registered a year earlier (£ ilion). This result includes positive balances
(investments) in asset and liability transactions.

The change in liabilities records net capital infis...

In 2017 as a whole, the change in liabilities gatest net capital inflows worth € 71.6
billion, versus the net outflows of € 3.8 billiorgistered a year earlier. The direct investment
balance fell by 82.7% compared to a year earleording net inflows amounting to € 5 billion,
which were channelled toward other resident secftire breakdown by instrument is only
available for the first nine months of the yearh the other hand, portfolio investment recorded
net inflows amounting to € 63.1 billion, versus tret outflows of 12.7 billion recorded in 2016,
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mainly due to the results of the General Governnagrat the Monetary Financial Institutions.
Finally, other investments (loans, deposits andsgpecorded net inflows of € 3.6 billion, versus
the net outflows recorded in 2016 (€ 19.8 billiondstly concentrated in the private financial
sector.

...and Spain's investment abroad rises

The change in net assets with the rest of the walatluding the Bank of Spain,
accumulated in 2017 net capital outflows (investtseaf € 133.6 billion, 76.8% higher than the
figure reached in the previous year. Direct investtraccumulated capital outflows amounting to
€ 29.5 billion, 35% lower than a year earlier, coghmainly from other resident sectors. The
portfolio investment balance rose by 216.5%, reicgrahet outflows of € 80.9 billion, mainly
concentrated in the non-financial private sector.tli® other hand, other investment registered net
outflows amounting to € 25.5 billion, 253% highengpared to a year earlier, led by the private
sector, both financial and non-financial. Finalfinancial derivatives registered net inflows
amounting to € 2.3 billion in comparison to the m&tows of € 2.6 billion recorded in the
previous financial year.

The net debtor position of the Bank of Spain visvés the Eurosystem increases
Current, capital and financial transactions gereratdecrease of net assets of the Bank of
Spain amounting to € 31.8 billion, a figure thatludes an increase of € 3.7 billion of the

reserves, a decrease (increase of the net debdiiopd of € 31.3 billion of the assets vis-a-vis
the Eurosystem and a decrease of € 4.2 billiortharanet assets.

Table 6.ZFinancial flowswith the European Union

Accumulated amounts

illi % y-0-y
Million euro change B % y-0-y
Million euro  change
2016 2017 2017 2016 2017 2017
\Y | Il n \Y 1] v -1V I-IvV I-1IvV
Net current transfers -2,103 1,365 -1,055 -1,527 -2,152 -7.8 23 -3,073 -3,369 9.6
- Revenue 903 4,295 1,470 964 601 -136  -334 7,935 7,330 -7.6
Refunds CAP 608 4,208 709 854 403 -0.2  -33.7 396 6,174 -35
ESF 186 32 729 25 147 -88.3 -21.3 1,245 9325.1-2
Other subsidies 109 55 33 85 52 83.8 -52.6 29324 -24.1
- Payments 3,007 2930 2526 2491 2,753 -10.1 -8.4 11,009 10,700 -2.8
VAT 344 409 468 368 368 10.6 7.0 1,375 1,613 7.31
GNI 2,140 2,012 1681 1,594 1,850 -20.6  -13.67,817 7,138 -8.7
Traditional Own Resources 409 367 370 382 419 13.5 2.6 1,439 1,538 6.9
Other 114 142 6 147 116 57.0 2.1 378 411 8.8
Capital transfers 707 15 190 51 51 -81.4 -92.8 2,657 308 -884
ERDF 678 15 181 38 19 -84.7 -97.1 2,519 25389.9
Cohesion Fund 11 0 0 0 0 - - 15 0
Other 17 1 9 13 31 -49.9 81.9 124 54 -56.3

Sources: D. G. Tesoro and SGACPE.

The NIIP improves in the third quarter of 2017

The Net International Investment Position (NIIPr@gased its debtor balance in the third
quarter of 2017, by € 15.8 billion, compared to shene period of 2016, reaching € 957.1 billion.
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The debtor NIIP accounted for 83.1 % of GDP in tihed quarter of 2017, a figure 4.5 points
below the one registered in the previous year. tAsamounted to € 1.85 trillion, 5.7% more
compared to a year earlier, and liabilities to & 2trillion, 3.1% more. On the other hand, the
gross external debt stood at € 1.91 trillion (166.4f GDP) in the third quarter of 2017, versus
the € 1.89 trillion registered in the same quanfe2016 (170.4% of GDP).

The NIIP debtor balance, excluding the Bank of 8pegached an amount of € 750 billion
in the third quarter of 2017, 7.8% less than a yesatier. A fall was registered in the debtor
balance of the different components: direct investinof 32.1%, down to € 29.8 billion; portfolio
investment, of 4.4%, down to € 557.1 billion; othewestment, of 13.2%, down to
€ 154.7 billion; and financial derivatives, of 8.48own to € 8.4 billion.

The Bank of Spain increased its debtor balance By .8 billion in the third quarter of
2017 compared to a year earlier, up to € 207.1objllequal to 18.0% of GDP. This increase is
explained by the expansion of the Bank of Spairtatdiialance vis-a-vis the Eurosystem (€ 40.1
billion), and to a lesser extent, by the € 3.2idmlldecrease in reserves and the fall in the balanc
of other net assets, which went from € 839 millior3.8 billion.

Table 6.3Balance of payments. Financial operations (1)

Million euro
January-December 2016 January-December 2017
Assets  Liabilities Balance Assets  Liabilities Balance
change change change change
Financial account 22,897 -3,799 26,695 101,720 71,566 30,163
- Excluding Bank of Spain 75,532 -3,799 79,327 133,552 71,566 61,991
Direct investment 45,369 28,698 16,671 29,481 4,952 24,532
Monetary financial institutions 6,283 2,152 4,131 6,008 -1,906 7,914
Other resident sectors 39,089 26,548 12,541 23,475 6,859 16,616
Portfolio investment 25559  -12,733 38,291 80,895 63,064 17,831
General Government 106 -319 425 32 29,022 -28,990
Monetary financial institutions -1,523 -9,306 7,783 7,126 33,894 -26,768
Other resident sectors 26,976 -3,109 30,085 73,737 145 73,592
Other investment 7,225  -19,764 26,986 25,506 3,550 21,958
General Government -1,569 -2,007 438 -67 -4,443 4,376
Monetary financial institutions 5,653 -18,771 24,424 16,697 5,388 11,309
Other resident sectors 3,141 1,014 2,127 8,876 2,605 6,271
Financial derivatives -2,621 - -2,621 -2,330 - -2,330
- Bank of Spain -52,635 - -52,635 -31,832 - -31,832
Reserves 8,233 - 8,233 3,666 - 3,666
Claims on the Eurosystem -59,706 - -59,706 -31,264 - -31,264
Other net assets -1,159 - -1,159 -4,231 - -4,231
- Net errorsand omissions 2,527 - 2,527 8,456 - 8,456

(1) The sum of the items sometimes does not matelotal due to rounding.
Source: Banco de Espafia
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