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RECENT EVOLUTION OF THE ECONOMIC INDICATORS

Financial markets

The financial markets evolution in October was ¢boded by the uncertainty regarding
the Italian budget, the Brexit negotiations and tifaele tensions, as well as by the expectations
about the monetary policy meetings of the main re¢rtanks and the presentation of business
results. In this context, the peripheral Europeablip debt yields and the US bond have
increased, the stock indices have registered gisextdosses and the euro has depreciated against
the dollar.

The ECB keeps its monetary policy measures unchahge

The Governing Council of the European Central BEERB), in its meeting held on 95
October, decided to maintain the interest rateshenmain financing operations, the marginal
lending facility and the deposit facility unchanged).00%, 0.25% and -0.40%, respectively. The
Governing Council continues to expect the key ggerates to remain at their current levels at
least until the summer of 2019 and, in any caseinguthe time necessary to ensure the
continuation of the sustained convergence of imitatowards lower levels, although close to 2%
in the mid-term.

As regards non-standard monetary policy measunesibverning Council will continue
with the net asset purchases (APP) included imptbhgramme at the monthly pace of 15 billion
euros until the end of December 2018. The Goverf@iogncil foresees that net purchases will
cease from that date on, provided that the dathroothe inflation prospects in the mid-term.

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

Both in the statement and in the press conferehae followed the meeting, the ECB
acknowledged that the activity dynamism in the Eane is lower than expected, but reaffirms its
confidence in the future performance of the econamy in the gradual recovery of the inflation,
even if net asset purchases end. The ECB confiatsttie current information is in line with its
central scenario for economic expansion and theatitks surrounding the growth prospects of the
Eurozone can still be considered as widely balanced

The Fed maintains the interest rates and continueith the progressive reduction of its balance
sheet

The Federal Open Market Committee (FOMC) of theefaldReserve (Fed), in its two
day meeting held on7and & November, decided to maintain the Federal Funtisdst rates
within the target range of 2.00%-2.25%. Likewiske tFOMC decided to continue with the
progressive reduction of its balance sheet, soatheunt of monthly maturities exceeding 50
billion dollars will be reinvested (30 billion inonds and 20 billion in assets backed by
mortgages).

In the statement, the FOMC highlighted that theolabmarket has continued to
strengthen, the economic activity has continuedrtaw at a solid pace and inflation remains
close to the 2% target. With regard to the futlathf interest rates, the FOMC foresees gradual
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increases for the period between 2019 and 2020pmsdjbly, a new rate rise at the next meeting
to be held in December.

G1. MONETARY AND FINANCIAL INDICATORS (1)
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The BoE maintains the interest rates and the agsetchase programme

The Monetary Policy Committee of the Bank of EnglgBoE), in its meeting held on
31%' October, unanimously decided to maintain the @ffiBank Rate at 0.75%, in force sincé 1
August. Likewise, it unanimously decided to conéinwith the public debt and corporate debt
purchase programmes, which stand at 435 billion a@dbillion pounds, respectively. The
Committee revised its growth forecasts for the &hiKingdom downwards for 2018 and 2019
and conditions the pace of future interest ratesito the effects that may be derived from the
Brexit.

The BoJ maintains its monetary policy

In the meeting held on 80and 3% October, the Bank of Japan (BoJ) decided to keep t
negative interest to current accounts that findmegitutions hold at the Bank (-0.1%). Similarly,
the BoJ decided to keep its asset purchase progganmchanged, 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 anpae of 6 trillion yen in its outstanding
balance.

In a context of moderate growth in Japan's econdhe/,BoJ confirmed its intention to
maintain the present rates for a long period ogfiomtil the inflation reaches the 2% target and
revised its growth and inflation forecasts downveaiat 2018 and 2019.

The 12-month Euribor continues recording negativalues and registers a slight rise

In the interbank market of the Eurozone, interagts registered minor changes during
the first weeks of October and, in their longemtethey rose slightly during the second half of
the month. Thus, on"™5November, the one, six and twelve-month Euriboodtat -0.369%,
-0.257% and -0.148%, respectively, versus the 10437-0.268% and -0.159% recorded at the
end of September. The slight increase of the 12tmBaribor in this period is due to the rise in



Ministry of Economy and Business / Spanish Economy Report / September 2018 5

risk premiums required in the market (the Euribé&@ifferential rose two b.p.), offsetting the
one b.p. fall registered by the OIS.

Peripheral European public debt yields rise

In the secondary public debt market, the rise ef {§ bond yield and the uncertainty
regarding the Italian budget boosted the yieldthefperipheral European public debt upwards in
the period between the end of September and tharbeg of November, the highest yields being
reached in mid-October. On the other hand, thalgief the central countries fell. Thus, the 10-
year Spanish bond yield stood at 1.59% BmBvember, 8 b.p. above the figure recorded dh 28
September, and the German bond yield fell by 4, ldg@wn to 0.43%, the differential against the
German bond standing at 116 b.p. (12 b.p. highan tthe figure registered at the end of
September). On the other hand, the Spain-ltalyeufftial stood at -177 b.p. off Blovember,
compared to the -164 b.p. registered at the elf@kptember. The rise in yields in Italy (21 b.p.) in
this period as a result of the uncertainty regaydive approval of its budget should be noted. In
the United States, the 10-year bond yield incredsel.p. in the period, standing at 3.20% 8n 5
November, driven by the expectations of interett rises.

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

Yields (%) Differentials with Germany (basis points
Countries Dec-29-17| Sep-28-18| Nov-05-18/ariation in spreagls Dec-29-17Sep-28-18| Nov-05-18/ariation in spreads
Period | Annual Period | Annual
@) @ @ |lEealew| @ (5) ©® | ©-6)| 6-@)
Germany 0.43 0.47 0.43 -4 0
Holland 0.53 0.58 0.55 -3 2 10 11 12 1 2
Austria 0.58 0.69 0.63 -6 5 15 22 20 -2 5
Finland 0.60 0.72 0.68 -4 8 17 25 25 0 8
France 0.78 0.81 0.79 -2 1 35 34 36 2 1
Belgium 0.64 0.83 0.83 0 19 21 36 40 4 19
Ireland 0.67 1.00 1.04 4 37 24 53 61 8 37
Spain 1.57 151 1.59 8 2 114 104 116 12 2
Portugal 1.94 1.88 1.89 1 -5 151 141 146 5 -5
Italy 2.00 3.15 3.36 21 136 157 268 293 25 136
Greece 4.12 4.18 4.29 11 17 369 371 386 15 17

Source: Financial Times.
Rating agencies maintain the credit rating of th@&ish debt

Standard & Poor's and the Canadian agency DBRSspebl their credit rating of the
Spanish debt on 21and 28 September, respectively.

Both agencies maintained the rating, mainly duia¢éogood economic outlook, with GDP
growth forecasts higher than those of the Eurozone.

The agency Standard & Poor's maintains Spain’sigadt "A-" with a positive outlook
and DBRS maintains our country’s rating at "A",twé stable outlook.
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Stock indices decrease across the board

In the stock markets, the situation in ltaly, thecertainty regarding the Brexit and the
rebound of the American bond vyield, increased idiatind risk aversion in the first weeks of
October, causing the main indices to fall sharplighough the indices edged slightly upwards
towards the end of the month, driven by businessltg the main stock markets ended the period
with generalised losses. Thus, in the European enaitie Eurostoxx 50 fell by 5.3% in the period
between 28 September and"™5November. In the Spanish market, the IBEX 35 bl 4%,
standing at 9,010.70 points ofi Bovember. The rest of European markets also exgidtlosses:
-7.1% the CAC 40 in Paris, -6.9% the Italian FTSBBM6.1% the German DAX and -5.4% the
FTSE 100 in the United Kingdom. In the US markle¢ £&P 500 index fell by 6% in the period,
so the annual profit stood at 2.4%.

