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RECENT EVOLUTION OF THE ECONOMIC INDICATORS

1.- FINANCIAL MARKETS

The financial markets evolution in July and Augwsts conditioned by the trade tensions
across the world and the depreciation of emergiognties’ currencies, as well as by the
monetary policy meetings of the main central banWsere it is worth noting the interest rates
increase by the Bank of England (BoE). In this eghtthe public debt yields increased, the stock
indices registered a mixed behaviour and the eepoatiated against the dollar.

The ECB maintains the interest rates and confirmtsetend of theasset purchases announced
for the end of the year at its previous meeting

The Governing Council of the European Central BE®B), on its meeting held on 26
July, decided to maintain the interest rates omthe financing operations, the marginal lending
facility and the deposit facility unchanged at 0400.25% and -0.40%, respectively. The
Governing Council continues to expect the key sderates to remain at their current levels at
least until the summer of 2019 and, in any casenduhe time necessary to ensure that the
inflation evolution remains in line with the curtexpectations of a sustained adjustment path.

Regarding non-standard monetary policy measuresGtiverning Council will continue
with the net asset purchases under the Asset Rgr¢tragram (APP) at the monthly pace of € 30
billion, until the end of September 2018. Likewiseconfirmed that, as of September 2018,
provided that the data confirm the Governing Colundiation outlook in the mid-term, the
monthly pace of net asset purchases will be redtwegi 15 billion until the end of December
2018, and that net purchases will cease from thtat oin.

The Governing Council expects to reinvest the pp@ic payments from maturing
securities purchased under the Asset Purchaseddnoigr an extended period of time after the
end of its net asset purchases, and in any casasfdong as necessary in order to maintain
favourable liquidity conditions and a high degréenonetary accommodation.

The Fed maintains the interest rates and continueslucing its balance sheet

The Federal Open Market Committee (FOMC) of theefadReserve (Fed), in its two
day meeting held on $uly and 1 August, decided to maintain the Federal Fundsestaates
at the target range of 1.75%-2.00%, and to contumitie the progressive reduction of its balance
sheet, so the amount of monthly maturities excepdid billion dollars will be reinvested (24
billion in bonds and 16 billion in assets backedyrtgages).

In the statement, the FOMC highlighted that theolabmarket has continued to
strengthen, the economic activity continues to gabwa solid pace and inflation is close to the 2%
target. The dynamism of the US economy gives roomtlie FOCM to continue with the
progressive tightening of its monetary policy, aaldlitional rate increases are expected this year.

The BoE increases the interest rates and maintaihe asset purchase programme
The Monetary Policy Committee of the Bank of EngldBoE), in its meeting held ori'1

August, unanimously decided to increase the Offisenk Rate by 25 b.p., up to 0.75%, after the
increase recorded in November 2017, thus settigdtes at record highs since 2009. Likewise, it
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unanimously decided to continue with the publictdetd corporate debt purchase programmes,
which stand at 435 billion and 10 billion poundsspectively.

Table 1.1Financial and monetary indicators

2018
2016 2017 Apr. May. Jun. Jul. Aug. Sep.

A) Interest rates (percentages)™®
Official rates (2)

Eurozone 0.00 0.00 0.00 0.00 0.00 0.00 0.00 o0.00

United States 0.75 1.50 175 175 2.00 200 2.00 2.00

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 -0.32 -0.32 -0.32 -0.32
12 months -0.03 -0.15 -0.19 -0.19 -0.18 -0.18 -0.17 -0.17
Debt market (3)
3 years 0.07 -0.08 -0.15 -0.05 -0.06 -0.13 -0.07 -0.03
5 years 0.40 0.36 0.20 0.41 041 033 037 0.46
10 years 1.39 1.56 122 139 137 132 137 1.43
Bank rates (3)
Loans and credit. Synthetic rate 2.67 2.55 249 233 234 242 - -
Mortgage loans (households) 2.32 2.20 223 218 217 213 - -
Deposits. Synthetic rate 0.15 0.08 0.06 0.06 0.06 0.05 - -
B) Spreads (basis points)®
Spain-Germany 10 years 125 118 67 87 97 97 101 110
USA-Germany 10 years 169 197 234 249 253 256 255 255
C) Eurozone monetary aggregates™
M1 880 870  7.00 750 7.50 6.90 - -
M2 4.80 5.10 420 4.60 480 4.40 - -
M3 5.00 4.60 3.80 4.00 450 4.00 - -
D) Exchange rates®”)
Dollar/euro 1.107 1.129 1.228 1.181 1.168 1.169 1.155 1.161
% (4) 3.1 12.3 145 68 40 15 22 -26
Yen/euro 120.3 126.7 132.2 129.6 128.5 130.2 128.2 129.0
% (4) -7.5 9.2 117 44 32 06 1.2 2.2
Yen/dollar 108.8 112.2 107.7 109.7 110.1 1114 111.0 111.2
%(4) -4.6 2.8 24 23 -08 -09 10 04
Effective nominal euro rate 94.4 96.6 995 98.1 979 992 99.0 99.3
% (4) 2.0 54 5.7 2.6 16 1.6 -0.1 0.3
E) Stock market indexes % (5)
Madrid General Index 2.2 7.6 -03 55 -39 -16 -62 -65
IBEX 35 -2.0 7.4 -06 -5.8 42 -1.7 -6.4 -6.6
Eurostoxx — 50 0.7 6.5 09 -28 -31 0.6 -3.2 -31
Dow Jones 13.4 25.1 22 -1.2 -18 2.8 5.0 5.0
Standard & Poors 500 9.5 19.4 -1.0 12 1.7 53 85 85
Nikkei 22t 0.4 19.1 -1.3  -25 -20 -0.9 04 -03

(1) Average available daily data for each peri@).At the end of each period. (3) Spanish markitYgar-onyear variatio
as %. For years. Dec./Dec. variation. (5) Percentagiation over the period of the year that haseduy.
Source: European Central Bank and Banco de Espafa.
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The BoJ maintains its expansionary monetary poliagd provides it with greater flexibility

In the meeting held on B0and 3% July, the Bank of Japan (BoJ) decided to keep the
negative interest to current accounts that findmegitutions 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.

Even though the BoJ has maintained 0% as a téogehe 10-year bond yield, it has
introduced certain flexibility in the governmentriats purchase policy, admitting that the yields
can move up and down to a certain extent, dependinghe economic activity and price
evolution. In addition, the entity stated that itlweview the purchase amount of each ETF and it
will increase that of the ETFs linked to the Topix.

G 1.1 INTEREST RATES G 1.2 STOCK EXCHANGE
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The 12-month Euribor continues registering negativalues and records a slight rise

In the interbank market of the Eurozone, interagts registered minor changes in July
and rebounded slightly in August, due to the exateants of a tightening of the monetary policy.
Thus, on 8 September, the one, six and twelve-month Euribmodsat -0.370%, -0.268% and
-0.166%, respectively, versus the -0.370%, -0.2&0%-0.181% recorded at the end of June. The
slight increase of the 12-month Euribor in thisipéris due to the increase both in the
expectations of interest rates rises and in thepiesmiums required in the market (the OIS and
the Euribor-OIS differential both rose by one h.p.)
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G 1.3 PUBLIC DEBT YIELDS (a) G 1.4 DIFFERENTIALS WITH GERMANY (a)
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Peripheral European public debt yields rise

In the secondary public debt market, the tradsiteis, the expectations of normalisation
of the monetary policy and the political uncertgiimt Italy caused yields to increase in the period
between the end of July and the beginning of Sepeenespecially in peripheral countries. Thus,
the 10-year Spanish bond vyield stood at 1.49% '8nS8ptember, 16 b.p. above the figure
recorded on 29June and the German bond yield rose by 3 b.fhanperiod, up to 0.34%, the
Spain-Germany differential standing at 115 b.p.,b}8 above the level recorded in late June.
Meanwhile, the Spain-Italy differential stood aé91b.p., compared to the -135 b.p. registered on
29" June. The rise in yields in Italy and Greece (& 49 b.p., respectively) in this period should
be noted. In the United States, the 10-year boaldl yitood at 2.86% orl%3September, two b.p.
above the level registered at the end of June.

Table 1.2 Ten-years government bond yields
% and basis points

Yields (%) Differentials with Germany (basis pojnts

Countries  [Dec-29-17Jun-29-18 Sep-03-18 Variation in bp| Dec-29-1jdun-29-18 Sep-03-18 Variation in bp

Period | Annual Period | Annual

@ 2 B [0 & 5 (6) [ (6)-(5)](6)-(4)

Germany 0.43 0.31 0.34 3 -9

Holland 0.53 0.46 0.46 0 -7 10 15 12 -3 2
Finland 0.60 0.55 0.53 -2 -7 17 24 19 -5 2
Austria 0.58 0.58 0.58 0 0 15 27 24 -3 9
France 0.78 0.67 0.69 2 -9 35 36 35 -1 0
Belgium 0.64 0.70 0.71 1 7 21 39 37 -2 16
Ireland 0.67 0.84 0.87 3 20 24 53 53 0 29
Spain 1.57 1.33 1.49 16 -8 114 102 115 13 1
Portugal 1.94 1.78 1.92 14 -2 151 147 158 11 7
Italy 2.00 2.68 3.18 50 118 157 237 284 a7 127
Greece 4.12 3.96 4.45 49 33 369 365 411 46 42

Source: Financial Times.




Ministry of Economy and Business / Spanish Economy Report / July-August 2018 7

Stock indices register a mixed behaviour

In the stock markets, the main indices rose dudmg, driven by the relaxation of trade
tensions, the start of the business results semsthe favourable evolution of the US economy.
However, during August, most of the indices edgedrvards, in a context of high volatility,
pushed by the increase in trade tensions and tertamty in relation to emerging economies. In
Europe, the Eurostoxx 50 index remained stablehm period between #9June and '3
September this year. In Spain, the IBEX 35 fell20§%, standing at 9,376.10 points. A mixed
behaviour was registered in the rest of Europearkets stock indices advanced in France and
Germany (1.7% and 0.3%, respectively) and felltatyland the United Kingdom (-5.7% and
-1.7%, respectively). In the US market, the S&P &@fex recorded an increase of 6.7% in the
period, so the annual profit stood at 8.5%.

Table 1.3International stock exchanges

Level % Variation
Countries Indexes Sep-03-18  Jun-29-18  Dec-29-17
Germany DAX 12,346.41 0.3 -4.4
France CAC 40 5,413.80 1.7 1.9
Italy FTSE MIB 20,395.79 5.7 -6.7
Spain IBEX 35 9,376.10 -2.6 -6.6
Eurozone EUROSTOXX 50  3,394.99 0.0 3.1
United Kingdom FTSE 100 7,504.60 1.7 2.4
United States S&P 500 2,901.52 6.7 8.5
Japan NIKKEI 225 22,707.38 1.8 -0.3
China SHANGHAI COMP  2,720.73 4.4 -17.7
Mexico IPC 49,488.48 3.8 0.3
Brazil BOVESPA 76,192.73 4.7 -0.3
Argentina MERVAL 28,807.29 10.6 -4.2

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

The euro depreciates against the dollar

With respect to the currency market, the expematpf rate rises in the United States, the
favourable evolution of the US economy and the wemwsnomic indicators in the Eurozone,
worse than expected, have strengthened the dekiéwaage rate against the euro during July and
August. Thus, in the period between late June anlg &eptember, the euro depreciated by 0.4%
against the dollar, remained stable against theayehappreciated by 1.7% against the pound,
trading at the end of thé’3September session at 1,1609 dollars, 129.03 yér0 @916 pounds.

In the same period, the euro appreciated by 0.486iminal effective terms vis-a-vis the group of
industrialised countries.

The M3 broad monetary aggregate slows down in JR0A8,...

The M3 broad aggregate slowed down half a poinduty, down to 4% y-o-y. This
evolution is due to the slowdown of overnight defsogseven tenths, down to 7.5%) and the
largest decrease in marketable instruments and athert-term deposits (-3.1% and -1.1%,
compared to the -2% and -0.9% registered in th&iqgue month, respectively), despite the
acceleration of cash in circulation (3.6%, compdecethe 3.5% registered in June).
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Table 1.4Eurozone monetary aggr egates

July 2018 % Year-on-year variation
Balance May June July
Monetary aggregates (Billions €) 2018 2018 2018
1. Currency in circulation 1,136 3.2 35 3.6
2, Overnight deposits 6,913 8.3 8.2 7.5
M1(=1+2) 8,050 7.5 75 6.9
3, Other short-term deposits (= 3,1, + 3,2,) 3,436 -1.7 -0.9 -11
3,1, Term deposits up to two years 1,158 -7.6 -5.3 -6.5
3,2, Deposits redeemable at notice up to three msont 2,277 1.7 1.7 1.9
M2 (=M1+3) 11,486 46 48 4.4
4, Marketable instruments (= 4,1,+ 4,2,+4,3) 644 -5.1 -2.0 -3.1
4,1, Repurchase agreements 67 -3.6 5.2 2.1
4,2, Money market funds shares units 511 -2.9 -1.3 -1.3
4,3, Securities other than shares up to two years 66 -20.9 -13.0 -16.1
M3 (= M2+ 4) 12,130 40 45 40

Source: European Central Bank,

...while financing to the private sector in the Eurone accelerates slightly

On the other hand, the main counterpart to M3 fitrencing to the private sector in the
Eurozone, accelerated two tenths in July, up t803.0his evolution is due to the acceleration of
loans (one tenth, up to 3.0%), and securities othan shares (5.0%, compared to the 4.8%
recorded in the previous month), as well as thestorate of decline in shares and other equity
(-1.0%, in comparison to the -1.3% registered & pnevious month). Within the loans, those
received by non-financial corporations grew by 3.886 those received by households by 3.3%,
rates five and three tenths higher than thosetergid in the previous month, respectively. On the
other hand, those received by other financial meafiaries and by insurance companies and
pension funds slowed down 2.1 and 1.2 points, cts@dy, down to 1.2% and 5.6%.

