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RECENT EVOLUTION OF THE ECONOMIC INDICATORS

Financial markets

The financial markets in June were mainly condeidry the British referendum, whose
result in favour of the United Kingdom leaving tBaropean Union has caused strong tensions,
raising the expectations of further easing of tlueogean Central Bank (ECB) monetary policy
and a delay of the interest rates increase in thieetd States. As a result, the major European
stock indices registered sharp losses, periphereddean public debt yields fell and the euro
against the dollar depreciated.

The Fed keeps the interest rates unchanged

The Federal Open Market Committee (FOMC) of theefadReserve (Fed), in its two
day meeting held on f4and 1% June, decided to maintain the target range foFt&ueral Funds
rate at 0.25% and 0.50%, set orf"1December 2015, in a context in which the US growth
forecasts for 2016 and 2017 have been revised davehvand the pace of job creation has
moderated. The FOMC believes that with a graduplsathent in the stance of monetary policy,
economic activity will expand at a moderate pace bour market indicators will strengthen,
although the international economic and financradartainty will continue to condition the pace
of normalisation of the monetary policy.

The BoJ does not to change its monetary policy,...

On the other hand, in the meeting held off &8d 1&' June, the Bank of Japan (BoJ)
decided not to change its current monetary polftgr applying in its previous meeting held in
January a negative interest rate of -0.1% to ctaeoounts that financial institutions hold at the
Bank, in order to achieve the inflation target &6.2Similarly, the BoJ decided to keep its asset
purchase programme unchanged, expanding the myietee at an annual rate of approximately
80 trillion yen.

...as did the BoE, warning the latter about the riskssociated to the Brexit

The Monetary Policy Committee of the Bank of EnglgBoE), in the meeting held on
15" June, decided to keep the Official Bank Rate 3%0(in force since '8 March 2009) and to
continue with the asset purchase programme, whictewtly stands at £ 375 billion. In the
statement that followed the meeting, the BoE warakdut the possible adverse effects that a
potential exit of the UK from the European Unionulbhave on the economy, and expressed its
willingness to act, if necessary, to ensure thiatiimin return to its medium-term objective.

The 12 month Euribor remains close to zero

In the interbank market of the Eurozone, interastg continued the slightly downward
trend during most of June, and recorded a sligstigrper fall after knowing the results of the
British referendum in favour of the United Kingdohleaving the European Union. More
specifically, the 12-month Euribor evolution is &iped by the expectations of the interest rates
decline, as the Overnight Index Swap (OIS), whictidgates the rates expectations, stood at
-0.46% in the 12-month Euribor, 8 basis points .jllelow the level recorded at the end of May,
partially offset by the slight increase in risk miams required in this market, since the Euribo& Ol
differential stood at 41 b.p., 4 b.p. above theleegistered on 31May.



4 Ministry of Economy and Competitiveness / Spanish Economy Report / June 2016

G1. MONETARY AND FINANCIAL INDICATORS (1)
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(1) Daily data.
Source: ECB, Banco de Espafia and Bolsa de Madrid.

Peripheral European public debt yields fall in June

In the secondary public debt market, the greaséraversion due to the referendum on the
UK remaining in the European Union pushed peripghéedt yields upwards and increased the
demand for safe haven assets, such as the Germdnvauose yield became negative for the first
time in its history. However, during the last da@jslune, the expectations of further easing of the
ECB monetary policy caused a sharp drop in thepperal debt yields, more than offsetting the
accumulated increases. Thus, the 10-year Spanrsth yield fell down to historical lows at the
end of June, standing off 4uly at 1.16%, 33 b.p. below the figure recorded#* May. On the
other hand, the German bond yield fell 28 b.p. oer same period, down to -0.14%, the
Spain-Germany differential standing at 130 b.ph.p. below the level recorded in late May.
Meanwhile, the Spain-ltaly differential stood aD-.p., compared to 12 b.p. recorded off 31
May.