T 2. International stock exchange

Level % Variation
Countries Index Nov-05-18 Sep-28-18 Dec-29-17
Germany DAX 11,494.96 -6.1 -11.0
France CAC 40 5,101.39 -7.1 -4.0
Italy FTSE MIB 19,281.03 -6.9 -11.8
Spain IBEX 35 9,010.70 -4.0 -10.3
Eurozone EUROSTOXX 50 3,217.37 53 8.2
United Kingdom FTSE 100 7,103.84 -5.4 -7.6
United States S&P 500 2,738.31 -6.0 2.4
Japan NIKKEI 225 21,898.99 -9.2 -3.8
China SHANGHAI COMP 2,665.43 55 -19.4
Mexico IPC 46,813.53 -5.4 -5.1
Brazil BOVESPA 89,589.16 12.9 17.3
Argentina MERVAL 31,429.30 6.1 4.5

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

The euro depreciates against the dollar

With respect to the currency market, the expeatatwf an increase in interest rates in the
United States, the favourable evolution of the U&nremy, the worse than expected
macroeconomic data in the Eurozone and the unagrtai Italy, have continued to strengthen the
dollar exchange rate against the euro during Octdbieis, in the period between late September
and early November, the euro depreciated by 1.84nsgthe dollar and the yen, and by 1.3%
against the pound, trading at 1.137 dollars, 1281 and 0.8754 pounds by the end of the 5
November session. In the same period, the eurcedggped by 0.78% in nominal effective terms
vis-a-vis the group of industrialised countries

The M3 broad monetary aggregate rises by 3.5% irpt8mber, one tenth more than in
August,...

The European Central Bank published the evolutibnth® monetary and credit
aggregates in the Eurozone for September. The Madbaggregate rose by 3.5% y-0-y in
September, a figure slightly higher than the orgstered in the previous month (3.4%). This
evolution is due to the largest increase in ovédrndeposits (five tenths, up to 7.3%), cash in
circulation (three tenths, up to 4.2%) and depasitieemable with a three months’ notice (one
tenth, up to 1.9%), partially offset by the greatecrease in time deposits up to two years and of
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marketable instruments (-7.8% and -8.9%, respdygfive comparison to the -7.6% and -4.0%
registered in the previous month).

T 3. Eurozone monetary aggr egates

September 2018 % Year-on-year variation
Monetary aggregates Balance July August September

(Billion €) 2018 2018 2018

1. Currency in circulation 1,152 3.6 3.9 4.2

2. Overnight deposits 7,017 7.5 6.8 7.3
M1(=1+2) 8,169 6.9 6.4 6.8

3. Other short-term deposits (= 3.1. + 3.2.) 3,408 -1.1 -1.5 -1.5

3.1. Term deposits up to two years 1,123 -6.5 -7.6 -7.8

3.2. Deposits redeemable at notice up to three rsgnth 2,285 1.9 1.8 1.9
M2 (=M1+3) 11,577 4.4 39 42

4. Marketable instruments (= 4.1.+ 4.2.+4.3.) 621 -3.3 -4.0 -8.9

4.1. Repurchase agreements 71 2.1 -2.6 2.2

4.2. Money market funds shares/units 493 -15 -3.3 7.2

4.3. Securities other than shares up to two years 58 -16.7 -10.0 -29.1
M3 (= M2+ 4) 12,198 4.0 34 35

Source: European Central Bank.

...and financing to the private sector in the Eurozemimaintains the growth rate at 3%

On the other hand, the main counterpart to M3 fithencing to the private sector in the
Eurozone, increased by 3% in September, as in téeiqus two months. This evolution is
mainly due to the stability in the loans y-o0-y ré2e9%). On the other hand, the lower decrease
in shares and other equity (-1.0% in comparisoth&-1.8% registered in August) offset the
moderation in the pace of increase of the secartither than shares (5.9%, compared to the
6.1% recorded in the previous month). Within thanle both those granted to non-financial
corporations and households increased by 3.1% (ar¥3.1%, respectively, in August).

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

September 201 % Year-on-year variation

Balance July August September
(Billion €) 201¢ 201¢ 201¢
Credit to the private sector 13,362 3.0 3.0 3.0
Loans 11,063 3.0 29 29
Households 5,699 3.3 3.1 31
House purchases 4,310 3.4 3.2 3.2
Consumer credit 675 7.3 7.0 6.6
Other lending 713 -0.8 -0.9 -0.7
Non-financial corporations 4,395 29 3.0 31
Insurance companies & pension funds 125 5.6 45 114
Other financial intermediaries 844 15 0.8 -0.1
Securities other than shares 1,514 51 6.1 5.9
Sharesand other equities 785 -1.1 -1.8 -1.0

(1) Assets of the Monetary Financial InstitutioMH().
Source: European Central Bank.
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Financing received by households in Spain increasesSeptember

The stock of financing to the non-financial privatctor in Spain rose by 0.1% y-0-y in
September, in comparison to the decrease of 0.%fisteeed in August. Financing received by
firms moderated the fall rate by half a point (9,2compared to the -0.7% registered in the
previous month), due to the lower fall recordedidngign loans (-1.6%, versus -2.3% in August)
and bank loans (-0.8%, compared to the -1.0% wegidtin the previous month), and the
acceleration of securities other than shares (@s&$ up to 7.3%). On the other hand, financing
received by households increased by 0.4% in Semtemlier the slight fall (-0.1%) recorded in
August, due to the rise in other bank loans (6.@%hmared to the 5% registered in the previous
month), while bank loans for housing by declinedli®26 (-1.7% in August).

T 5. Financing of non-financial sectorsresidentsin Spain

September 2018 % Year-on-year variation

Balance July August September
(Billion €) 2018 2018 2018
Non-financial corporations and Households 1,582 -0.2 -0.5 0.1
Non-financial corporations 876 -0.6 0.7 -0.2
Bank loans 490 -0.9 -1.0 -0.8
Securities” 101 49 55 7.3
External loans 285 -1.8 -2.3 -1.6
Households 706 0.2 -0.1 0.4
Bank loans. Housing 524 -1.8 -1.7 -1.6
Bank loans. Other 183 6.2 5.0 6.9
General Gover nment - 2.6 2.9 -
Total financing - 0.9 0.9 -

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

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

The total amount of new loan and credit operatismshouseholds and non-financial
corporations rose by 6.2% y-0-y in September, ®iatp more than in August. This evolution is
due to the greater growth of loans granted to botiseholds and non-financial corporations (0.9
and 2.6 points, respectively, up to 11.1% and 5y084y). Loans to SMEs (using as a proxy for
these credits those under one million euros) irra@dy 3%, 1.3 points less than in August. On
the other hand, the amount of new loan and crepéraiions exceeding one million euros
increased by 7.5% y-o0-y, compared to the 0.3% deckgistered in August.