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

July 2018 %Y ear-on-year variation
Balance May June July
(Billions €) 2018 2018 2018
Financing to the private sector 13,334 32 2.8 3.0
Loans 11,025 31 29 30
Households 5,677 31 3.0 3.3
House purchases 4,287 3.0 31 34
Consumer credit 675 7.2 7.2 7.3
Other lending 715 -05 -1.2 -0.7
Non-financial corporations 4,383 2.8 25 3.0
I nsurance companies & pension funds 121 8.1 6.8 5.6
Other financial intermediaries 845 38 3.3 12
Securities other than shares 1,520 4.6 4.8 5.0
Sharesand other equities 789 20 -1.3 -1.0

(1) Assets of the Monetary Financial InstitutioM().
Source: European Central Bank.
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The stock of financing to the private sector in Spdalls by 0.2% y-0-y in July

The stock of financing to the non-financial prevatector in Spain fell by 0.2% y-0-y in
July, in comparison to the null variation registeran June. Financing received by firms
intensified the fall rate by three tenths, dowr0t6%, due to the higher decrease registered by
bank and foreign loans, partially offset by theederation of securities other than shares. On the
other hand, financing received by households irsg@an July for the second consecutive month,
registering a y-o-y rate of 0.2%, a figure one liemigher in comparison to the one registered in
the previous month, due to the acceleration of Haaks for purposes other than housing (three
tenths, up to 6, 2%), while bank loans for housiragntained the rate of decline at 1.8%.

Table 1.6 Financing to non-financial sectorsresident in Spain

July 2018 % Year-on-year variation

Balance May June July

(Billions €) 2018 2018 2018

Non-financial corporationsand households 1,585 -0.8 0.0 -0.2

Non-financial corporations 878 -1.4 -0.2 -0.5

Bank loans 493 2.1 -0.7 -1.2

Securities (1) 99 26 45 55

External loans 287 -1.3 -0.7 -1.3

Households 707 -0.1 0.1 0.2

Bank loans. Housing 525 -2.2 -1.8 -1.8

Bank loans. Other 181 6.2 5.9 6.2
General Government - 2.7 25
Total financing - 0.6 1.0

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

New loan and credit operations to households andhffmancial corporations continue to grow
strongly

The amount of new loan and credit operations,umulative terms for the last twelve
months, increased by 9.9% y-0-y, two tenths lessomparison to the figure registered in June,
due to the evolution of the loans and credits g@nd non-financial corporations, which grew by
7.8% y-o0-y in July, four tenths less than in JuBerting by operation amount, those above one
million euros rose by 8.6% y-0-y, a rate sevenhgrbwer in comparison to that registered in
June, while those below one million euros (used @soxy for the loans and credits granted to
SMEs) maintained a rate of 7.2% y-0-y. On the otind, the amount of new loan and credit
operations to households, in cumulative termskHerlast twelve months, increased by 18.2% y-o-
y in July, half a point more in comparison to tihgufe registered in the previous month. This
evolution is due to the acceleration of the loarsother purposes (2.8 points, up to 20.8%) and
consumption (half a point, up to 20.4%), while lsdor housing grew at a rate of 15.3%, slightly
lower than in June (15.9%).



10 Ministry of Economy and Business / Spanish Economy Report / July-August 2018

Table 1.7 New loan and credit operations to households
and non-financial corporations (1)

Balance % Year-on-year variation
July 2018 May June July
(Millions €) 2018 2018 2018
TOTAL 453,688 10.2 10.1 9.9
L oan and credit operationsto households 96,887 17.0 17.7 18.2
House purchase 42,533 15.6 15.9 15.3
Consumer credit 32,991 20.0 19.9 20.4
Other lending 21,363 15.3 18.0 20.8
Loan anq credit operationsto non-financial 356,801 85 82 78
cor porations
Up to 1 million euros 190,829 8.5 7.2 7.2
Above 1 million euros 165,972 8.6 9.3 8.6
(1) Accumulated data for the last 12 months.
Source: Banco de Espafia.
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
The growth of the Spanish economy remains stronghe second quarter of 2018

In the second quarter of 2018, the real GDP of Spanish economy extended the
expansionary trend started at the end of 2013iniinkimost five years of positive g-o0-q rates,
despite the persistence of some external sourcaaadrtainty, especially in international trade.
Among the factors that boosted this growth we caedine, at the domestic level, the
employment dynamism and the confidence of econ@gemts, though in the second quarter of
this year, the economic activity slowed down slighaffected by the rise in oil prices and by the
slowdown in international trade.
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According to the Quarterly National Accounts (QNiRgsh estimate figures, published by
the National Statistics Institute (INE, by its Sigmnabbreviation) at the end of July, GDP, in
volume and with calendar and seasonally adjustéd, dacorded a g-o-q rate of 0.6% in the
second quarter of 2018, one tenth lower comparethdofirst quarter. In y-o-y terms, GDP
increased by 2.7%, three tenths less than in tisé duarter, maintaining a favourable growth
differential with respect to the Eurozone averaj2%).

The domestic demand contribution to GDP growth ieases

Economic growth continued to be supported by deimdsmand, which increased by one
tenth its contribution to the GDP y-0-y rise in tbecond quarter, up to 0.9 percentage points
(p-p.), while the net external demand contributgabtracted two tenths to growth, after the
positive contribution of the same amount registenetthe previous quarter. According to demand
components, the rebound of business investmentldshmeu noted, while exports of goods and
services, and private consumption lost dynamism.

In the second quarter of 2018, the nominal GDP erettéd the pace of growth by nine
tenths to a y-o-y rate of 3.4%, due to a threehtestowdown of the GDP in volume and six
tenths of the GDP deflator; the latter registeangte of 0.7%.

Regarding the primary distribution of income, amith calendar and seasonally adjusted
data, a higher rate of increase can be noticeldercdmpensation of employees during the second
quarter, by four tenths up to 4%. On the other h#megross operating surplus and mixed income
rose by 2.3%, a rate two and a half points lowantkhe previous quarter, and taxes net of
subsidies on production and imports increased byo5three tenths less than in the previous
quarter.

G 2.1 QUARTERLY NATIONAL ACCOUNTS
Chain-linked volume. Seasonally and calendar adjusted data (sac)

GROSS DOMESTIC PRODUCT (GDP) GDP AND COMPONENTS
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The indicators of the third quarter point to an extsion of the dynamism, although at a more
moderate pace

The indicators of the third quarter of the yeainpdo an extension of the dynamism
observed in the second quarter, although at a muvderate rate. Amongst the qualitative
indicators, the Business Confidence Indicator, ighbld by the INE, recorded a g-0-q increase in
the third quarter of 0.5%, one tenth higher comg&oethe figure registered in the second quarter.
However, the economic sentiment index fell two p®iand a half in the two month period from
July to August compared to the second quarter,rasudt of the confidence deterioration in all its
components, except in retail and the Composite f8M$pain ended such two-month period with
an average level of 52.9, two and a half pointslothan that of the second quarter.

2.1.- Domestic demand
Domestic demand remains the main driver of growth

As noted above, domestic demand remains the nramerdof growth in the Spanish
economy. Its contribution to the y-o-y GDP growtlasn2.9 percentage points in the second
quarter of 2018 (2.8 points in the first one), whihe net external demand subtracted two tenths,
after the contribution of the same magnitude reggst in the previous quarter.

Among the domestic demand components, the actieleraf investment, particularly in
equipment goods and, to a lesser extent, in pgbisumption, stands out in the second quarter,
while private consumption moderates its dynamism.

Private consumption expenditure moderates in themed quarter,...

Within domestic demand, real private consumptigpeaditure (households and non-
profit institutions serving households) slowed ddwrsix tenths in the second quarter, reaching a
y-0-y rate of 2.2% and, in g-0-q terms, the priva@asumption growth stood at 0.2%, half a point
below the figure recorded in the previous quarter.

Thus, private consumption growth moderates shghiut remains strong, due to the
employment dynamism, the high confidence of consama&nd the favourable financial
conditions, in a context in which households haxtereded the deleveraging process started in
mid-2010. Indeed, the debt of households and NPi§tesented 60.5% of GDP in the first
quarter of 2018, almost three points below thah gkar earlier, reaching levels similar to those
registered in mid-2004.

...and the most recent indicators related to the thijuarter show mixed results

Among the qualitative indicators of the third gearrelated to consumer confidence,
mixed signals can be observed. The Consumer Caomdegdindicator (CCI), published by the CIS,
rose by 2.8 points in the two month period fromyJid August in comparison to the second
guarter, mainly due to the improvement of the aqurstuation component (5.2 points) and, to a
lesser extent, to the expectations component (0i@tg). On the other hand, the consumer
confidence indicator, published by the European @a@sion (EC), fell one point and a half in the
aforementioned two month period, reaching a balasfce.5 points, as a result of the worse
outlook on the general situation and unemploymeespite the improvement in the consumer's
assessment over the savings and household situeduis.
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Table 2.1Quarterly National Accounts
Chain-linked volume base 2010; corrected data §easonal and calendar effects

year-on-year change g-0-q change

2016(*) 2017(*) 2018(4) 111-17 1Vv-17 1-18 11-18 1-18  11-18
DEMAND
Domestic consumption 25 22 2.4 2.1 25 2.6 2.2 0.7 0.3
- Private consumption 3.0 2.4 25 2.4 25 2.8 2.2 0.7 0.2
- Public consumption 0.8 1.6 2.0 14 2.4 1.9 2.1 0.5 0.7
Gross fixed capital investment 33 5.0 4.6 5.6 5.6 3.5 5.6 0.8 2.6
- Equipment (1) 49 6.1 5.0 6.6 77 22 71 -16 55
- Construction 2.4 4.6 4.7 5.1 4.8 4.7 4.9 2.4 11
- Intelectual Property Products 2.7 3.7 3.2 5.0 3.3 29 3.5 1.0 1.3
Change in inventories (2) 0.0 01 0.1 0.2 0.1 0.1 0.1 0.0 0.0
Domestic demand (2) 25 28 2.8 3.0 3.2 2.8 2.9 0.7 0.8
Exports of goods and services 48 5.0 2.2 5.6 4.4 3.2 1.2 1.3 -1.0
- Goods (fob) 3.1 5.0 1.4 5.7 5.3 1.9 1.Q 0.2 -0.8
- Services 8.8 51 3.8 55 2.3 6.2 1.6 3.8 -1.4
Imports of goods and services 27 47 2.4 5.9 5.2 2.8 2.1 1.3 -0.3
- Goods (fob) 1.3 5.0 1.6 6.5 6.2 2.3 0.8 0.8 -0.9
- Services 9.3 3.0 6.3 3.3 1.4 5.0 7.6 3.7 2.4
Net foreign balance (2) 0.7 03 0.0 0.1 -0.1 0.2 -0.2 0.0 -0.2
GROSSVALUE ADDED
Agriculture (3) 6.9 3.7 4.5 4.2 2.0 3.3 5.6 3.7 1.9
Industry. Total 3.6 3.7 2.9 3.9 4.6 2.8 3.0 -0.9 1.4
- Manufacturing 3.5 3.8 3.2 4.3 4.7 29 3.5 -1.0 1.8
Construction 1.9 4.9 6.3 4.9 5.4 6.0 6.6 21 1.6
Services 3.0 2.6 2.3 25 25 2.5 2.1 0.8 0.3
GDP m.p. 33 31 2.8 31 31 3.0 2.7 0.7 0.6
GDP at current prices 3.6 4.0 3.8 4.1 4.3 4.3 3.4 0.6 0.4

(*The annual rates do not include the revisiorthef Annual National Accounts (CNA) 202917, published by tl
INE on September 6, 2018. (1) Equipment and aitkig assets. (Zontribution to GDP growth (percentage poit
(3) Agriculture, forestry and fishing. (4) Firstrsester.

Source: INECNE-2010).

On the other hand, among the quantitative indisatetail sales, with work calendar and
price adjusted data, registered a y-o-y fall oP®iA July in comparison to the 0.3% rise recorded
in the previous month. By groups, this drop is expd by the decrease of the same magnitude
(-0.7%) registered by its two components, food aad-food, after the increases recorded in the
previous month (0.5% and 1%, respectively). On dkiger hand, passenger car registrations,
according to the figures provided by the ANFAC (8ph Association of Vehicles
Manufacturers), rebounded in the period betweeg doll August, registering a y-o-y rate of
31%, more than triple that of the second quartet%). This was partly due to the advancement
of purchases with regards to the change in thelaggo of consumer approvals and more
restrictive emissions (WLTP), which came into fofoe all cars registered or' September and
caused heavy discounts to be applied by authoriezders to reduce the stock of vehicles
approved with the previous regulations.



Ministry of Economy and Business / Spanish Economy Report / July-August 2018

G 2.2 PRIVATE CONSUMPTION INDICATORS
SALES AND CONFIDENCE
y-0-y change in % and index 120
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The Final Consumption Expenditure of the Genealggnment accelerated two tenths in

the second quarter, up to 2.1% y-o0-y and 0.7% qaxgording to QNA flash estimate figures.

Investment grew strongly in the second quarter,...
With regard to investment, Gross Fixed Capitankaton (GFCF) grew by 5.6% y-0-y in

the second quarter, due to the strong dynamismqofpment investment (7.7%) and the

expansionary trend, both in construction investn{dr@8%) and in intellectual property products
(3.5%). In the second quarter of the year, the g-o-q groovthotal fixed investments reached

2.6%, 1.8 points higher than the figure registeneithe previous quarter.

