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RECENT EVOLUTION OF THE ECONOMIC INDICATORS

Financial markets

The financial markets evolution in March was coiodied by the monetary policy
meetings of the main central banks, as well adrtme tensions between the United States and
China. In a context where volatility and uncertinave prevailed in the markets, the main stock
indices and the public debt yields have decreasddle euro has appreciated slightly against the
dollar.

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

The Governing Council of the European Central BE@B&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 target. The Eurosystem will
reinvest the principal payments from maturing s#iesr purchased under the Asset Purchase
Program (APP) for an extended period of time dfterend 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 guide remains unchanged with regéodts monetary policy, but the
difference of this statement with the previous begin the complete withdrawal of the sentence:
"If the outlook becomes less favourable, or if finel conditions become inconsistent with
further progress towards a sustained adjustmetitarpath of inflation, the Governing Council
stands ready to increase the APP in terms of simom duration”, which increases the
expectations of a normalisation of the monetarycyol

The Fed increases interest rates and continues radg its balance

The Federal Open Market Committee (FOMC) of thedfaldReserve (Fed), in its two
day meeting held on 30and 21 March, decided to increase the Federal Fundsasiteates by
25 b.p., up to the target range of 1.50%-1.75%,cmdinue with the progressive reduction of its
balance sheet, so, as of April, only the amounmohthly maturities exceeding 30,000 million
dollars will be reinvested (18,000 million in boraisd 12,000 in assets backed by mortgages), in
comparison to the previous threshold of 20,000iomll

In a context of an upward revision of the growtbgmects, the FOMC reiterated that the
monetary policy continues to be accommodative, supy the strength of the labour market and
the achievement of the 2% inflation target. WitQards to the future path of the Federal Funds
interest rates, the entity expects to continue wrtidual increases during the period 2018-2020,
the central range considered most appropriate hbewe the monetary policy targets being
between 2.1% and 2.4% in 2018, which leaves roaradeeral additional increases this year.
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G1. MONETARY AND FINANCIAL INDICATORS (1)
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The BoE maintains the interest rates and the agsetchase programme

The Monetary Policy Committee of the Bank of EngldBoE), in its meeting held on
22" March, decided to maintain the Official Bank Rate0.50%, in force since"2November
2017 (the first rate increase sinc® Becember 2007) and to continue with the publict detal
corporate debt purchase programmes, which stand3&t billion and 10 billion pounds,
respectively. According to the BoE, given the exptan of a demand excess during the forecast
horizon, a continuous tightening of the monetarlcyowill be appropriate for inflation to return
to its target in a sustained manner.

The BoJ maintains the interest rates and the mongtatimulus plans

In the meeting held on™8and 9" 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 anpaeé of 6 trillion yen in its outstanding
balance. The BoJ expects the economy to grow abderate pace, supported by the 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 12-month Euribor remains stable, with negativalues

In the interbank market of the Eurozone, interatg registered minor changes in March
and remained negative, in a context where the EGhtaaned an accommodative monetary
policy. Thus, on 8 April, the one, six and twelve-month Euribor staid0.372%, -0.271% and
-0.191%, respectively, versus the -0.370%, -0.2@0%-0.191% recorded at the end of February.
The evolution of the 12-month Euribor in this perics due to the expectations of practical
stability in interest rates and the stability alkrpremiums required in the market (the OIS and the
Euribor-OIS differential almost did not change darthis period).
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European public debt yields decrease

In the secondary public debt market, yields felrghy during March, in a context of
maintenance of the stimulus policy by the ECB andraased risk aversion, following the
announcement of protectionist measures by the tiStates. However, in the first few days of
April, yields edged slightly upwards, boosted bg ttecline in risk aversion. Thus, the 10-year
Spanish bond yield stood at 1.23% dh April, 31 b.p. below the figure recorded on"28
February. On the other hand, the German bond fedity 14 b.p. in that period, down to 0.52%,
the Spain-Germany differential standing at 71 bl¥.,b.p. below the level recorded in late
February and at record lows since 2010. Meanwthike Spain- Italy differential stood at -58 b.p.,
5 b.p. above the figure registered off' Bbruary. The decline in yields in Greece, Poitaga
Italy in this period should be noted (39, 32 andb2®., respectively). In the United States, the
10-year bond yield fell 5 b.p. in this period, doter2.82%.

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

Yields (%) Differentials with Germany (basis points
Countries Dec-29-17| Feb-28-18| Apr-05-18variation in spreagls Dec-29-17Feb-28-18| Apr-05-18 Variation in spreads
Period | Annual Period | Annual

€] 2 3 3)-2) | 3)-1) Q) (5) (6) (6)-(5) | (6)-(4)
Germany 0.43 0.66 0.52 -14 9
Finland 0.60 0.78 0.66 -12 6 17 12 14 2
Holland 0.53 0.70 0.67 -3 14 10 4 15 11
France 0.78 0.93 0.75 -18 -3 35 27 23 -4 -12
Austria 0.58 0.90 0.76 -14 18 15 24 24 0
Belgium 0.64 0.95 0.82 -13 18 21 28 30
Ireland 0.67 1.08 0.93 -15 26 24 42 41 -1 17
Spain 1.57 154 1.23 -31 -34 114 88 71 -17 -43
Portugal 1.94 1.99 1.67 -32 -27 151 133 115 -18 -36
Italy 2.00 2.07 1.81 -26 -19 157 141 129 -12 -28
Greece 4.12 4.41 4.02 -39 -10 369 375 350 -25 -19

Source: Financial Times.
The stock indices decrease

In the stock markets, the main indices fell in gegiod between late February and early
April this year, in a context of high volatility.féer declining in early March, due to expectations
of interest rate rises in the United States, stodlces rebounded, boosted by the macroeconomic
data and the favourable business results. Howegeof the second week of March, the indices
fell sharply, affected by the uncertainty regardthg global trade relations and the steep falls
recorded by the US technology sector. Finally,he first week of April, they edged upwards,
driven by the relaxation of trade tensions betwdenUnited States and China. In Europe, the
Eurostoxx 50 index fell by 0.3% in the period betwe8th February and 5th April. In Spain, the
IBEX 35 presented a similar profile to that obseru® the rest of European indices, registering a
fall of 1.0% in that period and reaching 9,740.90nfs. In the US market, the S&P 500 index
decreased by 1.9% during that period.

The euro appreciates slightly against the dollar

With respect to the currency market, the expectataf monetary policy normalisation in
the Eurozone and the trade tensions between thedJgiates and China have slightly strengthened
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T 2. International stock exchange

Level % Variation

Countries Index Apr-05-18 Feb-28-18 Dec-29-17
Germany DAX 12,305.19 -1.1 -4.7
France CAC 40 5,276.67 -0.8 -0.7
Italy FTSE MIB 22,969.50 1.6 51
Spain IBEX 35 9,740.90 -1.0 -3.0
Eurozone EUROSTOXX 50 3,429.95 -0.3 2.1
United Kingdom FTSE 100 7,199.50 -0.4 -6.4
United States S&P 500 2,662.84 -1.9 -0.4
Japan NIKKEI 225 21,645.42 -1.9 -4.9
China SHANGHAI COMP 3,131.11 -3.9 -5.3
Mexico IPC 47,951.75 1.1 -2.8
Brazil BOVESPA 85,209.66 -0.2 11.5
Argentina MERVAL 31,866.63 -3.5 6.0

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

the euro exchange rate against the dollar in Marnch,context of high volatility, and despite the
rates increase in the United States. Thus, in én@g between late February and early April this
year, the euro appreciated by 0.4% against thardatd the yen, and depreciated by 1.2% against
the pound, trading at the end of the 5th April messit 1,226 dollars, 131.26 yen and 0.8740
pounds. In the same period, the euro appreciatéd1® in nominal effective terms vis-a-vis the
group of industrialised countries.

The M3 broad monetary aggregate slows down in Fedoyu2018...

The M3 broad aggregate slowed down by three teintlebruary, to 4.2% y-o0-y. This
evolution is due to the slowdown of currency incalation and of overnight deposits (two and
four tenths, down to 2.9% and 9.4%, respectivety) the higher fall of other short-term deposits
(-2.3%, compared to the -1.9% registered in th@iptess month) and of marketable instruments
(-6.4%, compared to the to -6.3% recorded in tle®ipus month).

