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RECENT EVOLUTION OF THE ECONOMIC INDICATORS

1.- FINANCIAL MARKETS

The evolution of the financial markets in the thiaiarter of 2019 was conditioned by the
trade tensions and the uncertainty regarding Bresitwell as by the higher degree of monetary
accommodation of the main central banks, with rados of interest rates in the United States
and a new package of monetary stimuli in the Eutezdn a context where less favourable than
expected macroeconomic data had been publishedhwioint to a moderation of economic
growth in the world economy, European public deletids have declined across the board,
reaching record lows in August, stock indices hakkiewn mixed behaviour and the euro has
depreciated against the dollar.

The ECB introduces new monetary stimuli

The Governing Council of the European Central BEFRB), on its meeting held on %2
September, took a number of monetary policy measuareesponse to the persistence of inflation
below its target, in a context of high uncertaiatd downward risks for the Eurozone growth. In
the first place, it decreased the interest ratdhermeposit facility by 10 basis points, down t609%6,
and kept the interest rates on the main financipgrations and the marginal lending facility
unchanged at 0.00% and 0.25%, respectively. Thee@owyg Council now expects the ECB key
interest rates to remain at their current or lolegels until a sustained convergence of inflation
outlook is observed to a level sufficiently closelut lower than, 2%.

Moreover, the ECB announced that net purchases bellrestarted under the asset
purchase programme (APP) at a monthly rate of €b@bn as from ' November. The
Governing Council expects them to run for as losgnacessary in order to reinforce the
accommodative impact of its policy rates, and td shortly before it starts raising the key ECB
interest rates. Likewise, there will be a full @stment of the capital payments from maturing
securities purchased under the asset purchaseaprogr for an extended period of time past the
date when the key interest rates start raising,i@aey case for as long as necessary to maintain
favourable liquidity conditions and an ample degrEmonetary accommodation.

On the other hand, the modalities of the new seviequarterly targeted longer-term
refinancing operations (TLTRO-III) will be changethe interest rate in each operation will be
reduced by 10 basis points and will now be setestll of the average rate applied in the
Eurosystem’s main refinancing operations over ife df the respective TLTRO. For banks
whose eligible net lending exceeds a benchmarkintieeest rate applied in TLTRO-III will be
lower, and can be as low as the average interesiofahe deposit facility. The maturity of the
operations will be extended from two to three years

Finally, a two-tier system for the reserve remutienawill be introduced, in which part of
bank’s holdings of excess liquidity will be exenfigm the negative deposit facility rate.

Likewise, the ECB revised its growth forecasts deards for the Eurozone in 2019 and
2020, as well as its inflation estimates for th@rerperiod 2019-2021. The ECB pointed out that
the growth risks of the Eurozone continue to beduadownward and highlighted, among them,
the continued presence of some uncertainty witandsgto geopolitical factors, the growing threat
of protectionism and the vulnerabilities in emeggaountries.
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Table 1.1Financial and monetary indicators

2019
2017 2018 May. Jun. Jul Aug. Sep. Oct.

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

Eurozone 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
United States 1.50 2.50 250 250 225 225 2.00 200
Japan -0.10 -0.10 -0.10 -0.10 -0.10 -0.10 -0.10 -0.10
Euribor rates
3 months -0.33 -0.32 -0.31 -0.33 -0.36 -0.41 -0.42 -0.43
12 months -0.15 -0.17 -0.13 -0.20 -0.28 -0.36 -0.34 -0.33
Debt market (3)
3 years -0.08 -0.03 -0.24 -0.31 -0.43 -0.47 -0.44 -0.46
5 years 0.36 0.41 0.07 -0.09 -0.21 -0.31 -0.27 -0.28
10 years 1.56 1.42 0.88 0.51 0.36 0.14 0.18 0.16
Bank rates (3)
Loans and credit. Synthetic rate 2.55 2.37 234 215 248 2.28 - -
Mortgage loans (households) 2.19 2.21 240 226 2.23 2.19 - -
Deposits. Synthetic rate 0.08 0.06 0.05 0.05 0.05 0.04 - -
B) Spreads (basis points)®
Spain-Germany 10 years 118 96 96 77 70 76 76 72
USA-Germany 10 years 197 246 249 235 325 227 226 217
C) Eurozone monetary agaregates™®
M1 8.80 6.60 7.20 7.20 7.80 8.40 - -
M2 5.20 4.30 5.20 5.00 5.50 6.20 - -
M3 4.70 4.10 480 450 5.10 5.70 - -
D) Exchange rates®™
Dollar/euro 1.129 1.181 1.1181.129 1.1221.113 1.100 1.091
% (4) 12.3 -3.8 -53 -33 -40 -37 -56 -50
Yen/euro 126.7 130.4 122.9122.1 121.4118.2 1182 117.7
% (4) 9.2 -4.3 -51 -50 -68 -78 -94 -92
Yen/dollar 112.2 110.4  109.9108.1 108.2106.2 107.5 107.9
%(4) -2.8 -0.5 02 -18 -29 -43 -40 -44
Effective nominal euro rate 96.6 99.0 97.4 979 975 981 974 97.2
% (4) 5.4 -0.5 -0.7 00 -18 -08 -20 -17
E) Stock mar ket indexes % ©
Madrid General Index 7.6 -15.0 54 74 46 2.6 70 3.2
IBEX 35 7.4 -15.0 54 7.7 50 3.6 83 44
Eurostoxx — 50 6.5 -14.3 9.3 127 155 142 189 137
Dow Jones 25.1 -5.6 6.4 14.0 152 132 154 1138
Standard & Poors 500 194 -6.2 9.7 173 189 16.7 187 152
Nikkei 225 19.1 -12.1 29 6.3 75 34 8.7 838

(1) Average available daily data for each peri@).At the end of each period. (3) Spanish marldgtYgar-onyear variatio
as %. For years. Dec./Dec. variation. (5) Percentagiation over the period of the year that hasedoy.
Source: European Central Bank and Banco de Espafia.

The Fed reduces the interest rates for the secantktthis year

The Federal Open Market Committee (FOMC) of theeF@dReserve (Fed), in its two-day
meeting held on #7and 18 September decided to reduce the Federal Fundeshtetes by 25
basis points, placing them within the target raofyg.75%-2.00%. This is the second consecutive
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drop of 25 b.p., after that experienced after theeting held on 30and 3% July. Likewise, the
FOMC unanimously decided to reduce the interest oatrequired reserves down to 1.80%, and
the primary interest rate to 2.50%. With regardhe future path of the Federal Fund interest
rates, the Fed's projections have been revisedwawmts in comparison to the figures provided in
July, the central range considered most approptiat@chieve the monetary policy targets
standing between 1.6% and 2.1% in 2020.

In the press conference that followed the meeting,President of the Fed commented
that, if the economy weakens, it would be apprapria make further rate cuts, and left the door
open to buy assets again. In the meeting heldlyn the FOMC decided to end the programme to
reduce the balance sheet (holdings of debt by tleastiry and MBS) in August, two months
before the originally planned date (October), agtit at 3.8 trillion dollars.

The BoJ maintains its ultra-expansionary monetarglcy

In the meeting held on f8and 19 September, the Bank of Japan (BoJ) decided by a
majority of 7 votes to 2, to keep the negative regé rate to current accounts that financial
institutions hold at the Bank at -0.1%. Similarlige BoJ unanimously decided to keep its asset
purchase programme started in 2013 unchanged pitggamme expands the purchases of public
debt at an annual pace of 80 trillion yen, thosexahange-traded funds (ETFs), up to an annual
increase of 6 trillion yen, those of real estateegiment companies (J-REITS) at an annual rate of
90 billion yen and those of marketable instrumetd corporate bonds at a rate of 2.2 and 3.2
trillion yen per year, respectively.

With regards to the interest rates policy, the Bodfirmed its intention to maintain the
current rates for a long period of time, at leastiluspring 2020, taking into account the
uncertainty regarding economic activity and pricghger countries’ economies evolution and the
effects of the VAT increase planned as of Octolbee BoJ considers that the downward risks for
the economic activity and prices are significantl &as confirmed its willingness to introduce
additional stimulus measures. In its meeting heid2@" and 3® July, the BoJ updated its
macroeconomic projections, revising downwards itsagh forecasts for 2019 and its inflation
estimates for 2019 and 2020.

The BoE maintains its monetary policy and beliewbat downward risks continue to increase

The Monetary Policy Committee of the Bank of EndlgBoE), in its meeting held on
18" September, unanimously decided to maintain thei@ffBank Rate at 0.75%, in force since
1°' August of last year. It also decided to continughwihe public debt and corporate debt
purchase programmes, which stand at 435 billionl&nidillion pounds, respectively.

The BoE highlighted that the downward risks andeutainty continue to increase, as a
result of the trade tensions and the uncertairganding Brexit. As in previous statements, the
BoE has underlined that the economic outlook andietary policy stance will depend on the
Brexit's effects on supply, demand and the exchaatg. At its meeting held on 3Duly, the
BoE had revised its growth forecasts for 2019 ad202downwards, and its inflation forecasts
downwards for 2019 and upwards for 2020.

The Central Bank of Australia reduces the officiaiterest rate for the third time this year
In its meeting held on*10ctober, the Reserve Bank of Australia decidecetiuce the

cash rate by 25 basis points, down to 0.75%, d@srcelow. It is the third fall so far this yeartexf
the one registered in June and July.
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The Norges Bank increases the interest rates

On the other hand, the Central Bank of Norway (eerBank), in its meeting held on".9
September, decided to increase the reference sht@tes by 25 basis points, up to 1.5%, which is
the fourth rise of the year

The 12-month Euribor decreases and registers a melclow in August

In the interbank market of the Eurozone, interas¢s fell significantly in all its terms
during the third quarter of the year. The one-y&anibor reached its record low in the third week
of August and then edged upwards slightly. Thus2BrOctober, the one, six and twelve-month
Euribor stood at -0.468%, -0.384% and -0.323%, eespely, versus the -0.388%, -0.311%

G 1.3 PUBLIC DEBT YIELDS (a) G 1.4 DIFFERENTIALS WITH GERMANY (a)
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and -0.214% recorded at the end of June. The @egfithe twelve-month Euribor in this period is
due to the growing expectations of decreases éndast rates (the OIS -Overnight index swap- fell 6
b.p.), as well as the fall in risk premiums reqgdine the market (the Euribor-OIS differential fell
5b.p.).

The Spanish Treasury reduces down to 20 billion tiet issuance foreseen for this year

The Spanish public Treasury will reduce by 10 dilliadditional euros the volume of net
issuance expected for 2019, which will reach € iliob, compared to the € 35 billion established
at the beginning of the year. The net issuanceséame for 2019 will be the lowest since 2007. The
gross issuance forecast for the year as a whotefallsby the same amount, reaching € 194.5
billion, 8.7% lower compared to last year.

This reduction is possible thanks to the positivel@ion of the Treasury financing costs
and the investors’ confidence in the Spanish ecgndrhe reduction of emissions will allow an
estimated saving in the payment of interest of &/2r0 billion compared with the forecast at the
beginning of the year.

The average cost of outstanding debt continuedltatd record lows, reaching 2.29%.
Likewise, the average cost of new issuances alsadenpared to the end of 2018, reaching
0.37%. Finally, the average life of outstandingtd®lnains at 7.55 years in 2019, slightly above
that registered in 2018 (7.45 years).

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

Yields (%) Differentials with Germany (basis points

Countries  [Dec-31-18Jun-28-19 Oct-02-19 Variation in bp| Dec-31-18Jun-28-19 Oct-02-19 Variation in bp

Period | Annual Period | Annual

€] 2 B [B-AIC-Wm| & 5 (6) [ (6)-(5)](6)-(4)

Germany 0.25 -0.33 -0.55 -22 -80

Holland 0.39 -0.16 -0.41 -25 -80 14 17 14 -3 0
Austria 0.50 -0.04 -0.29 -25 -79 25 29 26 -3 1
Finland 0.55 -0.03 -0.28 -25 -83 30 30 27 -3 -3
France 0.71 -0.01 -0.25 -24 -96 46 32 30 -2 -16
Belgium 0.77 0.06 -0.22 -28 -99 52 39 33 -6 -19
Ireland 0.91 0.18 0.00 -18 -91 66 51 55 4 -11
Spain 1.42 0.40 0.19 21 -123 117 73 74 1 -43
Portugal 1.72 0.48 0.19 -29  -153 147 81 74 -7 -73
Italy 2.77 2.10 091 -119 -186 252 243 146 -97 -106
Greece 4.38 2.49 136 -113 -302 413 282 191 -91 -222

Source: Financial Times.

Public debt yields decrease across the board, dme 10-year Spanish bond reaches a new
record low in August

In the secondary public debt market, the greatedlillity of the monetary policy, with
interest rates declines in the United States an&@B new stimulus package, as well as the
uncertainty regarding trade tensions, Brexit andakveconomic growth, have edged yields
downwards during the third quarter of the yearchi@g record lows in Europe in August. The
10-year Spanish bond yield stood at 0.19% WrC®tober, 21 b.p. lower than the figure recorded
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on 28" June. On the other hand, the German bond yidl@2eb.p. in that period, and continued
registering negative values (-0.55%), with the 8gaermany differential standing at 74 b.p., 1
b.p. higher than at the end of June. In the re&ubpe, the drop in the Greek and lItalian yields
in this period should be noted (119 and 113 bgspectively). In the United States, the 10-year
bond vyield stood at 1.59% ofi%ctober, 42 b.p. below the level reached at tlieagrlune. On
the other hand, the yield of the three-month Isilteod at 1.79%, 33 b.p. below the figure recorded
at the end of June, and continues above that oflékgear US bond. The differential between
both remains at negative values (-19 b.p.) andui@esned 7 b.p. since the end of June.

Rating agencies upgrade the credit rating and owoof Spain

Standard & Poor's and the Canadian agency DBRSspebl their credit rating of the
Spanish debt on 30September. S&P raised Spain’s rating, from A- twith a stable outlook,
highlighting Spain’s higher greater growth compared that of the Eurozone, the strong
downward trend of the Debt-to-GDP ratiad the progress in fiscal consolidation. On thesiot
hand, DBRS reaffirmed Spain's A rating, improvihg trend from stable to positive due to the
solid economic growth and sustained improvemepuinlic finances.

Stock indices close the quarter registering mixezbults

In the stock markets, the main indices decreas@tmia-August, in a context of a more
accommodative monetary policy, uncertainty regaydime weakness of economic growth and
increased trade tensions. However, the indicescedgevard in the second half of August, after
the easing of trade tensions and the moderatigrolitical uncertainty in Europe, extending its
recovery until the end of September and partidilyatting the accumulated losses. In Europe, the
Eurostoxx 50 index rose by 0.9% in the period betw2d' June and ® October. In Spain, the
IBEX 35 fell by 3.1%, standing at 8,912.20 poirithe rest of European markets registered a
mixed behaviour: the FTSE 100 in the United Kingdana the German DAX decreased (-4.1%
and -3.8%, respectively), while the CAC 40 in Pansl the Italian FTSE MIB increased (1% and
0.3%, respectively). In the US market, the S&P B@x fell by 1.8% in the same period.