The conditions remain favourable for investmertisiens, in a context of continuation of
the deleveraging of firms, favourable financial diblons and good momentum of domestic

demand.
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...mainly due to the rebound of investment in egoipnt goods

The equipment investment rebounded by 5.5% g+othe second quarter, in comparison
to the 1.6% fall recorded in the previous quartiele to the strong increase in transport material
investment, which went from registering a decreafsé.6% in the first quarter of the year, to
grow by 11.3% in the second quarter and, to alesdent, to the acceleration of other machinery
investment, whose rate reached 3.3%, 2.7 pointghighan in the previous quarter.

The most recent indicators point to the contiraratof the expansionary trend of
equipment investment, although more moderate thathe first half of the year. Thus, the
qualitative indicator of investment goods climak®wed a negative balance in the period from
July to August (-5.2 points), after nine conseatiuarters registering positive rates, and truck
registrations, according to the figures providedthg DGT, continue registering a strongly
expansionary evolution in July, and experiencedayygrowth of 15.4%, higher than in the
previous month (13.2%).

Table 2.2Domestic demand indicators
Year-on-year change or balances in %

2017 2018 L atest
2017 2018(1) " v [ 1) Data
Households & bussiness financing (2) -3.3 -34 -34 -3.0 -29 -39 -38 Jul.18
Private Consumption
Composite Consumption Indicator (3) 20 22 2.0 2.3 2.4 1.9 - Q.1.18
Consumer Goods. Apparent cons. (3) 1.7 43 3.0 3.5 4.4 4.2 - Jun.18
IPI consumer goods (adjusted) 1.0 -0.3 0.3 2.1 1.4 -15 -15 Jul.18
Consumer goods imports (vol.) 25 32 25 3.7 2.3 4.2 - Jun.18
Retail sales index (4) 0.9 0.8 1.0 0.3 1.9 0.2 -07 Jul.18
Passenger car registrations 7.7 146 5.8 10.6 105 9.7 310 Aug.18
Real wages (5) 1.5 2.3 1.9 2.1 2.4 2.3 - Q.1.18
Consumer goods. Capacity utiliz. (%) 722 744 74.4 68.1 756 746 729 Q.111.18
Consumer confide. indicator (balances) -0.7 -0.3 0.2 -15 -06 05 -1.0 Aug.18
Large firms sales. Consumption (6) 2.7 2.8 2.0 3.0 2.6 3.0 - Jun.18
Households financing (2) -3.3 21 -3.1 -26 -19 -23 -24 Jul.18
Equipment | nvestment
Composite Equipment Indicator (3) 6.8 5.7 6.5 7.8 6.6 4.8 - Q.1.18
Capital Goods. Apparent cons.(3) 49 83 11.2 5.3 6.5 10.1 - Jun.18
IPI consumer goods (adjusted) 41 35 5.7 8.6 3.5 3.5 3.3 Jul.18
Capital goods imports (vol.) 6.4 0.2 4.1 43 -45 4.7 - Jun.18
Corporations financing (2) -55 5.2 -5.1 -44 35 -63 -7.0 Jul.18
Truck registrations 13.6 10.1 151 111 89 131 49 Jul.18
Capital goods. Capacity utilization (%) 83.7 87.0 84.2 847 871 878 86.2 Q.111.18
Large firms sales. Capital (6) 36 5.0 5.2 5.3 8.8 1.3 - Jun.18

(1) Available period data. (2) Deflated by CPI. f)justed for seasonal, calendar and outliers effe¢}sAdjusted fo
calendar effects, at constant prices. (5) QNA sergeasonal and calendar effects adjusted divigetiobisehol
consumption deflator. (6) Calendar adjusted, dedl& fixed sample.

Sources: SGCPE (MECE), BE, INE, DA, ANFAC, MICT, @&d AEAT.
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The investment recovery continues in the constroatisector

Construction investment remained dynamic, althoiigkased the pace of g-o-g growth
between April and June by 1.3 points, to 1.1%. Tdveer dynamism was due to investment in
housing, whose 0.3% increase was much lower thahrétorded in the first quarter (3.5%),
while investment in other buildings and construasi@ccelerated six tenths, up to 1.8%.

The short-term indicators related to residentratestment were very dynamic. The
number of housing sales and the number of new hguabrtgages grew in the second quarter at
y-0-y rates exceeding 10%. In parallel, the pri€@rovate housing boosted the increasing path
initiated four years earlier, with the price ofyaie housing registering a 6.8% y-0-y rise in the
second quarter, a rate that dropped down to 4.9%airterms.

2.2.-External Demand
The foreign sector lowers the GDP y-0-y growth laottenths in the second quarter of 2018

In the second quarter of 2018, according to QN&lil estimate figures, the foreign sector
subtracted two tenths to the GDP g-0-q growth[alte null contribution in the previous quarter,
as a result of a fall in goods and services exgel®, g-o-q, after the 1.3% increase registered in
the first quarter) above that of imports (-0.3%mpared to the 1.3% rise registered in the
previous quarter). In y-0-y terms, the net extert@mand subtracted two tenths to the GDP
variation in the second quarter of 2018, after gbuating two tenths in the previous quarter,
because exports experienced a slowdown above thatmorts (2 points and 0.7 tenths,
respectively, to 1.2% and 2.1%).

G 2.5 EXTERNAL SECTOR
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Compared to the major economies of the EuropeaanJthe g-o-q rate of Spanish real
exports (-1%) was higher than that of the Unitedigdiom (-3.6%), and lower than those of
Germany (0.7%), France (0.2%) and Italy (-0.2%initirly, the y-o-y rate of exports from Spain
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(1.2%) was higher than those of Italy (0.9%) anel thmited Kingdom (-1.8%), and lower than
those of Germany (3.3%) and France (3.1%).

Real exports of goods and services slow down, aitothey continue to grow in y-o0-y terms

Real exports of goods and services moderated rietly rate in the second quarter of
2018, in a context in which clear and widespread activity recovery of themteading partners
and the main emerging economies is not observed.

In y-0-y terms, real exports of goods and serviose by 1.2% in the second quarter of
2018, compared to the 3.2% rise registered initse dquarter. Goods exports experienced a 1%
rise, nine tenths lower compared to the one regidtén the previous period, while services
slowed down by 4.6 points, to 1.6%. In g-o0-q terengorts fell by 1%, compared to the 1.3% rise
registered in the previous quarter, goods expatgstering decreases of 0.8% and services
exports of 1.4% (increases of 0.2% and 3.8% irptle&ious quarter, respectively).

In the second quarter of 2018, the evolution @& #ctivity of Spain’s main trading
partners was uneven. The g-o-q GDP growth moderatedtenth in Italy (0.2%), remained
constant in France (0.2%) and intensified one tentBermany (0.5%), two tenths in the United
Kingdom (0.4%) and five tenths in the United StgiE%). In the major emerging economies a
generalized pattern was neither observed, withlaat@ns of one tenth in Taiwan (0.4%), four
tenths in China (1.8%) and of more than four pointtndonesia (4.2%), while a moderation of
1.2 points was observed in the case of Mexico ¥0.2nd of three tenths in the case of Korea
(0.7%).

On the other hand, in the second quarter of 26&&bmpetitiveness trend index, based on
consumer prices against the developed countriepaaphred by the Secretary of State for Trade,
reported a loss of competitiveness of 3.2% y-daystextending the trend of the previous four
quarters, due to the 3.5% improvement of the noleffective exchange rate, while relative
prices fell by 0.2%. Regarding the European Unagopmpetitiveness loss of 0.3% was recorded,
which represents a trend change after two consecgtiiarters of competitiveness gains, as a
result of the evolution of the nominal effectiveckange rate, which increased by 0.3%, while the
relative consumer prices index remained unchangedlly, a competitiveness loss of 3.8% with
regards to the BRICS countries was recorded, aainginthe trend started three quarters ago, due
to the appreciation of the nominal exchange ratexn(4.2%), partially offset by the 0.3%
decrease in the relative price index.

Real exports of goods grow by 0.6% in the secondrtgr

In this context, the real goods exports y-0-y giloil%) in the second quarter of 2018
was lower than that recorded by world trade in go(®17%, according to the Central Planning
Bureau of the Netherlands), with the real marketsistanding at 1.90%.

According to Customs figures, deflated by uniteaindices, 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) reachedo-®June, after the -0.7% registered in
March, due to the negative contribution from therdaes belonging to the European Union and
from the rest of the world. By products, the negatontribution of capital and consumer goods
stands out.
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In y-0-y terms and according to Customs figuresJ exports of goods grew by 0.6% in
the second quarter of 2018, following the 0.4% riadjistered in the first quarter. By product type,
in the second quarter of 2018, the 7.7% drop img@netermediate goods exports, in volume,
should be noted, after the 14.6% increase recomddtle first quarter, and the slight loss of
dynamism in exports of food consumer goods (1%atae six tenths lower than that in the
previous quarter). On the other hand, capital gaogsorts continued registering falls (-8.8%,
after the -2.3% reported in the previous quartewjthermore, exports of non-energy intermediate
goods and non-food consumer goods recovered metiefathich went from -1.3% and -1.2%, to
1.7% and 2.9%, respectively).

Within the non-food consumer goods group, car gsgacreased by 4.8% y-0-y, after the
5.1% fall registered in the first quarter, conttibg with half a percentage point to total exports
growth.

Exports of goods to the European Union grow slightl

By geographic destination, according to Customs,da the second quarter of 2018,
exports to the European Union (EU) and the Eurozioneolume and in y-o0-y terms, grew by 1%
and 0.4%, respectively, after the slight growtl® &% and 0.2% recorded in the previous quarter.
The nominal sales growth to new EU partners, Paffuigaly and Benelux should be noted.
Exports to the rest of the world, in real terms,derated their fall by 1.8 points, to 0.2%. The
breakdown by geographic destination outside the@@an Union reveals significant growths of
nominal sales to Argentina, India, OPEC countriesl &ussia, while those to Venezuela
continued to fall. Consequently, contributions lte total increase of exports of those to the EU
was of 0.6 percentage points (0.3 points in theipus quarter), while those to the rest of the
world contributed negatively, 0.1 percentage poistempared to the negative contribution of
seven tenths registered in the previous quarter.

The y-o0-y growth rate of final consumption expendgie of non-residents in the economic
territory moderate

According to QNA flash estimates figures, the exprire of non-resident households in
the economic territory, in volume, decreased by.4-o-q in the second quarter of 2018,
compared to the 2.3% increase registered in theque quarter and rose by 2.6% y-o-y, half the
growth registered in the previous quarter. Fortthied quarter of 2018, the main indicators of
foreign tourism, - inbound tourists and foreign mmght stays in domestic hotels - show
unfavourable signals, registering y-o-y rates ity &f1-4.9% and -2.7%, respectively.

For the second quarter of the year, real expdm®o-tourism services fell by 2.3% g-o0-q,
in comparison to the 4.9% increase registeredarfitht quarter. In y-o-y terms, the advance was
of 0.8%, 6.1 points less than in the previous guarccording to the International Trade in
Services Survey published by the INE, referringhe first quarter of 2018, the services with
greater contribution to the nominal growth of expownere telecom, computer and information
technology services (1.7 p.p.), goods transformatv@hout transfer of ownership (1.2 p.p.) and
business services (0.7 p.p.), while insurance amdipn services (-0.5 p.p.) and financial services
(-0.2 p.p.) contributed negatively.
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Table 2.3Foreign trade by category of goods, volume

Weight

in Total Year-on-year change (%) Contribution to growth
2017 2017 2018 2017 2018
11 111 1V | I A% | 11

Total exports 100.0 6.3 6.4 6.9 -04 0.6 6.9 -04 0.6

Consumer goods 38.2 -0.1 0.4 43 -0.2 2.3 15 -01 0.8
Foods 13.9 36 17 2.1 1.6 1.0 0.3 0.2 0.1
Others goods 24.4 -21 -0.3 5.4 -1.2 2.9 1.2 -0.3 0.6
Cars 114 -9.8 -121 -0.2 5.1 4.8 0.0 -0.5 0.5

Capital goods 8.7 58 109 75 -2.3 -8.8 0.7 -0.2 -1.0
Excl. heavy trans. equipment 8.5 28 101 11.6 -0.6 -6.6 1.1 -0.1 -0.7

Inter mediate goods 531 11.3 10.1 8.9 -0.3 1.0 4.9 -0.2 0.6
Energy 4.2 78,5 30.8 357 146 -17.7 1.3 0.5 -0.3
Non-energy 48.9 81 8.8 6.9 -1.3 1.7 3.5 -0.7 0.9

Total imports 100.0 3.0 6.0 51 0.4 4.2 51 0.4 4.2

Consumer goods 28.2 0.8 25 3.7 23 4.2 0.9 0.6 1.0
Foods 7.2 01 21 0.0 1.7 5.1 0.0 0.1 0.3
Others goods 21.0 1.1 27 5.0 25 3.8 0.9 0.5 0.7
Cars 5.9 -14 61 134 6.0 10.5 0.6 0.3 0.5

Capital goods 8.6 4.4 4.1 43 45 47 05 -04 05
Excl. heavy trans. equipment 8.4 1.2 4.5 4.5 -1.2 8.1 0.5 -0.1 0.8

Intermediate goods 63.2 3.7 7.9 5.7 0.1 4.2 3.7 0.1 2.7
Energy 13.3 19.3 133 13.2 -1.9 -2.1 1.6 -0.3 -0.3
Non- energy 49.9 0.6 6.7 4.0 0.6 5.6 21 0.3 3.0

Sources: Customs and SGCPE.

Lower dynamism of real imports of goods and sergide the second quarter

Furthermore, goods and services imports, in reahs and according to QNA flash
estimates figures, fell by 0.3% g-o0-q in the secquodrter of 2018, following the 1.3% growth
registered in the previous quarter. By componegaeds imports fell by 0.9% (increase of 0.8%
in the first quarter), while services imports iresed by 2.4%, 1.3 points less than in the previous
quarter. In y-0-y terms, goods and services impgmesv by 2.1%, seven tenths less than in the
first quarter, in which goods and services impamsorded increases of 0.8% and 7.6%,
respectively.