In order to facilitate the analysis, given the higihatility of these series, 12-month annual
averages have been calculated. Thus, the amowmetofoan and credit operations to households,
in cumulative terms for the last twelve monthsyeased by 17.2% y-0-y in September, as in the
previous month. This evolution is due to the sligbteleration of loans for housing (0.2 points,
up to 14.0%) and for other purposes (0.3 pointstaid9.5%), while loans for consumption
moderated the pace by half a point, although itaieshigh (20.1%). The amount of new loan
and credit operations to SMEs rose by 6.9% y-orwumulative terms for the last twelve months
up to September, two tenths less compared to #nequs month. On the other hand, the amount
of new operations exceeding one million euros iaseel by 8.5% y-0-y, a rate three tenths higher
than that of August.
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T 6. New loan and credit operations to households
and non-financial corporations (1)

Balance % Year-on-year variation
September 2018 July August  September
(Millions €) 2018 2018 2018

TOTAL 456,755 9.9 95 9.6
L oan and credit operationsto households 98,185 18.2 17.2 17.2
House purchase 42,940 15.3 13.8 14.0
Consumer credit 33,862 204 20.6 20.1
Other lending 21,383 20.8 19.2 195

L oan and credit operations to non-financial
cor porations 358,570 7.8 7.6 7.6
Up to 1 million euros 191,870 7.2 7.1 6.9
Above 1 million euros 166,700 8.6 8.2 85

(1) Accumulated data for the last 12 months.
Source: Banco de Espafia.

Spanish economy
Demand and production

The Spanish economy grew by 0.6% Q-0-q in the thiudarter, three times more than the
Eurozone

The growth of the Spanish economy remains stronpenfirst nine months of the year,
and above that of the Eurozone, despite the growimggertainty related to the international
environment. According to the Quarterly NationalcAants (QNA) flash estimate figures, GDP,
in volume and with calendar and seasonally adjudstd, recorded a g-o-q growth of 0.6% in the
third quarter of 2018, similar to the figure registd in the first and second quarter of the yedr an
three times higher than the figure registered i@ BEurozone (0.2%). In y-0-y terms, GDP
increased by 2.5%, as in the previous quarter @ttt éenths above the figure recorded in the
Eurozone, ending the period between January anigi@bpr with an average annual rate of 2.6%
(3% in 2017).

With regards to the composition, domestic demamndicoes to boost economic growth,
although its contribution to the GDP y-o0-y rise lo@sreased by three tenths in the third quarter
in comparison to the second, reaching 3 percentagets, while the external sector has
subtracted half a point to the GDP growth, threghi® less than in the second quarter.

Among the domestic demand components and in g-ermst private and public
consumption gain dynamism and investment modeliggegrowth, after the strong increase
recorded in the second quarter. With regards toetiternal demand, exports of goods and
services fell in the third quarter, the same aoirgp

The employment y-o-y growth rate, in terms of Na#bAccounts, remains at 2.5%,
which represents a net creation of almost 450,00Qife equivalent jobs in the last year.
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G 2. GDP AND COMPONENTS G 3. GROSS FIXED CAPITAL INVESTMENT
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The European Commission foresees a 2.6% growth fateSpain in 2018 and 2.2% in 2019,...

The EC, in its autumn forecast report, revisedréfad GDP growth rate foreseen for Spain
in 2018 downwards by three tenths compared to pheg forecasts and two tenths compared to
the ones in July (it only included GDP and inflatiforecasts), to reach 2.6%. For 2019, it
foresees a four tenths growth moderation, to 2.286, two additional tenths for 2020, to 2%.
With regards to the composition, the domestic deh@mtribution to the GDP growth is revised
two tenths upwards this year, up to 2.8 p.p., &ad of 2019 remains at 2.2 p.p., moderating four
additional tenths in 2020, to 1.8 p.p.. As for theernal sector, the EC foresees a negative two
tenths contribution of the net external demandrtovth this year and null for the coming one, in
comparison to the positive two tenths contributioreseen in May for both years. The external
sector would contribute one tenth to growth in 2020

...very similar to the one forecasted by the IMF

On the other hand, in its World Economic Outlooga® corresponding to October 2018,
the International Monetary Fund (IMF) sets the r&DP growth forecast for the Spanish
economy for this year at 2.7%, and at 2.2% for 208%es seven and three tenths higher,
respectively, than those of the Eurozone. Domelgtinand would contribute 2.8 points to growth
this year and two points the next, and net extedeahand would detract one tenth in 2018 and
would contribute two tenths in 2019.

Indicators of global activity show favourable sigms the fourth quarter of the year

Available short-term indicators related to the fauguarter of the year confirm the
strength of the Spanish economy. Among the quaiaindicators, the Economic Sentiment
Indicator (ESI), published by the European Comroissincreased by 1.9 points in October
compared to the previous month, reaching 107.4 G247 average = 100), after three
consecutive months registering falls. By componeotsfidence edged upwards in all of them
except in the construction sector. In the same,wbim global activity composite PMI for Spain
registered in October the level 53.7, 1.2 poinghér than the previous month, as a result of the
more intense growth in activity in services andrtrenufacturing industry.
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The Spanish economy records net lending vis a s test of the world in the second quarter
of the year

According to the Financial Accounts, published I tBank of Spain, the Spanish
economy recorded net lending capacity vis a visrést of the world in the second quarter of
2018, equivalent to 1% of the quarterly GDP, mdrantone point lower in comparison to that
registered in the same quarter of 2017 (2.2%). Bgtass, the General Government net
borrowing fell by 1.2 points, down to 5.7% of theagterly GDP, while the net financial
transactions balance of the non-financial corporatifell by 1.6 points, down to 3.9% of
quarterly GDP, and that of financial institutionsdaHouseholds and Non-Profit Institutions
Serving Households (NPISHs) decreased by 0.5 @hg@dints, respectively, down to 2.6% and
0.2% of GDP.

The strength of private consumption continues

Amongst GDP components on the demand side, finaswoption expenditure of
households and NPISHs rebounded in the third questehing a g-o-q rate of 0.6%, a figure
half a point higher than in the previous quarterydo-y terms, private consumption maintained
a high rate of 2%, albeit more moderate than thteosecond quarter, therefore, the cumulative
figures recorded up to September increased by 2a8%f, the same period of 2017.

The most recent short-term information regardinggte consumption shows, in general,
favourable signs, in a context of sustained pragr&omestic sales of consumer goods and
services, with deflated, fixed-sample and calerdia seasonally adjusted data, grew by 3.1% y-
0-y in July-August, four tenths more in comparisorthe figure registered in the second quarter.
On the other hand, passenger car registrationgrdiog to the figures provided by ANFAC
(Spanish Association of Vehicles Manufacturers3erby 15.9% y-o0-y in the third quarter, a rate
more than six points higher than the one registerélde previous quarter, and moderated the y-o-
y fall in October by more than ten points, to -6,6#flecting a normalisation of the rates after
moving forward the purchases due to the entry fiotoe of a new model of consumer approvals
and more restrictive emissions ofl September. However, retail salegth deflated and work
calendar adjusted data, decreased by 0.6% y-aheithird quarter, after the virtual stabilization
registered in the previous quarter (0.1%), duehodecline recorded both by the food and the
non-food component.

On the other hand, the qualitative indicators ezlato private consumption show
favourable signs in the fourth quarter of the y&&wus, the consumer confidence index published
by the Sociological Research Centre improved 2iatpan October compared to the previous
month and that of the European Commission increhatd point in that period.