Table 1.3International stock exchanges

Level % Variation
Countries Indexes Oct-02-19 Jun-28-19  Dec-31-18
Germany DAX 11,925.25 -3.8 12.9
France CAC 40 5,422.77 1.0 14.6
Italy FTSE MIB 21,298.24 0.3 16.2
Spain IBEX 35 8,912.20 -3.1 4.4
Eurozone EUROSTOXX 50 3,413.31 0.9 13.7
United Kingdom FTSE 100 7,122.54 4.1 5.9
United States S&P 500 2,887.61 -1.8 15.2
Japan NIKKEI 225 21,778.61 2.4 8.8
China SHANGHAI COMP  2,905.19 -2.5 16.5
Mexico IPC 42,222.90 -2.2 14
Brazil BOVESPA 101,031.44 0.1 15.0
Argentina MERVAL 30,792.05 -26.3 1.6

Source: Bolsa de Madrid. Infobolsa. Stoxx and FamnTimes.
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The euro depreciates against the dollar

With respect to the currency market, the ECB neimdtis package, the political
uncertainty and the weaker than expected macroeticngata in Europe, have pushed the euro
exchange rate against the dollar downwards duhieghird quarter of 2019. Thus, in the period
between the end of June and the beginning of Octébe euro depreciated by 4% against the
dollar, by 4.2% against the yen and by 0.8% agaivespound, trading at 1.0925 dollars, 117.47
yen and 0.8897 pounds by the end of th& Qctober session. In the same period, the euro
depreciated by 0.8% in nominal effective termsasgs the group of industrialised countries.

The M3 broad monetary aggregate rise by 5.7% in Asg six tenths more than in July, and
reaches the highest rate since 20009,...

In relation to the analysis of the monetary sedtwe, ECB published the evolution of the
monetary and credit aggregates in the Eurozoné\fgust. The M3 broad aggregate rose by
5.7% y-0-y in August, six tenths more comparedhi® figure registered in the previous month.
This evolution is due to the acceleration of ovghhideposits and other short-term deposits
(seven and nine tenths, respectively, up to 9.0% 218%), while marketable instruments
intensified the rate of decline (-2.9%, comparedhi® -1.6% registered in July) and the cash in
circulation moderated its growth two tenths, to?4.7

Table 1.4Eurozone monetary aggr egates

August 2019 % Year-on-year variation
Balance June July August
Monetary aggregates (Billion €) 2019 2019 2019
1. Currency in circulation 1,198 4.7 49 4.7
2. Overnight deposits 7,585 7.7 8.3 9.0
M1 (= 1+2) 8,783 7.2 7.8 8.4
3. Other short-term deposits (= 3.1.+3.2.) 3,462 .1-0 0.1 1.0
3.1. Term deposits up to two years 1,117 -6.2 55 27
3.2. Deposits redeemable at notice up to threethmon 2,346 3.0 3.0 2.9
M2 (= M1+3) 12,245 5.0 5.5 6.2
4. Marketable instruments (= 4.1.+4.2.+4.3.) 627 .8-4 -1.6 -2.9
4.1. Repurchase agreements 72 1.1 10.6 -0.7
4.2. Money market funds shares units 532 -1.0 16 4.6
4.3. Securities other than shares up to two years 24 -39.9 -40.5 -63.2
M3 (= M2+4) 12,873 45 5.1 5.7

Source: European Central Bank.

...and financing to the private sector in the Eurozergrows by 3.1%, two tenths more than in
the previous month

On the other hand, the main counterpart to M3 fitiencing to the private sector in the
Eurozone, increased by 3.1% y-0-y in August, twahe more than in the previous month. This
evolution is due to the higher rise of loans andret and other equity (3.5% and 2.0%,
respectively, compared to the 3.2% and 1.8% ragdt® July), while securities other than shares
moderated the growth rate two tenths, to 1.2%. MWitbans, those granted to non-financial
corporations, insurance companies and pension famdisother financial intermediaries increased
the growth pace 0.2, 5.9 and 0.7 points, up to 35840% and 3.3%, respectively, while those
granted to households maintained their growthatf:2%.
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Table 1.5Financing to the private sector in the Eur ozone (1)

August 2019 %Y ear-on-year variation

Balance June July August
(Billion €) 2019 2019 2019
Financing to the private sector 13,742 3.0 29 31
L oans 11,399 32 32 35
Households 5,865 32 32 32
House purchases 4,456 34 35 35
Consumer credit 714 6.4 6.2 6.1
Other lending 695 -1.1 -1.3 -1.2
Non-financial corporations 4,510 3.3 33 35
I nsurance companies & pension funds 141 5.8 7.1 13.0
Other financial intermediaries 883 18 26 33
Securities other than shares 1,541 32 14 12
Sharesand other equities 802 11 18 2.0

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

Financing received by households and non-financiaorporations in Spain continues to
increase

On the other hand, according to the data of firamtd the non-financial sectors in Spain,
published by the Bank of Spain (BoS), financinghe private non-financial sector increased by
1.1% y-o0-y in August, two tenths less than in thevpus month (this rate is calculated as the
effective flow of a period divided by the balancetstanding at the beginning of the period).
Financing received by non-financial corporations@ased by 1.8%, two tenths less than in July,
due to the decline in foreign loans (-0.8%, aftemgng by 0.2% in July) and the lower growth of
debt securities (18.0%, one point less than in)Julile bank loans y-o-y rate rose by four
tenths, up to 0.1%. On the other hand, the finghoaceived by households increased by 0.3% in
August, as in July, an evolution that is explaibgdhe maintenance of bank loans for housing at
-1.1%, while the growth rate of bank loans for msgs other than housing moderated three
tenths, to 4.3%.

Table 1.6 Financing to non-financial sectorsresident in Spain

August 2019 % Year-on-year variation
Balance June July August
(Billion €) 2019 2019 2019

Non-financial corporations and households 1,568 0.7 1.3 1.1
Non-financial corporations 863 0.9 2.0 18
Bank loans 478 -1.2 -0.3 0.1
Securities other than shares 118 15.8 19.0 18.0
External loans 266 -0.4 0.2 -0.8
Households and NPISH 705 0.4 0.3 0.3
Bank loans. Housing 517 -1.0 -11 -1.1
Bank loans. Other 188 45 4.6 4.3
General Government - 39 3.0 -
Total financing - 20 2.0 -

Source: Banco de Espafia.
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The ratio of doubtful loans continues to fall, staing at record lows since December 2009

According to the data published by the BoS, thm® rat doubtful loans to the total loans
granted to households and companies by financgitutions operating in Spain decreased 1.1
points in July in comparison to the figure recor@degear earlier, standing at 5.23%, the lowest
figure since December 2009, when it reached 5.08%.

New loan and credit operations to households, imuulative terms for the last twelve months,
fall in August

The total amount of new loan and credit operatitmshouseholds and non-financial
corporations increased by 9.9% y-o-y in Augusterafirowing by 0.4% in July. This growth is
explained by the rebound in loans granted to noaritial corporations (13.1% y-0-y, 9.9 points
more than in July), as well as by the more modeiataen loans granted to households (-0.7%,
compared to the -9.7% recorded in the previous imohbans granted to SMEs (using as a proxy
for these credits those under one million eurok)bfe5.3% in August, after increasing by 1.2%
in the previous month, and those exceeding oneomikuros increased by 36.0%, 30.7 points
more than in July.

In order to facilitate the analysis, given the higblatility of these series, the data
accumulated in the last twelve months are analpsatl Thus, the amount of new loan and credit
operations to households in cumulative terms ferlélst twelve months, decreased by 0.2% y-o0-y
in August, after growing by 0.2% in the previousntio This evolution is explained by the lower
growth in loans for consumption (5.3%, compareth® 7.6% recorded in July), partially offset
by the more moderate decrease in loans for othgyopas (-11.4%, compared to the -12.1%
registered in July) and due to the acceleratidoaris for housing (0.7%, two tenths more than in
the previous month). The amount of new loan anditperations to SMEs decreased by 3.2%
y-0-y in August, two tenths less than in July, dhe amount of new operations exceeding one
million euros increased by 1.5%, after falling b¢% in the previous month.

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

Balance % Year-on-year variation
August 2019 June July August

(Million €) 2019 2019 2019
TOTAL 437,239 -1.0 -1.5 -0.8
L oan and credit operationsto households and NPISH 97,589 2.8 0.2 -0.2
House purchase 44,130 4.1 0.5 0.7
Consumer credit 35,095 8.4 7.6 5.3
Other lending 18,364 9.1 -12.1 -11.4

L oan and credit operations to non-financial

cor porations 339,650 -2.0 -2.0 -0.9
Up to 1 million euros 174,805 -35 -34 -3.2
Above 1 million euros 164,845 -0.5 -0.4 15

(1) Accumulated data for the last 12 months.
Source: Banco de Espafia.
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2.- DEMAND AND PRODUCTION

The INE published the 2019 Statistical Review oétBpanish National Accounts for the period
1995-2018,...

On 16" September, the INE published the 2019 StatisRealiew of the Spanish Annual
National Accounts for the period 1995-2018. Thigew is due to the need to periodically update
(at least every five years, according to intermatloecommendations) the sources and estimation
methods used in its preparation. It is a harmonisgtew among the countries of the European
Union, Eurostat and the European Central Bank,iardbne in coordination with the Bank of
Spain and the General Intervention of the State iAghtnation.

The average impact of the 2019 Statistical ReviaviG®P at current prices in the period
1995-2018 stands at 0.4% in comparison to the Bk, the revisions being negative for most
of the series. Likewise, the downward revisionte GDP annual variation rates, both in volume
and at current prices, has been, on average, gidiits. In the 2016-2018 period, the real GDP
variation rate was revised downwards, between odetwo tenths (3%, 2.9% and 2.4% in 2016,
2017 and 2018, in the revised series, compared®#,33% and 2.6%, in the 2010 Base).

...pointing to a more moderate growth in the firsalf of 2019

Likewise, the INE published the Quarterly Natiomsdcounts (QNA) figures for the
second quarter of 2019, which update the flashmesé published at the end of July and are
consistent with those of the Annual National Acdsuafter implementing the 2019 Statistical
Review. Real GDP growth is revised downwards infits quarter of the year, two tenths, down
to 0.5% g-o0-q, and one tenth in the second quadd),4%, pointing to a more contained growth
profile than the one initially estimated by the INE

According to the QNA figures, published by the INier the implementation of the
comprehensive statistical review of its annualesefor the period 1995-2018, GDP, in volume
and with calendar and seasonally adjusted datayded a g-o-q growth rate of 0.4% in the
second quarter of 2019, one tenth lower in compari® the figure recorded in the previous
quarter, and 2% y-o0-y, two tenths below that offite¢ quarter.
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However, the growth differential continues to bediarable to Spain with respect to the

Eurozone, in a complex international context charssed by the persistence of trade and

geopolitical tensions, and by the slowdown in ecoaactivity and world trade. According to the
estimate published by Eurostat, the GDP of the #ure, in volume, increased by 0.2% in g-0-q
terms in the period between April and June, twoh®iess than that of the Spanish economy. On
the other hand, the y-o-y growth of the EurozonePGiicreased by 1.2%, eight tenths lower than

the figure recorded in Spain.
In addition, according to the revised National Aacts figures, the economic growth

composition is balanced between domestic and eattdemand, both contributing one percentage
point to GDP growth in the second quarter of 2Qh9comparison to the previous quarter, the
contribution of domestic demand fell nine tenthse do the slowdown in investment and private
consumption, while that of net external demandeased by eight tenths, as a result of the higher

growth rate of exports and the greater drop in ingo
From the supply point of view, and in real ternmse Gross Added Value recorded a
slightly less favourable y-o-y evolution in the ged quarter of the year for all activity branches,
with the exception of the industry sector, whergegistered positive rates again, after four

quarters of consecutive declines.

Regarding the primary distribution of income, thesight of the compensation of
employees on the quarterly GDP grew in the secaratter in y-o-y terms (six tenths, up to
45.7%), at the expense of the gross operating wiggbss mixed income and the net taxes on

production and import (they decreased two and tteetis respectively, to 44.1% and 10.3%).

G 2.1 QUARTERLY NATIONAL ACCOUNTS
Chain-linked volume. Seasonally and calendar adjusted data (sac)
GDP AND COMPONENTS
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The Bank of Spain revises downwards the growth fmast for the Spanish economy
According to the update of its macroeconomic fosezdor the Spanish economy, the

Bank of Spain (BoS), revised downwards its grovatecast for the Spanish economy in 2019,

four tenths, to 2.0%, and, to a lesser extent,0i202and 2021, two and one tenths, respectively,
down to 1.7% and 1.6%0.hese reviews are partly explained by the changatenby the INE in
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the National Accounts series derived from the 28fdistical Review, as well as by the increase
in external uncertainty and the worsening of thiemal context.

According to the BoS and with regards to the reBIPGgrowth composition, domestic
demand contributed 1.4 percentage points in 200@, tenths less than in the June forecasts, and
the net external demand six tenths, half a poighdni compared to the previously estimated
figure. For 2020 and 2021, the BoS revises the damdemand contribution downward (four
and two tenths, respectively) and that of net etiedlemand upwards (two tenths in 2020 and one
tenth in 2021).

As for employment, in line with the evolution ofktlactivity, the BoS revised downwards
the growth rate forecast for the number of fullg¢iequivalent employment throughout the period,
between one and two tenths. The unemployment rditeantinue to fall, but slightly less than
expected in June, reaching 13% in 2021 (annualage@r The lower reduction in the
unemployment rate in the projection horizon is agplained by the greater growth of labour
force.

The most recent indicators point to a continuatiaf the expansionary trend of the Spanish
economy in the third quarter of the year

Quantitative indicators of global activity pointan extension of the expansionary trend of
the Spanish economy in the third quarter of ther,ygaa context of intense, although more
moderate, job creation and loose financing conastidAccording to the statistics prepared by the
Tax Agency and based on monthly VAT returns, tdsabe firm sales, with fixed-sample,
deflated and adjusted for calendar and seasongtioais data, rose by 1.6% y-0-y in August,
similar to the figure recorded in the previous nfpnwhere the acceleration of exports in that
month should be noted. On the other hand, the Basifiurnover Index increased by 2.6% y-0-y
in July, with calendar adjusted data, a rate smidahat of the previous month (2.8%)here the
trade, extractive and manufacturing branches recbal more dynamic progreasd, those of
non-financial market services and electricity aratew supply, sanitation and waste management
sectors a less dynamic one.

On the other hand, the main qualitative indicatofsglobal activity also point to a
continuation of the expansionary trend between dmg September, although more moderate
than in the second quarter. The global activity posite PMI (Purchasing Managers” Index) for
Spain published by Markit, reached 51.7 in Septembknost one point below the figure
recorded in the previous month (52.6), closingtthed quarter of the year at a level similar to
that of the previous quarter (52 points, compacetthé 52.4 registered in the second quarter). On
the other hand, the Economic Sentiment Index, phetl by the European Commission, fell 3.1
points in September, down to 104.2 (1990-2018 aeera 100), although it ended the third
guarter with a 105.6 level, eight tenths highentti®e previous quarter. Likewise, the composite
leading indicator for Spain, designed by the OEGRticipate turning points in the economic
activity with regards to its trend, fell two tentis August compared to the previous month,
reaching 98.6.

2.1.- Domestic Demand
The contribution of domestic demand to the riseG@iP y-o-y fell nine tenths in the

second quarter, down to 1.0 percentage points){@@cording to the revised National Accounts
figures. By components, this slowdown compared whh first quarter is mainly explained by
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the lower dynamism of investment and, in particullay the fall in the equipment goods
component and, to a lesser extent, by the lowewxtiron private consumption.

Private consumption moderates in the second quadég019,...