T 3. Eurozone monetary aggregates

February 2018 % Yea-on-vear variatio
Monetary aggregates Balance December January February
(Billion €) 2017 2018 2018
1. Currency in circulation 1,116 3.4 3.1 2.9
2. Overnight deposits 6,714 9.7 9.8 9.4
M1(=1+2) 7,830 8.7 8.8 8.4
3. Other short-term deposits (= 3.1. + 3.2.) 3,446 2.1 -1.9 -2.3
3.1. Term deposits up to two years 1,180 -8.4 -8.1 9.1
3.2. Deposits redeemable at notice up to three rgonth2,265 1.6 1.7 1.8
M2(=M1+3) 11,275 5.1 5.2 49
4. Marketable instruments (= 4.1.+ 4.2.+4.3.) 635 -4.3 -6.3 -6.4
4.1. Repurchase agreements 73 9.8 -1.6 7.9
4.2. Money market funds shares/units 499 -2.6 -1.1 -2.9
4.3. Securities other than shares up to two years 63 -24.0 -38.7 -35.3
M3 (=M2+4) 11,911 4.6 45 4.2

Source: European Central Bank.
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...and so does financing to the private sector in therozone

On the other hand, the main counterpart to M3 fitiencing to the private sector in the
Eurozone, slowed down two tenths in February 2Gt8nding its y-o-y rate at 2.8%. This
evolution is mainly due to the slowdown of loangqttenths, down to 2.7%) and shares and other
equity (0.2%, versus 2.2% in January), partiallisetf by the acceleration of shares and other
equity (fours tenth, up to 4.9%). Within the loatispse received by households, non-financial
corporations and other financial intermediarieaveld down 0.1, 0.4 and 1 point, respectively,
down to 3.0%, 1.9% and 4.6%.

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

February 2018 % Year-on-year variation

Balance December January February
(Billion €) 2017 2017 2017
Credit to the private sector 13,181 2.8 3.0 2.8
Loans 10,937 25 29 27
Households 5,618 3.2 3.1 3.0
House purchases 4,223 3.3 31 29
Consumer credit 662 71 7.2 7.3
Other lending 732 -05 -0.8 -0.1
Non-financial corporations 4,347 19 2.3 1.9
Insurance companies & pension funds 114 -3.2 -1.2 20
Other financial intermediaries 859 2.7 5.6 4.6
Securities other than shares 1,457 4.6 45 4.9
Sharesand other equities 786 32 22 0.2

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

The stock of financing to the private sector in Spdalls by 0.4% y-o0-y in February

The stock of financing to the private non-finan@akttor in Spain fell by 0.4% y-0-y in
February, three tenths more in comparison to Jgniamancing received by firms fell by 0.5%,
in comparison to the 0.4% rise registered in tlevipus month, due to the higher fall registered
by bank loans and foreign loans and the slowdowsegtirities other than shares. On the other
hand, financing received by households recordegg yate of -0.2% in February, a figure five
tenths higher in comparison to the one registanatie previous month (-0.7%), due to the lower
decline in bank loans for housing and the acceteratf loans for other purposes.

New loan and credit operations to households and Edtise

The amount of new loan and credit operations tesébalds, in cumulative terms for the
last twelve months, increased by 10.0% y-o-y inrkaty 2018, 1.3 points more in comparison to
the figure registered in the previous month. Tivsl@tion is due to the acceleration of the loans
for housing and for consumption (1.6 points, baghto 5% and 17.5%, respectively), while loans
for other purposes slowed down one tenth, to 9'B%.amount of new loan and credit operations
to SMEs (using as a proxy for these credits thagkeuone million euros) rose by 9.8% y-o0-y, in
cumulative terms for the last twelve months up ébriaary this year, two tenths more compared
to the previous month. On the other hand, the amaiumew loan and credit operations exceeding
one million euros increased by 7.9% y-o0-y, a ralepgwints higher than that of January.
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T 5. Financing of non-financial sectorsresidentsin Spain

Februray 2018 % Year-on-year variation
Balance December  January February
(Billion €) 2017 2018 2018

Non-financial cor porations and Households 1,586 -0.1 -0.1 -04
Non-financial corporations 881 0.4 0.4 -0.5
Bank loans 503 -0.6 -04 -1.8
Securities® 95 7.6 8.6 7.8
External loans 283 -0.1 -0.6 -0.7
Households 704 -0.8 -0.7 -0.2
Bank loans. Housing 526 -2.8 -2.8 -2.7
Bank loans. Other 179 6.4 5.9 7.8
General Government - 34 3.0 -
Total financing - 13 12 -

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

Spanish economy
Domestic Demand and production

The Bank of Spain revises three tenths upwardsgtewth forecast for the Spanish economy in
2018, up to 2.7%

In its macroeconomic forecasts for the Spanish @wgnpublished in March, the Bank of

Spain (BoS) revised three tenths upwards the 2648GDP growth forecast, up to 2.7%, mainly
due to a more-favourable-than-expected evolutiagh@fctivity in the first quarter of this year, as
well as the lower impact derived from the politicgituation in Catalonia, as a result of a
moderation in uncertainty since last December.tReryears 2019 to 2020, the BoS foresees an
extension of the expansionary path of the Sparsim@ny, although at a more moderate pace,
projecting a real GDP growth rate of 2.3% in 20h8 2.1% in 2020, two and one tenth higher,
respectively, compared to those of the previousdast.

With regards to the composition of growth, the Bofesees that it will remain balanced.
Although domestic demand will continue to be thammrowth driver, the external sector will
record positive contributions in the forecast homizalthough at a slightly decreasing pace. The
BoS revised upwards the domestic demand contributi@018 by 0.4 percentage points (p.p.), to
2.4 p.p. and by 0.3 p.p. that of 2019, to 2.1 Phe external sector is expected to contribute with
0.3 p.p. in 2018 and 0.2 p.p. in 2019, one terdk than expected in December last year, in both
years. In 2020, the domestic demand contributiorvssed upwards one tenth, up to 1.9 p.p., and
that of net external demand 0.2 p.p., two tenthevbehe figure estimated in the previous
forecasts.

With regard to employment, the BoS improves itsaghoforecast by four tenths for 2018,
up to 2.7%, and three tenths for 2019 and 2020tau2% and 1.9%, respectivel\this
employment growth would lead to additional reduasian the unemployment rate, which is
expected to reach 15.1% of the labour force in 2038% in 2019 and 11.6% in 2020.
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The indicators of global activity for Spain poinbtthe extension of the activity dynamism in the
first quarter of 2018

The global activity short-term qualitative indicegdor the first quarter of 2018, point to
the extension of the economic activity dynamism,aircontext of intense job creation, high
expectations and favourable financing conditionBusl the Economic Sentiment Index (ISE)
published by the European Commission, remained anchl at high levels, reaching 109 points
(1990-2017 average= 100), 1.2 points below therecerded in February. The ISE ended the first
quarter of the year at 110, a level very similathte one registered in the fourth quarter of 2017
(110.1). By components, consumer confidence (3iAtpp retail trade (2.2 points) and those of
the construction and industry sectors (0.5 poibtsth) edged downwards in March, while
confidence in services improved (2.8 points). Lilsay the Composite PMI for Spain published
by IHS Markit, reached 55.8 in March, (57.1 in grevious month), ending the first quarter with
an average level of 56.5, 1.3 points higher congptoehe figure recorded in the previous quarter.

On the other hand, the Composite Leading IndicitoSpain, published by the OECD,
designed to anticipate the turning points in thenemic activity with regards to its trend,
remained at 99.9 in February for the fourth coneeumonth, virtually coinciding with its
long-term average.

Among the quantitative indicators, the Businessnouer Index (BTI), with calendar
adjusted data, continued recording a high growtfanuary, although at a more moderate rate,
registering a 4.7% increase, almost three poim®ildhan in December last year. This result was
due to the decrease of the turnover in the elétytiand water supply sector (-5.8%, following the
1.2% increase registered in the previous monthj,tha lower momentum in the extractive and
manufacturing industries and in trade (6.6% and BEpectively, compared to the 9.3% and
6.4% recorded in the previous month), partiallysetfby the acceleration in market non-financial
services sectors, from 1.7 points, up to 8% y-trythe same vein, according to the statistics
prepared by the Tax Agency and based on monthly Vétlirns, total large firm sales, with
fixed-sample, deflated and adjusted for calenddrsaasonal variations data, registered a 3.2% y-0-y
increase in January, half a point lower than inghevious month, due to the less expansionary
trend of domestic sales (3.3%, compared to the 3egfistered in in the previous month) and, to a
lesser extent, of exports (3.9%, one tenth lowantim December). On the other hand, imports
accelerated 1.3 points, up to 3.9% y-0-y.