According to Customs figures, deflated by unituealndices, the "momentum” of goods
imports (change in imports of goods in volume dgrihe last three months versus the previous
three months) became positive in June (0.6%),voilg the 0.8% recorded in March, mainly due
to the positive contribution of EU countries. Bygucts, the positive contribution of consumer
goods should be noted, especially non-food consugpeds, partially offset by the negative
contribution of energy intermediate goods.
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Table 2.4Foreign trade by group of countries, volume

i\;\v'(le'igtrgl Year-on-year change (%) Contribution to growth
2017 2017 2018 2017 2018

I 11 1V | I 1V | I

Total exports 100.0 6.3 6.4 6.9 -04 0.6 6.9 -04 0.6
EU 65.7 5.9 32 4.9 0.5 10 33 0.3 0.6
Euro-area 51.6 6.0 39 3.4 0.2 0.4 1.8 0.1 0.2
Non-EU 34.3 7.0 126 109 -2.0 -0.2 3.7 -0.7 -0.1
USA 4.5 -1.1 170 9.1 -6.4 -06 0.4 -0.3 0.0
Latin America 5.6 134 170 13.8 06 -3.0 0.8 0.0 -0.2
China 2.3 19.9 18.9 27.7 -0.8 -85 0.5 0.0 -0.2
Other countriedl) 10.6 22 146 8.7 3.3 3.0 1.9 0.3 0.3
Total imports 100.0 3.0 6.0 5.1 0.4 4.2 5.1 0.4 4.2
EU 54.9 -1.1 11 4.5 -19 4.6 2.6 -1.1 27
Euro-area 44.4 08 14 4.5 -0.7 3.9 2.0 -0.3 1.7
Non-EU 45.1 8.9 126 5.9 35 37 25 15 16
USA 4.6 -1.8  26.7 9.4 -11.3 15 -0.6 -0.6 0.1
Latin America 5.8 100 9.6 16.2 -22 118 0.8 -0.1 0.6
China 8.5 4.1 7.1 2.8 7.7 91 0.2 0.6 -0.7
Other countrie€l) 10.8 7.3 6.8 111 94 1238 1.0 0.9 1.2

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

In y-0-y terms, imports of goods in volume, dedthby unit value indices, rose by 4.2% in
the second quarter of 2018, after the 0.4% regdtar the previous quarter. By product type and
in volume, the contribution of all the groups ireses: four tenths that of consumer goods (up to 1
point), nine tenths that of capital goods (up ®bints) and 2.6 points that of intermediate goods
imports (2.7 points). Consumer goods registeredaavitp rate of 4.2%, 1.9 points higher in
comparison to the figure registered in the previguarter, where the 10.5% growth of cars stood
out.

By geographical areas, real imports of goods ftbenEuropean Union rose by 4.6% in
the second quarter of 2018 and those from the Bamby 3.9%, following the 1.9% and 0.7%
falls, respectively, registered in the previous rtgra In nominal terms, the purchases to new
partners from the EU, Germany, Portugal and Frataed out. On the other hand, real imports
from the rest of the world accelerated two tenthsto 3.7%. In the breakdown by geographic
origin, and in nominal terms, the growth, above 2@¥purchases from Argentina, the Middle
East, OPEC countries, sub-Saharan Africa and Mestiads out.

According to QNA flash estimate figures, in the@sd quarter of 2018, real spending of
households residents abroad fell by 0.1% g-o-dpviohg the 3.7% growth observed in the
previous quarter. On the other hand, imports of-toamism services increased by 3.3% g-0-q,
four tenths less than in the previous quarter. Adiog to the latest data released by the INE, the
services with the highest positive contributionthis rate in the first quarter of 2018 were
business (3.2 p.p.), and intellectual propertyises/(2.3 p.p.).
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G 2.6 EXPORTS AND IMPORTS OF GOODS AND SERVICES
percentage of GDP
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The balance of goods and services record a surgfi2.4% of the quarterly GDP

In the second quarter of the year, the surplubefjoods and services balance, calculated
with gross data at current prices of the QNA, stab@.4% of the quarterly GDP, 1.4 points less
than in the previous year, due to the greater defigoods (2.2% of GDP, compared to the 1.4%
registered a year earlier) and the lower surpluseofices (4.6% of GDP, six tenths less than the
figure registered in the same period of the previgear). Within the services sector, the tourism
net revenue surplus (3.1% of GDP) fell one tentmgared to the percentage recorded in the
previous year, while the non-tourism services (1d8%DP) decreased five tenths.

2.3.-Productive Activity
Activity accelerates in all branches, except in thervices sector

From the supply point of view, all major branchef activity registered positive
contributions to the GDP growth in the second cgraof the year, especially construction, whose
gross value added, in volume, experienced a y4teyease of 6.6%, six tenths higher than the
figure registered in the previous quarter. Likewis® GVA growth of the primary and industry
sectors accelerated 2.3 and 0.2 points, respegtikagistering y-o-y growths of 5.6% and 3%,
while the GVA of the services sector slowed dowur ftenths, down to 2.1%. Nevertheless, the
latter is the sector that contributed the mosh&o@DP y-o0-y growth (1.4 points).

Productivity rises, especially in the manufacturingdustry

The apparent productivity per employee in term$lafional Accounts, grew by 0.2% in
the first half of the year as a result of the 2.88P increase and a rise of 2.6% of full-time
equivalent employment. In the breakdown by majdivag branches, the higher advance in
productivity in the manufacturing industry betwekanuary and June stands out, reaching 0.6%,
one tenth more than in 2017 as a whole. This reésudirgely due to the boost of the added value
in the sector. On the other hand, productivity he tonstruction sector increased the pace of
decline by eight tenths, registering a 1% setbaak,a result of the strong employment
acceleration. On the other hand, productivity ia fervices sector registered a null variation, in
comparison to the slight 0.1% increase registaréde previous year.
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Table 2.5Employment and productivity
Year-on-year change (%)

2017 | 2018
2016(*) 2017(*) _ 2018(4) | nom v I

EMPLOYMENT (1)

Agriculture (2) 3.8 3.7 0.3 45 5.0 34 2.0 0.7 -0.1
Industry total 3.1 3.2 25 31 34 3.3 3.2 2.9 21
Manufacturing 3.3 3.3 2.6 3.1 3.4 3.3 3.3 2.9 2.2
Construction 1.6 5.2 7.4 4.5 4.9 4.7 6.6 7.2 7.5
Services 3.0 25 2.3 2.3 25 2.6 2.6 2.4 2.3
Total 3.0 2.8 2.6 2.6 2.9 2.9 2.9 2.6 25
PRODUCTIVITY (3)

Agriculture (2) 3.0 0.0 4.2 04 -13 0.8 0.0 2.6 5.7
Industry total 0.5 0.5 04 -02 0.0 0.6 14 -01 0.9
Manufacturing 0.2 0.5 0.6 -0.5 0.1 1.0 1.4 0.0 12
Construction 0.2 -0.2 -1.0 0.0 0.0 0.2 -11 -1.1 -0.9
Services 0.0 0.1 0.0 0.4 0.1 -0.1 -0.1 0.2 -0.2
GDP per employee 0.3 0.2 0.2 0.4 0.2 0.2 0.2 0.3 0.1

(*The annual rates do not include the revisiorthef Annual National Accounts (CNA) 202817, published k
the INE on September 6, 2018. (1) Rithe equivalent jobs. National Accounts. (2) Agtiate, forestry an
fishing. (3) GVA per employee (adjusted series fafidime equivalent jobs). (4) First semester.

Source: INECNE-2010).

Activity indicators in the industry show mixed relsi

The industrial activity showed a less expansionieggd in the period from April to June.
Amongst the main indicators of the sector, the #tdal Production Index (IPI) reduced its rate of
increase in recent months, experiencing a y-o-iatian of 0.1% in June, with calendar adjusted
data. This figure was lower than the one registereéde previous months (1.2% in May).

G 2.7 GROSS VALUE ADDED AND PRODUCTIVITY BY SECTOR
year-on-year growth rate in %
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Table 2.6Activity and Production Indicators

Year-on-year change or balances in %

2017 2018 L atest
INDICATORS 2017 2018(1) 11 v I I 1)  gata

Composite Activity Indicator (2) 3.1 2.8 3.1 29 29 2.7 - Q.18
Electric power consumption (3) 1.7 11 0.5 3.2 1.9 0.1 1.2 Aug.18
Non energy imports (vol.) 39 29 5.1 4.0 0.7 5.1 - Jun.18
Economic Sentiment Indicator (90-17=100) 108.6109.3 108.7 110.1 110.0 109.8 107.4 Aug.18
Large Firms Sales (4) 3.7 33 3.6 3.7 3.4 3.3 - Jun.18
Large Firms Sales. Domestic (4) 31 29 2.9 3.4 3.0 2.7 - Jun.18
Industry

Composite Industry Indicador (2) 3.7 29 3.9 4.1 29 29 - Q.18
IPI calendar adjusted 32 15 2.8 5.2 2.7 09 -01 Jul.lg
Large Firms Sales. Industry (4) 23 15 1.6 3.7 1.7 1.3 - Jun.18
Industry goods Exports (vol.) 53 -1.0 2.8 6.3 -0.9 -1.0 - Jun.18
Employment (LFS) 5.0 3.7 5.5 5.1 4.1 3.3 - Q.18
Social Security covered workers (5) 3.1 30 3.1 3.2 3.3 3.0 2.6 Aug.18
Industry confidence indicator (balances) 1.0 0.9 -0.1 4.3 2.8 1.2 -24 Aug.18
Industry capacity utilization % 78.7 79.8 787 79.1 79.7 803 793 Q.ll.18
Construction

Composite Construction Indicator (2) 27 4.2 3.8 3.2 4.9 3.5 - Q.18
Production in Construction Index (ca) -1.6 3.8 41 55 6.4 1.4 - Jun.18
Large Firms Sales.Construction (4) 0.6 35 1.2 1.9 3.6 3.4 - Jun.18
Employment (LFS) 5.1 6.9 4.3 6.0 6.5 7.2 - Q.18
Social Security covered workers (5) 6.2 6.8 6.1 7.1 6.8 6.6 6.9 Aug.18
Official bidding (at current prices) 38.0 3.0 36.3 107.0 76.8 -64.4 - Jun.18
Floorage approvals: total 21.8 26.7 252 245 19.1 3838 - May.18
Floorage approvals: housing 248 23.6 289 248 189 3038 - May.18
Construction confidence indicator (balances) -26.9 -6.6 -235 -15.7 -4.3 -4.1 -13.8 Aug.18
Mortgages. Amount borrowed 136 7.9 15.0 138 36 123 - Jun.18
Housing Prices 6.2 6.5 6.6 7.2 6.2 6.8 - Q.18
Services

Composite Services Indicator (2) 3.7 33 3.6 3.4 3.4 3.1 - Q.18
Large Firms Sales. Services (4) 3.6 34 3.4 3.5 3.6 3.1 - Jun.18
Railway passengers 3.0 29 1.8 2.5 2.3 3.1 3.6 Jul.l8
Railway traffic goods (Tm per km) 0.7 -58 14 -14 -9.2 -4.5 0.8 Jul.18
Air traffic passengers 83 6.1 7.2 8.0 9.8 4.8 3.2 Jul.l8
Hotel overnight stays 29 -07 14 1.4 3.5 23 -2.2  Jul.18
Foreign tourists 8.7 0.3 8.2 2.7 6.0 -05 -49 Julis
Employment (LFS) 1.9 2.3 2.1 2.1 2.0 2.6 - Q.18
Social Security covered workers (5) 36 32 3.6 3.6 3.5 3.1 2.9 Aug.18
Services confidence indicator (balances) 225233 252 223 235 235 228 Aug.18
Retail trade confidence indicator (balances) 11.011.0 109 104 117 104 11.0 Aug.18

(1) Available period data. (2) Adjusted for seasonalewndar and outliers effect§3) Adjusted for calendar a
temperature effects. (4) Calendar adjusted, deflatel fixed sample. (5) Total system. Monthly agera
Sources: SGCPE (MECE), REE, DA, CE, AEAT, INE, MTM&irostat, MFOM, RENFE and AENA.
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The second quarter of the year ended with a yireease of 0.9%, 1.8 points lower than
the figure recorded in the first quarter. This wiag to the lower momentum of its main groups,
except equipment goods, which grew at a simila. raéhis trend continued in July, with a virtual
stabilisation of the IPI with calendar adjustedad@a®.1% y-o-y).

The Industry New Orders, a leading indicator @ #tivity in the sector, showed a lower
dynamism in June (5% y-o0-y, with work calendar athd data, compared to the 6.8% registered
in the previous month), mainly due to the declim¢hie equipment goods component. However,

the second quarter ended with an average annuahee\of 5.5%, eight tenths higher than the
figure registered in the previous quarter.

The most recent qualitative indicators of the stdal branch show mixed signals. The
industrial confidence indicator has edged downwandshe last four months, reaching a net
balance in August of -3.5 points, 2.2 points lowsan the figure registered in July; while the

manufacturing PMI advanced one tenth in August @athed a level of 53, higher than the 50
threshold indicating an expansion.

Leading indicators point to the continuation of theonstruction activity dynamism

Leading indicators point to the continuatiohthe strong dynamism in the construction
activity, especially in the residential construnticegment. Floorage approvals for new
construction, according to construction new perniitsreased by 30.6% y-o0-y in May, an rate of

34.3% corresponding to the non-residential comppnkigher than that of the residential
component (29.7%).

On the other hand, the Production Index in thes@agtion Industry (PICI), showed a
more moderate y-0-y growth in June, with an inceeafsl.8%. This figure was lower than the one
recorded in the previous month (4.6%), with caleretfjusted data. This slowdown was due to
the less expansionary trend of the building compgnehich increased by 3.2%, one point and a

half less than in May, and to the 4.6% drop oflonorks, after the 5.8% rise registered in the
previous month.