According to the QNA data, final consumption expeame of households and non-profit
institutions serving households (NPISHSs) in voluarel with calendar and seasonally adjusted
data grew by 0.6% y-o0-y in the second quarter,ta faur tenths lower that of the previous
quarter, in a context of job creation, growth iralrevages and an increase in the household

savings rate.

Recently published quantitative indicators of pr@&vaonsumption show in general a slight
moderation in the third quarter. Thus, domestiesah large companies of consumer goods and
services, with deflated, fixed-sample and calermiad seasonally adjusted data decreased in
August their y-o-y growth rate, 0.7 points, to 0.8%ith regard to passenger car registrations,
according to the figures provided by ANFAC (Spamsdsociation of Vehicles Manufacturers),
they rebounded in September up to a y-o-y rate8d%, although they ended the third quarter
with an average annual decline of 11.4%. Thesas &ate affected by a base effect associated with
a strong rebound in August and subsequent falepteSnber 2018, as tipairchases were brought
forward before the entry into force of the WLTP aR®E particle emission measurement
regulation on ¥ September. On the other hand, retail sales, agtaonprices and with work
calendar adjusted data, accelerated one pointirtvtb month period between July and August,
up to 3.2% y-o-y, due to the greater dynamism ®ftwto components, food (six tenths, up to

1.9%) and non-food (1.5 points, up to 4.4%).

Among the qualitative indicators, the Consumer @mrfce Indicator prepared by the EC
remained at -6.2 in September, closing the thirdrign with a level of -5.8, 1.8 points lower
compared to the previous quarter, as a resulteoiibrsening of all its partial components. In the
same vein, the Consumer Confidence Index (CCl)iglbdl by the Sociological Research Centre,
fell 10.8 points in the third quarter, to 87.9, dwelthe 100 threshold (indicative of a negative

perception of consumers).

G 2.2 PRIVATE CONSUMPTION INDICATORS

REAL CONSUMPTION AND WAGES SALES AND CONFIDENCE
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...and the household savings rate reaches record Bigbr the last ten years, according to the
revised National Accounts series

According to the Quarterly Non-Financial Accountsr fthe Institutional Sectors
(QNFAIS), published by the INE in line with the nédational Accounts series, the net lending
of the Spanish economy has been revised almospainé of GDP upwards in 2018, due to the
improvement of the household account, which weamfra net borrowing of 1.2% of GDP
according to previous estimates, to a slight nedileg (due to higher net non-wage income and
current transfers received). As a result, the hooisesavings rate has been revised upwards in
2018, from 4.9% of its gross disposable income (GIp to 5.9% in the revised series. In the
second quarter of 2019, households and NPISH gewgeret lending of € 33.0 billion, € 9.0
billion higher than a year earlier, due to the &ase in savings in the sector and the fall in
investment. In turn, the higher savings (25.3% y)-@s explained by a GDI increase higher than
that of nominal private consumption (5.8% and 2.l1%spectively), with the savings rate
reaching 19.3% of the GDI, three points higher caragd to the figure recorded in the same
quarter of the previous year and the highest sitheesecond half of 2009. With calendar and
seasonally adjusted data, the savings rate of holdseand NPISH reached 8.7 %, two points
higher than the figure recorded in the previousrignaRegarding the households’ investment
rate, it stood at 5.4% of its GDI, two tenths lovlean the rate in the previous quarter and in the
same period last year.

Table 2.1Quarterly National Accounts
Chain-linked volume index reference 2015; correclath from seasonal and calendar effects

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

2017 2018 2019(4) 111-18  1V-18 -19 11-19] 1-19 1I-19
DEMAND
Domestic consumption 25 19 1.2 1.7 1.4 1.3 1.0 0.3 0.1
- Private consumption 3.0 1.8 0.8 1.6 1.2 1.0 0.6 0.2 0.0
- Public consumption 1.0 1.9 2.2 1.9 2.2 2.2 2.2 0.5 0.4
Gross fixed capital investment 59 53 2.8 5.3 3.5 4.8 1.0 14 -0.2
- Equipment (1) 8.5 5.6 3.0 6.7 1.6 8.1 -1.7 3.4 -1.7
- Construction 5.9 6.6 35 6.1 5.7 4.2 2.9 0.6 0.5
- Intelectual Property Products 1.3 1.1 0.5 0.7 1.0 -01 1.1 -0.1 0.9
Change in inventories (2) 0.0 0.2 0.0 0.2 0.2 0.0 0.1 -0.1 0.0
Domestic demand (2) 3.0 26 15 2.5 2.0 1.9 1.0 0.4 0.1
Exports of goods and services 56 22 1.3 1.6 0.1 0.3 2.2 0.6 1.7
- Goods (fob) 5.1 21 -0.3 1.9 -10 22 1.6 -0.3 2.8
- Services 6.8 2.3 4.8 1.0 2.7 6.0 3.5 2.3 -0.7
Imports of goods and services 6.6 3.3 -0.5 2.5 -0.3 -04 -0.7 0.1 0.9
- Goods (fob) 6.5 1.9 2.1 0.9 20 -17 -2.5 -0.2 0.6
- Services 73 938 6.5 10.3 7.9 5.5 7.5 12 2.1
Net foreign balance (2) -0.1 -0.3 0.6 -0.2 0.1 0.2 1.0 0.1 0.3
GROSSVALUE ADDED
Agriculture (3) -3.0 5.9 -2.3 3.0 6.9 0.0 -4.6 -4.1 -2.7
Industry. Total 31 -04 -0.3 -0.2 -15 07 0.2 0.3 0.5
- Manufacturing 49 0.7 -0.2 0.2 -0.3 -0.1 -0.3 0.0 0.0
Construction 4.9 5.7 5.8 6.2 5.9 6.4 5.2 1.6 0.8
Services 2.9 2.7 2.8 2.6 2.7 2.9 2.8 0.8 0.5
GDP m.p. 29 24 21 22 21 2.2 20 05 0.4
GDP at current prices 43 35 3.7 3.2 3.4 3.4 3.9 0.6 1.5
(1) Equipment and cultivated assets. @@ntribution to GDP growth (percentage points).A8Jiculture, forestry ar
fishing.

(4) First semester.
Source: INE(CNE-2019 Satistical Review).
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On the other hand, final consumption expenditurthefGeneral Government, in volume,

and with calendar and seasonally adjusted datayded a y-o-y rate of 2.2% in the period
between April and June 2019, a rate identical ¢éoothe registered in the previous quarter.

Investment lost momentum in the second quarter,...

According to the QNA, gross fixed capital formatig8FCF) rose 1% in the second
quarter, a rate 3.8 points lower compared to thevipus quarter. This evolution is mainly

explained by the fall in cultivated assets and paaint goods investment, following the rebound
registered in the first quarter, and, to a lessezre, by the growth moderation in non-residential

construction investment.

...mainly due to the equipment investment component

Thus, investment in equipment goods and cultivatsgts registered a y-0-y rate of -1.7%,
between April and June 2019, compared to the sogmf increase of the first quarter (8.1%), in a
complex international context characterised bypéesistence of trade and geopolitical tensions,
the uncertainty regarding Brexit, which is affegtinot only investment but also trade flows and

manufacturing production, both in Spain and in otieropean economies.

The most recent short-term information regardingegtiment shows mixed signals in the
third quarter of 2019. The Industrial Climate Iratimr in investment goods recorded a balance of
4.9 points in the third quarter, 1.8 points higtiean the figure recorded in the previous quarter,
due to the more favourable evolution of the producexpectations and stock level components,
while order portfolio components fell. On the othleand, domestic large firms® sales of
equipment and software, deflated, and with fixeaysle@ and seasonal and calendar adjusted data,
recorded a y-0-y increase of 6.5% in August, 3.Biggchigher than the figure recorded in July.

Truck registrations, according to figures providgdANFAC, closed the third quarter with a 1%
decrease, compared to the 1.8% increase registetied previous quarter.

G 2.4 GFCF IN CONSTRUCTION

G 2.3 GROSS FIXED CAPITAL FORMATION
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Investment in construction showed a less expansidrend in the second quarter, its y-0-y
growth reaching 2.9%, 1.3 points lower than in phevious quarter, an evolution that is in turn
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explained by the lower growth rate of non-residdntivestment (1.3%, 4.2 points less than in
the previous quarter), partially offset by the dedion of housing investment, one point up to
4.2%.

Among the indicators related to residential investimn the number of mortgages on
housing rebounded in July, reaching a y-o-y rat&¢31%, compared to the 2.5% fall registered
in the previous month. On the other hand, accortbnipe INE statistics based on the properties
recorded in the Property Registers, the numberoofsing purchases fell by 21.1% y-0-y in
August, after rising by 3.8% in the previous momhcording to the housing conditions, the new
and used housing purchases fell (-21% and -21.&%pectively, compared to the 12.1% and
2.1% rates recorded in July). This evolution igéy due to the negative impact derived from
the deferral of operations before the entry intmdoon 18 June of the new Mortgage Law,
which meant, among other things, the adaptatidmaoks' computer systems to the requirements
of this regulation, for which the law establishesharatorium of a month and a half.

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

2018 2019 L atest
2018  2019(1) " v I TN Data
Households & bussiness financ (2) -2.7 -1.1 -3.C -1t -11  -1.2  -0.7 Aug.1¢
Private Consumption
Composite Consumption Indicator (3) 1.1 1.3 0.9 0.5 1.0 16 - Q.1.19
Consumer Goods. Apparent cons. (3) 2.3 0.9 2.2 1.3 26 11 -43 Jul.19
IPI consumer goods (adjusted) -0.7 23 -0.9 -1.7 05 39 27 Aug.19
Consumer goods imports (vol.) 22 01 0.8 1.6 1.3 -1.6 1.8 Jul.19
Retail sales index (4) 0.7 2.2 -0.8 1.4 1.4 22 33 Aug.19
Passenger car registrations 70 -7.4 15.9 -7.6 -6.9 -48 -11.4 Sep.19
Real wages (5) 2.4 3.5 2.3 2.6 3.7 33 - Q.1.19
Consumer goods. Capacity utiliz. (%) 74.8 77.3 72.9 745 774 76.2 782 Q.11.19
Consumer confide. indicator (balances) -4.2 -4.8 -3.7 -6.2 -48 -40 -58 Sep.19
Large firms sales. Consumption (6) 2.7 2.8 3.1 2.2 30 29 19 Jul.19
Households financing (2) -20 -0.9 -2.3 -1.6 -1.0 -09 -05 Aug.19
Equipment | nvestment
Composite Equipment Indicator (3) 52 40 6.1 3.3 36 44 - Q.1.19
Capital Goods. Apparent cons.(3) 71 44 7.6 5.7 85 30 -29 Jul.19
IPI consumer goods (adjusted) 21 24 2.6 -11 31 26 08 Aug.19
Capital goods imports (vol.) 2.0 1.0 5.4 25 41 -14 -01 Jul.19
Corporations financing (2) 44 -1.0 -6.2 -2.8 -19 -15 1.1 Aug.19
Truck registrations 6.7 15 4.0 0.7 33 18 -1.0 Sep.19
Capital goods. Capacity utilization (%) 86.5 87.4 86.2 849 870 878 873 Q.11.19
Large firms sales. Capital (6) 47 49 3.8 5.8 37 69 31 Jul.19

(1) Available period data. (2)d@ated by CPI. (3) Adjusted for seasonal, calersdat outliers effects. (4) Adjusted
calendar effects, at constant prices. (5) QNA sersmasonal and calendar effects adjusted divigetiobiseholi
consumption deflator. (6) Calendar adjusted, dedl& fixed sample.

Sources: SGCPE (MECE), BE, INE, DA, ANFAC, MICT, @&d AEAT.
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Non-financial corporations recorded a greater nevtvowing in the second quarter

According to the Quarterly Non-Financial Accounts the Institutional Sectors results,
non-financial corporations registered a net borngnequivalent to 2.1% of the quarterly GDP in
the second quarter of 2019, 1.8 points higher coetpto the figure registered in the same period
of the previous year. This higher net borrowingmainly explained by the strong increase in
business investment (10.5%) and, to a lesser extetihe decrease in gross savings (-2.8%). In
turn, the lower savings are the result of the iaseein net property income paid (14.5%) and, to a
lesser extent, the rise of net current transferd, pghich could not be offset by the increase in
gross operating surplus (2.6%).

The profitability ratios of companies improved, amding to the Central Balance Sheet

According to the Quarterly Central Balance Sheea gaublished by the Bank of Spain,
the nominal gross added value at factor cost offim@mncial companies in the sample decreased
by 3.5% in the second quarter of 2019, after risipgt.6% in the first quarter. This evolution of
productive activity, together with the acceleratanpersonnel expenses (3.4%, compared to the
2.9% registered in the previous quarter), resufieddecrease of the gross economic result (GER)
of 9.3%, after the 6.4% increase recorded in tts¢ Guarter. The GER drop in the period between
April and June, together with the rebound in finahexpenses (1.8%, compared to the -8.4%
recorded in the previous quarter), resulted inllairiahe net ordinary result of 3.1% (+ 9.1% in
the first quarter). In this context, the ordinagturn on net assets for all the companies in the
sample stood at 4.1%, one point higher than a gadrer. On the other hand, the ratio that
measures the financial cost (financial expenses bakilities) reached 2.1%, one tenth more
compared to a year earlier, so the differentialveen them rose one point, up to 2.1 percentage
points.

2.2.- External Demand

The contribution of net external demand to the GDRo-y growth rebounds in the second
quarter, mainly due to the acceleration of exports

According to figures from the QNA, net external dard contributed one point to the
GDP variation in the second quarter of 2019, eighths more than in the previous period, due to
the acceleration of goods and services exportspstlnwo points, up to 2.2%, and the more
intense decline in imports, which registered a 0d®¢éline, three tenths higher compared to the
previous quarter. In comparison to the major ecaasraf the European Union, the y-0-y rate of
Spanish exports was higher than that of Germariy?gpand the United Kingdom (-1.4%), and
lower than that of Italy (3.8%) and France (2.5%).

The favourable evolution of exports in the perioetveen April and June 2019 is
explained by the rebound in goods, which went friating by 2.2% in the first quarter to
growing by 1.6% in the second, while those of smvislowed down 2.5 points, to 3.5%. Among
the latter, the growth of both tourist and non-isiusservices moderated (1.9 and 3 points,
respectively, to 2.2% and 4.5%).

In the second quarter of 2019, a lower dynamism etserved in the activity of Spain’s
main trading partners, in general. The g-o-q GD&Mn remained stable in France (0.3%) and
Italy (0.1%); slowed down in the United States €thtenths, down to 0.5%); and the GDP of
Germany and the United Kingdom fell (-0.1% and 90.2espectively, compared to the 0.4% and
0.6% recorded in the first quarter). Among the mamerging economies, China's real GDP
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intensified the growth rate by two tenths, up 6%, and those of Brazil and Mexico went from
falling in the first quarter (-0.1% and -0.3%, resfively) to stabilising in the second quarter, in
the first case, and registering a positive ratéhensecond case ( 0.4%). On the other hand, Russia
maintained its growth rate at 0.2%, while in Indiad Turkey it moderated (one point and half a
point, respectively, to 1.3% and 1.2%).