The Spanish economy closed 2017 with net lendirggavivis the rest of the world of 2% of GDP

According to the Quarterly Non-Financial Accounter fthe Institutional Sectors
(QNFAIS) published by INE, in the fourth quarter 2017, the Spanish economy showed net
lending vis a vis the rest of the world, amountiog 8.9 billion (2.9% of the quarterly GDP), € 113
million lower in comparison to the figure registén@ the same quarter of the previous year (€ 9
billion, 3.1% of GDP). This y-0-y decrease of theamce compared to the rest of the world is
explained by the evolution of the foreign tradeabak in goods and services whose surplus fell
by € 897 million, down to € 5.7 billion, while theurplus of the income and current transfers
balance increased (€ 673 million, up to € 2.1dnl)iand the balance of capital transfers (€ 111
million, up to € 1.1 billion). In 2017 as a whothe Spanish economy recorded a net lending vis a
vis the rest of the world of € 23.1 billion, equal2% of GDP, compared to the € 23.8 registered
in 2016 (2.1% of GDP).

By institutional sectors, the net lending of theaBigh economy y-o0-y decrease in the
fourth quarter of 2017 is explained by the lowet fending of households and non-profit
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institutions serving households (2.4% of the qubrt&DP, compared to the 4.1% registered in
the fourth quarter of 2016), partially offset byetincrease of the net lending of non-financial
corporations and financial institutions (0.9 and Points respectively, up to 3.4% and 3.1% of
GDP) and, to a lesser extent, due to the lowebagbwing of the General Government, (it fell
three tenths in comparison to a year earlier, dmn6% of GDP).

Private consumption indicators extend the expansionary tceim the first quarter of the year

Short-term indicators of private consumption showeatension of the expansionary trend
during the first months of 2018. Among the quantmaindicators, retail sales, at constant prices
and with work calendar adjusted data, acceleratad/d tenths in February 2018, registering a y-o-y
rate of 2.2%. By groups, the most expansionarydtreinretail sales is explained by the higher
growth rate of the food component (1.6% y-o0-y, & r@.9 percentage points higher when
compared to the figure recorded in the previousthjonvhile the non-food group slowed down
one point, to 2.3%. However, passenger car regmtig according to the figures provided by the
ANFAC (Spanish Association of Vehicles Manufactsjemcreased by 2.1% in March compared
to the same month of 2017, following the 13% inseeeecorded in the previous month, although
they ended the first quarter of 2018 with an anawarage growth of 10.5%, similar to that of the
fourth quarter of 2017 (10.6%). On the other haddmestic sales in large companies of
consumption goods and services, deflated, and fm#d-sample and seasonal and calendar
adjusted data, grew by 2% y-o-y in January, a fiafe points lower compared to the figure
registered in the previous month.

Among the qualitative indicators, the Consumer @tarfce Indicator (CCl), published by
the CIS, fell in March by 1.1 points for the thzdnsecutive month, down to 98.6, standing below
the 100 threshold (indicative of a negative peliogpbdf consumers), due to the decline of both,
the current situation component, which decreasddahpoint, down to 90.1 and, to a greater
extent, the expectations component, which fell by points, down to 107.2. Likewise, the
consumer confidence indicator, published by theogean Commission (EC), fell 3.9 points in
March, down to -3.5. In the first quarter of theagethe consumer confidence indicator of the EC
registered an average value of -0.6, and thatefQls of 100.2, in comparison to the -1.5 and
100.9, respectively, registered in the previoustguna

The reduction of households” savings rate continues

According to the QNFAIS, households and non-praofgtitutions serving households
(NPISHS) registered net lending in the fourth qeradf 2017 amounting to € 7.4 billion, 37.7%
less than a year ago. This evolution is explainethé decline in savings in the sector (-10.9%yy)-o0-
and the increase in investment (20% y-o0-y), whileeo net capital income increased by 9.8%,
reaching € 224 million. In turn, the decrease imirggs is explained by an increase in final
consumption expenditure (4.1% y-0-y) higher thandedolds” gross disposable income (2.5%).

The y-o0-y growth in households and NIPSHs grospadiable income (GDI) was due to
the wage income growth (3.5%) and non-wage incometly (2.2%), as well as to the rise in
current transfers received (4%), partially offsgttbe increase in current taxes on income and
wealth (8.5%) and current transfers paid (3.9%).

The gross saving rate stood at 10.3% of GDI inftheth quarter of 2017, compared to
the 11.8% registered in the same period of 201@ Jdvings rate of households and NPISHs
stood at 5.7% of its GDI in the fourth quarter @12, four tenths lower than that of the third
quarter and the record low of the current series.
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G 2. HOUSEHOLD SECTOR G 3. CBQ. PROFIT RATIOS (%)
% GDI (moving year)

o . Olllllllll\

R1. Return on net assets (before taxes)

== Saving (right|scale) R2. Interest on borrowed funds/interest-bearing
. I Net|lending /|borrowing 5 4 Il R1-R2. Return on net assetsicost of debt

2012 2013 2014 2015 2016 2017 2015 2016 2017

Source: INE. Source: BE (Central Balance Quarterly).

Indicators of investment in equipment show favoutalsigns

The available short-term information on equipmentestment shows favourable signs.
Truck registrations, according to the figures pdexd by the ANFAC, rebounded in the two
month period from January to February, registeango-y rate of 22%, compared to the 7.4%
increase registered in the last quarter of last,y@ad domestic large firms” sales of equipment
and software, deflated, and with fixed-sample amésenal and calendar adjusted data,
accelerated two points in January, up to 8.3% y-0-y

On the other hand, according to the Business Tayd&urvey, the Industry Climate
Indicator for investment goods fell 8.8 points irtdh, compared to the previous month, reaching
a balance of 6.9 points. This evolution is attr@alto the stock level and production expectations
components, while the orders portfolio componerdhead favourably. The first quarter ended
with a balance of 15.1 points, nine tenths lowantthe previous quarter.

Non-financial corporations increase their net lenaly in the last quarter of 2017

According to the QNFAIS data, non-financial corganas showed a net lending position
equal to € 10.3 billion in the fourth quarter oftZQ € 2.9 billion higher than that registered aryea
earlier. This greater net lending of the sectafue to the fact that the increase in the companies
disposable income (12.3% y-0-y) was greater thamifie in investment (7%) and the reduction in
other net capital income (they went from € 2.7idmllin the fourth quarter of 2016 down to € 2.6
billion euros in the same period of 2017). In tuttme greater amount of companies disposable
income compared to a year earlier, is explainedheygrowth of the gross operating surplus
(6.3%) and the decrease in net current transfeds(g26.9%) and the amount allocated to pay the
corporate income tax (22.4%), partially offset e tincrease in net property income paid
(12.9%). The rise of the companies” gross valueadl.2%) and of net subsidies on production
(12.9%) contributed to the gross operating surplagease, while the compensation of employees
registered a y-0-y increase of 4.5%.

Construction investment indicators continue to grat a high rate

The indicators related to residential investmenntiome the expansionary trend.
According to the INE Statistics based on the progerrecorded in the Property Registers,
housing sales slightly moderated the y-o0-y grovetie by 6.9 points in February 2018, to 16.2%.
This was due to the lower dynamism of used hougurghases, whose y-o0-y variation rate stood
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at 16.2% (23% in January), as well as of new haupurchases, which rose by 16.4%, 7.1 points
less than in the previous month.

On the other hand, the number of mortgages on hgwsood at 29,778 in January, which
represents a y-o-y increase of 9.2%, after thevauiation registered in the previous month. The
average amount per mortgaged house registered aease of 7.9%, 5.3 points higher in
comparison to the figure recorded in Decemberyaat, so the capital borrowed rose by 17.8%,
15.2 points more than in the previous month.

Finally, in real terms, the price of private hogsnose 1.6% in the fourth quarter of 2017
(1% in the third quarter) according to the statsf the Ministry of Public Works (according to
appraisal values), while according to the INE stai$ (based on sale scripts), it grew by 5.7% in
that same period, eight tenths more than in theique quarter.