G 2.8 INDUSTRY PRODUCTION and PMI G 2.9 SERVICES ACTIVITY INDICATORS
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However, confidence in the sector shows more featda signs in August, as it improved
more than seven points with respect to the previnasth, reaching a balance of -10.2 points,
according to data from the European Commission.

Activity in services remains strong...

With regards to the services sector, the actigiytinues to be very dynamic. The
Services Sector Turnover Index (SSTI), with worlendar adjusted data, rose by 6.9% y-0-y in
June, one tenth more than in the previous montis &bceleration affectethe trade branch,
whose rise wa¥’.7%, six tenths higher than in May, while otherveges moderated the
growth pace eight tenths, to 5.5%. Thervices Sector Turnover Indegflects a particularly
expansionary evolution of professional, scientdind technical activities, as well as those
related to wholesale trade and trade intermediadi@sng that period.

Among the most recent qualitative indicators, itetimde confidence registered a six
tenths improvemenin the two month period from July to August ovee tfecond quarter. The
improvement was of 11 points, while the servicesfidence recorded a positive balance in that
two-month period (22.8 points), but lower than tigeire registered in the second quarter (23.5).
In the same line, the services PMI reached 52 Auigust, a figure one tenth higher than in the
previous month, as a result of the extension oftthde activity dynamism, while new orders
increased at a slower pace, just as employmenti@nea

...and tourism indicators moderate their expansion

The indicators related to the tourism sector shdess favourable trend. According to the
flash estimate of the QNA, consumption in Spaimbwp-residents registered a y-0-y increase in
the second quarter of 2.6%, in real terms and watlendar and seasonal adjusted data, half the
figure registered in the first quarter. This lovii@ost sharpened in July, influenced, among other
factors, by the tourism recovery in other competingntries, such as Turkey and Tunisia, as well
as the unusual heat wave that affected Northerog&an countries, which slowed the last minute
reservations. Thus, almost ten million touristdtet Spain during the abovementioned month,
4.9% less in comparison to the figure registergéax before and their expenditure fell by 0.9%.
In the same month, the rate of increase in aifiecrplissenger moderated almost two points, to
3.2%, and hotel overnight stays decreased by 202%point more than in June.

3.- PRICES

The price growth rate in the economy as a wholeasured by the GDP deflator,
moderated in the second quarter of 2018, afterctmtinued acceleration observed since 2016.
This moderation can be to a large extent explaibgdhe strong rise of oil import prices.
Excluding the net external demand, it can be oleskrthat the domestic demand deflator
accelerated slightly.

For its part, consumer prices accelerated inélcersd quarter, both in terms of the private
consumption deflator and the Consumer Price In@) For the latter, the rate of increase is
above 2% since May, which represents more tharpermentage point over the rates registered at
the beginning of the year. This evolution is maielyplained by the behaviour of fuel and
electricity prices.
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G 3.1 DEFLATORS G 3.2 BRENT OIL PRICE (EUROS)
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In terms of the harmonised general CPI, the Spanitation was slightly higher than the
Eurozone inflation in the second quarter as a whwtale the core inflation differential was

favourable for the Spanish economy.
The price growth rate in the economy as a whole raates in the second quarter,...

The GDP deflator slowed down six tenths in theoedcquarter of 2018, to 0.7% y-o0-y,
according to QNA flash estimate figures, with sead@nd calendar adjusted data, mainly due to
the imports deflator, which went from falling byl@ in the first quarter to rise by 3.1% in the
second quarter. This evolution of the imports defléook place in a context of a strong upturn of
the international Brent price, which averaged &68.the second quarter, representing a y-o-y
increase of 40.9% (8.6% in the first quarter). Eopart, the domestic demand deflator increased

by 1.4% y-0-y, three tenths more than in the pneviperiod.

...but consumer prices accelerate, driven by energy

For its part, the private consumption deflatoredexated four tenths in the second quarter
of 2018, up to 1.6%, with QNA seasonally and caderatijusted data. The general CPI increase
rate pointed in the same direction, acceleratinghas second quarter up to 1.8% (1% in the
previous period), boosted by energy prices, eslhedigel and electricity prices.

Inflation stands above 2% in July and August

The consumer price acceleration continued dutiegaivailable period of the third quarter.
The inflation measured by the general CPI reach2#an July, which represents an upturn of
1.1 points compared to the end of the previous y&d% in December 2017). This evolution
responds almost completely to the energy comporesmiecially fuel prices, which went from
growing by 3% y-o0-y in December 2017 to 14.4% imy 2018. This was in turn due to the
acceleration of the Brent price in euros (50.4%in July 2018, compared to the 9% registered

in December 2017).
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Table 3.1Main priceindicators

Y ear-on-year changein %

Annual average

2017 2018
16 17  18(1) Jul.  Sep. Dec. | Mar. Jun. Jul
CPI: Total -0.2 2.0 15 15 1.8 11 1.2 2.3 2.2
Coreinflation (2) 0.8 1.1 1.0 1.4 1.2 0.8 1.2 1.0 0.9
CPI excl. food and ener gy 0.8 1.1 0.9 1.4 1.3 0.7 1.1 1.0 0.9
CPI excl. energy 0.9 1.2 11 1.2 1.3 0.9 1.2 1.3 1.2
CPI food 1.3 1.3 1.7 0.3 1.3 1.7 1.4 2.5 1.9
- Non-processed 2.3 2.6 2.6 -1.0 2.2 2.8 1.6 54 4.0
- Processed 0.8 0.7 12 1.0 0.9 1.2 1.3 1.0 0.8
CPI excl. food -0.6 2.1 1.5 1.9 1.9 0.9 1.2 2.2 2.4
- Industrial goods -2.4 25 1.4 15 1.8 0.6 0.4 3.0 3.5
- Energy -8.6 8.0 4.5 4.1 5.8 2.6 1.3 9.9 11.2
- Non-energy industrial goods 0.5 0.2 -0.1 0.3 0.1 -0.3 -0.1 -0.1 0.0
- Total services 11 1.6 15 1.9 18 1.3 1.9 1.6 15
CPI manufactured goods (3) 0.6 0.4 0.4 0.5 0.4 0.2 0.5 0.3 0.3
ndustrial Producer Prices: 31 44 23 30 35 17 12 41 46
Energy -10.8 104 55 5.8 6.5 1.1 2.6 121 141
Non-energy | PP -0.4 2.3 1.3 1.9 2.4 1.9 1.2 1.3 1.2
Consumer goods 0.2 1.9 0.1 1.9 2.0 1.1 0.5 -0.5 -0.5
- Durable 1.2 0.1 1.1 -0.1 0.1 0.2 1.1 1.3 1.1
- Non-durable 0.2 2.0 0.0 21 22 11 0.4 -0.6 -0.6
- Food -0.1 2.5 -0.2 2.6 2.6 1.3 0.4 -11 -11
- Non-food 0.8 0.8 0.8 0.8 0.9 0.6 0.7 0.8 0.8
Capital goods 0.6 0.9 0.8 0.8 0.9 0.8 0.9 0.8 0.9
I nter mediate goods -15 34 2.7 2.5 3.5 3.4 2.2 3.4 3.2
}Jrggo\r’g'“e'”di‘ﬁ(uv')i 31 47 26 20 44 20 05 67 -
- Consumer goods 1.4 3.2 0.9 3.5 3.9 2.2 -1.3 2.0 -
- Consumer food -09 45 0.6 6.4 5.2 1.6 -0.4 11 -
Exports -1.7 0.7 2.7 -0.5 2.6 1.2 2.6 5.1 -
Pricesreceived by farmers (4) -3.3 7.9 - 2.3 7.1 7.0 4.8 - -
GDP Deflator 0.3 1.0 1.0 - 1.0 1.2 1.3 0.7
Private Consumption Deflator -0.1 1.8 1.4 - 15 1.4 1.2 1.6

Average of the period with available data overdhme period of the previous year.
General CPI excluding non-processed food and energy

Processed food and non-energy industrial goods.

Change reference year 2010=100. MAPA only suppl&a from January 2014.
Sources: INE, DA, MAPA and SGCPE.
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G 3.3 CONSUMER PRICES G 3.4 CORE INFLATION BREAKDOWN
year-on-year change in % year-on-year change in %
4 6
. — Processed fopd
— Headline
== Non-energy industria] goods
'\ == Cpre N 4 ---| Servides
P r
A
2N \\"“/ \ \r'\' 2
ad S
g !
0 Yo N
LR/ |
2 -2
2013 2014 2015 2016 2017 2018 2013 2014 2015 2016 2017 2018
Source: INE. Source: INE.

For its part, core inflation increased by one hieshiring the same period, from 0.8% y-0-y
in December 2017 up to 0.9% in July 2018, thus reimg close to 1% and maintaining the trend
observed during the last three years.

G 3.5 CPI VOLATILE COMPONENTS G 3.6 ENERGY PRICES
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In August, according to the INE leading indicatibe y-o-y variation rate of the general
CPI remained at 2.2%. This was affected by theinigdectricity prices, as well as the lower m-o-
m increase in fuels prices in this month than irgéat 2017.

The inflation differential with respect to the Eumone stands at 0.2 points in July and August

In August, inflation in Spain stood two tenths abdhat of the Eurozone. This differential
is equal to the one registered in the previous maihce the Spanish harmonised inflation stood
at 2.2%, compared to the 2% recorded by the Eumzaccording to the INE and Eurostat flash
estimates, respectively. It should be nateat, in terms of core inflation, the differential July,
the last available month, was favourable in thesghs to the Spanish economy.
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G 3.7 HARMONISED CPI G 3.8 INDUST. PRODUCER PRICES (IPP)
year-on-year change in % year-on-year change in %
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Non-energy production prices resume their graduédwdown trend

Production prices, measured by the IndustrialePhiclex (IPRI), accelerated in July for
the sixth consecutive month, and went up half antptd 4.6% y-0-y, mainly due to the
acceleration of electricity prices. This can beyddy explained by the decrease in the weight of
the hydraulic and wind energies in electricity gatien (low cost sources) in July, in favour of
coal (high cost source).

However, when excluding energy, it can be seehtti®non-energy IPRI moderated the
y-0-y growth rate by one tenth, to 1.2%. In thi®@éour, intermediate goods prices are specially
relevant, particularly copper prices, in line wittie sharp fall in the price of this metal in
international markets (-10.2% between June and Julguros). The non-energy IPRI takes up
again the progressive slowdown trend that begamdr2017.

Table 3.2 nflation differential against main competitors (1)

2016 2017 2018 (2) Jul. Z%Z). Dec. Mar. 2‘?&: Jul.

Eurozone 05 05 0.0 0.4 0.3 -0.2 0.0 0.3 0.2
Core inflation 01 0.0 -0.1 03  -01 -0.2 00 01  -03

- Proc. food. 01 -11 13 <12 12 -1.0 14 <15 -15
i na&?ﬁjg‘i’fg’s 01 0.2 -0.1 02  -08 -0.5 01 -01 01

- Services 02 0.3 0.2 0.5 0.6 0.1 0.4 0.2 0.0
Non-proc. food. 0.6 0.0 0.6 -0.6 0.3 0.3 0.6 1.0 0.3
Energy 35 3.1 -0.1 2.0 1.9 -0.4 0.7 1.9 17
EU 06 0.3 0.2 0.2 0.0 -0.5 0.2 0.2 0.1
OECD 14 0.2 -0.8 03 05 11 10 05  -06
USA 16 0.1 -0.9 00  -04 -0.9 11 -06 06

(1) Differences in percentage points between thialnvariation in the CPI for Spain and otlareas or countrie
For Spain and the EU countries, these rates haame dedculated with harmonised price indices.

(2) Average of the period with available data aer same period of the previous year.

Sources: Eurostat and OE(
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4.- LABOUR MARKET

The pace of job creation stood close to 3% y-arythe second quarter of 2018.
Specifically, employment, according to the Laboarde Survey (LFS) grew by 2.8% y-o0-y and,
according to Social Security covered workers, B¥@. Thus the y-o0-y rates of both indicators
converge after several quarters in which LFS emplay grew significantly less than
employment according to Social Security coveredkers. The figures available for registrations
in the Social Security during the third quarterfoom the continuation of the job creation process,
although at a slightly more moderate pace.

With regard to wages, according to the QNA flashineate figures, compensation per
employee accelerated three tenths in the secondequad the year, up to 0.7% y-o0-y, and the
average wage variation agreed in collective banggifor 2018 stands at 1.7% with information
up to August of this year.

LFS employment accelerates up to 2.8% y-o0-y, ...

Employment, according to the LFS, accelerated fenths in the second quarter of 2018,
up to 2.8% y-0-y (530,800 more people), reaching@ Million employed. It should be noted that
this acceleration occurred despite the calendacetf the Easter Holidays, which in 2017 were
celebrated in the second quarter, while this yielaas held in the first quarter.

Thus the differential between the growth rate @fi&l Security covered workers (3.1% in
the second quarter of 2018, a rate three tentherltivan in the first quarter) and that of the LFS
employment fell down to three tenths, below therage recorded in recent quarters (one
percentage point on average since the fourth quaft2016), as well as the average absolute
differential for the period between 2007 and 200.8 points).

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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Sources: INE (LFS and QNA) and MTMS. Source: INE (LFS).

These figures contrast with those of the QNA flastimate for the second quarter of
2018, according to which, employment, in terms e@bge and with unadjusted data, maintained
the y-o0-y growth rate at 2.2%. By branches, thatg® contribution to the differential between
the y-o-y variation rate of LFS employment and thla@QNA employment comes from the set of
sections including public administration, educatom health (1.7% y-o0-y according to the QNA,
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in comparison to the 3.7 % according to the LF8)p¥ed by the manufacturing industry section
(1.9% according to the QNA and 3.6% according ®LlRS).