G 2.5 EXTERNAL SECTOR
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Price-competitiveness improves in the second quarte

The competitiveness trend index, based on consymees against the developed
countries, prepared by the Secretary of State fadd, recorded a competitiveness gain of 2.1%
y-0-y in the second quarter of 2019, thus extendimg improvement trend recorded in the
previous quarters, due to the 1.2% depreciatioth@iominal effective exchange rate and 0.9%
fall of the relative prices index. Regarding therdaean Union, a competitiveness gain of 0.6%
was recorded, confirming the trend change that megathe first quarter, as a result of the
decrease in relative consumer prices index (0.¥#ije the nominal effective exchange rate rose
by 0.2%. Finally, a competitiveness gain of 1.9%hwiegards to the BRICS countries was
recorded, extending the trend change that begdneiprevious quarter, as a result of the 2.4%
decline in the relative price index, partly softérigy the appreciation of the nominal effective
exchange rate (0.6%).

...and real exports of goods gain market share

In this context, the y-o-y growth of real goods estp in the second quarter of 2019 was
positive (1.6%), compared to the fall recorded Iy global trade in goods (-0.6%, according to
Central Planning Bureau of the Netherlands), whiesulted in a market share gain, almost
completely offsetting the loss registered in thstfguarter, reaching 1.98%.

According to Customs figures, deflated by unit eailndices, which are more volatile than
the QNA figures, the "momentum” of exports (vapatiin volume in the last three months
compared to the previous three months) was positiieine (5.9%) after the -0.9% registered in
March, due to the positive contribution from aléeas, especially the countries belonging to the
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European Union. By products, the positive contrdsubf non-food consumer goods and non-energy
intermediate goods stands out.

In y-0-y terms and according to Customs figurea| exports of goods rose by 3% in the
second quarter of 2019, following the 1.7% falliségyed in the first quarter. By product type,
food consumer goods and energy and non-energyriethate goods exports accelerated 1.3, 12.8
and 2 points, respectively, up to 2.4%, 18.9% a@362 capital goods exports grew by 7.1%,
following the fall registered in the previous quart(-0.6%); and non-food consumer goods
exports moderated their fall 9.5 points, to -0.2%.

Within the non-food consumer goods group, car etspdecreased by 6.6% y-o-y, after
the 10.9% fall registered in the first quarter, tsatting 0.7 percentage points to total exports
growth. However, they recovered in July registerdng-o-y rate of 6%. This is the first positive
figure since September last year.

Table 2.3Foreign trade by category of goods, volume

Weight

in Total Year-on-year change (%) Contribution to growth
2018 2018 2019 2018 2019

IV I | [l | Jul. IV [ \ [l \ Jul.

Total exports 100.0 -12 -17 3.0 2.6 -1.2 -1.7 3.0 2.6

Consumer goods 37.2 -4.6 -5.7 0.8 10.3 -1.6 -2.0 0.3 3.2
Foods 13.7 -06 1.1 2.4 12.8 -0.1 0.1 0.3 1.4
Others goods 23.5 -7.0 -9.7 -0.2 8.8 -15 -2.2 0.0 1.8
Cars 10.7 -11.9 -10.9 -6.6 6.0 -11 -1.1 -0.7 0.5

Capital goods 8.6 25 -0.6 7.1 -3.2 0.2 -01 0.7 -04
Excl. heavy trans. equipment 8.4 0.5 -0.9 5.7 -4.8 0.1 -0.1 0.6 -0.5

Inter mediate goods 54.3 0.6 1.2 39 -1.3 0.3 0.7 22 -0.8
Energy 4.9 -3.7 6.1 18.9 -4.3 -0.2 0.2 0.7 -0.2
Non-energy 49.3 1.0 0.8 2.8 -11 0.5 0.4 15 -0.6

Total imports 100.0 0.3 14 -1.0 15 0.3 14 -1.0 15

Consumer goods 27.6 16 13 -16 1.8 0.4 0.3 -04 0.4
Foods 7.0 23 07 -2.9 -2.7 0.1 0.0 -0.2 -0.2
Others goods 20.6 13 14 -1.2 3.3 0.2 0.3 -0.2 0.6
Cars 59 08 0.1 -6.7 -9.3 0.0 0.0 -0.4 -0.4

Capital goods 8.5 25 41 -14 -0.1 0.3 0.4 -01 0.0
Excl. heavy trans. equipment 8.4 1.9 3.9 -1.9 2.1 0.2 0.4 -0.2 -0.2

Intermediate goods 63.9 -0.6 1.0 -0.7 15 -04 0.6 -05 10
Energy 14.9 76 -45 -1.7 -7.2 1.0 -0.6 -0.2 -0.9
Non- energy 49.0 2.7 2.3 -0.5 3.6 -1.4 1.2 -0.3 1.9

Sources: Customs and SGCPE.

Goods exports to the EU recover

By geographic destination, according to Customs,diat the second quarter of 2019,
exports to the European Union (EU) and the Eurozioneolume and in y-o0-y terms, rose by 4%
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and 4.6%, respectively, after the negative ratesld% and -2.6% recorded in the previous
guarter. The nominal sales growth to Germany, Baftand new EU partners and the falls of
those to the United Kingdom should be noted. Exptotthe rest of the world recovered their
dynamism, growing by 1.1% in real terms, afterif@glby 2% in the previous quarter. The

breakdown by geographic destination outside theog@an Union reveals double-digit growth

rates of nominal sales to sub-Saharan Africa and Nelustrial Economies of Asia (the ones
assigned to Venezuela represented the highest lyrathough they remain at very low levels),

while the main falls were registered by sales t@ehtina, Turkey and the Middle East.

Consequently, the contribution to the total inceeat exports of those to the EU stood at 2.6
points and to the rest of the world was of fouthencompared to the negative contributions of
one point and seven tenths registered in the pus\dqoarter.

The final consumption expenditure of non-resideritsthe economic territory moderates

According to QNA figures, expenditure of non-resildouseholds in the economic
territory, in volume, increased by 2.2% y-o-y ireteecond quarter of 2019, after the 4.1%
registered in the previous quarter. For the thudrter of 2019, the main indicators of foreign
tourism, among them, inbound tourists and foreigeroight stays in domestic hotels, show an
extension of this moderation.

On the other hand, real exports of non-tourismisesvregistered a 4.5% y-0-y increase
in the second quarter of 2019, three points lowecamparison to the figure registered in the
previous quarter. According to the Internationaddé in Services Survey published by the INE,
referring to the second quarter of 2019, the sesviwith greater contribution to the nominal
growth of exports were transport (3.8%), intellettproperty (0.9%), business and personal,
cultural and recreational (both 0.4%); while seegicrelated to telecom, computer and
information technology services subtracted twohernd goods transformation without transfer
of ownership, insurance and pension and finaneialices subtracted one tenth.

Real imports of goods intensified their y-o-y fatl the second quarter

Furthermore, goods and services imports, in realsend according to QNA figures, fell
by 0.7%, three tenths more than in the previoustqual he largest drop in imports in the second
quarter was due to the goods component (-2.5%, amedpto the -1.7% registered in the first
quarter), while service imports accelerated twonmiup to 7.5%, as a result of the greater
dynamism of non-tourist services (7.9%, comparethéoprevious 5.1%) and, to a lesser extent,
residents consumption in the rest of the world,clvhiose by 6.6%, one tenth more than in the
previous quarter.

According to Customs figures, deflated by unit eaindices, the "momentum” of goods
imports (change in imports of goods in volume dgrihe last three months versus the previous
three months) turned positive in June (0.2%), foifg the 2.1% recorded in March, reflecting a
positive contribution of non-EU OECD countries. gyducts, the positive contribution of non-food
consumer goods should be noted.

In y-0-y terms and according to Customs figuregqarts of goods in volume, deflated by
unit value indices, fell by 1% in the second quanfe2019, following the 1.4% growth registered
in the first quarter.

By type of product and in volume, in the secondrtgraof 2019, imports of food and
non-food consumer, capital and non-energy interatedgoods, went from registering positive
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rates in the first quarter, to recording negatiates of -2.9%, -1.2%, -1.4% and -0.5%,
respectively, while imports of intermediate eneggpds moderated their fall 2.8 points, to -1.7%.
Within the non-food consumer goods group, impoftshe passenger cars component fell by
6.7%, following the 0.1% increase registered infife¢ quarter of 2019.

Table 2.4Foreign trade by group of countries, volume

i\:]v_?igthatl Year-on-year change (%) Contribution to growth
2018 2018 2019 2018 2019

v | | I ‘ Jul. [\ I ‘ I ‘ Jul.

Total exports 100.0 -1.2 -1.7 3.0 26 -1.2 -1.7 3.0 26

EU 65.6 -0.6 -15 4.0 34 -0.4 -1.0 26 22
Euro-area 51.5 0.1 -2.6 4.6 3.1 0.1 -1.3 2.4 1.6

Non-EU 344 -2.3 -20 11 1.2 -0.8 -0.7 0.4 0.4
USA 4.5 -3.2 6.9 4.9 4.4 -0.1 0.3 0.2 -0.2
Latin America 5.6 -3.0 -58 -1.6 6.3 -0.2 -0.3 -0.1 0.3
China 2.2 9.0 -75 5.5 -5.0 -0.2 -0.2 0.1 -0.1
Other countriegl) 105 -9.7 -12.0 -9.9 -4.6 -1.0 -1.2 -1.1 -0.5

Total imports 100.0 0.3 14 -1.0 15 0.3 14 -1.0 15

EU 53.8 -2.7 14 -31 27 -1.5 0.8 -1.8 15
Euro-area 43.4 -24 09 -3.4 1.6 -1.1 0.4 -1.5 0.7

Non-EU 46.2 43 14 19 0.0 18 0.6 0.8 0.0
USA 4.1 -45 165 244 -0.7 -0.2 0.8 1.2 0.0
Latin America 5.9 0.7 -7.0 -8.1 -15.2 0.0 -0.4 -0.5 -0.9
China 8.4 27 57 143 15.3 0.2 0.4 1.0 1.3
Other countriel) 11.7 -06 -4.38 -7.9 1.7 -0.1 -0.5 -0.8 0.2

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

By geographical areas, real imports of goods froenEuropean Union and those from the
Eurozone fell by 3.1% and 3.4% respectively in ¢eeond quarter of 2019, following the 1.4%
and 0.9% rises, respectively, registered in botlasin the previous quarter. In nominal terms, the
purchases to Benelux, new EU partners and Italydstaut, compared to the falls recorded by
those from France, Portugal, the United Kingdom @edmanyOn the other hand, imports from
the rest of the world accelerated 0.5 points, regcan increase of 1.9% in the second quarter of
2019. In the breakdown by geographical origin, andominal terms, the growth of purchases
from Venezuela, Argentina, the United States anth&&tands out. On the other hand, the falls of
those from Brazil, the Middle East and Russia sthée! highlighted.

Imports of tourist services remain unchanged

According to QNA figures, in the second quarter26f.9, real spending of households
residents abroad rose by 6.6% y-0-y, a rate sirtoldhe figure observed in the previous quarter.
On the other hand, imports of non-tourism servinegeased by 7.9% y-0-y, 2.8 points more than
in the previous quarter. According to the latestd@&leased by the INE, the services with the
highest positive contribution to this rate in trecend quarter of 2019 were business (6.8%),
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intellectual property (1%), insurance and pensB8%), financial (0.6%) and telecom, computer
and information technology (0.5%) services.

The Spanish economy increases its net lending visig the rest of the world in the second
quarter

According to the Quarterly Non-Financial Accountsr fthe Institutional Sectors
(QNFAIS) published by INE, resulting from the corapensive 2019 Statistical Review of the
National Accounts series, the Spanish economy texgid a net lending vis a vis the rest of the
world amounting to € 11.6 billion in the second eaof 2019, higher than that estimated for
the same period of 2018 (€ 9.8 billion). With calan and seasonally adjusted data, the net
lending stood at 2.5% of GDP, seven tenths aboaedhthe previous quarter. The greater net
lending of the economy, in gross terms, is explhing a greater surplus in foreign exchanges of
goods and services (€ 13.5 billion, compared tcEthe.1 billion registered in the same period of
2018), as well as by the greater capital balarmar (iillion more, up to € 676 million), together
with a reduction in the deficit of income and cutréransfers (€ 437 million less, to € 2.6
billion).

G 2.6 CURRENT ACCOUNT BALANCE
4-quarter cumulated. Percentage of GDP
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Sources: Banco de Espafia and SGCPE.

2.3.- Productive Activity
The industry GVA recovers slightly in the secondagter of the year

From the supply point of view, in y-o-y rates anidhwcalendar and seasonally adjusted
data, the Gross Value Added (GVA) of the industgter increased by 0.2%, after four quarters
of consecutive falls, mainly due to the improvemehthe non-manufacturing industry. On the
other hand, the GVA of the construction and ses/gectors moderated the growth rate, 1.2 and
0.1 points, respectively, to 5.2% and 2.8%; and3GN& of the agriculture, farming, forestry and
fishing sector fell 4.6%, after the null variaticegistered in the previous quarter. With regards to
taxes net of subsidies on products, these fell.B960y-0-y in the second quarter, one tenth less
than in the first quarter.

The apparent productivity per worker in terms otibl@al Accounts, fell by 0.5% in the
second quarter as a result of a y-o-y increase P G2.0%) lower than that of full-time
equivalent employment (2.5%). In the breakdown bgjam activity branches, agriculture and
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services show a less favourable evolution, whildugtry moderates its rate of decline and
construction rises.

Table 2.5Employment and productivity
Year-on-year change (%)

2018 2019
2017 2018  2019(4) | I Il v | I

EMPLOYMENT (1)

Agriculture (2) 29 0.0 -1.0 0.6 0.0 -0.7 0.0 -0.4 -1.6
Industry total 3.1 1.9 1.2 3.2 2.6 15 0.4 1.0 1.4
Manufacturing 3.7 2.0 1.2 3.6 2.9 15 0.2 1.0 1.4
Construction 6.2 8.2 7.6 7.1 7.6 78 104 10.2 5.0
Services 2.5 2.3 2.6 2.2 2.1 2.3 2.5 2.6 2.7
Total 2.8 2.5 2.6 2.6 2.4 2.5 2.7 2.7 2.5
PRODUCTIVITY (3)

Agriculture (2) -5.7 5.9 -1.3 5.3 7.9 3.7 6.9 0.5 -3.0
Industry total 0.0 -2.3 -4 27 -2.8 -1.7 -1.8 -1.7 -1.2
Manufacturing 1.1 -1.4 -1.4 -1.8 -1.7 -1.3 -0.5 -11 -1.6
Construction -1.2 -2.4 -16  -1.9 -1.9 -1.5 41  -34 0.1
Services 0.4 0.4 0.2 0.8 0.4 0.3 0.1 0.3 0.1
GDP per employee 0.0 -02 -05 02 -01 02 06 -06 -05

(1) Fulltime equivalent jobs. National Accounts. (2) Agtate, forestry and fishing. (3) GVA per emplo
(adjusted series and full-time equivalent jobs).Hist semester.
Source: INHCNE-2019 Satistical Review).

Industrial production increased in August

Broadly speaking, the industrial activity showerthare favourable evolution. Among the
main sector’s indicators, the Industrial Productiodex (IP1), with calendar and seasonally
adjusted data, rose by 1.7% y-0-y in August, hgdbmt more than in the previous month, closing
the first eight months of the year with an averagaual growth of 0.9% (0.3% in 2018 as a
whole). In the breakdown by destination groups higéer IPI y-o0-y growth in August was due to
equipment goods (they rose by 2.9%, after fallmguly for the first time since January of this
year), consumer goods (they accelerated eightdenghto 3.2%) and intermediate goods (they
moderated the fall 1.2 points to a rate of -0.7@%).the other hand, energy slows down 5.4 points,
to 1.7%.