The financial wealth of households rises

The net financial wealth of households increase@.B96 y-o-y in the second quarter of
2018, reaching € 1.410 billion, equivalent to 1¥8.8f GDP, as a consequence of an increase in
financial assets (1.7% y-0-y) higher than that elgmeed by liabilities (0.7%). By instruments, in
the balance assets for households and NPISHs amseir pensions and standardised guarantees
and other assets gained relative weight compareal year earlier, at the expense of the debt
securities and shares in capital and investmerdsfuthe weight of cash and deposits remaining
unchanged. In liabilities, the weight of loans @&ased and that of other liabilities increased.
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In parallel, the deleveraging process of househsldged in 2010 continued. Thus, the
debt of households and NPISH reached 60.8% of GDtRe second quarter of 2018, 2.6 points
below the figure registered a year earlier.

Investment continues to grow strongly...

With regard to investment, Gross Fixed Capital Fatrom (GFCF) grew by 6% on a y-o-
y average rate in the first nine months of the yaarate that more than doubled that of GDP
(2.6%), due to the strong dynamism of both equigmewvestment (7.2%) and construction
investment (6.1%) and, to a lesser extent, inteligroperty products (2.4%). The conditions
continue being favourable for investment decisignggen the companies deleveraging, the low
interest rates, the good momentum of the final dehaand the use of the productive capacity.

...due to the high dynamism of equipment investment

Investment in equipment goods and cultivated assets by 2.2% g-o-g in the third
quarter, following the record high of the previaygarter (6.5%), and by 9.2% y-o-y, a rate that
was more than one and a half points lower thampteeious quarter. This slowdown is due to the
fall of its two components, the investment in tygor$ material and in other machinery.

With regards to the monthly equipment investmedidators, the favourable behaviour of
domestic large firms” sales of equipment and saofivetands out, which grew by 4.9% y-0-y in
the two month period from July to August, 3.1 psintore than in the second quarter.

Likewise, published indicators related to investingmow favourable signals in general.
Thus, the industry climate in investment goods mnpd in October, basically due to the
production expectations component, while the degfaese of productive capacity of investment
goods fell in the fourth quarter (figure correspiogdto October) 1,3 points, reaching 84.9%. On
the other hand, truck registrations increased B¢olin October, compared to the 9.8% fall
registered in the previous month.

...and of investment in housing

Construction investment slowed down the progrese jpetween July and September, its
y-0-y rate standing at 5.7%, 1.3 points lower thanfigure registered the previous quarter. This
behaviour was due to the lower increase of itsdamponents, the residential segment and that of
other constructions, which increased by 6.5% aB@&o4espectively, 0.5 and 2.1 points less than
in the previous quarter. However, investment in dmog maintained a high dynamism,
experiencing an acceleration of eight tenths ingyrate, up to 1.5%.

The expansionary evolution of the sector can be alserved in the number of housing
sales, which, according to the INE Statistics basedhe properties recorded in the Property
Registers, continued to grow at double-digit ratethe two month period from July to August
(11.7% y-o-y, in comparison to the 10.3% registerethe second quarter). In the same vein, the
number of mortgages on housing experienced a stisagn this two-month period, of 10.6%,
higher than that of the first half of the year @}

Non-financial corporations’ debt continues to dease

Non-financial corporations’ debt stood at 94.9%G#P in the second quarter of 2018,
5.8 points lower than in the same period last yesaching levels similar to those of mid-2005.
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On the other hand, non-financial corporations tegesl a 2.2% increase in financial assets, higher
than that experienced by liabilities (1%), whiclsuked into a y-o-y decline in net financial
liabilities of 1%.

Activity increases in all non-agricultural productie sectors

From the supply point of view, the economic acyidynamism in the third quarter was
reflected in the main non-agricultural branchese Bross Value Added (GVA) of the services
sector, with seasonally and calendar adjusted datalerated three tenths, registering a y-o0-y
growth rate of 2.6%, the construction GVA increassd7.2%, one tenth more than in the
previous quarter and the GVA of the industrial seatoderated the growth rate by 1.2 points, to
1.3%.

Amongst the industrial activity indicators, the wrstkial Production Index (IPI), with
calendar adjusted data, registered a y-o0-y rat8.6% in September, 1.6 points lower than in the
previous month. Thus, the third quarter of the yeaded with an average annual increase of
0.4%, half a point lower in comparison to the secquarter. In the breakdown by groups, a lower
dynamism can be observed in the third quarter terimmediate and equipment goods, with
increases of 0.8% and 2.6%, respectively, 2.3 aBdpOints lower than those of the previous
quarter, while energy and consumer goods moderthiedate of decline 1.2 and 0.5 points,
respectively, down to -0.9% and -1%.

On the other hand, the Turnover Index in Indust8N() and the Industry New Orders
Index (INOI), leading indicator of activity in thbranch, showed an expansionary trend in
August, registering y-o0-y rates of 5.9%, the forpaerd of 7.7%, the latter, adjusted for calendar
effects (6% and 2.4%, respectively, in the previowmth). The energy and equipment goods
acceleration in both indices in the above-mentiamedth stands out among its components.

Among the qualitative activity indicators for thedustry, the one relating to confidence in
the manufacturing sector, published by the Eurogéammission, rose by one and a half points
in October. This was due to the improvement of gheduction expectations components in the
sector and the level of stocks, even if the vatuatif the order portfolio fell. In the same veime t
PMI manufacturing index edged upwards in Octobegistering a level of 51.8, four tenths
higher than the previous month, as a result ofgtleater advance registered both by production
and new orders, mainly related to exports.

G 4. GROSS VALUE ADDED BY SECTOR G 5. PURCHASING MANAGERS' INDEX (PMI)
year-on-year growth rate in %
10 62
....... " -
5 e i A
P A 1\ [V
L %;Z%—.J\'.."‘- ----------- R 56 A ’1' ‘l_ '\'I H :I“ i ‘V“ "’\\\,\

- & [] 1 AN ,'\ v
1 U 1
/ ; 7
[}

5 = ]
— IndUistry 50 {':;)'V
S, ]
10 - Construction / — Industry
’ == Services l‘ == Selvices
\Y
-15 44
2013 2014 2015 2016 2017 2018 2013 2014 2015 2016 2017 2018

Source: INE. Source: Markit Group.



14 Ministry of Economy and Business/ Spanish Economy Report / October 2018

Construction activity leading indicators point tdi¢ extension of the dynamism

With regards to construction activity leading iratiars, according to construction new
permits, floorage approvals in new constructionmtaaned in August the strong dynamism of
previous months, registering a y-o-y variation rate31%, accumulating an annual average
advance in the first eight months of the year aB2& six and a half points higher in comparison
to the figure registered in the same period of 2@y components, the residential component
registered an annual increase of 26.2% and theewdential component of 29.2% up to August,
both higher compared to the same period last year.

On the other hand, the Production Index in the @ooson Industry (PICI), published by
Eurostat, deflated and with calendar adjusted daliaby 3.4% y-o0-y in the period from July to
August, compared to the 1.4% increase registerethénsecond quarter. Its two components
decreased in the two-month period, the building ponent by 3.3% and the civil works
component by 5.5%.

Confidence in the sector, according to the Eurog@éammission indicator, maintained a
positive balance in October (2.2 points), althostightly lower versus the figure registered in
September (2.5), as a result of the reduction ef dhder portfolio component, while the
expectations related to employment component irs¢legor improved.