The Central Balance Sheet results show an improveiria corporate profitability ratios

According to the Quarterly Central Balance Sheéa gaublished by the Bank of Spain,
non-financial corporations included in the sampleorded an increase in their productive activity
in the last quarter of 2017, the y-o-y variationtsfnominal Gross Value Added (GVA) reaching
1.4%, six tenths higher compared to the figuresteged in the previous quarter. The greater
dynamism of the activity, together with the staation of the personnel expenses growth rate
(3.4% y-0-y, as in the previous quarter), resulteca more moderate decrease of the gross
economic result (GER), 0.4% y-o0-y, compared to 1% decline recorded in the previous
quarter. In turn, the more moderate decline ofGlfeR, together with the lower fall experienced
by financial expenses (-7.2%, compared to a ratelbf6% registered in the third quarter of
2017), resulted in a net ordinary income (NOI) @ase of 6.4%, 2.6 points lower than the figure
recorded in the third quarter.

In this context, the ordinary return ratios conéduo grow. Thus, the ordinary return on
net assets for all the companies in the sampledstd®.3% in the fourth quarter of 2017, 1.6
points higher than the figure recorded in the mesiquarter. On the other hand, the ratio that
measures the financial cost (financial expenses lfailities) stood at 2.5%, two tenths higher
than in the previous quarter, so the differentetideen them (which is an indicator of companies’
economic incentives to invest), rose 1.3 pointaciéng 3.7 percentage points.

Industrial activity indicators show mixed results

From the supply point of view, amongst the indas$tactivity indicators, the Industrial
Production Index (IPI), with calendar adjusted dagained momentum in February 2018,
recording a y-0-y increase of 3.1%, three poinghér than in the previous month. By destination
groups, the higher IPI y-0-y dynamism is explaiigdthe rebound of energy and, to a lesser
extent, by the acceleration of intermediate goaasevolution partially offset by the slowdown
experienced by equipment and consumer goods. 8mlgif energy went from registering a
7.9% fall in January to an increase of 5.3% in Baby, and intermediate goods rose by 4.8%,
eight tenths more than in the previous month. @nattmer hand, equipment and consumer goods
moderated their growth rate by 1.9 and 0.5 ponetgpectively, to 2.1% and 0.1% y-o0-y.

The Industry Turnover Index (ITl) and the Indushgw Orders Index (INOI), adjusted
for calendar effects, showed a lower dynamism muday, experiencing y-o-y increases of 5.7%
the former and 6.9% the latter (9.6% and 8.6% egrevious month). This evolution is mainly
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due to the slowdown of intermediate and consumedgon both indices and, moreover, in the
case of the ITI, to the less expansionary treneboipment goods.

G 4. PRODUCTION AND PMI IN THE INDUSTRY G 5. SERVICES: PMI AND TURNOVER INDEX
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The lower activity dynamism of the industrial secias also reflected in the qualitative
indicators. The manufacturing PMI reached 54.8 ardh, 1.2 points lower than in the previous
month, due to the growth rate moderation of the uferiuring production, even though it
remained at high levels due to the sharp rise tesgid by new orders. On the other hand, the
industrial confidence indicator, published by therdpean Commission fell half a point during
that month in comparison to the previous month¢higsy 1.9, as a result of the rise of the stock
of finished products component, in spite of theiowement of the order portfolio and production
expectations. The first quarter of 2018 ended \aithaverage Industry PMI value of 55.3, six
tenths lower than in the previous quarter and waitlaverage confidence level in the sector of 2.8
points, versus 4.3 in the last quarter of 2017.

The activity in the construction sector improvesthe beginning of 2018...

Activity in the construction sector continued tleeaovery trend in the first months of the
year. Thus, the Construction Production Index (C8é&flated and with calendar adjusted data,
published by Eurostat, eased the y-o0-y falling ratdanuary 2018, almost ten points, to 3.6%.
The less contractionary trend of the CPI is ex@diby the evolution of the building component,
whose rate stood at -2.4%, eight points higher thdbecember 2017 and, to a greater extent, by
the civil works component, which fell by 9.3%, afthe sharp fall (-26.8%) recorded in the
previous month.

...and leading indicators maintain the expansionatrnend

With regards to construction activity leading iratimrs, according to construction new
permits of the Ministry of Public Works, flooragppaovals in new construction accelerated 3.4
points in January, up to 11.3% y-o-y, due to th®und of the non-residential component, which
registered a 12.2% increase, after the 13.6% dalbnded in the previous month, partially offset
by the lower dynamism of the residential compon@it.1%, versus the 15.3% registered in
December). In parallel, the official tenders conéd to grow strongly, albeit at a more moderate
pace, going from a 114.7% rate in December to 55rv%anuary, due to the slowdown in both
the building component (14.2% in January, in congoar to the 96% registered in the previous
month) and the civil works component (40.1 poitds32.6%).
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On the other hand, among the most recent quaktatndicators, the confidence in
construction, according to the EC indicator, eddednwards by half a point in March compared
to the previous month, registering a balance & gaints, ending the first quarter of 2018 with an
average level of -4.3 points, 11.4 points highenpared to the figure recorded in the previous
quarter (-15.7).

The services sector indicators continue to growosigly

With regards to the services sector, the Servieeso® Turnover Index (SSTI), with work
calendar adjusted data continued its dynamismpuadtihh with slightly more moderate growth
rates. Thus, the SSTI registered a 5.8% y-0-y as®ein January, four tenths lower than the
previous month, due to the trade evolution, whiclived down 1.1 points, to 5.1%, while other
services recorded a rate of 6.8%, half a pointdrighan in December.

Amongst the most recent qualitative indicators teslato the services sector, the
confidence indicator in the sector, published by BC, rose by 2.8 points in March, reaching
26.6, ending the first quarter of 2018 with an agerbalance of 23.5 points, in comparison to the
22.3 points registered in the previous quarter. tm other hand, the service PMI indicator
corresponding to March reached 56.2, more thanpanet lower than the figure registered in
February (57.3), ending the first quarter with aarease of 2.3 points compared to the previous
quarter, to 56.8.

Tourism-related indicators showed in general, a &gansionary trend, as shown by the
number of tourists that visited Spain, which insezhby 2.6% y-0-y in February, half as much as
in January (5.2%). The expenditure by foreign t&tsriwho visited Spain points in the same
direction, which stood at € 4.5 billion in that nilon4.7% higher than a year earlier (5.6% in
January).

Overnight stays in hotels recorded a y-0-y incre#sE% in February 2018, three tenths
less than in the previous month. This slight slowdowas due to the lower dynamism of
domestic overnight stays, whose stays increasél@®p, compared to the 2.3% rise registered in
the previous month, partially offset by the accatien of foreign overnight stays, four tenths, to
1.2%. On the other hand, in the same month, asguager traffic accelerated almost half a point,
up to 9.2% y-o0-y, as a result of the greater expaasy trend of both the domestic and
international components.

Prices
Inflation rises half a point in February, up to 1%

The Consumer Price Index (CPI) rose by 1.1% y-o-lyebruary, a rate half a point higher
than that registered in January (0.6%). The irdfaincrease in February is explained by the rise
in energy products prices, after the fall recordedhe previous month, as well as by the
acceleration of services prices and, to a lessegngxof non-energy industrial goods prices
(BINE), partially offset by the lower growth ratéfood prices.

Energy products prices rise slightly

Energy products prices rose by 1.4% y-o0-y in Fetyuallowing the 1.7% fall recorded
in January, due to the evolution of electricitygeis, which went from registering a y-o-y rate
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of -13% in January to 0.5% in February. The prikthe other energy components slowed down,
especially fuels and lubricants prices, 1.8 paitaen to 0.7%.

G 6. CPI GROWTH CONTRIBUTION BY SECTORS G 7. GENERAI CPI AND CQRE INFLATION
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Non-processed food prices grew by 0.3% in FebruaB/points less than in the previous
month, mainly due to the greater drop in the fresgetables and legumes prices (-10.6%, after
the 3% decrease recorded in the previous month).

Core inflation increases three tenths, up to 1.1&6jnciding with the general inflation

Core inflation, which excludes the most volatileraents from the CPI (non-processed
food and energy products), rose three tenths irruaep reaching 1.1%, coinciding with the
general inflation.