With seasonal adjusted data by the INE and thasufjnof Employment, Migrations and
Social Security, LFS employment recorded a g-o4tptian rate of 1% in the second quarter of
2018 (0.6% in the previous quarter), slightly higtiean the figure registered by Social Security
covered workers (0.8%, as in the previous quadad QNA employment (0.7%, three tenths
more than in the first quarter).

...mainly due to the services sector

By branches, the y-0-y acceleration of LFS emplegthin the second quarter of 2018 was
mainly focused on the services sector, whose empoy creation rate intensified six tenths, up
to 2.6%. In this sense, the auxiliary services &m@, lesser extent, transport, trade and hodpitali
sections, should be highlighted. The g-0-q emplayingeowth in hospitality stands out, as it was
the highest in a second quarter of the employmemes by QNA activity branches published by
the INE, which begun in 2008. All this despite hayicelebrated the Easter Holidays in the
previous quarter.

Involuntary part-time employment continues to fall

Regarding working hours, the weight of part-timerkers over the total increased by one
tenth in the second quarter of 2018 but decreagetihiee tenths in comparison to the figure
registered a year earlier, with the partiality rstinding at 15%.

Within part-time employment, the share of invoamgtworkers (those who work part-time
because they could not find a full-time job) counés to fall, reaching 8.1% of the total people
employed in the second quarter of 2018, sevengdess than in the same period of 2017.

With regards to working time, it should be addedtt according to the QNA and with
calendar and seasonally adjusted data, full-timevatent jobs moderated the y-o-y growth rate
one tenth, reaching 2.5%.

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

G 4.3 EMPLOYED PART-TIME
% of total employment
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— Rate|of part-time employment

—| Permanent workers|

==+ Temporary workers

== Rate|of involuntary part»tiqne employment

2014 2015 2016 2017 2018 2014 2015 2016 2017 2018

Source: INE (LFS). Source: INE (LFS).
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Table 4.1Summary of employment market indicators

Latest figures(1) Year-on-year changein %

Thousands Annual A 2017-1 2017-11 2017-111 2017-1vV 20181 2018-11
LABOUR FORCE SURVEY
In work 22834.2 106.6 -0.6 -0.6 -0.3 0.1 -0.1 0.5
- Men 12202.2 43.9 -0.7 -0.5 -0.1 -0.1 -0.1 0.4
- Women 10631.9 62.5 -0.4 -0.8 -0.5 0.2 -0.1 0.6
Rate of employment (2)(*) 58.8 - -0.5 -0.6 -0.4 -0.2 -0.3 0.0
- Men 64.6 - -0.6 -0.5 -0.2 -0.2 -0.3 -0.1
- Women 53.3 - -0.4 -0.6 -0.5 -0.1 -0.3 0.0
In work 19344.1 530.8 2.3 2.8 2.8 2.6 24 2.8
- Non-agricultural sector 18521.6 540.8 2.0 25 2.7 2.7 2.6 3.0
- Industry 2722.8 86.2 3.6 5.6 55 51 41 3.3
- Construction 1215.2 81.6 4.8 52 4.3 6.0 6.5 7.2
- Services 14583.6 373.0 14 17 2.1 2.1 2.0 2.6
- Men 10528.3 271.4 2.0 2.9 3.0 2.7 2.3 2.6
- Women 8815.7 259.2 25 2.7 25 2.6 24 3.0
- Foreign nationals 2202.7 131.0 4.6 4.5 4.9 5.8 4.2 6.3
- Full time 16444.3 501.1 2.4 2.9 3.1 3.3 3.2 3.1
- Part time 2899.7 29.6 15 25 11 -1.0 -2.1 1.0
Rate of part-time
employngent 3)*) 15.0 - -0.1 -0.1 -0.2 -0.5 -0.7 -0.3
Wage earners 16257.3 567.0 2.7 3.3 3.3 3.5 2.9 3.6
- Private Sector 13139.5 453.0 3.8 4.0 3.6 3.6 2.6 3.6
- Public Sector 3117.8 114.0 -1.5 0.3 1.9 3.0 4.4 3.8
- On a permanent contract  11900.3 416.2 1.7 1.8 2.7 3.2 2.4 3.6
- On a temporary contract 4357.0 150.9 5.6 7.7 4.9 4.4 4.4 3.6
Rate of workers on
temporary contracts (4)(*) 26.8 - 0.7 11 0.4 0.2 0.4 0.0
Self-employed 3086.8 -36.3 0.1 0.3 0.6 -1.5 -0.5 -1.2
Unemployed 3490.1 -424.2 -11.2 -14.4 -13.6 -11.1 -10.8 -10.8
- Men 1673.9 -227.5 -12.1 -15.5 -15.0 -13.1 -12.0 -12.0
- Women 1816.2 -196.7 -10.3 -13.4 -12.3 -9.2 -9.7 -9.8
- Under the age of 25 522.7 -61.1 -11.7 -15.7 -10.5 9.1 -12.9 -10.5
- Having no previous job 360.7 -53.1 -6.3 -12.5 -9.7 -7.1 -12.9 -12.8
Rate of unemployment (5)(*) 15.3 - -2.2 -2.8 -2.5 2.1 -2.0 -1.9
- Men 13.7 - -2.2 -2.8 -2.6 -2.2 -2.0 -1.9
- Women 17.1 - -2.3 -2.8 -2.5 -1.9 -2.0 -2.0
- Young people (aged 16-24)  34.7 - -4.8 -7.0 -6.0 -5.4 -5.3 -4.8
MEMBERSHIP OF THE S.S.
Total no. workers covered  18839.8 530.0 3.4 3.8 3.5 35 3.4 3.1
Wage earners 15576.5 494.1 4.0 4.4 4.1 4.1 4.0 35
Self-employed 3263.3 35.9 0.9 0.9 0.7 0.5 0.8 1.0
- Foreign nationals 1987.2 138.9 5.6 7.2 7.1 7.3 7.7 7.7
EMPLOYMENT OFFICES
Registered unemployment 3182.1 -200.3 -9.6 -10.9 -8.8 -8.0 -7.5 -6.2
Registered contracts 1602.5 66.1 12.5 9.8 55 3.6 2.6 29
- Permanent (6)(*) 9.6 - 0.3 0.0 0.4 0.8 1.0 14
- Part time (6)(*) 35.2 - -0.9 -0.4 -0.7 0.4 0.8 -0.2

(1) Second quarter for the Labour Force Survey #medmonth of August for Membership of the S.S. &panish Public
Employment Service figures.

(2) Percentage of people in work, over the popartegiged 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 césitrac

(5) Percentage of unemployed over total laboureforc

(6) Percentage over the total number of contracts.

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

Sources: INE (LFS) and MTMS.
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The rate of temporary jobs stops increasing in W¢erms for the first time since 2013

Focusing on the professional status of workers,nin@ber of employees increased by
3.6% y-0-y in the second quarter of 2018, sevethgemore than in the previous quarter, while
the number of self-employed workers decreased B%o,la fall seven tenths more pronounced
than the one registered in the previous quafée evolution of the self-employed workers,
according to the LFS, contrasts with the figuresseff-employed Social Security covered
workers, which grew by 1% in the same period, tarthis more than in the previous quarter.

Within employees, the weight of permanent contramtstinues to gain ground in
employment creation. In the second quarter of 2ah8, number of permanent employees
accelerated by 1.2 points, up to 3.6% y-0-y, thlghést rate since 2008, while the number of
temporary employees slowed down eight tenths,G#3As a result, the temporary rate stabilised
in y-0-y terms for the first time since the begmmiof the economic recovery, at 26.8%. By
ownership, the stabilisation took place thank$®Q.4 percentage point fall in the temporality of
the private sector, to 27.2%, a magnitude of dediivat had not been observed in a job creation
period since 2008, while the temporary rate inghblic sector continued to increase, 1.4 points,
up to 24.9%.

LFS unemployment falls by 10.8% y-0-y

According to the LFS, unemployment fell by 10.8%-y- (424,200 fewer people) in the
second quarter of 2018, as in the previous quageaching a total of 3.5 million. With seasonally
adjusted data by the INE, the g-o-q variation ef tiumber of unemployed people stood at -4.1%
(-3.1% in the previous quarter). The unemploymats fell by 1.9 percentage points compared to
a year earlier, reaching 15.3% of the labour force.

G 4.5 EMPLOYMENT BY WORKING HOURS G 4.6 UNEMPLOYMENT RATE
year-on-year change in % % of labour force
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Source: INE (LFS). Source: INE (LFS).
Long-term unemployment continues to fall

The unemployment fall continued to focus especiatiythe long-term unemployed, which
fell by 15.3% y-0-y in the second quarter (-18%the previous quarter), according to Eurostat
figures, reaching a weight over the total numbeurmémployed of 43.4%, 2.3 points below the
figure registered in the same period of 2017.
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G 4.7 UNEMPLOYED SEARCHING
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The labour force grows by 0.5% y-0-y

According to the LFS, the labour force rose by 0%y in the second quarter of 2018
(106,600 people more) after the 0.1% fall recoroethe previous quarter, which represents an
increase of six tenths in its variation rate, tihghlst since the first quarter of 2015, reaching a
level of 22.8 million people.

The inactive population slowed down six tenths) &% y-o-y (99,700 more people), and
the proportion of discouraged inactive people antbegpopulation over 16 years old remained at
0.7%, the lowest level since the second quart@069€.

Social Security covered workers increase by 2.9%ry4n the two-month period from July to
August...

According to the latest labour market informatidrgm the Social Security covered
workers records, employment rose by 2.9% y-o-yhm tivo-month period from July to August
2018, a rate two tenths lower compared to thattegd in the second quarter of 2018. This is
mainly due to the two tenths employment slowdowservices, to 2.9% y-o-y in the two-month
period. The education section stood out in thislhian. In this regard, it should be noted that
Social Security covered workers in education regest the highest m-o-m drop in the series
available in July 2018, which began in 2008.

...and registered unemployment falls by 6% y-o-y
With regard to registered unemployment, the y-@atg 1of decline stood at 6% in the two-

month period from July to August, two tenths morederate than in the second quarter of 2018,
an evolution to which all non-agricultural activibyanches contributed.
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G 4.9 S.S. COVERED WORKERS AND REGISTERED UNEMPLOYMENT
year-on-year change in %
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Source: MTMS.
Unit labour costs accelerate in the second quartér2018

According to the Quarterly National Accounts flasstimate figures, compensation per
employee rose by 0.7% y-0-y in the second quaft20d8, three tenths more than in the previous
period, while the growth rate of apparent labowdpictivity moderated two tenths, to 0.1%, so
unit labour costs registered a 0.6% growth in y-teyms, half a point higher than the figure
recorded in the first quarter.

The agreed wage increase in collective bargainingrsls at 1.7% up to August

The wage rise agreed for 2018 stood at 1.7% onageerfor the 7.5 million workers
covered by collective agreements with effect in@0dgistered up to August (equivalent to 47%
of the total of the 16 million employees accordiaoghe LFS during the first half of the year).

G 4.10 WAGE INDICATORS

COLLECTIVE BARGAINING AGREED WAGE
INCREASE AND TOTAL WAGE COSTS UNIT LABOUR COST AND COMPONENTS
, year-on-year change in %
year-on-year change in %

—| Compensation per gmployee

— Collettive bargaining agiéed wage increase | Productivity per warker
Unit Labour Cost
R otallwage cost -2
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(*) Data for 1il.Q.2018 refers to August.
Sources: INE (ETCL and QNA) and MTMS.
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Table 4.2Wageindicators
(year-on-year change in %)

2017 2018
2016 2017 2018
1) I I v I I
WAGESFROM COLLECTIVE BARGAINING (2)
All sectors 1.0 15 1.7 1.3 1.3 1.4 1.5 15 1.6
- Agriculture 0.9 1.1 1.1 0.9 0.9 1.0 1.1 1.1 1.1
- Industry 1.1 15 1.6 1.4 1.4 15 15 15 15
- Construction 0.9 1.9 2.0 2.2 2.2 2.2 1.9 2.0 2.0
- Services 1.0 15 1.7 1.2 1.3 1.4 1.4 1.6 1.7
TOTAL LABOUR COSTSPER WORKER
All sectors -0.4 0.2 0.7 0.0 -0.2 0.4 0.7 0.7 -
- Industry 0.4 0.7 0.3 0.9 04 0.3 1.1 0.3 -
- Construction -1.7 -0.6 1.4 -1.3 -1.2 0.1 -0.2 1.4 -
- Services -0.4 0.2 0.7 -0.1 -0.2 0.4 0.7 0.7 -
WAGE COSTSPER WORKER
All sectors -0.3 0.1 0.8 -0.2 -0.1 0.3 0.5 0.8 -
- Industry 0.4 0.6 0.2 0.8 0.3 0.2 1.0 0.2 -
- Construction -15 -0.6 1.3 -1.0 -1.1 -0.1 -0.3 1.3 -
- Services -0.3 0.1 1.0 -0.3 0.0 0.3 0.4 1.0 -
NON-WAGE COSTS PER WORKER
All sectors -0.8 0.5 0.2 0.5 -0.5 0.7 1.5 0.2 -
- Industry 0.3 0.9 0.6 1.1 0.9 0.4 1.1 0.6 -
- Construction -2.3 -0.7 1.9 -1.8 -1.2 0.4 -0.1 1.9 -
- Services -0.9 0.5 -0.1 0.6 -0.9 0.7 1.7 -0.1 -
COMPENSATION PER EMPLOYEE (3) (*)
All sectors -0.3 0.1 0.6 0.3 -0.2 0.3 0.2 0.4 0.7
- Agriculture -3.8 0.3 0.3 -0.8 -03 14 1.1 11 -05
- Industry 0.0 0.5 0.4 0.6 0.5 0.5 04 0.4 0.5
- Construction -2.1 -1.1 -0.7 -1.8 -1.3 -0.5 -0.6 -1.2 -0.1
- Services -0.2 0.2 0.7 0.5 -0.1 0.3 0.2 0.5 0.9
LABOUR COST PER UNIT OF PRODUCT (4) (*)
All sectors -0.6 -0.1 0.3 0.0 -0.3 0.0 0.0 0.1 0.6
- Agriculture -6.6 0.3 -3.7 -1.2 1.0 0.6 1.1 -15 -5.9
- Industry -0.4 0.0 0.0 0.7 0.5 -0.1 -1.0 0.4 -0.4
- Construction -2.4 -0.8 0.3 -1.8 -1.3 -0.7 0.5 -0.1 0.8
- Services -0.2 0.2 0.7 0.1 -0.2 0.4 0.4 0.4 1.1

(*) The annual data for 2016 and 2017 in terms afidhal Accounts correspond to the figures of theu@erly National Accounts
published by INE in July 2018 and are not constsiéth those of the Annual National Accounts rediss INE on September, 6th.
(1) Available period data.