The Industry New Orders Index (INOI), a leadingigador of the activity in the sector,
rose 0.5% y-o-y in July, with calendar adjustecadahe tenth less than in June, due to the drop in
equipment goods, after the sharp increase reconddee previous month, partially offset by the
rebound in intermediate goods and the lower dropnergy. On the other hand, consumer goods
maintained the growth rate at 2.8%.

The Turnover Index in Industry (ICNI), with calemdadjusted data recovered in July. It
went from registering a y-o-y decrease of 0.8%rtagslightly (0.1%), mainly due to the lower
drop in energy and, to a lesser extent, the aateder of consumer goods. On the other hand,
equipment and intermediate goods registered rdté68o and -2.5%, respectively, identical to
the ones registered in the previous month.
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Table 2.6 Activity and Production Indicators
Year-on-year change or balances in %

2018 2019 L atest
INDICATORS 2018 2019(1) 11 1V | I 1@ gata

Composite Activity Indicator (2) 25 23 2.4 2.3 2.4 2.3 - Q.19
Electric power consumption (3) 0.3 -3.0 1.6 21 21 -25 -43 Sep.19
Non energy imports (vol.) 1.1 09 -0.8 -0.8 2.2 -0.9 2.7 Jul.l9
Economic Sentiment Indicator (90-18=100) 108.0105.2 106.7 106.4 105.2 104.8 105.6 Sep.19
Large Firms Sales (4) 3.0 22 3.0 2.4 2.7 1.9 1.9 Jul.l9
Large Firms Sales. Domestic (4) 27 20 2.9 2.4 2.6 1.6 1.5 Jul.l9
Industry

Composite Industry Indicador (2) 24 15 2.2 1.7 1.6 15 - Q.19
IPI calendar adjusted 03 1.0 0.3 -28 -0.1 1.7 1.5 Aug.19
Large Firms Sales. Industry (4) 15 16 1.8 1.2 2.8 0.6 1.0 Jul.l9
Industry goods Exports (vol.) -2.7 -1.3 -5.0 -40 -6.2 1.9 4.1 Jul.1l9
Employment (LFS) 2.3 14 21 -0.1 1.2 15 - Q.19
Social Security covered workers (5) 27 15 2.6 2.2 1.8 15 1.3 Sep.19
Industry confidence indicator (balances) -0.1 -35 -2.6 -19 -38 -46 -2.0 Sep.19
Industry capacity utilization % 79.5 80.7 793 786 80.8 804 80.8 Q.ll.19
Construction

Composite Construction Indicator (2) 41 21 3.3 3.5 2.3 1.9 - Q.19
Production in Construction Index (ca) 2.3 -09 -1.0 42 -41 1.0 2.7 Jul.l9
Large Firms Sales.Construction (4) 32 22 4.6 1.0 2.8 0.8 5.0 Jul.19
Employment (LFS) 8.3 8.1 7.4 119 112 5.0 - Q.19
Social Security covered workers (5) 6.7 538 7.0 6.5 7.0 5.9 4.4 Sep.19
Official bidding (at current prices) -14.6 44.0 -8.1 -424 1.0 1558 94.7 Jul.l9
Floorage approvals: total 239 7.7 270 183 114 5.5 5.2 Jul.19
Floorage approvals: housing 245 6.2 327 233 110 6.8 -4.8 Jul.l9
Construction confidence indicator (balances) -4.6 -5.3 -8.3 -1.6 -0.6 -7.8 -7.4 Sep.19
Mortgages. Amount borrowed 134 123 151 188 23.0 1.2 16.2 Jul.l9
Housing Prices 6.7 6.0 7.2 6.6 6.8 5.3 - Q.19
Services

Composite Services Indicator (2) 3.1 30 2.8 3.2 3.2 2.8 - Q.19
Large Firms Sales. Services (4) 31 24 3.0 2.6 2.6 2.2 2.3 Jul.l9
Railway passengers 33 18 34 4.5 2.8 1.0 1.5 Aug.19
Railway traffic goods (Tm per km) 43 14 -1.9 -1.2  -05 2.8 2.2 Aug.19
Air traffic passengers 58 5.1 3.7 7.0 6.0 5.5 3.7 Aug.19
Hotel overnight stays 02 15 -1.1 22 -05 29 1.3 Aug.19
Foreign tourists 1.1 15 -2.2 5.7 3.7 23 -09 Aug.19
Employment (LFS) 25 2.8 24 3.0 3.0 25 - Q.19
Social Security covered workers (5) 3.1 29 2.9 3.0 29 3.0 2.8 Sep.19
Services confidence indicator (balances) 21.714.8 216 180 155 148 142 Sep.19
Retail trade confidence indicator (balances) 10.7 5.9 104 10.3 7.7 5.8 4.3 Sep.19

(1) Available period data. (2) Adjusted for seasonalerdar and outliers effect§3) Adjusted for calendar a
temperature effects. (4) Calendar adjusted, deflabel fixed sample. (5) Total system. Monthly agera
Sources: SGCPE (MECE), REE, DA, CE, AEAT, INE, MTM&irostat, MFOM, RENFE and AENA.
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With regards to the most recent qualitative indicabf the industry sector, the confidence
indicator in the industry edged downwards in Sepmreaching a net balance of -4.6 points, 6.2
points lower than in August, closing the third gaamwith an improvement of 2.6 points, up to a
net balance of -ZThe manufacturing industry PMI for Spain reached’4ii September, a level
that was more than one point lower than the previmonth and below the 50 threshold, for the
fourth consecutive month, indicating a contractionhe sector. Likewise, the growth rate in the
number of Social Security covered workers in thdusiry moderated one tenth in September, to
1.3% y-0-y, mainly due to the manufacturing sector.

Leading indicators point to a lower dynamism of tkkenstruction activity dynamism

Leading indicators point to a lower dynamism in tmnstruction activity, especialin
the residential construction segment, considerirgg ftoorage approvals for new construction,
according to construction new permits, which insezhby 7.7% in the period between January
and July, with a rate of 6.2% in the residentiahponent, in comparison to the 13.4% recorded
by the non-residential component. These rateslaresa 20 and 16 points lower, respectively, to
those of the same period of 2018.

G 2.7 GVA INDUSTRY G 2.8 GVA SERVICES
y-on-y growth rate in % y-on-year growth rate in %
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On the other hand, the Production Index in the @uooson Industry (PICI), with
deflated and calendar adjusted data, acceleraepboints in July, up to 2.7% y-0-y. This greater
dynamism was due to the acceleration of the bugldsomponent, 4.8 points, up to 5.7%,
partially offset by the fall in civil works, of 12%, after the stability seen in the previous month.
Thus, in the first seven months of the year, thélPécorded an average annual drop of 0.9%,
compared to the 2.3% increase recorded in 2018vdmke.

On the other hand, the confidence indicator indbetor shows less favourable signs in
September, registering a fall of almost two pointSeptember compared to the previous month,
reaching a balance of -10.3 points, according éoddta provided by the European Commission.
Likewise, the growth rate of the number of Sociat&ity covered workers in the construction
sector moderated two tenths in September, to 4.1%.
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Activity indicators in the services sector show miksignals

Among the activity quantitative indicators in thensces sector, the Services Sector
Turnover Index, with calendar adjusted data, maieththe y-o-y growth rate in July at 4%, a
3.5% increase corresponding to the trade sectordaBfb to other services (2.9% and 5.9%,
respectively, in June).

Among the most recent qualitative indicators, tett@ide confidence fell in September
compared to the previous month (3.9 points, vethas6.1 points recorded in August), while
service confidence remains unchanged at 14.4 pointghe period between January and
September, both activities lost momentum compaueitié same period of the previous year. In
the same vein, the services activity PMI reache® %3 September, one-point lower than the
previous month, as a result of the smaller growtistered by new orders and sales in the sector.
However, the third quarter of 2019 closed with amrage services PMI level of 53.5, three
tenths higher than the previous quarter. On therofiand, the growth rate of the number of
Social Security covered workers in the servicesosemoderated one tenth in September, to
2.7%.

The tourist inflow and tourist spending in the ped between January and August increased

More than 10.1 million tourists visited Spain ingust, 0.5% less than in the same month
of 2018. This figure represents a moderation dhteignths in the rate of decline compared to the
previous month, and total expenditure by touristyeased by 2.7% y-o0-y, seven tenths more
than in the previous month. In cumulative terms the first eight months of the year,
international tourist inflow grew by 1.5% compatedthe same period of the previous year, the
period between January and August closing withoayyincrease of 3.2%.

3.- PRICES

The Spanish economy prices, measured by the GD&alefaccelerated six tenths in the
second quarter of 2019, up to 1.8%, due to thetgréacrease in the domestic demand deflator
and the lower fall in the terms of trade. From iteome point of view, the higher growth of the
GDP deflator is explained by the acceleration ahbousiness margins and unit labour costs.
With regard to consumer prices, the most recera sladw a moderation in the rate of growth of
the Consumer Price Index (CPI) in the third quar@inly due to the evolution of energy prices.

The GDP deflator grows by 1.8% in the second quadgthe year

The Spanish economy prices, measured by the GDkcitrgeflator, rose by 1.8% y-o0-y
in the second quarter of 2019, a rate six tentgsedrithan in the previous quarter and the highest
since late 2008, as a result of the higher domeésticand deflator growth and the smaller fall in
the terms of trade.

The domestic demand deflator rose by 2.6% y-o-thensecond quarter of 2019, a rate
three tenths higher than in the previous periodinipalue to the acceleration of the private
consumption deflator, by half a point, up to 1.8%r its part, the terms of trade moderated the
fall rate in the second quarter of 2019 by almast point, to -2.2% y-0-y, as a result of the
increase in the export deflator (0.8%, after tladisisation registered in the previous quarter).

Business margins, measured by the gross operatips and mixed income per product
unit, whose reduction in the previous four quartemhtributed to contain price increases,
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rebounded by 1.2% in the third quarter (-0.6% i threvious quarter). The continued
acceleration of unit labour costs (ULC) was addethts, as it rose by 2.8%, three tenths more
than in the previous quarter.
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Table 3.1Priceindicators

(% y-o0-y change)

Annual data Quarterly data
2017 2018 2019 (1) 18-1 18-l 18-l 18-V 19-1 94l
Deflators (QNA-CNTR)
GDP deflata 14 1.1 1.t 1.2 1.C 0.¢ 1.2 1.2 1.8
National demand deflat 1.€ 1.€ 2.t 1.2 1.2 1. 2.2 2.2 2.€
Private consumption defla 16 1kt 1.€ 1.2 1.C 1. 1.7 1.2 1.8
Public consumption deflat 0.€ 1.€ 2.8 0.¢ 1.4 1.€ 2.1 2.€ 2.6
GFCF deflatc 2.2 2.2 4.8 1.¢c 1.7 1.4 4.2 4.¢ 4.¢
Export deflata 2.€ 1.1 0.4 0.4 0.t 2.C 14 0.C 0.6
Import deflato 3.4 2.7 3.1 0.4 1.1 4.¢ 4.€ 3.1 3.1
Annual data Monthly data
2017 2018 2019 (1) 19-may 19-jun 19-jul 19-aug -sé&p
Consumer Price Index (IPC)

Genere 2.C 1.7 0.6 0.6 04 0.t 0.2 0.1
Energy produc 8.C 6.1 -0.1 1.2 -2.€ -24 -4.5 -6.€
Fuels and lubrican 7.2 7.8 1.€ 34 -1.2 -0.2 -1.C -1.¢
Electricity 9.7 2.t -4.E -4.¢ -7.€ -7.1 -12.7 -17.1
Unprocessed foc 2.€ 3.1 1.7 1.C 0.€ 1.€ 1.t 1.2
Fresh frui 0.c 7. -2.€ -6.C -7.4 -5.C -7.2 -4.€
Fresh vegetabl 74 -0.1 8.C 4. 7.1 9.6 114 7.2
Core 1.1 0.c 0.6 0.7 0.c 0.c 0.c 1.C
Processed foc 0.7 1.C 0.4 .2 0.4 .E 0.€ 0.€
Non-energy industrial gooi 0.2 0.C 0.2 0.2 0.2 2 0.4 0.4
Service 1.€ 1.t 1.4 1.z 1.4 14 14 1kt
Package holida 7.C -0.2 -1.7 -4.4 -0.2 -0.€ 0.7 1.€
Passenger transport by 3.€ -1.€ -4.2 -10.1 -4.2 -4.1 -2.C 6.5
Restauran 1kt 1.€ 1.¢ 2.C 2.C 1.¢c 1.¢c 1.¢c
Rentals for housir 0.4 1.2 1.€ 1.€ 1.€ 1.€ 1.€ 1.t

Dif. HICP Spain-euro area (2)
Overall inflation differentie 0.t -0.1 -0.4 -0.2 -0.7 -0.4 -0.€ -0.7
Core inflation differentia 0.C -0.2 -0.1 0.C - -0.1 0.C -0.1

(1) Average of available period.
(2) HICP: Harmonised Index of Consumer Prices.H-estimate for September Euro Area HIPC
Source: INE (CNTR and IPC) and Eurostat (HICP).
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The CPI growth rate moderates by two tenths in Sepber, to 0.1%, mainly due to the decrease
in energy prices

Consumer prices, measured by the CPI annual ratelerated the growth rate in
September by two tenths, to 0.1%, mainly due tognearticularly electricity prices, whose fall
rate intensified more than four points, down to.1%%, partly influenced by a base effect
associated with the increase recorded in Septer2Bd8. The moderation of electricity
generation cost during the same month of this gisar contributed to this fall.

Core inflation, which excludes the most volatilereénts from the CPI (non-processed
food and energy products), rose one tenth in Sdpenup to 1% y-o0-y. By components, the
growth rate of services prices rose one tenthpup5%, mainly driven by passenger air transport
prices, while those for processed food and nonegnardustrial goods remained at 0.6% and
0.4%, respectively.

G 3.3 HEADLINE INFLATION G 3.4 CORE INFLATION
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Source: own elaboration from INE. Source: own elaboration from INE.
The inflation differential favourable to Spain witliespect to the Eurozone widens

In harmonised terms, the y-o-y rate of the CPIpai8 also fell two tenths in September
compared to the previous month, down to 0.2%, whilation in the Eurozone, according to the
flash estimate published by Eurostat, reached 0rBfte same period, resulting in a favourable
differential to Spain of 0.7 percentage points, tameh higher than in the previous month.

Industrial prices intensify their fall rate in Augst due to the energy component

The Producer Price Index (PPI) increased the phgeoey decline in August, 1.8 points,
to -2.5%, mainly due to oil refining (-13%, compar® the 3.4% drop recorded in July) and
production, transport and distribution of electsicprices items (-8.3%, a fall 4.3 points more
intense than the one recorded in the previous month

The non-energy PPI, which has been registering i@ siowdown trend since the
beginning of 2017, stabilised in August after thighs rise registered in July (0.2%), due to the
fall in intermediate goods prices (-0.8%, a drop tenths higher than the previous month, mainly
driven by the higher decline recorded by the chamiodustry) and, to a lesser extent, the
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slowdown in consumer goods prices, one tenth t#%0¥he y-0-y rate of equipment goods prices
remained at 1.1%.
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4.- LABOUR MARKET

With regards to the labour market, the figureshefitabour Force Survey (LFS), the QNA
and Social Security covered workers show that thegss of significant job creation continued in
the second quarter of 2019, although at more moeleedes than in previous quarters. With
regard to wages, compensation per employee extehdddend of progressive acceleration in the
second quarter of the year, slightly above theayeincrease agreed in collective bargaining for

2019 as a whole.