Services prices rose 1.7% y-0-y in February, feattis more than in January, mainly due
to the acceleration, of almost six points, of teupackages prices, up to 3.8% (-1.9% in the
month previous), and telephone and fax serviceggriwhich increased by 3.8% y-o0-y, compared
to the 2.1% registered in the previous month.

Non-energy industrial goods prices stabilised io-y-terms, after the 0.2% fall recorded
in the previous month.

For its part, processed food, beverages and tobpxdces accelerated three tenths in
February, up 1.4% y-o-y, mainly boosted by the potsl included in the category of bread and
cereals, whose prices accelerated six tenths, 0b%.

According to the CPI flash estimate, inflation ineases one tenth in March, up to 1.2%

According to the flash estimate published by th& Ifhe y-o0-y rate of the national CPI
stood at 1.2% in March, a rate one tenth highen tie figure registered in February. In this
behaviour the evolution in food and non-alcohokwdrages and tourist services prices stands out.

The harmonised inflation, estimated by the SpaHI€IP flash estimate, stood at 1.3% y-0-y
in March, a rate also one tenth higher than thgistered in February. For its part, the Eurozone’s
HICP flash estimate, published by the Eurostapneed a y-0-y increase of 1.4% in March, three
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tenths higher than the figure registered in Felyuao the inflation differential against the
Eurozone favourable to Spain stood at one tenth.

G 8. HARMONISED CPI G 9. INDUSTRIAL PRODUCER PRICES (PPI)
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The PPI rises 1.3% y-o0-y in February

The Producer Price Index (PPI) registered a 1.384yyrise in February, in comparison to
the stability registered in the previous month,mhadue to the increase in energy prices, after the
fall recorded in the previous month, partially etf®y the slowdown of the other components.

Energy production prices rose by 1.4% y-0-y in kEaby, compared to the 4.4% decrease
registered in the previous month. This evolutiomiinly explained by the production, transport
and distribution of the electricity component, wagsices intensified the rate of decline by more
than thirteen points, down to 1.8%, which is laygekplained by the base effect associated with
the strong m-o-m fall recorded a year earlier (2m%-m in February 2018, compared to the -11.1%
registered in the same month of 2017).

The non-energy PPl slowed down two tenths in Felgrueo 1.4% y-o0-y. All its
components contributed to this evolution, especialitermediate goods and non-durable
consumer goods.

Intermediate goods prices moderated the growthinatéree tenths, to 2.4%. For its part,
the consumer goods prices slowed down by threbgentFebruary, to 0.6%, due to the evolution
of non-durable consumer goods (0.6% y-0-y, a rateet tenths lower than that of the previous
month), especially the manufacture of olive 0il.4%, in comparison to the 5% rise recorded in
January), while durable consumer goods prices axteldd three tenths, up to 1% y-o-y.
Equipment goods prices moderated their growthbgtene tenth, to 0.6%.

Labour market

The number of Social Security covered workers iaseel by 3.3% y-0-y in March this
year, two tenths less than in February, endingdfitee quarter of 2018 with a y-o-y increase of
3.4%, one tenth less than the figure registerethénprevious quarter. For its part, registered
unemployment showed a y-o0-y drop of 7.6% in Maarte tenth more versus the previous month,
falling by 7.5% y-0-y in the first quarter, halpaint less than in the previous one.
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With regard to costs, according to the Labour CQatarterly Survey, the labour cost per
worker increased by 0.7% y-0-y in the fourth quadé 2017, with calendar and seasonally
adjusted data, while in terms of effective workexify it registered an increase of 0.6% y-0-y,
with calendar and seasonally adjusted data. Fgpats with information up to March, agreed
wages in collective agreements with effects in 20d8v by 1.5% y-0-y, the increase reaching
1.7% among those signed this year.

Social Security covered workers exceeds 18.5 mmlfiar the first time since late 2008

The average number of Social Security covered werkase by 138,573 people in March
this year compared to the previous month (161,76@ab Security covered workers more in
March 2017), reaching 18,502,088, a level not redaince the end of 2008.

By branches, with unadjusted data, the number afiabdecurity covered workers
decreased in comparison to the previous month mcwdre (11,095 fewer Social Security
covered workers) and increased in the other sectoesnly in services, with 137,548 more
covered workers, followed by industry and consiaugtregistering 6,334 and 5,745 more Social
Security covered workers, respectively.

By NACE activity sections, with unadjusted data &odthe General (excluding Agrarian
and Domestic Workers Special Systems) and Self@edlRegimes, the largest m-o-m increases
in Social Security covered workers correspond tsphtality (62,263 more Social Security
covered workers, compared to the rise of 54,108rdsxl in March 2017, a year in which the
Easter Holidays were celebrated in April, whilestear they were held in March) and, lo a lesser
extent, education (18,611 more Social Security cevevorkers, after the 8,864 growth registered
in the same month of 2017), trade (10,558 moregb&=curity covered workers, in line with the
9,366 covered workers more recorded in March 2@hd) administrative activities and auxiliary
services (10,254 more Social Security covered wsrkeersus the increase of 15,849 recorded in
March 2017). Conversely, the largest decrease amE8ecurity covered workers was registered
in Public Administration, defence and compulsorgiabsecurity (5,421 fewer covered workers,
after the rise of 8,318 Social Security coveredik®os recorded in the same month of the previous
year).

G 10. SOCIAL SECURITY-COVERED WORKERS G 11. REGISTERED UNEMPLOYMENT
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With seasonally adjusted data, Social Security wevorkers increased by 40,337
people in March compared to the previous montHo0n2-0-m, a rate one tenth lower compared
to the figure recorded in February.

In y-o0-y terms, Social Security covered workerserby 592,081 people in March, which
represents a rate of 3.3%, two tenths lower in @mspn to that registered in the previous month.
By branches, the slight slowdown of Social Securityered workers in y-0-y terms was mainly
due to the lower growth of Social Security coverearkers in construction (5.7%, a rate 1.5
points lower than the previous month), as well @ashe largest drop in agricultural covered
workers (six tenths, down to -1.1%) and the twaherslowdown of Social Security covered
workers in industry (3.2%), while covered workarsservices continued to grow by 3.5%, for the
fourth consecutive month. Non-agricultural Sociat&ity covered workers grew by 3.6%, a rate
one tenth lower in comparison to the figure regeslan the previous month.

By NACE activity sections, with unadjusted data &odthe General (excluding Agrarian
and Domestic Workers Special Systems) and Self-@yedl Regimes, the slowdown by 1.5 and
1.4 points in Social Security covered workers imstouction and public administration and
defence and compulsory social security standsdmvin to 5.7% and 2.4%, respectively. On the
other hand, the higher growth rate of Social Ségurovered workers in education and in
hospitality should be noted (7.6% and 4.2%, respelgt compared to the rates of 6.7% and 3.8%
recorded in the previous month).

According to the professional situation, the aaeien in the number of Social Security
covered people is due to self-employed workers,sehlgrowth rate increased by one tenth, up to
1%, while wage-earners slowed down by two tenth8,8%.

In the General Regime and for the 13 million codenerkers whose type of contract is
specified in the statistics, 59% of the y-o-y joteation in March was permanent and 41%
temporary, with a y-o-y increase of 4.1% for thenfer, one tenth more than in February, and of
5.8% for the latter (6.8% in the previous month).

In the first quarter of 2018 as a whole, the anwaalation rate of Social Security covered
workers was 3.4%, very similar to the one registénethe fourth quarter of 2017 (3.5%).

Registered unemployment falls in March by 7.6% y-o-

Registered unemployment fell by 47,697 people inrdlacompared to the previous
month (48,559 unemployed less in the same periddsbfyear). As a result, the total number of
registered unemployed stood at 3,422,551.

By branches, and with unadjusted data, registereanployment fell, compared to the
previous month, mainly in services (52,905 lesspfoand to a lesser extent, in industry, where
1,671 fewer unemployed were recorded, while uneympémt increased in construction and
agriculture, with 1,592 and 449 more unemployedpeetively. In the group without a previous
employment, unemployment increased by 4,838 people.

With seasonally adjusted data, registered unempoyiell by 22,112 people in March in
comparison to the previous month, which represanta-o-m fall rate of 0.7%, for the third
consecutive month.
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In y-0-y terms, unemployment dropped by 279,766ppe@ March, by 7.6%, a rate of
decline one tenth higher than the figure registéngtie previous month.