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

(3) Equivalent full-time employment. Figures cotegtfor seasonal factors.

(4) Compensation per employee/labour productiitgures corrected for seasonal factors.

Sources: MTMS and INE (Quarterly survey of laboosts and National Accounts Base 2008).
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This increase is four tenths higher than the onerded in 2017, as published a year ago
(1.3% with data up to August 2017), three tentlghéi than that available at the end of 2017
(1.4% in agreements registered up to December 28dd)two tenths higher than the increase
with all the information currently available (1.5%agreements effective in 2017 registered up to
August 2018).

Taking as a reference the data with informatiortcupecember 2017, it can be observed
that the acceleration of 2018 is mainly explaingdthe evolution of the wages agreed in the
hospitality sector (2.1%, seven tenths more th&0i7).

Among the agreements signed in 2018 (the rest gmeements effective in 2018, but
signed in previous years), which affect 23.7% ofared workers, the wage increase stands at 2%
for the year.

The number of workers affected by opt-outs of tlggeament stood at 12,398 with
cumulative data up to August 2018, 16.3% less thahe same period of the previous year and
the lowest level of the available series, whichurem 2012.This is consistent with a reduction
of the reliance on this mechanism as the econoeuovery progressein terms of workers
affected, 99.3% of opt-outs were reached by agraeraad 79.3% took place in SMEs.

5.- PUBLIC SECTOR

On 3F" July, the Ministry of Finance published the datanon-financial transactions of
the Central Government, the Regional Government$ @e Social Security Funds, with
consolidated data and in terms of National Accquiois May 2018. It also published the State
monthly budget execution data, in terms of bothidwetl Accounts and Cash, corresponding to
June.

On the other hand, the Ministry of Employment, Nifgpns and Social Security published
the monthly budget execution data of the Sociau8tg in terms of Cash, corresponding to June.

Likewise, the Bank of Spain (BoS) published the &ah Government Debt data,
following the Excessive Deficit Procedure (EDP) huetology for June and the Debt data for the
State, corresponding to July.

The General Government consolidated deficit, exahgl Local Governmentsstandsat 1.33%
of GDP up to May

On a consolidated basis, the Central Governmest,Régional Governments and the
Social Security Funds recorded up to May 2018 aciein terms of National Accounts,
equivalent to 1.33% of GDP, which represents aedesg of 0.26 percentage points (p.p.) with
respect to the same period of the previous ye&B%.of GDP). The growth of taxes and social
contributions, as well as the lower interest exjgenel, contributed to this deficit reduction.

On therevenueside, taxes and social contributions continue rmwvgsharply in y-o-y
terms, 6.7% and 4.8%, respectively, although mocelerately than in the previous month.
Among the taxes, the VAT and the Personal Income Stand out. With regards to the other
revenudtems, it is worth noting the dividends receiveohi the Bank of Spain and Enaire, which
increased over the period from January to May 204 & 240 and € 205 million, respectively).
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On theexpenditureside,interests accruecontinue to fall (-2.5%), although at a lower rate
than in the previous month (-4.0%). Likewisxpenditure related toanemployment benefits
continues to fall in y-o-y terms (-0.8% up to Magllie to the fact that the number of beneficiaries
decreased by 2.4%. On tlwentrary an increase in the rest of the main expendittemsd is
observedpatrticularly in investment and in the contributim the EU budget based on VAT and
GNI resources, which increased by 32.2% and 15r@%pgectively. The net balance of financial
assistance is positive and relatively small (€ biiffion). However, the amounts paid by the
Deposit Guarantee Fund (DGF) in relation to theeAgsotection Schemes (known in Spanish as
EPAs) are twice that of 2017, mainly due to the E#Ahe Caja de Ahorros del Mediterraneo
(CAM), which grew from € 658 million in the periddom January to May 2017 up to € 1.4
billion in the same period of 2018. Finalgxpenditure related tcontributory pensionsontinues
registering an upward trend in y-o-y terms (3.1%w)e to the rise in the number of pensioners
(1.1%) and of the average pension (1.9%, higher tha pension revaluation, due to the fact that
in net terms new pensionerster the systemwith higher pensions).

Up to May 2018, the growth of the Central Governtreemd the Regional Government
expenditure eligible to be included in the caldolabf the expenditure benchmark, was higher in
both cases than the compliance threshold, set48b 2or 2018 as a whole (8.5% and 3.4%,
respectively).

With regard to the deficit by subsectors, the G#n@overnment ended the first five
months of the year with a deficit of 1.21% of GDOR15 p.p. lower compared to the figure
registered in the same period of 2017. The Stapeaued its balance by 0.18 p.p. However, the
Other Bodies of the Central Government increasair tteficit by two hundredths of GDP,
largely due to the expenditure incurred by the B@pBuarantee Fund, in turn affected by the
CAM's Asset Protection Scheme, as already mentiod the other hand, the Regional
Government set its deficit at 0.33% of GDP, comg@dcethe deficit of 0.43% accumulated up to
May last year, and the Social Security Funds rembalsurplus of 0.21% of GDP up to May, one
hundredth higher compared to the figure recordetiersame period of 2017.

The State’s deficit in terms of National Accounttasds at 0.74% of GDP up to June

Up to June 2018, the budget execution of the Statded with a deficit, in terms of
National Accounts, of € 9.0 billion (0.74% of GDRB.8% lower than the deficit accumulated in
the same period of 2017. This lower deficit was ttua y-0-y increase in non-financial resources
(8.2%) higher than that registered by non-finanggas (3.5%).

The increase in non-financial resources is mainke do the rise of taxes (7.9%),
especially by the VAT increase (7.6%) and curremes on income and wealth (12.1%), as well
as to the increase in dividends and other incorag{4). On the other hand, the rise in uses is due
to the growth in gross fixed capital formation (B%), the rise of current transfers to other
General Government units (2.1%), in particular he Regional Governments, and the higher
contribution to the EU budget based on VAT and @&sburces (15.1%).

In terms of Cash, the State recorded a deficit@2% of GDP up to June, 0.11 p.p. lower
in comparison to the figure recorded in the sam®gef 2017 (1.13% of GDP).

The difference between the Cash deficit and theoNak Accounts deficit is due, among
other factors, to the adjustment made in relatiotax refunds, which are included in the period in
which they are requested, regardless of the fimdyear in which they are paid.
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Table 5.1 State Budget Outturn
Accumulated amounts in millions euros. Year-on-yadb

January-June

2017 2018 % %
Outturn Budget Change 2017 2018 Change
1. NON-FINANCIAL RECEIPTS 131,456 141,307 75 53,824 55,739 36
TAXES 104,541 116,682 11.6 42,302 43,808 3.6
Direct 64,393 69,491 7.9 18,816 20,446 8.7
Personal income tax 36,028 39,587 9.9 13,787 15,806 14.6
Corporate income tax 23,143 24,258 4.8 2,531 1,986 -21.5
Others 5,221 5,646 8.1 2,498 2,654 6.3
Indirect 40,148 17.5 23,486 23,362 -0.5
Value added tax 29,235 47,191 19.7 18,215 18,152 -0.3
Excise duties 7,349 34,992 15.2 3,504 3,427 -2.2
Others 3,563 8,463 4.8 1,766 1,782 0.9
OTHER RECEIPTS 26,915 24,625 -8.5 11,522 11,931 35
2. NON-FINANCIAL PAYMENTS 147,746 157,935 6.9 66,966 68,057 1.6
Wages and salaries 15,836 16,672 5.3 7,735 7,822 1.1
Goods and services 3,355 3,206 -4.5 1,245 1,290 3.6
Interest payments 30,324 31,572 4.1 13,176 12,310 -6.6
Current transfers 85,290 89,472 4.9 40,803 41,394 1.4
Contingency fund - 2,277 - - - -
Real investment 5,330 6,056 13.6 1,041 2,222 1135
Capital transfers 7,611 8,681 14.1 2,966 3,019 1.8
CASH BALANCE (1-2) -16,628 21 -13,142 -12,317 -6.3
M emor andum item (National Accounts):
Non-financial resources 186,259 85.428 92.463 8.2
Non-financial uses (EDP) 208,506 98.082 101.475 35
NET LENDING (+) OR
BORROWING (-) -22,247 -12.654 -9.012 -28.8

-1.09

-0.74

As % of GDP -1.91
Source: Ministerio de Hacienda.

Tax revenue increases by 3.9% up to June, on Caasid

Total tax revenue in terms of Cash (including thegi@nal and Local Governments’
share) recorded a y-o0-y increase of 3.9% up to.JWfthin these, the revenue from Personal
Income Tax increased by 7.5%, the Corporate Incbaxedecreased by 21.5% (mainly due to the
higher returns made), the VAT increased by 3.4%thadExcise Duties rose by 0.1%.

The borrowing requirement of the State falls up done in comparison to a year earlier

The borrowing requirement of the State fell by 20.6p to June compared to the figure
registered in the same period of 2017, reaching.8 Billion. This decrease is due to the lower
cash deficit and the decrease in the net variatidimancial assets with respect to the same period
of the previous year. The borrowing requirement masnly financed through mid and long term
domestic debt (€ 38.3 billion).
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Table 5.2 State tax collection
Cash accounting
Accumulated amounts in millions euros. Year-on-ygenge

January-June

% Annual % Annual
2016 2017 Change 2017 2018 Change
Direct taxes® 98,854 105,402 6.6 37,175 39,209 55
Personal income tax 72,416 77,038 6.4 32,146 34,569 7.5
Corporate income tax 21,678 23,143 6.8 2,531 1,986 -21.5
Non-resident income 1,961 2,274 16.0 1,041 1,251 20.2
Other direct taxes 2,799 2,947 5.3 1,457 1,403 -3.7
Indirect taxes™? 86,122 87,518 16 45,469 46,636 2.6
Value added tax 62,845 63,647 1.3 33,887 35,028 3.4
Excise duties 19,866 20,308 2.2 9,816 9,826 0.1
Tobacco 6,677 6,628 -0.7 3,019 2,934 -2.8
Hydrocarbons 10,556 10,881 3.1 5,447 5,560 2.1
Others 2,633 2,798 6.3 1,350 1,331 -1.4
Other indirect taxes 3,410 3,563 4.5 1,766 1,782 0.9
TOTAL TAXES 184,976 192,920 4.3 82,644 85,846 3.9

(2) Included the Regional and local Government share
Source: IGAE. Ministerio de Hacienda.

The borrowing requirement up to June 2018 was higen the cash deficit due to net
acquisitions of financial assets by the State, ipassociated with the loan granted to the Social
Security in June and the equity contributions ®fthancing funds of the Territorial Entities.

The Social Security records a surplus up to June

The Social recorded a surplus up to June of 0.25%@P in terms of Cash, slightly
higher (three hundredths) than the figure recolidettie same period of 2017 (0.22% of GDP).
Social contributions increased by 5.6%, mainly tluéhe rise in the contribution from employed
people (5.8%). On the other hand, pensions incdeag&.0%, up to € 55.3 billion.

The General Government EDP Debt slows down in Juneg-o-y terms

According to the Bank of Spain, the General GovesnitDebt, according to the EDP
methodology, reached € 1,162.9 billion in June sTigure represents a y-0-y increase of 2.4%,
three tenths lower than that registered in May.

By subsectors, the State EDP Debt stood at € B0diflion, a figure 4.4% higher in
comparison to that registered a year earlier. Tabt@f Other Bodies belonging to the Central
Government reached € 32.3 billion, which implie$1a6% decrease in comparison to June last
year. On the other hand, the Regional Governmem BBbt reached € 292.4 billion, 2.3% higher
in comparison to the figure registered in the sanmanth of 2017. With regards to the Local
Government subsector, it registered an EDP Debaletgu€ 29.3 billion in June, 9.5% lower
versus a year earlier. Finally, the EDP Debt ofSleial Security Administrations reached € 34.9
billion, a figure 103.2% higher than the one regist in June 2017 (€ 17.2 billion). This increase
is due to the loan granted by the State to the @Géfesasury of the Social Security in June 2018.
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At the end of July, the State EDP Debt stood a0€4a.4 billion, compared to the € 972.5
billion registered a year earlier, which represenyso-y increase of 4.5%, a rate one tenth higher
in comparison to the figure registered in the pgrasimonth.