G 4.1 EMPLOYMENT INDICATORS G 4.2 FTE EMPLOYMENT, BY SECTOR
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A remarkable job creation continues

According to QNA figures, employment rose by 2.5%-y in the second quarter of 2019
in terms of full-time equivalent employment, witeasonally and calendar adjusted data, two
tenths less than in the previous quarter. By brasclkemployment was created in the main
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non-agricultural branches, with rates of 2.7% inviees, one tenth higher than in the first
quarter, 1.4% in industry, compared to the 1% teggsl in the previous quarter, and 5% in
construction, a rate more than five points lowenpared to the figure recorded in the previous
period.

In terms of employed people of the QNA, employmgréw by 2.2% in the second
quarter of 2019, a rate three tenths lower thahenprevious quarter and similar to that of LFS
employment (2.4%, eight tenths less than in theipus period), while Social Security covered
workers, excluding non-professional caregivers, sehaegistrations accelerated after their
contributions were financed again by the Sociau8cas of April 2019, grew at a significantly
higher rate in the same period, 2.7% (2.9% in teeipus quarter).

Table 4.1 abour market indicators

Annual data Quarterly data
Change Y-0-y change Level
(%) (%) (Thousands) (Thousands)
2018 2019 (1) 19-1 19-1 19-11 19-11 19-11
ONA-CNTR (2)
Employment 2.2 24 25 22 - 437.6 20201.5
Hours actually worked 2.6 1.9 25 1.3 - 111120.0 8513905.7
Full-time equivalent employment 25 2.6 2.7 25 - 446.5 18325.3
Agriculture 0.0 -1.0 -0.4 -1.6 - -11.7 715.8
Industry 19 12 1.0 14 - 29.5 21445
Construction 8.2 7.6 10.2 5.0 - 60.6 1260.8
Services 2.3 2.6 2.6 2.7 - 368.1 14204.2
Employees 2.7 2.7 2.9 24 - 414.2 17384.2
EPA
Employment 2.7 2.8 3.2 2.4 - 460.8 19804.9
Full-time 3.1 2.8 3.2 25 - 409.1 16853.4
Part-time 0.4 24 3.1 18 - 51.8 29515
Part-time rate (3) -0.3 -0.1 0.0 -0.1 - - 14.9
Actual hours worked per worker 0.7 -11 0.0 21 - -0.8 36.6
Employees 33 31 3.6 2.7 - 431.0 16688.3
Permanent 3.1 3.6 3.9 3.3 - 388.2 12288.5
Temporary 3.8 1.8 2.7 1.0 - 42.8 4399.8
Temporary employment rate (3) 0.1 -0.3 -0.2-04 - - 26.4
Unemployment -11.2 -9.6 -11.6 -7.4 - -259.5 (383
Unemployment rate (3) -2.0 -1.7 -2.0 -1.3 - - 14.0
Active population 0.3 0.8 0.7 0.9 - 201.3 23835
Activity rate (3) -0.2 -0.1 -0.1 -0.1 - - 58.7
Social Security covered workers
Total 31 2.7 2.9 2.8 25 529.7 19396.7
Excl. non-professional caregivers (4) 3.1 2.7 29 27 2.3 516.2 19375.3
Reqister ed unemployment
Total -6.5 -4.7 -5.2 -5.0 -3.8 -163.8 3086.2
Monthly data
Y-0-y change Level
(%) (Thousand: (Thousands)
19-may 19-jun 19-jul  19-aug 19-sep 19-sep 49-s
Social Security covered workers
Total 2.8 2.7 2.€ 2.E 24 460.5 19323.!
Excl. nor-prcfessional caregivers ( 2.7 2.€ 24 24 2.2 422.7 19277.¢
Reqister ed unemployment
Total -5.2 -4.€ -3.¢ -3.7 -3.8 -122.¢ 3079.

(1) Average of available period.

(2) Seasonally and calendar adjusted data.

(3) Y-0-y change in percentage points.

(4) Register of non-professional caregivers is ipighkup since April 2019, when their social conttibns became eligible for public
funding.

Sources: INE (CNTR and EPA) and MTMS (Social Segwmnd SEPE).
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Social Security covered workers grow by 2.5% y-o-the third quarter

According to the latest labour market informati@®gcial Security covered workers
moderated the rate of job creation three tenththenthird quarter of 2019, to 2.5%, and four
tenths excluding non-professional caregivers, 8@.an evolution to which all branches of
activity have contributed, where services shouldnbéed (2.5%, excluding non-professional
caregivers, four tenths less than in the secondteiaBy sectors, Social Security covered
workers slowed down four tenths in the third qualieh in the private (2.2%) and public (3.5%)

sectors.
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The dynamism of Social Security covered workerstiooed to be reflected in the
registered unemployment reduction process, whidorded a decrease of 3.8% in the third
quarter of 2019 (-5% in the second quarter), du@éamnoderation of the fall rate in all branches,
partially offset by the intensification of the drogte in the group without previous employment.
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Compensation per employee rises by 2.4% in the sécparter of 2019

Compensation per employee, estimated by the QNg& othe second quarter of 2019 by
2.4% y-0-y, half a point more than in the previaqusrter and the highest rate since mid-2010,
after the figure recorded in the fourth quarter26i.3, the latter affected by the suspension of
bonus pay to civil servants in the same periodhef previous year. The increase observed in
compensation per employee is thus above the agvagd increase in collective bargaining for
the year as a whole (2.3% with data up to Septer@204©, published by the Ministry of
Employment, Migrations and Social Security).

For its part, apparent labour productivity fell By5% y-o-y (-0.6% in the previous
quarter), as a result of full-time equivalent enyph@nt growth (2.5%) higher than that of GDP
(2%).

As a result of the higher growth of compensation gaployee and the lower fall of
productivity, the growth rate in unit labour co$t$LC) rebounded three tenths, up to 2.8%
y-0-y.

Table 4.2Nage indicators

Y-0-y (%)
Annual data Quarterly data
2017 2018 2019 (1) 18-l 18-IvV 19-1 19-11 19-11l
ONA-CNTR (2) (3)
Compensation per employee 0.7 1.0 21 1.3 1.3 19 24
Sectors Agriculture 1.2 -0.6 -0.7 -0.3 -0.7 -0.2 -1.1
Industry 12 0.5 11 0.9 0.1 1.2 11
Construction -1.2 1.0 0.9 1.7 0.9 -0.4 2.2
Services 0.8 1.2 24 14 17 2.3 2.6
Deflated by GDP -0.7 -0.1 0.6 0.4 0.0 0.7 0.5
private consumption -0.9 -0.4 0.6 -0.6 -0.4 0.6 50.
Unit labour cost 0.7 1.2 2.7 15 1.9 25 2.8
Sectors Agriculture 7.3 -6.1 0.6 -3.9 -7.2 -0.6 2.0
Industry 12 2.8 2.6 2.6 2.0 3.0 2.2
Construction 0.0 34 2.6 3.3 52 3.1 2.1
Services 0.4 0.8 2.2 11 15 1.9 25
Compensation per employee hour 1.2 0.8 2.6 0.9 13 1.9 34
ETCL (2)
Labour cost per worker 0.2 1.0 2.2 15 1.1 2.0 2.4 -
Labour cost per hour worked 0.0 14 2.7 24 15 4 2. 31 -
Collective agreements
Agreed wage rise (4) 1.4 1.7 2.3 1.7 1.7 2.2 22 23

(1) Average of available period.

(2) Seasonally and calendar adjusted data.

(3) In full-time equivalent terms, except for thempensation per employee hour.

(4) Agreements with effects in the year, with imfation until last day of the period.

Sources: own elaboration from INE (CNTR and ETC) MTMS (Estadistica de Convenios Colectivos).

The agreed wage increase in collective bargainitgngls at 2.3% for 2019

According to the Collective Agreements Statistiggjblished by the Ministry of
Employment, Migrations and Social Security, therage agreed wage rise stood at 2.3% for
2019, for workers covered by collective agreemeatgstered up to September this year (8.6
million, equivalent to 52.1% of the total 16.5 nafi employees according to the LFS in the first
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half of 2019). This rise is six tenths higher ththat of 2018 (1.7% in collective agreements
registered up to December 2018).

Among the agreements signed in 2019 (the rest gmeements effective in 2019, but
signed in previous years), which affect 16.4% ofkeos covered by collective agreements, the
wage increase stands at 3.5% mainly due to agrasmmgmed at levels higher than companies
(3.6%, compared to the 2.7% increase agreed incoewpany agreements).

5.- PUBLIC SECTOR

The Ministry of Finance revised the non-financipemtions of the General Government
since 1995 in the framework of the regular extra@y review, which was introduced in the
National Accounts in September 20Ikhe revision of the deficit level is mainly due tioe
change in the way of recording taxes and socialrittions. Until now, the recording was made
based on the returns and settlements of each tiypexoregistering a capital transfer for the
amount of declared revenue that is expected nbetoollected. With the new methodology, the
recording of taxes and social contributions willdmne using the revenue (cash) results provided
by the State Tax Administration Agency, carryind aworrection in their temporary allocation
to assign them at the time when the activity thahegated the tax obligation took place.
Likewise, the deficit ratios on GDP were affectgdtbe downward revision of nominal GDP.
The revision worsened the deficit ratios on GDPtlf@r period between 2008 and 2012 by one to
three tenths (higher deficit) and improved thattlué period between 2014 and 2017 (lower
deficit) by one to two tenths.

On 30" September, the Ministry of Finance published tratadof non-financial
transactions of the General Government, in termNaifonal Accounts of the second quarter of
2019, as well as the non-financial transactionstlef Central Government, the Regional
Governments and the Social Security Funds, withsalicated data and in terms of National
Accounts, corresponding to July this year. The Btmyi published as well the non-financial
operations of the State, in terms of both Natighatounts and Cash, corresponding to August.
The Ministry of Finance revised the accounts of ttwm-financial operations of the General
Government since 1995, in the framework of the la@gwextraordinary review that was
introduced in the national accounts, following Estab’'s recommendations.

Likewise, the Ministry of Employment, Migrations @&rSocial Security published the
budget outturn data of the Social Security, in ®rof recognised rights and obligations,
corresponding to August.

On the other hand, the Bank of Spain (BoS) pubtithe General Government Debt data,
following the Excessive Deficit Procedure (EDP) huetology, for the second quarter of 2019 as
well as those corresponding to July 2019 and tHat Data for the State, corresponding to August.

The primary public deficit reaches 1.01% of GDPtime second quarter of 2019

In the second quarter of 2019, the General Govenhreector registered a deficit, in
terms of National Accounts, of 2.14% of GDP (€ 2Billion), including the support provided to
financial institutions. In the same period of threpous year, the deficit stood at 1.88% of GDP,
0.26 p.p. belowThis deficit increase is explained by an increasenon-financial resources
(4.0%) lower than in non-financial uses (5.3%). Amgahe resources, the growth of social
contributions (8.0%, the highest rate in a firstf lsince 2008) and current taxes on income,
wealth, etc. (3.4%) stand out. Among the expentes progress of social benefits other than
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transfers in kind (7.7%), the compensation of erygpds (6.5%) and the higher contribution to
the EU based on VAT and GNI resources (15.1%) shbel noted. If the net balance of the
support provided to financial institutions (€ 58llmn) is excluded, the General Government
deficit in the second quarter remains at 2.14% DPG€ 26.8 billion), compared to the 1.89%
registered in the second quarter of 2018.

Table 5.1Balance (*) of General Government (GG) non-financial transactions
Data accumulated by the end of the period as ¥ G

Change
Q2 2019 Q2 2018 (pp)
National Accounts
TOTAL GG CONSOLIDATED -2.14 -1.88 -0.26
Central Government -0.91 -0.75 -0.16
Regional Government -0.65 -0.65 0.00
L ocal Government -0.03 0.00 -0.03
Social Security Funds -0.55 -0.49 -0.06
2019 2018 Change
July July (pp)
National Accounts
(cZoGngﬁl(;J;igdg) L ocal Gover nment 202 193 -0.09
Central Government -1.30 -1.61 0.31
Regional Gover nment -0.25 0.00 -0.25
Social Security Funds -0.47 -0.32 -0.15
2019 2018 Change
August August (pp)
STATE
National Accounts -1.20 -1.55 0.35
Cash (1) -0.66 -0.99 0.33
SOCIAL SECURITY
Budget Outturn (2) -0.56 -0.41 -0.15

(*) Including the net balance of support providedihancial institutions. (1) Includes cash infloasd outflows fron
budgetary transactions (of both the current exeraigl closed exercises) as well as from ebdidgetary transactior
(2) Budget outturn in terms of recognised rightd ahligations.

Source: IGAE (Ministerio de Hacienda) and Ministedle Trabajo, Migraciones y Seguridad Social.

Excluding the effect of interest expenditure acdr(@ 14.1 billion), a primary deficit of
€ 12.6 billion is obtained in the second quarteths year for the total General Government,
equal to 1.01% of GDP, 0.33 p.p. higher when coexbdo the figure recorded in the same
period of the previous year.

All subsectors worsened their balance in GDP peagencompared to the first half of
2018, except for the Regional Governments, whichntamed it. By subsectors, the y-o-y
increase of 0.26 percentage points in the publiccideatio on GDP in the second quarter is
mainly explained by the greater deficit of the CahGovernment (it increases by 0.16 p.p.) and,
to a lesser extent, by the growth in the deficithef Social Security Funds (it grows by 0.6 p.p. of
GDP) and the worsening of the balance of Local &ajons (which goes from 0.00% to -0.03%
of GDP).
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The General Government deficit excluding Local Gomments reaches 2.02% of GDP up to
July

On a consolidated basis, the Central Governmert,Régional Governments and the
Social Security Funds recorded up to July 2019fitlen terms of National Accounts of € 25.2
billion, equivalent to 2.02% of GDP, which implias increase of 0.09 p.p. compared to the same
period of the previous year (1.93% of GDP). In tine& months of this year, some expenditure
were recorded without equivalence in the same geoiothe previous year, in particular the
higher increase in wages and the rise in pensiwhese revaluations last year were accounted
for in subsequent months, after the approval ofDhaft State Budget for 2018. This effect is
expected to be mitigated in the second half ofyds&. Excluding the net balance of support to
financial institutions, the deficit remains at 202n 2019 up to July and it is one hundredth
higher in 2018.

Table 5.2Total General Gover nment
Non-financial transactions in terms of national acts. Quarterly data
Accumulated data in millions €, y-o-y growth ando¥%GDP

Second quarter o % of GDP
2018 2019 g)r/owi/h 2018 2019
1. NON-FINANCIAL REVENUE 219,971 228746 4.0 1830 18.32
Taxes 126,243 129,103 2.3 1050 10.34
* Taxes on production and imports 73,628 74,922 8 1. 6.12 6.00
* Current taxes on income, wealth, etc. 49,822 533, 34 4.14 4.13
* Capital taxes 2,793 2,648 -52 0.23 0.21
Social contributions 73,675 79,545 8.0 6.13 6.37
Transfers within general government - - - - -
Other revenue 20,053 20,098 0.2 1.67 1.61
2. NON-FINANCIAL EXPENDITURE 242586 255457 5.3 20.18 20.46
Intermediate consumption 30,307 31,103 26 252 2.49
Compensation of employees 61,623 65,611 6.5 5.13 5.25
Interest 14,452 14,117 -2.3 1.20 1.13
Subsidies 5,165 5,212 0.9 0.43 0.42
Social benefits other than social transfers imkin 90,850 97,805 7.7 7.56 7.83
Social transfers in kind: market production pussgthby
general government 14,670 15,255 4.0 1.22 1.22
Gross fixed capital formation 12,813 12,639 -14 1.07 1.01
Transfers within general government - - - - -
Other expenditure 12,706 13,715 7.9 1.06 1.10
3.NET LENDING (+) NET BORROWING (-) (1-2) -22,615 -26711 181 -1.88  -2.14

Source: IGAE. Ministerio de Hacienda.