By branches, registered unemployment intensifiezl gace of y-o-y decline by seven
tenths in services, down to 6.5%, and four tenthegriculture, to 8.5%, while in construction and
industry it recorded rates of decline of 13% andL2®, respectively, 2.5 and one point lower in
comparison to February.

Youth unemployment (people below 25 years old) igll25,037 people in the last year,
which represents an 8.4% y-o-y drop (-8.5% in Febyu

In the first quarter of 2018 as a whole, the y-eayiation rate of registered unemployment
was -7.5%, which represents a rate of decreaseah@dint less pronounced than that recorded in
the last quarter of last year.

The average labour cost increases by 0.7% y-o-thanfourth quarter of 2017

According to the Quarterly Labour Cost Survey,ha fourth quarter of 2017 the average
labour cost per worker and month stood at € 2,668jure 0.7% higher to the one registered in
the same quarter of 2016 (€ 2,650), after the O0rd® registered in the previous quarter. This
evolution was due both to the wage cost and theratbsts, which accelerated by two and eight
tenths, respectively, in the fourth quarter, up.&% and 1.5%.

Total wage cost grew by 0.5% y-0-y, two tenths ntben in the previous quarter, up to €
2.020 (75.7% of total labour cost). This acceleratis entirely explained by extraordinary
payments, which grew by 0.8%, compared to the 2fdlerecorded in the previous period,
partially offset by the lower growth rate of thedimary wage cost, which rose by 0.3%, after
rising by 0.5% in the previous quarter. For itstppayment in arrears increased by 3.1%, as in the
previous quarter.

The non-wage component, called "other costs", witginal series (€ 649, 24.3% of the
total labour cost), registered a 1.5% increaséenfourth quarter of last year, eight tenths higher
in comparison to the figure recorded in the presigeriod. This acceleration was mainly the
result of the strong rebound of non-wage payments & a lesser extent, the higher rate of
increase in mandatory contributions. In particulaon-wage payments increased by 1.2%,
compared to the 4.8% drop registered in the pravopuarter, mainly due to the dismissal cost,
which accelerated by 17.1 points in the fourth tpramup to 7.8%, and mandatory contributions
increased by 1.2%, one tenth more than in the pusvperiod. For its part, the subsidies and
bonuses of the Social Security fell by 6.9%, 2.&htsomore than the figure registered in the
previous quarter.

With calendar and seasonally adjusted data, theuftatost per worker and month rose by
0.7% y-o-y in the fourth quarter (0.3% in the poms quarter). Both the wage and non-wage
costs accelerated, by three and eight tenths, cteply, up to 0.5% and 1.5%.

From a sectorial point of view, the labour costerbsth in industry, 1.1% y-0-y (0.3% in
the previous quarter), and in services, 0.7% (Qr¥e previous quarter), while it fell by 0.2% in
construction, compared to the 0.1% growth registenethe third quarter. With regards to the
wage cost, it accelerated both in industry andemvises, eight and one tenth, respectively, up to
1% and 0.4%, while it intensified the pace of d&elin construction, two tenths, down to 0.3%.
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With seasonally and calendar adjusted data, theufabost per effective worked hour
increased in the fourth quarter by 0.6% y-o-y @0.ih the third quarter), and the wage cost per
effective hour, by 0.3% (-0.1% in the previous dqegt
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The average agreed wage increase in collective bammgg stands at 1.5% up to March

According to the Collective Bargaining AgreementatiStics published by the Ministry
of Employment and Social Security, the average exjreage rise stood at 1.5% (with the
information available up to the end of March 2018k same as the wage increase agreed in
2017, revised.

Of all the workers affected by the agreements sigme to March and with effects in
2018, 96.5% correspond to agreements signed bdfe@eaforementioned year (4,841,578
workers, 1,904 agreements) and the remaining 3dbfetw agreements signed in 2018 (177,586
workers, 101 agreements), with wage increasebéb hnd 1.7%, respectively.

With regards to the coverage, the agreed wagetiarian company agreements (1.3%)
was lower than that signed in a higher level (1.5%)

By sector, the agreed wage increase up to Marobf i8% in construction, 1.6% in
services, 1.5% in industry and 1.1% in agriculture.

Up to March 2018, 297 opt-outs were registeredcéifig 5,684 workers, 22.2% less than
in the same period of 2017.

External sector
The Spanish economy continues generating net lerggio the rest of the world

According to the Balance of Payments data, in J3n@a@l18, the Spanish economy
generated net lending to the rest of the world dmgillion, compared to the net borrowing of € 214

million recorded a year earlier. This evolutiondise to the improvement of the capital account
balance.
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The current account balance recorded a € 445 mitlieficit in January, compared to the
deficit of € 327 million registered in the same rtoof 2017, as a result of the decrease in the
balance of goods and services, which went fromrplgsi of € 707 million to a deficit of € 7
million, partially offset by the 57.6% y-o0-y redumt of the deficit of primary and secondary
income. Meanwhile, the surplus in the capital aot@nded at € 447 million, almost four times
higher than the figure recorded in January of tlewipus year.

The trade deficit increases in January 2018

According to Customs data, the trade balance redoaddeficit of € 3.9 billion in January
2018, compared to a deficit of € 3.1 billion regrsd a year earlier. The trade deficit increase was
due to the rise in the deficits of its two compasernergy (18.6%) and non-energy (67.1%).

In cumulative terms for the last twelve months opJanuary 2018, the trade balance
recorded a deficit of € 25.5 billion, compared wille € 19.5 billion deficit accumulated in the
twelve months up to January 2017. The 31% worseniitige external balance is explained by the
energy component deficit increase, of 24.1%, ug ®6.7 billion, and by the decrease in the
non-energy surplus, of 42.7%, down to € 1.1 billion

G 14. TRADE BALANCE G 15. FOREIGN TRADE, VOLUME
accumulated 12 months, billion euros index 2005=100, s.a.
30 180
—| Total
15 T A 160 AJ\/\I
==| Non-energy
0 b scmmerneol ooy, 140 Avﬂ'
LA
15 \_ 120 = - e ~ ~ NN
_____ N _,\'I \_,\‘\', =T
&T//—A ‘\NE_}ﬁ N /\«v'*"\ V' —| Exports
-30 P < 100
e ==| Imports
——”
45 80
2014 2015 2016 2017 2018 2014 2015 2016 2017 2018
Sources: DA and SGACPE. Sources: DA and SGACPE.

Real exports of goods continue the dynamism in Janu

According to Customs figures, goods exports in@das January by 6.5% y-o0-y, and
their prices, approximated by unit value indiceserby 1.9% (1.2% in December 2017), resulting
in a 4.5% rise in real terms, after the 4.7% growethistered in December last year. The analysis
by product groups in real terms and in y-o0-y ragd®wed in January an uneven performance in
the different categories in comparison to the mresimonth. Exports of food consumer goods and
capital goods grew by 3.9% and 1.4%, respectivafter the falls registered in December, of
2.2% and 0.4%; those of non-energy intermediatelg@ecelerated 0.8 points, up to 3.5%; and
exports of non-food consumer goods and intermediaézgy goods slowed down by 2 and 37.3
points, to 7.8% and 2.2%, respectively.

By geographical areas, exports in volume to thegean Union increased by 4.8% y-o0-y
in January, in comparison to the 6.8% rise registém December, and exports outside the Union
accelerated by 3.7% (0.9% in the previous month).
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On the other hand, goods imports increased by 8%y in nominal terms in January,
and their prices rose by 2.3% (2% in December)s Phices change reflect increases of 4.1% in
energy goods prices and of 1.9% in other produdte®. As a result, imports in real terms,
experienced a y-o0-y increase of 6.5%, following 6% increase registered in the previous
month. The analysis by products of imports in reains and in y-o-y rates registered a
generalised acceleration in all groups. The impoftbbod and non-food consumer goods went
from registering negative rates in December lasr ¥el.8% and -0.9%, respectively) to record
increases of 4.5% and 9.3%, respectively, whileiteapenergy intermediate and non-energy
intermediate goods accelerated 1, 1.9 and 1.8qa#ggpectively, up to 2.3%, 11.4% and 4.7%.

By geographical areas and in real terms, impodsh fthe European Union rose by 3.2%
y-0-y in January, following the 3.6% increase reggsd in December and real imports from the
rest of the world recorded an increase of 10.6%erdhe 1.2% fall registered in the previous
month.