The service business turnover accelerates and thdda rebound stands out

With regards to the activity in the services sectbe Services Sector Turnover Index
(SSTI), with work calendar adjusted data, inteesifthe y-o-y growth rate by 1.6 points in
August, up to 8.1%, the highest rate since April2y components, the trade dynamism stood
out, which accelerated almost three points, up7869the highest rate of the last seventeen years,
and other services grew by 5.2% (5.9% in July).

Among the qualitative indicators, the Services Fttlod at 54 in October, half a point
higher than the figure recorded in the previous timomainly due to the higher increase registered
by new orders.

Tourist expenditure increased by 2.5% y-o-y in timst nine months of the year

Among the tourism indicators, the total expenditbse tourists who visited Spain in
September reached € 9.5 billion, according to tberist Expenditure Survey, a figure 0.7%
higher compared to the same month of last yeaymaglating an average annual increase of 2.5%
in the first nine months of 2018. Likewise, therisuinflow rose by 0.5% in September, after the
falls registered in the previous two months, reisglin a slight increase in average spending per
tourist (0.2%). In the period from January to Sepger, 66 million tourists visited Spain, as in the
same period of 2017.

Finally, air passenger traffic accelerated in Sejier (4.6% compared to the 3.3%
registered in August), as a result of the greatewth rate of international traffic, which went
from 1.4% in August to 3% in September, and dorodstiffic, whose increase of 9% was one
tenth higher than the figure registered in the jotev month.
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Prices
Inflation remains slightly above 2%,...

Inflation, measured by the general Consumer Pndex (CPI), stood at 2.3% y-0-y in
September, one tenth above the figure registeréukiprevious month, mainly due to the higher
growth in energy prices, especially electricityrtiadly offset by the moderation in the rise in
non-processed food prices, particularly fresh $uiThus, September becomes the fifth
consecutive month with the general inflation sligldbove 2%, mainly due to the increase in
fuels and electricity prices.

...driven by energy prices

Energy products prices rose by 12% y-0-y in Septmiine tenths more than in August.
This higher growth is mainly due to electricity qg@s, which increased by 13.7%, almost three
points more than in August, and, to a lesser exthrg to gas prices, which accelerated by 1.1
points, up to 2.4%.

The electricity prices acceleration can be pardgl@ned by the evolution of electricity
generation sources, specifically by the higher afseoal as a source of electricity generation, at
the expense of others with a lower cost such asoejectric power and wind power. The high
growth rate observed in the international pricead! and especially gas may have also exerted an
upward pressure, as well as the strong increaseG¥® emission rights prices have been
registering since the beginning of the year, witchtinued during September.

The prices of non-processed food grew by 3.7% yho-$eptember, nine tenths less than
in the previous month, where the slowdown of frésiit prices stood out, 5.4 points, down to
11.9%.

G 6. CPI GROWTH CONTRIBUTION BY SECTORS G 7. GENERAL CPI AND CORE INFLATION
in percentage points y-0-y change in %
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Core inflation remains at 0.8% in September

Core inflation, which excludes the most volatilereénts from the CPI (non-processed
food and energy products), remained at 0.8% y-+0-$aptember, maintaining a rate close to 1%
during the last three years.
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The core inflation stability in September was tlesult of the relative stability of its
components: the prices of processed food, beveragdgobacco increased by 0.8% y-0-y, one
tenth more than in the previous month; non-energiustrial goods (BINE) prices decreased
slightly in September, by 0.1% y-o0-y, as in Augustd services prices maintained a y-o-y rate of
1.3%.

According to the CPI flash estimate, inflation renres at 2.3% in October, very close to the
Eurozone rate

According to the flash estimate published by th& Ifhe y-0-y rate of the CPI remained
at 2.3% in October 2018. In this evolution, thd fal electricity prices compared to the rise
recorded in the same month of 2017, as well asighen gas prices, stands out.

In harmonised terms, if September final data confihe figures of the flash estimate
published by the INE for Spain (2.3%) and by Ewxb$or the Eurozone (2.2%), the inflation
differential for Spain against the Eurozone woulthd at 0.1 percentage points.

G 8. HARMONISED CPI G 9. INDUSTRIAL PRODUCER PRICES (PPI)
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Industrial prices grow at a 5.2% y-o-y rate

The Producer Price Index (PPI) rose by 5.2% y-o-yseptember (5.1% in August),
mainly due to energy production prices, particylanil refining (26.3% y-0-y, 3.3 points less
than in August) ) and electricity, (15.4%, 1.7 gsimore).

On the other hand, the non-energy PPl moderateg-tig rate by two tenths, to 0.9%,
thus extending the gradual slowdown trend that bbeégamid-2017 which is mainly due to the
evolution of prices for metallurgy, meat processamgl preservation, and production of olive oil.

Labour Market

In the third quarter of 2018, LFS employment exceed9.5 million people for the first time
since the end of 2008

In the third quarter of 2018, according to the LabBorce Survey (LFS), published by the
INE, the number of employed people exceeded the m@lion people for the first time since the
end of 2008, which implies a g-o0-qg increase of 288,people (1% g-0-q).
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With seasonally adjusted data by the INE, employtnaentinues to grow strongly in the
third quarter, although it moderated the g-o-q tatethree tenths, to 0.5%. This evolution is
similar to that observed for the number of peopteleyed according to the QNA (the g-o-q
rate also falls three tenths, down to 0.4%, widsseally and calendar adjusted data by the INE)
and for the number of Social Security covered wzrkihey rise by 0.4% g-o-q, four tenths less
than in the previous quarter, with seasonally adpiglata by the Ministry of Employment,
Migrations and Social Security).

In y-0-y terms, and with unadjusted data, employinacording to the LFS increased by
478,800 people, which represents a rate of 2.5eéettenths lower than the previous quarter and
in line with the moderation in the growth pace lué taverage number of Social Security covered
workersfor the same period (two tenths, to 2.9%), as aslthe QNA employment in terms of
employed people (two tenths, to 2%).
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By activity sections, the lower employment growthterms of the LFS was largely due to
manufacturing, where employment slowed down by pgihts, to 1.4% y-0-y (Social Security
covered workershow a similar trend, although less pronounced)ti@rother hand, trade stands
out, as employment grew by 1% y-o-y after threertgua of falls, as well as education, where
employment increased by 6.4%, more than doubl€fithee of the previous quarter. In g-o-q
terms, the third quarter maintains the growth trewsfdthe previous periods, registering
employment increases in the services (210,200 moogstruction (24,900) and industry (2,800)
sectors. Conversely, the agricultural sector rembis4,000 fewer employed persons this quarter,
largely due to the seasonal nature of employmetitisnsector in the third quarter of each year.

Private employment rose by 2.3% y-0-y in the thgudarter, and public employment by
3.4%, these rates are three and four tenths lawspgectively, than the figures registered in the
previous quarter.

The temporary rate remains stable in y-0-y terms

According to the professional situation, the numiieself-employed workers fell for the
fourth consecutive quarter, at a y-o-y rate of 1,.%%all three tenths more pronounced than that
registered in the previous quarter. For its pag, iumber of employees increased by 3.3%, three
tenths less than in the previous quarter.
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Among employees, the temporary rate reached 27a4%ie six tenths higher than the one
registered in the second quarter and similar tbdahtéhe same quarter last year, as a result of the
3.2% and 3,5% y-0-y increases recorded by permaaeshttemporary employees, respectively
(four and one tenth less than in the previous quarthe stabilisation of the temporary rate in the
third quarter of 2018 compared to the one regidtexreyear earlier is due to the fact that the
increase in temporary employment in the public aebtias offset the decrease in the private
sector.