The primary deficit of General Government withowtchl Corporations registered up to
July was € 8.9 billion (0.71% of GDP), in comparido the figure recorded a year earlier (€ 6.4
billion, 0.53% of GDP).

The slight growth in the General Government comsdéd deficit, excluding Local
Governments, is explained by an increase in ressu(4.6% y-o0-y) slightly lower than that
registered by uses (4.9%).
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On the revenue side, tax collection increased Wyo3y-o0-y up to July. Taxes on
production and imports grew by 2.3%, largely du®& £, whose revenues increased by 3.4% in
the territory subject to the Common Fiscal Regif@e.the other hand, the Tax on the Value of
the Production of Electric Energy collected by 8tate went from contributing € 719 million up
to July 2018 to registering a net amount of € liomlin the same period of this year, due to the
measures approved in RDL 15/2018.

Revenue derived from current taxes on income andltiveose by 4.5%, due to the
Personal Income Tax, whose collection grew by 11.i®the State, and by 3.3%, in the
Regional Governments. On the other hand, the Catpdncome Tax collection fell by 3.4%.
The rise in revenues from the first instalment pagh{(3.2%) was not enough to offset the effect
due to a refund to a single company, for an amsligiitly exceeding € 700 million, and the late
presentation of a tax declaration for the finang@hr 2016, in January 2018, for an amount
slightly exceeding € 300 million. Revenues from NResidents Income Tax decreased by
23.3%, mainly due to the rise in reimbursement€ @57 million and by a high value record
registered the previous year.

Table 5.3General Government excluding L ocal Gover nment sub-sector
Non-financial transactions in terms of national acts. Monthly data
Accumulated data in millions €, y-0-y growth ando¥%GDP

July % of GDP
y-oy
2018 2019  growth 2018 2019
1. NON-FINANCIAL REVENUE 240,749 251,843 4.6 20.03 20.17
Taxes 129,854 133,938 3.1 10.80 10.73
* Taxes on production and imports 68,006 69,588 3 2. 5.66 5.57
* Current taxes on income, wealth, etc. 60,066 752, 4.5 5.00 5.03
* Capital taxes 1,782 1591 -10.7 0.15 0.13
Social contributions 86,032 92,465 7.5 7.16 7.40
Transfers within general government 6,579 6,849 1 4. 0.55 0.55
Other revenue 18,284 18,591 1.7 1.52 1.49
2. NON-FINANCIAL EXPENDITURE 263,984 277,033 4.9 2196 22.18
Intermediate consumption 22,979 23,628 28 191 1.89
Compensation of employees 58,291 61,869 6.1 4.85 4.95
Interest 16,881 16,306 -3.4 1.40 1.31
Subsidies 5,422 5,635 3.9 0.45 0.45
Social benefits other than social transfers imkin 105,064 111,991 6.6 8.74 8.97
Social transfers in kind: market production pusgthby
general government 16,838 17,630 4.7 1.40 1.41
Gross capital formation 10,922 10,552 -3.4 0.91 0.84
Transfers within general government 14,211 14,8874.8 1.18 1.19
Other expenditure 13,376 14,535 8.7 1.11 1.16
3. NET LENDING (+) NET BORROWING (-) (1-2) -23,235 -25,190 8.4 -1.93  -2.02

Source: IGAE. Ministerio de Hacienda.

On the other hand, the General Government sociatribations excluding Local
Governments rose by 7.5% y-0-y up to July (in patér, those collected by the Social Security
Funds increased by 8.1%). This result has beeneinfied by the growth in Security covered
workers (2.8% y-0-y), as well as by several measapproved by RDL 28/2018, among which
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the rise of the minimum and maximum contributiorsdmin the general regime (22.3% and
7.0%, respectively) stands out.

On the expenditure side, the increase in sociatfiferother than transfers in kind (6.6%,
partly due to the increase in pensions appliedesiianuary 2019, following RDL 28/2018, which
is added to the rise applied since July 2018); taedcompensation of employees (6.1%, partly
due to the general wage increase of 2.25% sinceadgarthis year, which is added to the rise
applied since the entry into force of the 2018 GainState Budget, in July last year) should be
noted. The equalisation of wages between the SPateurity Forces and Corps with the
autonomous police bodies must be added to the ablokewise, the higher contribution to the
EU based on VAT and GNI resources, which incredsetl5.1% y-o-y, the increase in transfers
between General Government units (4.8%) and theetaxn on maternity and paternity benefit
(€ 885 million, up to July, without correspondencethe same period of 2018) should also be
mentioned. On the other hand, gross fixed capahation (-3.5%) and accrued interest (-3.4%)
decrease in y-0-y terms.

With regard to the balance of non-financial opewrai by subsectors, the Central
Government recorded up to July 2019 a deficit 80% of GDP, 0.31 p.p. lower compared to the
figure registered in the same period 2018. Thigedese is largely explained by the moderation of
the current transfers made to other subsectorgarnticular the Regional Government and Social
Security. The Regional Government recorded a deftanding at 0.25% of GDP, above by 0.25
p.p., the figure accumulated up to July last yaad the Social Security Funds registered a deficit
of 0.47% of GDP, a figure above by 0.15 p.p. in panson to the same period of 2018. Within
the Central Government, the State’s deficit de@eédsy 18.8% y-0-y, while the deficit of the
Other Central Government Bodies rose by 33%.

Regarding transfers between sub-sectors of the r@le@»vernment, the increase of
transfers from the Regional Governments to theeSth.7%, up to € 7.9 billion) and from the
State to the Regional Governments (1.6%, up to .8 #8lion), and the increase in advanced
payments of the State to the Local GovernmentshbyFinancing System (3.3%) and transfers
from the Regional Governments to the Local Govemmsé€13.7%) and the decrease in current
transfers from the State to the Social Securitydfu(10%), down to € 10.5 billion, must be
mentioned. Likewise, the increase of current trarssfrom the Social Security Funds to the
Regional Governments (148.6%), up to € 1.9 billdwme to an advance in resources related to the
financing of active employment policies should lo¢eal.

The State’s deficit falls by 19.6%, up to Augushdareaches 1.20% of GDP

Up to August 2019, the State registered a deficiigrms of National Accounts, equal to
1.20% of GDP, 0.35 p.p. lower compared to that péar earlier (1.55%). This deficit decrease
(-19.6%) is due to a rise in non-financial resoar@4%) higher than that of non-financial uses
(1.2%). In the first eight months of the year, B@te has registered a primary surplus of € 2
billion (0.16% of GDP), compared to the primaryidifof € 1.1 billion recorded in the same
period last year (-0.09% of GDP).

Within resources, taxes grew by 3.9% y-o-y. Curtarés on income and wealth grew by
5.4%: Personal Income Tax rose by 11.7% once the garesponding to the Regional
Governments was deducted, which rose by 8.6%, wénmenues from Corporate Income Tax fell
by 0.8%. On the other hand, taxes on productioniammbrts rose by 3.0%, driven by VAT,
which increased by 3.0%. Moreover, the transfecsived from other general government units,
which increased by 17.9%, mainly due to the 20fjdidiation of the Regional Governments
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Financing System, in favour of the State, while #36 settlement was favourable to the
Regional Governments, should be mentioned.

On the other hand, within uses, the increase irctimribution to the EU based on VAT
and GNI resources (14.1%); social benefits othen thocial transfers in kind (11.0%, driven by
pensions of the civil servants scheme, which rogé.6%); intermediate consumption (8.7%,
driven by the expenditure made to cover electaxrpkrses) and the compensation of employees
(6.2%) stand out. On the other hand, gross fixgutalaformation and accrued interest decreased
by 7.3% and 3.1%, respectively, and current trasdfe other General Government units fell by
0.7%, where the decrease in transfers to the S8eilrity Funds (-9.6%) and the moderation of
the growth rate of transfers to the Regional Govemits (0.9%) is significant. The rest of current
uses fell by 18.7%, mainly due to the decreaseuipsigies to products due to the lower
expenditure allocated to cover the costs of thetiebal system (-24.5%).

Table 5.4 State
Non-financial transactions in terms of national actds. Monthly data
Accumulated data in millions €, y-o-y growth ando¥%GDP

August % of GDP
y-oy
2018 2019  growth 2018 2019
1. NON-FINANCIAL REVENUE 123,520 128,916 4.4 10.27 10.32
Taxes 103,203 107,191 3.9 8.58 8.58
* Taxes on production and imports 63,262 65,143 0 3. 5.26 5.22
* Current taxes on income, wealth, etc. 39,830 940, 54 3.31 3.36
* Capital taxes 111 78 -29.7 0.01 0.01
Social contributions 4,819 4746 -15 0.40 0.38
Transfers within general government 8,238 9,714 917 0.69 0.78
Other revenue 7,260 7,265 0.1 0.60 0.58
2. NON-FINANCIAL EXPENDITURE 142,108 143,853 12 11.82 1152
Intermediate consumption 3,149 3,424 8.7 0.26 0.27
Compensation of employees 11,499 12,215 6.2 0.96 0.98
Interest 17,456 16,920 -3.1 145 1.35
Subsidies 2,770 2,245 -19.0 0.23 0.18
Social benefits other than social transfers imkin 10,985 12,194 11.0 0.91 0.98
Social transfers in kind: market production pusgthby
general government 238 285 19.7 0.02 0.02
VAT and GNI-based EU own resources 6,737 7,688 14.1 0.56 0.62
Transfers within general government 81,768 81,2170.7 6.80 6.50
Gross fixed capital formation 3,381 3,133 -7.3 0.28 0.25
Capital transfers within general government 1,1551,351 17.0 0.10 0.11
Other expenditure 2,970 3,181 7.1 0.25 0.25
3.NET LENDING (+) NET BORROWING (-) (1-2) 18,588  -14,937 -19.6 -155  -1.20

Source: IGAE. Ministerio de Hacienda.

In terms of Cash, the State recorded a deficit.66% of GDP up to August, below the
figure recorded in the same period of 2018 (0.99%P).

The borrowing requirement of the State up to Audektby 18.9% in comparison to the
same period of the previous year (€ 4.7 billiors)eseaching € 20.0 billion due to the lower cash
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deficit (€ 3.7 billion less), and, to a lesser ext¢o the decrease in the net variation of finahci
assets (€ 989 million less).

The borrowing requirement of the State up to Auguess higher that the cash deficit, due
to the net variation of financial assets by thaetahich was positive (€ 11.8 billion). It is whrt
noting the positive variation of loans (€ 8.3 loifl), mainly due to the loan granted to the Social
Security, and the current account at the Bank @irSg€ 7.7 billion), partially offset by the
negative variation of other net assets (€ -5.4omi)l

The Social Security deficit reaches 0.56% of GDP topAugust

The budget outturn of the Social Security, recordeteficit up to August 2019 of 0.56%
of GDP. This percentage is 0.15 p.p. above thedigecorded in the same period of 2018 (0.41%
of GDP). Revenues grew by 5.6% in y-0-y terms, afiby social contributions, which also rose
by 7.9%. On the other hand, expenses increasedbf, Where the pensions evolution should be
noted as they rose by 5.6% y-0-y. The rise in benfefr temporary disability (36.7%), from € 4.3
billion up to August 2018 to € 5.9 billion up to duwst 2019 should also be mentioned. This
growth is affected by the allocation in the firstagter of this year of the delegated payment of the
temporary disability of November and December 2(8.878.6 billion), as result of a change in
budget allocation criteria.

Table 5.5Social Security System Budget Outturn

Budget outturn in terms of recognized rights anligalions. Monthly data
Accumulated data in millions euros and y-o-y growth

2018 2019 % 2018 2019 %
December Budget Change August August Change
1. REVENUE 135,026 135253 0.2 91,808 96,936 5.6
Social Security contributions 114,999 114,916 -0.1 76,211 82,237 7.9
Current transfers 18,081 18,441 2.0 14,123 13,456 -4.7
of which: from the State 14,650 14,876 1.5 11,831 10,813 -8.6
Property income 273 228 -16.4 189 55 -70.9
Other revenuél) 1,673 1,667 -0.3 1,286 1,188 -7.6
2. EXPENDITURE 151,988 152,565 0.4 96,703 103,964 75
Pensions 130,783 129,495 -1.0 83,602 88,247 5.6
Contributory 121,297 119,791 -1.2 77,449 82,074 6.0
Non-contributory 9,486 9,704 2.3 6,153 6,173 0.3
Sickness benefits 7,491 7,980 65 4,337 5,928 36.7
Maternity benefits 2,388 2,559 7.2 1,543 1,689 9.5
Other benefits 2,058 2,197 6.7 1,515 1,598 55
Wages and salaries 2,254 2,394 6.2 1,408 1,452 3.1
Purchase of goods and services 1,393 1,542 10.7 855 870 1.8
Other revenué?) 5,620 6,398 13.8 3,444 4,179 214
3. BALANCE OF NON-FINANCIAL
TRANSACTIONS (1-2) -16,962 -17,312 21 -4894  -7,028 436
As % of GDP -1.4 -1.4 -0.41 -0.56

(1) Fees and other current revenues, disposalabfingestments and capital transfers, (2) Intepestments, re
investments, other current transfers and capéakfers.
Source: Tesoreria General de la Seguridad SodiaDaeccion General de Ordenacion de la SeguridaibE
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The General Government EDP Debt stands at € 1,21i6ilBon in the second quarter of the
year

According to the BoS, the General Government EDBtDeached a balance of € 1,210.9
billion at the end of the second quarter of 201fgare € 45 billion higher compared to the one
recorded a year earlier. Using the cumulative nai@®DP of the last four quarters up to the
second quarter of 2019, the General GovernmenttdeBDP ratio up to June this year stood at
98.9%, a figure three tenths higher compared t@tigerecorded in the same period of 2018.

By subsectors, the Central Government EDP Debhexh€ 1,075.5 billion in June 2019,
87.8% of GDP, a figure three tenths higher in camspa to that registered a year earlier. The
Social Security Administrations debt stood at €74dllion, 4% of GDP, one point more than in
the same period of the previous year. This incré&adee to the loans granted by the State to the
General Treasury of the Social Security. The Regji@overnment debt stood at € 300.6 billion
in June, 24.6% of GDP, two tenths lower than ingbeond quarter of 2018. Local Government
registered a debt of € 26.2 billion up to Juneresenting 2.1% of GDP, four tenths less in
comparison to a year earlier. The debt owned bye@diGovernment units, which is deducted to
obtain the General Government consolidated delduated to € 240.1 billion, 19.6% of GDP, a
ratio four tenths higher than the figure registeredhe second quarter of 2018. This item
includes, among others, the loans granted by thee $ other subsectors and the assets held by
the Social Security Reserve Fund. By instrumemtgiterm debt securities increased by € 52.2
billion in y-o-y terms, while short-term debt seities decreased by € 1.2 billion. The € 6.2
billion fall recorded by loans should also be pethbut, partly due to the early repayment of part
of the ESM loans.