The "momentum” of exports remains positive

The "momentum” (change during the last three moitthsomparison to the previous
three months) of exports, in real terms, registergasitive rate in January (1.5%) for the fourth
consecutive month, due to the positive contributdfEU countries, which more than offset the
negative contribution of non-OECD countries. Bydurots, the positive contribution of consumer
goods stands out, specially non-food consumer godds "momentum" of imports became
positive in January (1.1%), after two months remisg negative rates, due to the positive
contribution of EU countries and, to a lesser exteh non-OECD countries. By products, the
positive contribution of intermediate energy gostinds out.

The financial balance generates net capital outflswn January

According to the Balance of Payments, in Januat82be financial balance, excluding
the Bank of Spain assets, generated net capitébwatof € 26.2 billion, versus the net outflows
of 25.6 billion recorded a year earlier. This réssilexplained by the net outflows registered by
direct investment (€ 1.6 billion), portfolio investnt (€ 13.4 billion) and other investments (€ 11.3
billion), while financial derivatives (€ 68 milligrregistered net inflows.

The assets net variation recorded net capital awsfl (investments) of € 7.7 billion in
January, versus the net outflows of € 10.3 billiegistered in the same month of 2017. On the
other hand, the liabilities net variation generated outflows (disinvestments) of € 18.5 billion,
higher than the net outflows of € 15.2 billion resed a year earlier.

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

The net debtor position of the Bank of Spain vigsathe rest of the world increased by €
23.8 billion in January, due to an increase of £ Mllion in the net debtor position vis-a-vis the
Eurosystem and a decrease of € 167 million in #maaining net assets. On the other hand,
reserves increased by € 525 million.

The debtor balance of the Net International Invesémt Position falls as a percentage of GDP

On the other hand, the Bank of Spain published\iielnternational Investment Position
(NIIP) figures for the fourth quarter of 2017. Dugi this quarter, the ratio of the net debtor
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balance over the GDP fell by 2.6 percentage pouttsyn to 80.8%, reaching € 940.4 billion,
compared to the € 932.8 billion registered in theth quarter of 2016.

Given that the debtor balance of the Net Intermafitnvestment Position increased by € 7.6
billion euros in 2017 and the financial accountluding the Bank of Spain, accumulated in the
same period net capital outflows amounting to % 2#llion, it is estimated that a strong negative
valuation effect has taken place.

The NIIP debtor balance, excluding the Bank of 8p#all by € 30 billion in the fourth
quarter of 2017 compared to the same period gbtéeious year. This reduction was the result of
the decrease in the net debtor position of thef@artinvestment and other investment. On the
other hand, the Bank of Spain increased its nebbd@osition abroad by € 37.6 billion.

The ratio of the gross external debt on GDP féldoints, from 166.7% (€ 1.86 billion)
in the fourth quarter of 2016, down to 164.8% @21billion) in the fourth quarter of 2017.

Public Sector

On 26" March, the Ministry of Finance and Civil Serviaghfished the data of non-financial
transactions of the General Government and itsesibss, in terms of National Accounts, for
year 2017 and the non-financial transactions of ®entral Government, the Regional
Governments and the Social Security Funds, withsalishated data and in terms of National
Accounts, for January 2018. Likewise, the Minigigblished the State monthly budget execution
data up to February 2018, both in terms of Natidwaounts and Cash.

Furthermore, the Ministry of Employment and Socgscurity published the monthly
budget execution data of the Social Security, imgeof Cash, up to February 2018.

On the other hand, the Bank of Spain (BoS) pubtishe General Government Debt data,
following the Excessive Deficit Procedure (EDP) haetology, for the fourth quarter of 2017 and
the monthly data for January 2018, as well as tebdtRQiata for the State, corresponding to
February.

The General Government deficit falls in 2017 dowm3.11% of GDP, complying with the target

In 2017, the General Government recorded a defititerms of National Accounts, of
3.11% of GDP (€ 36.2 billion), 1.40 p.p. lower caangd to the deficit registered in 2016
(4.51%). Excluding the support provided to finahamstitutions (€ 475 million, equal to 0.04%
of GDP), the General Government deficit in 201 hd&at 3.07% of GDP (€ 35.8 billion), 1.22
p.p. below the 4.29% recorded in 2016. Thus, the@uncil Recommendation consisting in
reducing the deficit down to 3.1% in 2017 is met.

Excluding the effect of accrued interest expendiii@ 29.8 billion), a primary deficit of €
6.4 billion is obtained for the total General Gaveent, equal to 0.55% of GDP, 1.15 p.p. lower
when compared to the figure recorded in the previar. By subsectors, the decrease of 1.40
percentage points in the government deficit in 2&1&xplained by the deficit reduction of the
Central Government and the Regional Governmen&0)(8nd 0.52 p.p. respectively) and, to a
lesser extent, by the decrease in the deficit aig&ecurity Funds (0.11 p.p.), while the Local
Corporations decreased their surplus by two huridsed comparison to last year.
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The Central Government ended 2017 with a deficit.60% of GDP (€ 22.1 billion), 0.80
p.p. above its target (-1.1% of GDP) and 0.80 pglow the deficit registered in 2016. Of this
reduction, 0.72 points are due to the State anddimining 0.08 to the Bodies of the Central
Government.

The Central Government non-financial resourcesemsed by 3.4% due to the rise
registered by current taxes on income and weal#?¢p and taxes on production and imports
(4.0%).

On the other hand, the Central Government useased by 0.7% in 2017, mainly as a
result of the fall recorded by interest (-5.7%)ntridoutions to the EU budget and support to
financial institutions. Among the items that insed, social benefits other than social transfers in
kind (4.6%) and transfers to other general goventraaits (1.9%) should be noted.

On the other hand, the Regional Governments reaehddficit in 2017, in terms of
National Accounts, of 0.32% of GDP (€ 3.7 billip@)28 p.p. below the target (-0.6% of GDP)
and 0.52 p.p. below the deficit recorded in 20184% of GDP).

This deficit decrease is mainly due to three fect@) the greater contributions from the
financing system (both due to higher advanced paysnend the result of the final settlement for
year 2015); (ii) the greater resources from Ta¥ooperty Transfers and Documented Legal Acts
(14.7%); and (iii) the settlements of the financeygtem of Navarra and the Basque Country.

Thus, the Regional Governments non-financial resmiincreased by 6.6%, mainly due
to the rise in tax revenues (9.9%) and the growthransfers received from other general
government units (6.0%), mostly coming from the tCarGovernment.

On the other hand, uses increased by 2.9%, wigs rismost of the items, and the growth
of compensation of employees (2.0%) and gross foegaital formation (9.0%) should be noted.

As regards the Local Government sub-sector, itplgsirdecreased slightly in 2017 in
comparison to the previous year, 0.02 p.p. dowd58% of GDP (€ 6.8 billion), widely meeting
the balanced budget target set for the year asadewmhis evolution is explained by an increase
of non-financial resources lower than the one teggsl by non-financial uses (3.7% and 4.1%,
respectively). Both in the case of resources anthé case of uses, the evolution is mainly
explained by the increase in transfers betweenrgegevernment units.

Finally, Social Security Funds recorded a defidit1048% of GDP in 2017 (€ 17.2
billion), lower by 0.11 percentage points than dme recorded in 2016 and slight higher (0.08
p.p.) than the target set (deficit of 1.4% of GDP).

Social Security Funds revenues increased by 2.8Mlyrdue to the rise in social security
contributions (5.6%), which more than offset ther@ase in transfers received from the State
(-13.5%) and interest generated by the Social 8gdReserve Fund (-50.2%).

On the other hand, expenditure rose by 2.2%, maioly to the 2.0% rise of social
benefits other than transfers in kind, boosted lysé¢ corresponding to the Social Security
System, which increased by 3.4%, compared to tbp gr unemployment benefits (-5.5%) and
those of the Wage Guarantee Fund (known in SpasisftOGASA) (-43.0%).
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The General Government consolidated deficit, exachglLocal Governmentstandsat 0.34% of
GDP in January 2018

On a consolidated basis, the Central Governmeet,Régional Governments and the
Social Security Funds recorded in January 2018iaidef € 4.1 billion (0.34% of GDP), 27.9%
lower in comparison to the same month of 2017 @48 GDP). This lower deficit is explained
by a y-0-y increase of non-financial resources%g.much higher than the one recorded by non-
financial uses (2.3%).