The weight of involuntary partiality continues toetline

Regarding working hours, part-time employment dasee by 0.4% y-o0-y, after growing
by 1% in the previous period, and full-time empl@mhmoderated the growth rate by one tenth,
to 3%. As a result, the partiality rate stood aB¥3in the third quarter, four tenths less than the
figure registered a year earlier and the lowestrégegistered in a third quarter since 2012. The
partiality rate decrease is entirely due to thedalnvoluntary partiality (work part-time because
they have not found a full-time job), which reactwd4% of the total part-time employees in the
third quarter, 3.7 percentage points lower thaaa parlier.

With regards to working hours, the average numbeffective hours worked on a weekly
basis in the main job by employed people stood&.3

Likewise, it should be added that, according to@MA and with calendar and seasonally
adjusted data, full-time equivalent jobs maintaitiezlgrowth rate unchanged at 2.5%.

Unemployment continues to fall at rates close t&d.1

According to the LFS, unemployment fell by 164,J8¥bple in the third quarter of this
year, down to 3.3 million people, partially inflleed by seasonality. With seasonally adjusted
data, the g-o-q fall rate in the number of unemgtbpeople moderated 1.4 points, to 2.3%.

In y-0-y terms, and with unadjusted data, unemplaynfell by 405,800 people, which
represents a rate of decline of 10.9%, one tentrenrdense than the figure registered in the
previous quarter.

The unemployment rate stands below 15% for thetftisie since the end of 2008

The unemployment rate fell by 1.8 points in thediquarter of 2018 compared to a year
earlier, reaching 14.6% of the labour force, setesths lower than in the second quarter and the
lowest figure since the end of 2008. Among youngpte (from 16 to 24 years old), the
unemployment rate stood at 33%, three points |dlngan a year earlier. For its part, the number of
households with at least one active member in whitlactive members are unemployed has
fallen by 110,200 in comparison to a year earlier.

According to employment search time, the numbemamployed people who are looking
for a job for at least one year decreased by 1%-44y in the third quarter, 1.2 points less than in
the previous period, reaching 48.1% of the totahber of unemployed, a figure more than two
and a half points lower than a year earlier.
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The population of over 16 years old in family honmeseased by 0.6% y-0-y in the third
quarter of 2018, one tenth more than in the previguarter, due to the rise of both the active
(0.3% y-0-y, two tenths less) and inactive popata(il.1% y-o-y, half a point more).
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As a result, the activity rate among the populatwar 16 years old stood at 58.7% in the
third quarter of 2018, two tenths lower comparedhi® figure registered in the same period of
2017. According to nationality, the activity raté $panish citizens stood at 57.3%, one tenth
lower than that of a year earlier, and decreasear® and a half points among the foreign
population, to 71%. By gender, both men (64.9%, tardhs less than a year earlier) and women
(52.9%, also two tenths lower) contributed to teelthe of the activity rate.

With regards to the non-active population, the magson for not looking for a job was
retirement (31.8% of the total qualifying inactipeople that answered), followed by education or
training courses (19.1%). Likewise, considering itnelvement with the activity, the evolution
of the discouraged seekers should be emphasissgdthnot look for a job because they believe
they will not find one), as it fell by 9.3% y-0-y9 in the previous quarter), representing 0.7% of
the working-age population, as in the second quatite lowest percentage since the second
quarter of 2009.
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Social Security covered workerggisters the highest increase in a month of Octolo$ the
time series

In October 2018, the average number of registratiorthe total Social Security System
reached the figure of 18.99 million. This represeamtm-o-m increase of 130,360 people, the
largest growth in a month of October for the tireges, which starts in 2001.

With seasonally adjusted data by the Ministry of @logment, Migrations and Social
Security, Social Security covered workers in Octobese by 110,567 people, 0.6% m-o0-m,
double the figure of the previous month and thébgg rate in the series, which starts in 2008.

In y-0-y terms, and with unadjusted data, the nunabe&Social Security covered workers
increased by 562,544 people in October 2018, wd@esents a rate of 3.05%, almost two tenths
higher in comparison to the one registered in Sepéz (2.87%).
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By activity sections, the greater job creatioraigely due to agriculture, which recorded a
y-0-y rate of 1.2%, after two months of job destimt. The improvement was especially
concentrated in the regions of Castilla-La MandlzaRioja and Castilla y Ledn. The growth rate
of non-agricultural Social Security covered workeesnained virtually constant (3.17%, two
hundredths more than in the previous month).

Conversely, employment in the public administragsector went from recording a rate of
1.3% in September to another virtually null in Qo (0.1%), an evolution that was mainly
concentrated in the Comunidad Valenciana, wherdig@8bcial Security covered workers fell by
14.4% y-o0-y, almost five points more than in theyious month, extending the slowing trend
initiated at the end of 2017.

According to the professional situation, both theation rate of wage employment and
self-employment increased slightly in October by tand one tenths, respectively, up to 3.4%
and 1.3% y-o-y. Among employees, 96% of the y-aonplyment creation was permanent and
4% was temporary, with an increase in permanent@ment of 5.6%, two tenths higher than in
September and the highest since December 2007.drangeemployment grew at a significantly
lower rate of 0.4%, half a point lower than theyovas month and the lowest since October 2013.
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By origin, foreigners Social Security covered waskeontinued to increase at rates higher
than those of domestic Social Security covered ask8.6% and 2.4%, respectively (7.6% and
2.3% in September).

Registered unemployment falls by 6.1% y-o-y in Q&o

Registered unemployment recorded a m-o-m growttbl94 people at the end of
October 2018, reaching the total number of regestememployed approximately 3.3 million.

The unemployment increase in October was of a saas@ature. In fact, with seasonally
adjusted data, it decreased by 27,483 people, @88em, which represents a drop two tenths
higher than the figure registered in the previoasiti.

In y-0-y terms, and with unadjusted data, registereemployment decreased by 212,323
people in October, which represents a rate of 96,1milar to the one registered in the previous
month (-6.09%), due to the fact that the highet&t o decline in the service sector has been offset
by a smaller reduction in the other sectors.

The agreed wage increase in collective bargainitgngls at 1.7% for 2018

According to the Collective Agreements Statistiggyblished by the Ministry of
Employment, Migrations and Social Security, therage agreed wage rise stood at 1.7% for
2018, for workers covered by collective agreemavith effects in 2018 and registered up to
October (8.2 million, equivalent to 51% of the tdt&.2 million employees according to the LFS
in the first three quarters of the year), justhesihcrease published with information available up
to September. This rise is three tenths higher thanof 2017, with information up to October of
last year, and two tenths higher with the latefstrmation available.
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Among the agreements signed in 2018 (the rest gneements effective in 2018, but
signed in previous years), which affect 32.3% ofered workers, the wage increase stands at
1.9%, as in the previous month.

The number of workers affected by opt-outs of tiggeament stood at 16,551 with
cumulative data up to October 2018, 9.5% less thahe first ten months of the previous year
and the lowest level of the series, which begin20f&2. This is consistent with a reduction of
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the reliance on this mechanism as the economicveegoprogresses. In terms of workers
affected, 99.4% of opt-outs were reached by agragraad 79.6% took place in SMEs.