Table 5.6General Government EDP Debt as % of GDP

Q2 2019 Q2 2018 Change (pp)
TOTAL General Government consolidated 98.9 98.6 0.3
Central Government 87.8 87.5 0.3
Regional Government 24.6 24.8 -0.2
Local Government 2.1 25 -0.4
Social Security Funds 4.0 3.0 1.0
Assets held by Government (consolidation)  19.6 19.2 0.4

Source: Banco de Espafia.

The General Government EDP Debt published by thes Beflects the regular
extraordinary review, which was introduced in Segier 2019 in the national accounts. The
changes affecting the debt level are mainly dudéaeallocation of indebtedness of the Sociedad
Estatal de Participaciones Industriales (Societptate Participations) (SEPI, as per its Spanish
abbreviation) for the 2015-2017 period and the assification of ENRESA in the General
Government sector for the years prior to 2017. I@ndther hand, the downward revision of the
nominal GDP undertaken by the INE led to an inadasthe EDP debt ratio in recent years. In
particular, in 2017 and 2018, the Debt to GDP rh#ie been revised upwards by half a point.

Taking into account the total deficit of the geng@avernment in the first half of the year
(€ 26.7 billion) and the increase in the EDP Debthe same period (€ 37.6 billion), a positive
flow stock adjustment results, reaching € 10.9duill
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According to the BoS, the General Government EDBtDeached € 1,197.8 billion at
the end of July, a figure € 13.1 billion lower caangd to June and € 35.1 billion higher
compared to a year earlier. It should be notedtthaimonthly balance has a volatile evolution
and is conditioned by the concentration of issuarinethe first months of the year (the debt
rises) and redemptions in January, April, July, d@et and November (the debt falls). A
reduction in debt securities and loans took placgduly compared to June, amounting to € 11.7
and € 1.4 billion, respectively.

By subsectors, the State and the Regional Govensnusiot rose compared to the same
month of the previous year, reaching € 1,052.3obiland € 299.5 billion, respectively, as well as
the Social Security Administration, which set theabt at € 49.9 billion. On the other hand, the
Local Corporations and the Other Central GovernrBelies continued reducing their debt in y-o0-y
terms, down to € 26.5 and € 29.2 billion, respe&tyiv

The debt held by the General Government units, kvisadeducted to obtain the General
Government consolidated debt, amounted to € 258i@ébwhich represents an increase of € 16.5
billion in comparison to a year earlier. This itémsludes the loans granted by the State to other
subsectors and the assets of the Social Securi#tgriRe Fund. Up to July this year, the State had
granted loans amounting to € 8.8 billion to the &ahTreasury of the Social Security.

By instrument, the long-term debt securities hanedased by € 41.1 billion compared to
a year earlier, while short-term debt securitiegehdecreased by € 1.7 billion. Likewise, the fall
of loans by € 4.5 billion should be noted, duehi® ¢arly amortisation of part of the ESM loan.

By the end of August, the State's EDP Debt rea€ne®55.3 billion, which represents an
increase of € 3.0 billion in comparison to a yeatier. One year earlier, the balance stood adZ215
billion.

In August, the balance of short-term debt secuwrifedl, amounting to € 1.9 billion in
comparison to the previous month, while the balasickong-term debt securities rose by € 4.9
billion. As counterpart, there was an increaseapasits of the Central Government in the BoS
reaching € 4.9 billion.

By instruments, € 923.3 billion of the balancela &nd of August correspond to long-
term debt securities (€ 40.0 billion more than aryago); € 64.6 billion with short-term debt
securities (€ 4.7 billion less); and the rest, £&6illion, with loans and deposits (€ 2.5 billiass
than in the same period of the previous year, dukd early repayment of part of the ESM loans).
Out of the balance at the end of August 2019, €rlllion correspond to debt in currencies other
than the euro.

By counterpart sectors, € 538 billion are asseld bg resident sectors (€ 7 billion less
than in the same month of 2018) and € 517.3 bilGorrespond to the rest of the world (€ 39.7
billion more than in August 2018). Out of the asdetld by residents, € 10.2 billion are held by
other General Government units (€ 4.3 billion léms a year ago).
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6.- BALANCE OF PAYMENTS

The Bank of Spain revises the net lending of theaBfsh economy upward, approximately by one
point of GDP in 2018

The Bank of Spain revised the series of the Balafi¢tayments and the Net International
Investment Position. This is a harmonised sta#@ktieview, not only between the countries of the
European Union, Eurostat and the European Cen@akBbut also between several statistical
domains of both the Bank of Spain and INE. Thelerding was revised upwards in recent years,
by 0.6% of GDP on average in the period betweer® 201 2018 (approximately 1% of GDP in
2018), mainly due to the higher tourist balance.

The Spanish economy generated net lending to thet off the world up to July

According to the Balance of Payments data, in #reop between January and July 2019
the Spanish economy generated net lending to gteoféhe world amounting to € 13.4 billion,
below the figure registered in the same periochefgdrevious year (€ 14.6 billion). This decrease
is explained by the current account balance, wikagalus went from registering € 13.2 billion in
cumulative terms between January and July 2018 1t.& billion in the same period of 2019,
partially offset by the capital account, whose &spose slightly. In turn, the current surplus
decrease is explained by the greater deficit ofptiv@ary and secondary income and, to a lesser
extent, the decrease of the surplus of goods anitss.

Trade of goods and services with the rest of thedvgenerated a surplus of € 20.3
billion up to July 2019, 1.1% lower compared to figeire recorded in the same period of 2018
as a result of an increase in exports (2%) lowan that of imports (2.3%).

The deficit of goods, according to Customs dataretesed in the first seven months of the
year by 3.6% y-0-y, due to the energy componengsetdeficit fell by 6.8%, partially offset by
the non-energy component, which increased its ildfic € 564 million. Using the unit value
indices of the Ministry of Economy and Businessyasening of 0.1% is observed in the terms
of trade in that period.

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

Million euro
January-July 2018 January-July 2019
Credit Debit Net Credit Debit Net
Current and capital accounts 292,277 277,690 14,585 297,615 284,221 13,397
Current account 290,148 276,996 13,151 295400 283,590 11,811
Goods and services 247,277 226,704 20,570 252,182 231,841 20,341
Tourism 38,742 11,310 27,432 40,134 12,597 27,537

Primary and secondary income 42,871 50,292  -7,421 43,2218 51,749  -8,530

Capital account 2,129 694 1,435 2,215 631 1,584

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

The balance of tourism services accumulated assiigll € 27.5 billion up to July 2019,
similar to the figure recorded in the same peribd@18 (€ 27.4 billion). Tourism revenues grew
by 3.6% y-0-y in the first seven months of the yeard payments by 11.4%. Foreign tourists’
expenditure, according to the Tourist Expenditunev8y (EGATUR), increased by 3.2% y-o0-y
up to August (2.6% in the same months of 2018)tandst arrivals grew by 1.5%, in comparison
to the stability registered in the first eight mobf the previous year.

G 6.1 CURRENT ACCOUNT BALANCE
12-month cumulated. Billion euros
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The deficit of primary and secondary income rises

The balance of primary and secondary income acateulila deficit of € 8.5 billion in the
first seven months of the year, 14.9% higher tlan tecorded in the same months of 2018, as a
result of an increase in revenues lower than thagagments (0.8% and 2.9%, respectively).

The disaggregated data of the financial flows whie European Union (EU), included in
the secondary income, show a balance of the netrduransfers received of € -1.1 billion (-731
million registered a year earlier) in the periodwrsen January and August 2019, with an increase
in revenues (17.0%) lower than that of payments5&{). With regards to revenues, public
transfers received from the European Social Fuimdec at promoting employment, rose by
90.2%, while in the transfers for the private sedtee subsidies received by farmers as refunds of
the Common Agricultural Policy rose by 6.3%. On pagments side, within public payments for
the EU, those related to the GNI Resource (30.5%) the Traditional Own Resources (2.5%)
and with the VAT Resource (0.6%) grew, althougbshibuld be noted that these payments are not
divided in the same way through all financial years

The capital balance surplus increases slightly

Up to July 2019, the capital balance generated@usiof € 1.6 billion, slightly higher in
comparison to the previous year, due to a risewemues (€ 86 million more) and a decrease in
payments (€ 63 million less). Capital transfergrfrthe European Union fell by 11.2% in the
period between January and August compared tathe period of the previous year, down to € 1.6
billion. Within revenues, quantitatively speakirige most important items were public transfers
from the structural funds of the EU Budget, aimeédndrastructure, rural development and
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environment. It should be noted that transfers ftbenCohesion Fund were not received in this
period (€ 173 million in the previous year), ané tievenues corresponding to the ERDF were
similar to those of the previous period (€ 1.5idil). However, it is important to note that these
revenues are very erratic, due to the multiannalre of many of the actions they finance.

Table 6.2Financial flowswith the European Union

Accumulated amounts

% y-0-y

Million euro change Million % y-0-y
euro change
2018 2019 2019 2018 2019 2019
1] 1l \% | 1l | | Il Jan-AugJan-Aug Jan-Aug
Net current transfers -1422  -2,238 -2,286 1,104  -950 -45.8 -332  -731 -1,121 53.3
- Revenue 970 698 946 5777 1,242 11.9 280 6,744 7,889 17.0
Refunds CAP 772 629 504 4,676 855 4910.8 5,805 6,169 6.3
ESF 163 20 301 1,049 350 59.0115.2 824 1,567 90.2
Other subsidies 35 49 140 51 36 20.8 2.9 115 152 33.0
- Payments 2392 2936 3232 4,673 2192 49.6 -8.3 7,475 9,009 205
VAT 385 384 370 630 299 14.0 -225 1,189 1,197 0.6
GNI 1,633 2,045 2,364 3,500 1,503 74.2 -8.0 4,975 6,491 30.5
Traditional Own 373 370 406 384 381 -0.8 1.9 999 1,024 25
Other 0 138 91 159 10 -8.9 - 312 297 -4.6
Capital transfers 194 1,222 702 1,005 478 -26.0 1464 1,745 1,550 -11.2
ERDF 191 1,196 672 924 475 -21.8148.9 1,543 1,458 -5.5
Cohesion Fund 0 0 0 0 0 -100.0 - 173 0 -100.0
Other 3 26 30 81 3 26615 -2.9 29 91 217.4

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

The financial account records a positive net balanc

In the first seven months of 2019, the financiatcamt recorded a positive net balance
(net variation in assets minus net variation ibiliaes) amounting to € 16.7 billion, higher than
a year earlier (€ 11.9 billion). Excluding the BamkSpain, a net balance of € 18.2 billion was
recorded up to July, below the net variation reged a year earlier (€ 31.1 billion). This result
includes positive balances (investments) in agsetiability transactions.

Investment in Spain from abroad decreases slightly,

Up to July 2019, the net variation in liabilitiegrgrated a balance of € 40.5 billion,
11.3% less than in the same period of the preweas The direct investment balance fell by € 43.8
billion, down to € 1.4 billion, which were mainlyhannelled toward the financial residential
sector. On the other hand, portfolio investmenoréed a balance of € 56.1 billion euros, € 42.8
billion higher than in the same period of 2018, bydPublic Administrations (€ 37.6 billion), the
private financial sector (€ 8.5 billion) and thenrinancial resident sector (€ 10.1 billion up to
July 2019). Finally, other investments (loans, d#saand repos) recorded a negative net balance
of € -17.0 billion, compared to the € -12.9 billicegistered in the same period of 2018, driven by
the private financial sector and by the non-finahgesidential sector.
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...as well as Spain's investment abroad

The assets net variation with the rest of the wodgcluding the Bank of Spain,
accumulated in the first seven months of the yebalance of € 58.7 billion, 23.5% lower in
comparison to the figures recorded a year eard#rect investment accumulated a positive
balance amounting to € 13.1 billion, 29% lower tlzagear earlier, coming from the financial
private sector and other resident sectors, althaughe latter case it was reduced by half. The
positive balance in the form of portfolio investrhéegll by 55.4%, to € 16.6 billion, particularly
in financial institutions and in the non-financiplivate sector. On the other hand, other
investment registered a balance of € 33.6 bill®ni9.8 billion a year earlier), where mainly the
Monetary Financial Institutions should be highligght Finally, financial derivatives registered a
negative net balance amounting to € 4.7 billion.

Table 6.3Balance of payments. Financial operations (1)

Million euro
January-July 2018 January-July 2019
Assets Liabilities Balance Assets  Liabilities Balance
change change change change

Financial account 57,580 45634 11,947 57,170 40,476 16,690

- Excluding Bank of Spain 76,710 45,634 31,079 58,702 40,476 18,222
Direct investment 18,420 45,185 -26,765 13,082 1,410 11,672
Monetary financial institution: 5,462 3290 2172 6,552 1385 5,167

Other resident sectors 12,959 41,895 -28,936 6,530 25 6,505

Portfolio investment 37,364 13,321 24,044 16,649 56,112 -39,466
General Government 297 23,892 -23,595 218 37,565 -37,347
Monetary financial institution: 7,446 1,296 6,150 7,530 8,468 -938

Other resident sectors 29,261 -11,869 41,130 8,901 10,078 -1,177

Other investment 19,823 -12,872 32,697 33,638 -17,046 50,683
General Government -1,575 -6,857 5,282 -2,191 132 -2,323
Monetary financial institution: 17,670 -18,161 35,831 34,111 -14,206 48,317

Other resident sectors 3,728 12,146 -8,418 1,718 -2,972 4,690
Financial derivatives 1,103 - 1,103 -4,667 - -4,667

- Bank of Spain -19,130 - -19,130 -1,532 - -1,532
Reserves 915 - 915 552 - 552

Claims on the Eurosystem -19,037 - -19,037 -1,050 - -1,050

Other net assets -1,010 - -1,010 -1,034 - -1,034

- Net errorsand omissions -2,639 - -2,639 3,294 - 3,294

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

Current, capital and financial transactions germerat decrease of net assets of the Bank
of Spain (increase of the net debtor position) amiag to € 1.5 billion, due to the drop recorded
by other net assets € 1.0 billion and assets vis-#he Eurosystem, € 1.1 billion, while reserves
rose € 552 million.

The debtor balance of the Net International Investmt Position continues to decrease

The Net International Investment Position (NIIP)cdmsed its debtor balance in the
second quarter of 2019, by 2.8% y-0-y, reaching78 8illion, equal to 79.9% of GDP, a
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percentage 5.2 points lower in comparison to theré registered in the second quarter of 2018.
Assets amounted to € 2.1 trillion, 8.2% more coragdo a year earlier, and liabilities to € 3.1

trillion, 4.4% more in comparison to the secondrtgraof the previous year. On the other hand,
the gross external debt rose to € 2.1 trillionhe second quarter of 2019 (171.6% of GDP),
compared to the € 2 trillion registered in the sq@eod of 2018 (168.6% of GDP).

The NIIP debtor balance, excluding the Bank of 8pagached an amount of € 770 billion
in the second quarter of 2019, 2.7% less than megadier. Increases were registered in the debtor
balance of portfolio investment (9.9% to up to € Bllion) and financial derivatives (51.3% up
to € 11.7 billion), while direct investment (-5.686wn to € 123 billion), and other investment
(-59.1%, down to € 49.2 billion) reduced their delisalance.

The Bank of Spain decreased its debtor balance & ®illion in the second quarter of
2019 compared to a year earlier, down to € 208libmj equal to 17% of GDP. This decrease is
mainly explained by the rise of € 5.4 billion oktheserves and the € 2 billion decrease of the
Bank of Spain debtor balance vis-a-vis the Euresystwhile, on the other hand, the debtor
balance of other net assets rises by € 1.1 billion.
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