The budget execution of the Central Government @ddauary this year with a deficit of
€ 5.2 billion, equal to 0.43% of GDP, seven hunthredelow the one recorded in the same month
of 2017 (€ 5.8 billion, 0.50% of GDP). This defic#duction is due to a rise in non-financial
resources (9.6%, up to € 12 billion), higher thhattof non-financial uses (2.8%, to € 17.2
billion). The rise in resources is mainly explainadthe evolution of taxes, which increased by
11.9% y-o0-y.

The expenditure of the Central Government eligiblde included in the calculation of
the expenditure benchmark increased by 27.2% yrodanuary, registering an amount of € 8.1
billion. This evolution is due to the fact that transfers were made to finance unemployment
benefits in 2018, while € 1.6 billion were transéetin 2017.

With regard to Regional Governments, these accuedila deficit of € 455 million
equivalent to 0.04% of GDP in January this yeaneloby six hundredths than that recorded in
the same period of 2017 (€ 1.2 billion, 0.10% of3DThis lower deficit is explained by a y-0-y
increase of non-financial resources (8.5%) highantthe one recorded by non-financial uses
(1.5%).

The expenditure of the Regional Governments ekgiblbe included in the calculation of
the expenditure benchmark in the analysed pericdeased by 1.3% y-o0-y, reaching € 10.7
billion.

As for Social Security Funds, these ended Januéhyavsurplus of € 1.6 billion (0.13%
of GDP), 18.3% higher than the figure registerethasame period of 2017 (€ 1.4 billion, 0.12%
of GDP). This higher surplus is due to an incrdaseon-financial resources (5.1%) higher than
the rise registered by non-financial uses (3.6%).

The State’s deficit in terms of National Accountalls by 9.9% y-o0-y up to February

Up to February 2018, the budget execution of tleeSénded with a deficit, in terms of
National Accounts, of € 10.1 billion (0.83% of GDP)9% lower than the deficit accumulated in
the same period of 2017. This lower deficit was ttua y-0-y increase in non-financial resources
(10.3%) much higher than that registered by noarfaial uses (3.1%).

The increase in non-financial resources is mainly t the rise of tax revenues (10.0%),
in particular, to the increase in current taxesirmome and wealth (17.5%) and on taxes on
production and imports (8.6%). On the other hahe, increase in uses is due to the higher
contribution to the EU based on VAT and GNI resesr¢34.1%) and to the rise of current
transfers to other general government units (3.1%).

In terms of Cash, the State recorded a deficit 4f4€billion up to February 2018, lower
by 4.4% to the figure recorded in the same perio2047 (€ 4.6 billion). Non-financial revenues
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increased by 0.5% y-0-y, reaching € 21.8 billiomiles non-financial expenditure decreased by
0.4%, down to € 26.2 billion.

It should be noted that, since August 2017, revenhave been affected by the
implementation of the new Immediate Delivery ofdmrhation System (known in Spanish as Sll)
in the VAT, which according to the estimate prodds/ the Central Tax Agency, has implied a
reduction in revenues in € 429 million up to the eh February.

Total tax revenue up to Februaryncreaseshy 4.4% in homogeneous terms, on Cash basis

Total tax revenue (including the Regional and Ldsavernments’ share) recorded a y-0-y
increase of 2.1% up to February. In homogeneousstethat is, adjusted by the different tax
refunds in both years, the IVMDH refunds (healthtgiethe deferrals of public entities and the SlI
impact, tax revenues rose by 4.4%. The remainingfimancial revenue decreased by 0.9%.
Without including the Regional and Local Governnserdnd in non-homogeneous terms, tax
revenues rose by 0.8%.

Within total taxes, revenue from Personal Incomg, Tizcluding the Regional and Local
Governments’ share, increased by 5.4% up to Fepruaainly due to the rise in labour income
withholdings (6.6%). In homogeneous terms, afteremting the effect of tax refunds in both
years and the deferrals of public entities, thesé®l Income Tax increase stands at 6.4%.

Revenue from Corporate Income Tax recorded a negéijure of € 4.7 billion up to
February, (€ -3.9 billion in the same period of inevious year), due to the 13.7% increase in the
refunds made, corresponding to the 2016 tax ddidara

VAT revenue, including the Regional and Local Goweents’ share, increased by 3% y-0-y
up to February. Correcting the impact related ®SH and tax refunds in both years, the net VAT
collection in homogeneous terms increased by 2. gnveompared to the same period of 2017.

Excise duties collection, including the Regionadl &iwcal Governments’ share, was 1.3%
lower compared to the figure registered in the spareod of 2017, mainly due to the decrease in
the Excise on Tobacco Products (-7.7%), despiteiskdn Tax on Hydrocarbons (2.7%).

The State non-financial expenditure decreases b4§00.y-o0-y up to February

With regard to expenditure, total non-financial peynts decreased by 0.4% up to
February in comparison to the amount accumulatedagrsame period of 2017, due to the fall of
in interest expenditure (-10.5%), partially offegtthe increase in the other items.

The borrowing requirement of the State rose by I%lup to February, compared to the
same period of last year, reaching € 11.6 billiegrsus the € 4.3 billion recorded in the same
period of 2017. This increase is mainly due to met¢ rise of financial assets (€ 7.2 billion),
compared to the net decrease registered in the paree of 2017 (€ 342 million), an evolution
which in turn is explained by the sharp rise reedrth the net increase of financial assets of the
current account in the Bank of Spain. The borrowieguirement was mainly financed through
mid and long term domestic debt (€ 16.4 billion).
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The Social Security records surplus up to February

On the other hand, up to February 2018, the S&aalrity System (Managing Entities,
General Treasury and Mutual Insurers) recorded@siof € 2.5 billion in terms of Cash (0.21%
of GDP), 7.5% below the figure recorded in the sgragod of 2017 (€ 2.7 billion). Revenues
increased by 1.5% mainly due to the evolution afaacontributions (5.1%, up to € 18.9 billion),
more than offsetting the decrease of other reverfDasthe other hand, payments increased by
2.8% mainly as a result of the rise registereddrysppns (3.0%, up to € 18.3 billion).

The General Government EDP Debt ends 2017 at 988%DP

In the fourth quarter of 2017, the General Govemmmeebt, according to the EDP
methodology, reached 98.3% of GDP. This perceniageeven tenths lower than the one
registered in the same quarter of the previous (@a0% of GDP).

By subsectors, the Central Government Debt sto@b.&% of GDP in the fourth quarter

of 2017, two tenths above in comparison to therégregistered in the same period of 2016
(86.7%). On the other hand, the Regional GovernB&R Debt reached 24.8% of GDP, a figure
identical to the one registered in the fourth geraof 2016. Local Government registered an EDP
Debt equivalent to 2.5% of GDP in the fourth quade2017, four tenths lower compared to the
figure recorded in the same period of the previgear. Finally, the EDP Debt of the Social
Security Administrations stood at 2.4% in the fouquarter of 2017, compared to the 1.5%
registered in the same period of 2016. This in&égaslue to the loans granted by the State to the
General Treasury of the Social Security in July Nlodember of 2017.

The General Government EDP Debt slows down in Janua018 in y-0-y terms

The General Government EDP Debt reached € 1,148i@bin January 2018, which
represents a y-o-y increase of 3.0%, implying areBse of three tenths in comparison to the
figure registered in December last year (3.3%).

By subsectors, the State EDP Debt stood at € 98dibn, a figure 4.3% higher in
comparison to that registered a year earlier. Tebt@f Other Bodies belonging to the Central
Government reached € 33.4 billion, which implies4a6% decrease in comparison to January last
year. On the other hand, the Regional GovernmeriR EBbt reached € 288 billion, 3.4% higher
in comparison to the figure registered in the sammnth of 2017. The Local Government
subsector registered in January an EDP Debt equ@l29.0 billion, 9.2% lower versus a year
earlier. Finally, the EDP Debt of the Social SeiyuAdministrations reached € 27.4 billion, a
figure 59.3% higher than the one registered in dgnR017 (€ 17.2 billion). This increase is due
to the loans received from the State in July andexaer 2017.

In February, the State Debt, according to the ERfhodology, stood at € 1,007.3 billion,

compared to the € 956.9 billion registered a yealiex, which represents a y-o0-y increase of
5.3%, a rate one point higher in comparison tdithee registered in the previous month.
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