External sector
The Spanish economy continues generating net lergduis a vis the rest of the world

According to the Balance of Payments data, in Aud@® 8, the Spanish economy
generated net lending to the rest of the worldHerfourth consecutive month, amounting to € 2
billion, a figure slightly lower compared to thetrlending of € 2.7 billion recorded a year
earlier.

The lower external balance is explained by the c¢gdn in the surplus of the current
account balance, which reached € 1.8 billion in ¥sig€ 729 million lower than the amount
registered in the same month of 2017 and mininaiget by the slight increase of the capital
account surplus, by € 31 million up to € 166 millidhe lower current surplus is due, in turn, to
the lower surplus of goods and services (it wesrhf€ 4.0 billion in August 2017 to € 3.4 in the
same month of this year) and, to a lesser exterihe greater deficit of primary and secondary
incomes (they rose by € 96 million, reaching €4ilkon).

The trade balance improves in August due to the dowleficit of the non-energy component

According to Customs data, the trade balance redoaddeficit of € 3.1 billion in August
2018, bellow the deficit of € 3.2 billion registdran the same period of 2017. This improvement
in the trade balance was due to the 82.7% decoddhe non-energy component deficit, down to
€ 225 million, partially offset by the 46.9% incseain the energy component deficit to € 2.8
billion.

In cumulative terms for the last twelve months, treele balance recorded a deficit of
€ 29.2 billion up to August 2018, compared with §1@4.2 billion accumulated in the twelve
months up to August 2017. The 20.9% worsening eftthde balance is explained both by the
energy component deficit increase, of 12.1%, andhaydecrease in the non-energy balance,
which went from recording a surplus of € 1.1 bitlicn cumulative terms for the last twelve
months up to August 2017 to a deficit of € 932 imnillin the same period of this year.
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Real exports of goods rebound in the period fromylto August...

According to Customs figures, goods exports in@das August by 7.7% y-o-y, and their
prices, approximated by unit value indices, rosd 5% (3.3% in July), resulting in a 3% growth
in real terms, after the 6.3% rise registered ia frevious month. Real exports of goods
rebounded in the period from July to August registga rate of 4.7% y-0-y, compared to the
slight increase recorded in the second quarte?4.6

The analysis by product groups in real terms ang-oty rates, showed an uneven
performance in August in the different categoriesports of food consumer goods and energy
intermediate goods accelerated 3.1 and 3.6 paipt$p 4.9% and 23.5%, respectively; those of
non-energy intermediate goods slowed down 2.3 pptat 5.6%; those of non-food consumer
goods maintained their y-0-y rate stable (1.3%dt eepital exports fell by 20.7%, after the 11.4%
increase recorded in the previous month.

By geographical areas, exports in volume to theoesn Union increased by 8.6% y-o0-y
in August, two tenths less than in July, and exgotttside the Union fell by 5.8% in August, after
the 2.1% rise registered in the previous month.

...and imports slow down

Goods imports increased by 5.8% y-0-y in nominamgin August, after the 13.6%
registered in the previous month, and their pricese by 6.3% (8.3% in July). This price
evolution is mainly due to the growth in the prieésnergy goods (30%) and, to a lesser extent,
of other products (2.1%). As a result, imports ealrterms, fell by 0.5%, after the 4.9% rise
recorded in the previous month. Real imports ofdgomcreased in the period from July to
August at a rate of 2.3%, almost two points lowantthat of the second quarter (4.2%).

The analysis by products in real terms and in y+atgs shows an uneven evolution in
August. Imports of energy intermediate goods rebdednup to a rate of 10.4%, after the fall
recorded in July (-2.6%). The imports of food cansu goods and capital goods accelerated by
one tenth and 11.7 points, respectively, up to 3a6fb 14.8%. Lastly, the imports of non-energy
intermediate goods and non-food consumer goods Wwemt registering positive rates in July
(6.3% and 7.3%, respectively) to drops of 6.1% hi®d0o, respectively.

By geographical areas and in real terms, impoos fthe European Union rose at a y-0-y
rate of 1.6% in August after the 4.4% rise regexian the previous month, and real imports from
the rest of the world decreased by 2.6%, comparéukt5.6% increase registered in July.

The "momentum"” (change during the last three moimhsomparison to the previous
three months) of exports, in real terms, register@ositive rate in August (1.5%) for the second
consecutive month, due to the positive contributbthe EU countries and non-EU members of
the OECD. By products, the positive contributionnain-energy intermediate goods and, to a
lesser extent, of food and energy goods stands Thé. "'momentum” of imports remained
positive (0.5%), for the fourth consecutive morithe positive contribution of EU countries and
non-EU members of the OECD, by products, that tdfrimediate, energy and non-energy goods,
and capital goods stood out.
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The financial balance generated net capital inflows August

According to the Balance of Payments, in August fihancial balance, excluding the
Bank of Spain assets, generated net capital inflofv@ 11.9 billion in August, versus the net
outflows of 7.5 billion recorded a year earlier.ighesult is explained by the net inflows
registered by other investments (€ 14.9 billionhjlev portfolio investment (€ 1.5 billion), direct
investment (€ 1.3 billion) and financial derivasv€ 187 million) registered net capital outflows.

The assets net variation recorded net capitalwsl@isinvestments) amounting to € 5.3
billion in August, versus the net inflows of € @&lion registered in the same month of 2017. On
the other hand, the liabilities net variation geted net inflows (investments) of € 6.6 billion, in
comparison to the net outflows of € 14 billion rested a year earlier.

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

The net debtor position of the Bank of Spain vis4a-the rest of the world fell by € 14.6
billion in August, in which the improvement of €.16@billion in the net debtor position vis-a-vis
the Eurosystem should be highlighted. On the otiaexd, the remaining net assets decreased by
€ 1.2 billion and reserves by € 235 million.

Public Sector

On 30" October, the Ministry of Finance published theadaftnon-financial transactions
of the Central Government, the Regional Governmantsthe Social Security Funds, in terms
of National Accounts and with consolidated dataresponding to August 2018. The Ministry
published as well the State monthly budget exenudeta corresponding to September, in terms
of both National Accounts and Cash.

Furthermore, the Ministry of Employment, Migratiosusd Social Security published the
monthly budget execution data of the Social Segurit terms of Cash, corresponding to
September.

The Bank of Spain (BoS) published the General Guwent Debt data, following the
Excessive Deficit Procedure (EDP) methodology, Aogust, as well as the Debt data for the
State corresponding to September.

Moreover, on 2% October, Eurostat published the annual Generakforent deficit and
debt figures of the European Union countries witthe Excessive Deficit Procedure (EDP)
framework.

The public deficit continues to fall, favoured bje positive evolution of revenues

On a consolidated basis, the Central Governmeat,Riagional Governments and the
Social Security Funds recorded up to August 201defit, in terms of National Accounts,
equivalent to 1.95% of GDP, 0.46 percentage p¢mts) less with respect to the same period of
the previous year.

This lower deficit is explained by an increaseesaurces (6.4% y-0-y) higher than that
of uses (4.2%).
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On the side of non-financiaévenue taxes and social contributions have grown sharply
in y-0-y terms, 6.7% and 5.2%, respectively andpmagntaxes, the evolution of the Personal
Income Tax, VAT and Corporate Income Tax stand Aatong the remaining revenue items,
the dividends received from the Bank of Spain, ERBland SELAE should be noted, which
increased by € 264, 293 and 571 million, respelstivecomparison to the first eight months of
2017.