Table 5.3Social Security System Budget Outturn
Accumulated amounts in millions euros. Year-on-yadf

2017 2018 % 2017 2018 %
Outturn Budget Change  June June Change
1. REVENUE 127,753 135,253 5.9 64,607 67,221 4.0
Social Security contributions 109,038 114,916 5.4 53,784 56,785 5.6
Current transfers 16,273 18,441 13.3 10,000 9,823 -1.8
of which: from the Sate 12,903 14,876 15.3 8,322 8,083 -2.9
Property income 736 228 -69.0 223 46 -79.3
Other revenuél) 1,706 1,667 -2.2 601 566 -5.7
2. EXPENDITURE 146,509 152,565 4.1 62,042 64,220 35
Pensions 125,015 129,495 3.6 53,686 55,284 3.0
Contributory 115,729 119,791 35 49,484 51,143 3.4
Non-contributory 9,286 9,704 45 4,203 4,142 -1.5
Sickness benefits 7,592 7980 5.1 2,605 2,942 13.0
Maternity benefits 2,363 2,559 8.3 1,137 1,154 1.6
Other benefits 2,034 2,197 8.0 1,008 1,025 1.7
Wages and salaries 2,232 2,394 7.3 1,081 1,081 0.0
Goods and services purchases 1,346 1,542 145 630 647 2.8
Other revenué2) 5,926 6,398 8.0 1,895 2,085 10.0
3. CASH BALANCE (1-2) -18,756 -17,312 -7.7 2,565 3,001 17.0
As % of GDP -1.6 -1.4 0.22 0.25

(1) Fees and other current revenues, disposalabfimgestments and capital transfers. (2) Intepestments, re
investments, other current transfers and capéakfers.
Source: Tesoreria General de la Seguridad Socialstdrio de Trabajo, Migraciones y Seguridad Socia

6.- BALANCE OF PAYMENTS
The Balance of Payments generates net lending ® tést of the world in the first half of 2018

According to the available Balance of Payments,datthe first half of 2018, the Spanish
economy generated a net lending to the rest oWtréd of € 1.1 billion, versus a net lending of
€ 6.7 billion in the same period of the previouarye

The current account balance accumulated a surphasiating to € 86 million, below the
one reached in the first half of 2017 (€ 5.8 bilioThis result is due to a decrease in the goods
and services surplus and, to a lower extent, tcefécit increase of primary and secondary
incomes. On the other hand, the capital accouglstiincreased by € 69 million, up to € 1.1
billion.

In parallel, the financial balance registered ragiital outflows amounting to € 8.4 billion,
versus net outflows of € 2.6 billion registered ealy earlier. This result is due to net capital
outflows excluding the Bank of Spain reaching €12illion, higher than the increase in the net
debtor position of the Bank of Spain (€ 17.7 biilio
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Table 6.1Balance of payments. Non-financial operations (1)

Million euro
January-June 2017 January-June 2018
Credit Debit Net Credit Debit Net
Current and capital accounts 231,371 224,621 6,747 238,105 236,959 1,146
Current account 230,176 224,420 5754 236,594 236,508 86
Goods and services 197,378 183,065 14,313 202,220 192,717 9,503
Tourism 25,370 7,862 17,508 26,642 8,645 17,997

Primary and secondary income 32,798 41,355 -8,557 34,374 43,791  -9,417

Capital account 1,195 201 992 1,511 451 1,061

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

The surplus of goods and services moderates

Trade of goods and services with the rest of thddwesulted in a surplus of € 9.5 billion
in the period between January and June 2018, 3&&& compared to the figure recorded in the

same period of the previous year. In nominal terexports increased by 2.5% and imports by
5.3%. These rates imply a slowdown of 7.3 and bibtp, respectively.

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

— Current account balange
B Goods and services balance

B Primary and secondary incomes balance

2015 2016 2017 2018

Sources: Banco de Espafia and SGCPE.

The trade deficit increases

The Balance of Payments only provides disaggregadéal between the balances of goods
and services for the first quarter of 2018. Accogdio Customs data, which show a similar
evolution, the trade deficit of energy goods ineeghby 5.7% in the first half of 2018, partly
influenced by the evolution of the price of imparteil, measured in euros, which became 18.3%
more expensive on average during the period. lalledrthe surplus of the non-energy balance
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fell from € 2.9 billion down to € 194 million. As r@sult, the trade deficit rose by 31.5%. Using
the unit value indices of the Ministry of EconomydaBusiness, the terms of trade improved by
0.1%.

Tourism revenues continue to grow, although at aMer rate...

The balance of tourism services accumulated a ssiigdl € 18 billion in the first half of
2018, 2.8% higher than in the same period of tlegipus year. This result includes an increase of
5% of tourism revenues, a rate 6.9 points lowecomparison to the figure registered in the
previous year. Foreign tourists” expenditure, atiogr to the Tourist Expenditure Survey
(EGATUR), increased by 4.2% y-0-y during the finstif (15.2% in the same months of 2017)
and, tourist arrivals, an indicator of the evolatiaf tourism in real terms, increased by 1.8%, in
comparison to the 11.9% registered in the first bialhe previous year.

...and so do tourism payments

Tourism payments, as a result of Spanish residesislling abroad, grew by 10% in the
first half compared to a year earlier, a rate 2813 lower compared to the one registered in the
same period of 2017.

The deficit of primary and secondary income rises

The balance of primary and secondary income acatedila deficit of € 9.4 billion
between January and June 2018, 10% higher thamett@atded in the same months of 2017, as a
result of an increase in revenues lower than thaagments (4.8% and 5.9%, respectively, rates
that imply accelerations of 2.6 and 6 points, imparison to the rates recorded one year earlier).
There is only data available split into primary astondary income up to March 2018. The only
available data for the first half of 2018 are ird#d in the secondary income and, in particular, are
provided by the Directorate General of the Treasamg Financial Policy corresponding to the
financial flows with the European Union, which sh@wbalance of the net current transfers
received from the EU of € 621 million, after the8€0 million registered a year earlier, with an
increase in revenues (6.4%) higher than that ofmeanygs (1.1%). With regards to revenues, public
transfers received from the European Social Funde@ at promoting employment, rose by
8.7%, while in the transfers for the private sectioe subsidies received by farmers as refunds of
the Common Agricultural Policy rose by 6.4%. On pagments side, within public payments for
the EU, those related to the VAT Resource (6.9%) Braditional Own Resources (3.2%) rose,
while those related to GNI Resource (-1.4%) fdth@ugh it should be noted that these payments
are not divided in the same way through all finahgears.

The capital balance surplus increases

In the first half of 2018, the capital balance gated a surplus of € 1.1 billion, 7% higher
in comparison to the previous year, due to a nseevenues (€ 316 million) higher than that of
payments (€ 250 million). Capital transfers frore #uropean Union multiplied by 7.6 compared
to the same period of the previous year, up to&HMHillion. Within revenues, quantitatively
speaking, the most important items were publicsiens from the structural funds of the EU
Budget, aimed at infrastructure, rural developnattt environment. In this regard, transfers from
the Cohesion Fund (€ 173 million) were receivediragafter the interruption that took place in
2017, and the revenues corresponding to the ERDé&reased by 601.8%, up to
€ 1.4 billion. However, it is important to note thhese revenues are very erratic, due to the
multiannual nature of many of the actions theyrice
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Table 6.2Financial flowswith the European Union

Accumulated amounts

- % y-0-y
Million euro change % y-0-y
Million euro | change
2017 2018 2018 2017 2018 2018
1l 1 \Y | 1l | 1 I-1l I-11 I-1l

Net current transfers -1,085 -1,527 -2,152 2,038 -1,418 49.3 34.3 310 621 100.4

- Revenue 1,470 964 601 5,161 975 20.2 -33.7 5765 6,136 6.4
Refunds CAP 709 854 403 4,459 772 6.0 9.4,917 5,231 6.4
ESF 729 25 147 660 167 1,968.3 -77.1 761 827 8.7
Other subsidies 33 85 52 42 35 -23.3 8.0 88 78 -11.6

- Payments 2526 2491 2,753 3,123 2,392 6.6 -53 5455 5,515 11
VAT 468 368 368 552 385 35.0 -17.7 878 938 6.9
GNI 1,681 1594 1,850 2,008 1,633 -0.2 -2.83,693 3,642 -1.4
Traditional Own 370 382 419 387 373 5.6 09 737 761 3.2
Other 6 147 116 175 0 235 -100.0 148 175 18.4

Capital transfers 190 51 51 1,358 194 8,717.3 2.1 205 1,552 655.1
ERDF 181 38 19 1,182 191 7,984.7 55 196 1,373 601.8
Cohesion Fund 0 0 0 173 0 - - 0 173 -
Other 9 13 31 3 3 276.7 -65.5 10 6 -38.5

Sources: D. G. del Tesoro y Politica Financiera®@€CPE.

Net capital outflows in financial transactions witthe rest of the world

In the first six months of 2018, the financial agnb recorded net capital outflows
amounting to € 8.4 billion, versus the net outfloafs€ 2.6 billion registered a year earlier.
Excluding the Bank of Spain, the financial accotetorded net capital outflows worth € 26.1
billion up to June, below the net outflows registera year earlier (€ 40.1 billion). This result
includes positive balances (investments) in assiability transactions.

Foreign investment in Spain falls, although direatvestment increases

Up to June 2018, the net variation in liabilitiesngrated net capital inflows worth € 37.7
billion, 7.7% less than in the same period of thevipus year. The direct investment balance rose
by 144.6% y-o-y, recording net inflows amounting€033.2 billion, which were channelled
toward the private sector, mainly to other resi@dgsectors (the breakdown by instrument is only
available for the first quarter of 2018). On thdest hand, portfolio investment recorded net
inflows amounting to € 12.2 billion, 58.1% loweraththe net inflows of the first half of 2017,
due to the results of the General Government, wheclorded net inflows amounting to € 19.3
billion, while the private sector registered netflows. Finally, other investments (loans, deposits
and repos) recorded net outflows of € 7.7 billi@ur times more than in the same period of 2017,
mainly driven by the private financial sector atwda lesser extent, by the General Government.

Spain's investment abroad decreases

The assets net variation with the rest of the wodgcluding the Bank of Spain,
accumulated in the first six months of the yearaagdital outflows of € 63.8 billion, 21.2% lower
in comparison to the figures recorded a year earldrect investment accumulated capital
outflows amounting to € 18.5 billion, 6.9% highbah a year earlier, coming mainly from other
resident sectors. The portfolio investment outflofed by 47.4%, down to € 29.2 billion,
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concentrated in the non-financial private sector.tli® other hand, other investment registered net
outflows amounting to € 15.9 billion, 54.6% hightsan a year earlier, led by the Monetary

Financial Institutions. Finally, financial derivedis registered net outflows amounting to € 235
million, in comparison to the net inflows of € 2illion registered in the previous financial year.

Table 6.3Balance of payments. Financial operations (1)

Million euro

January-June 2017 January-June 2018
Assets chang Lﬁ?éillri]tge: Balance Qf;ﬁ;z L?ﬁ;ﬁgj Balance
Financial account 43,492 40,849 2,648 46,083 37,712 8,369
- Excluding Bank of Spain 80,932 40,849 40,087 63,765 37,712 26,051
Direct investment 17,288 13,560 3,729 18,476 33,174 -14,699
Monetary financial institutions 2,677 651 2,026 5,566 3,007 2,559
Other resident sectors 14,611 12,910 1,701 12,910 30,166 -17,256
Portfolio investment 55,468 29,187 26,283 29,198 12,228 16,972
General Government 91 16,432 -16,341 286 19,316 -19,030
Monetary financial institution: 9,172 8,672 500 3,378 1,662 1,716
Other resident sectors 46,205 4,082 42,123 25,534 -8,747 34,281
Other investment 10,256 -1,898 12,155 15,856 -7,690 23,545
General Government -1,523 -2,008 485 -2,225 -6,641 4,416
Monetary financial institution: 8,419 -4,170 12,589 18,210 -12,493 30,703
Other resident sectors 3,360 4,280 -920 -129 11,440 -11,569
Financial derivatives -2,080 - -2,080 235 - 235
- Bank of Spain -37,440 - -37,440 -17,682 - -17,682
Reserves 430 - 430 968 - 968
Claims on the Eurosystem -36,117 - -36,117  -16,436 - -16,436
Other net assets -1,751 - -1,751 -2,216 - -2,216
- Net errorsand omissions -4,099 - -4,099 7,223 - 7,223

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

The net debtor position of the Bank of Spain vis¢és the Eurosystem increases

Current, capital and financial transactions gererat decrease (increase of the net debtor
position) of net assets of the Bank of Spain amogrib € 17.7 billion, due to the fall recorded by
the assets vis-a-vis the Eurosystem (€ 16.4 b)ligord the other net assets by € 2.2 billion, while
reserves increased by € 968 million.

The NIIP improves in the first quarter of 2018 iretms of GDP

The Net International Investment Position (NIIP3reased its debtor balance in the first
quarter of 2018, compared to the same period of 2B 0.3%, reaching € 955 billion, equal to
81.3% of GDP, a percentage 2.9 points lower in @mmpn to the figure registered in the first
guarter of 2017Assets amounted to € 1.9 trillion, 2.4% more coregaio a year earlier, and
liabilities to € 2.8 trillion, 1.7% more in compsoin to the first quarter of the previous year. On
the other hand, the gross external debt amountegl 2otrillion in the first quarter of 2018,
(166.7% of GDP), compared to the € 1.9 trillioniségred in the same period of 2017 (169.1% of
GDP).
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The NIIP debtor balance, excluding the Bank of 8pagached an amount of € 748 billion
in the first quarter of 2018, 0.5% more than a yesatier. A 5.1% fall was registered in the debtor
balance in the case of portfolio investment, t®B£ billion, and increases of the debtor balance of
direct investment (137.7%, up to € 54 billion) awdther investment (0.5%, up to € 153 billion).

The Bank of Spain decreased its debtor balance 6%9€million in the first quarter of
2018 compared to a year earlier, down to € 207ohillequal to 17.6% of GDP. This decrease is
explained by the fall of the Bank of Spain debtalabce vis-a-vis the Eurosystem (€ 7.1 billion),
while on the other hand, reserves decreased b® ®ifion and the balance of other net assets
changed its sign, registering a debt of € 2.8dilli

September 2018