On the side of non-financiaxpenditure interestfalls at a slower pace than in the
previous months (-0.2%). Likewisexpenditure related tonemployment benefits continued to
fall (-0.7% up to August), although at a slower @atue to the fact that the reduction in
spending on unemployment benefits, was partly offsg the increase in other expenses
associated with employment policies.

Conversely,the rest of expenditure items increased. Grosstalafurmation rose by
22.0% y-o0-y, influenced by the impact of the bapkrioll motorways that have reverted to the
State,and the contribution to the EU budget based on \&&@ GNI grew by 18.2%. The net
balance of support provided to financial instita8aup to August is positive and relatively small
(€ 63 million), as a result, among other causegheflower compensations paid by the BFA.
However, the amounts paid by the Deposit Guarakteed (DGF) in relation to the Asset
Protection Schemes (known in Spanish as EPAs)atieahot considered financial aid but affect
spending, increase significantly in comparisonh® same period of 2017, due to the EPAs of
the Caja de Ahorros del Mediterraneo (CAM) and tHenim. Expenditure related to
contributory pensionsontinuegegistering an upward trend (4.5%), due to the insthe number
of pensioners (1.1%) and of the average pensiai¥q3.as well as the additional increase for
pensions included in the State Budget for 2018otiffe from ' January and that has been
applied in July (2.75% for the minimum pensions ar&b6% for the rest).

With regard to the balance of non-financial opewrai by subsectors, the Central
Government ended the first eight months of the yatr a deficit of 1.66% of GDP, 0.21 p.p.
lower compared to the figure registered in the sperod of 2017. The Regional Government
recorded a surplus 0.14% of GDP, eight hundredbwe the figure accumulated up to August
last year, and the Social Security Funds recordel@feit of 0.43% of GDP, 0.17 p.p. lower
compared to the figure recorded in the same pafi@d17.

The State’s deficit in terms of National Accountalls up to September in y-o0-y terms

Up to September 2018, the State registered a fjeficterms of National Accounts,
equal to 1.09% of GDP, 0.38 p.p. lower compareth& of a year earlier (1.47%). This lower
deficit is due to a y-0-y increase in non-finanaiasources (8.3%) higher than that of non-
financial uses (4.9%).

The increase in resources was mainly boosted byrilee of taxes (7.2%) and of
dividends and other income received (74.0%), a3 alby the higher transfers received in
relation to the Regional Governments Financing @ysfthey rise by 22.9% due to the System
Settlements corresponding to 2016 and 2015). Omwttiner hand, investment grants fell (€ 373
million less), due to lower amounts received fréva European Regional Development Fund.

Among uses, it is worth mentioning the increasmuestment (60.5%), the contribution
to the EU based on VAT and GNI resources (17.8%) @aunrent transfers to other General
Government units (4.0%), in particular the Sociac@&ity Funds (5.4%) and the Regional
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Governments (4.9%), social benefits other thanaso@nsfers in kind (4.2%) and compensation
of employees (2.5%). Accrued interest moderatedateof decline to -0.1%.

The borrowing requirement of the State rose up épt&@nber compared to the figure
registered in the same period of 2017, reachind.£ Billion. This increase is due to the greater
net acquisitions of financial assets, which offidet lower cash deficit (€ 15.4 compared to the
€ 20.8 registered a year earlier). The borrowimgirement was mainly financed through mid and
long term domestic debt.

The borrowing requirement of the State up to Sep&rwas higher than the cash deficit
due to net acquisitions of financial assets byStete, mainly associated with the loan granted to
the Social Security in June, the equity contritngido the financing funds of the Territorial
Entities and the current account in the Bank ofirgpa

T 7. General Government excluding L ocal Gover nment sub-sector
(Non-financial transactions in terms of national@agus)
Accumuted data in millions €, y-0-y growth and %GiDP

August % of GDP
y-oy
2017 2018 growth 2017 2018
1. NON-FINANCIAL REVENUE 257,192 273,704 6.4 2205 2259
Taxes 140,545 150,006 6.7 12.05 12.38
* Taxes on production and imports 71,714 75,619 4 5. 6.15 6.24
* Current taxes on income, wealth, etc. 66,874 402, 8.3 5.73 5.97
* Capital taxes 1,957 1,984 1.4 0.17 0.16
Social contributions 94,199 99,102 5.2 8.08 8.18
Transfers within general government 6,769 7,485 .6 10 0.58 0.62
Other revenue 15,679 17,111 9.1 1.34 1.41
2. NON-FINANCIAL EXPENDITURE 285,247 297,315 4.2 2446 2453
Intermediate consumption 24,568 25,139 2.3 2.11 2.07
Compensation of employees 64,580 66,047 23 554 5.45
Interest 19,571 19,532 -0.2 1.68 1.61
Subsidies 5,707 5,882 3.1 0.49 0.49
Social benefits other than social transfers imkin 114,227 118,857 4.1 9.79 9.81
Social transfers in kind: market production pusgthby
general government 18,397 19,103 3.8 1.58 1.58
Gross capital formation 11,168 13,628 22.0 0.96 1.12
Transfers within general government 15,498 15,793.9 1.33 1.30
Other expenditure 11,531 13,334 156 0.99 1.10
3.NET LENDING (+) NET BORROWING (-) (1-2) -28,055 -23611 -16 241 -1.95

Source: IGAE. Ministerio de Hacienda.

The Cash deficit of the Social Security decreaspsta September

The Social Security recorded a deficit up to Sepemnof 0.45% of GDP in terms of Cash,
0.07 p.p. lower than the figure recorded in the esgrariod of 2017 (0.52% of GDP). Social
contributions increased by 5.5%, mainly due tortke in the contribution from employed people
(5.7%). On the other hand, pensions increased3%p 4.
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The General Government EDP Debt reaches € 1,162l®h in August

According to the Bank of Spain, the General GoveanitDebt, according to the EDP
methodology, reached € 1,162.5 billion in August, domparison to the € 1,129.8 billion
registered a year earlier.

By subsectors, the State and the Regional Govermnmereased their debt in August in
comparison to the same month of 2017 (by € 45.2 @r@8 billion, respectively, reaching
€ 1,020.7 and € 291.0 billion), while Other Bodleslonging to the Central Government and
Local Corporations continued decreasing it (by®ahd 3.1 billion, respectively, down to € 32.5
and 27.8 billion).

Likewise, according to the Bank of Spain, by thd ehSeptember, the State's EDP Debt
reached € 1,033.9 billion, compared to the € 988libn recorded a year earlier. By instruments,
€ 897.2 billion correspond to long-term debt se@si(€ 64.9 billion more than a year ago),
€ 68.5 billion with short-term debt securities (& ®illion less) and the rest, € 68.2 billion, with
loans and deposits (€ 6.4 billion less than inddw@e period of the previous year, due to the early
repayment of part of the ESM loan).

Eurostat validates the General Government defiaitdadebt figures for the period 2014-2017

Eurostat has validated the figures sent by Spathinvthe EDP framework, which for
2017 indicate a public deficit of 3.1% of GDP (wding support provided to financial
institutions) and a public debt of 98.1% of GDP.
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