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

Yields (%) Differentials with Germany (basis points
. Variation in Variation in
Countries  |pec-31-19May-31-16 Jun-04-1§ spreads Dec-31-1Mlay-31-16 Jun-04-16 spreads
Period | Annual Period| Annual
1) (2) 3) 3)-2 [B)-1)] 4 (5) (6) [(6)-(5)] (6)-(4)
Germany 0.63 0.14 -0.14 -28 =77
Holland 0.79 0.35 0.06 -29 -73 16 21 20 -1 4
Finland 0.92 0.41 0.13 -28 -79 29 27 27 0 2
France 0.99 0.48 0.16 -32 -83 36 34 30 -4 6
Austria 0.91 0.32 0.18 -14 -73 28 18 32 14 4
Belgium 0.97 0.52 0.20 -32 =77 34 38 34 -4 0
Ireland 1.15 0.77 0.44 -33 -71 52 63 58 -5 6
Spain 1.80 1.49 1.16 -33 -64 117 135 130 -5 13
Italy 1.61 1.37 1.26 -11 -35 98 123 140 17 42
Portugal 2.54 3.07 2.99 -8 45 191 293 313 20 122
Greece 8.35 7.27 7.92 65 -43 772 713 806 93 34

Source: Financial Times.
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The stock indices fall sharply after the British ferendum

In the stock markets, the main indices on bothssafeéhe Atlantic registered sharp falls in
June due to the result of the British referenduh &m a lesser extent, to the negative impact of
the oil price fall on energy stocks. In Europe, Bagostoxx 50 index decreased by 6.6% up™o 4
July (-12.4% compared to late last year), in a exinf increased risk aversion and high
volatility, although it edged upwards during thstldays of the month due to the expectations of a
possible further easing of the ECB monetary policySpain, the IBEX 35 recorded in that period
a 8.6% decrease in comparison to late May, droppyn3.5% compared to late last year. In the
US market, the S&P 500 index rose by 0.3% betweshMvay and 4' July (2.9% compared to
the end of 2015), also affected by the result ef British referendum, which partly offset the
momentum recorded by the index due to the expeowf a possible delay of the interest rates
increase in the United States.

T 2. International stock exchange

Level % Variation
Countries Index Jun-04-16 | May-31-16 Dec-31-15
Germany DAX 9,709.09 5.4 -9.6
France CAC 40 4,234.86 -6.0 -8.7
Italy FTSE MIB 16,012.31 -11.2 -25.2
Spain IBEX 35 8,255.90 -8.6 -13.5
Eurozone EUROSTOXX 50 2,862.21 -6.6 -12.4
United Kingdom FTSE 100 6,522.26 4.7 45
United States S&P 500 2,102.95 0.3 2.9
Japan NIKKEI 225 15,755.80 -8.6 -17.2
China SHANGHAI COMP 2,988.60 2.5 -15.6
Mexico IPC 46,201.33 1.6 7.5
Brazil BOVESPA 52,568.66 8.5 21.3
Argentina MERVAL 15,229.31 20.1 30.4

Source: Bolsa de Madrid, Infobolsa, Stoxx and FafelriTimes.
The euro depreciates against the dollar in a corttek high volatility

With respect to the currency market, the uncenjaiassociated with the British
referendum pushed downwards the exchange rateecéuto against the dollar, especially after
knowing the result in favour of the exit from tharBpean Union, in a context of high volatility.
Thus, despite the expectations of a possible delathe interest rates increase in the United
States, which had been pushing upwards the eurbaege rate against the dollar until the
referendum was held, in the period betweefl Bthy and 4' July the euro depreciated by 0.1%
and 7.7% against the dollar and the yen, respégtiaad appreciated by 10.1% against the
pound, trading at the end of thB duly session at 1.1138 dollars, 114.29 yen an890.§ounds.

In that same period, the euro appreciated by Or7P@minal effective terms.

The M3 broad monetary aggregate increases the ygrowth rate in May

On 27" June, the ECB published the evolution of the mamyeand credit aggregates in
the Eurozone in May 2016. The M3 broad aggregate by 4.9% y-0-y, three tenths more than in
April, due to the increase of marketable instrureef#.8%), after the fall registered in the
previous month (-2.1%), as well as to the modenaitiothe pace of decline of other short-term
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deposits (from -2.8% to -2%). On the other handrency in circulation and overnight deposits
slowed down one and three tenths, respectively,3% and 10% y-o-y.

T 3. Eurozone monetary aggregates

May 2016 % Year-on-year variation
Balance March April May
Monetary aggregates (Billion €) 2016 2016 2016
1. Currency in circulation 1,051 5.9 4.6 4.5
2. Overnight deposits 5,786 11.0 10.7 10.0
M1(=1+2) 6,837 101 9.7 9.1
3. Other short-term deposits (= 3.1. + 3.2.) 3,579 2.4 -2.8 -2.0
3.1. Term deposits up to two years 1,407 -6.8 -7.3 -5.8
3.2. Deposits redeemable at notice up to three rgonth2,172 0.6 0.4 0.7
M2(=M1+3) 10,416 5.4 51 5.0
4. Marketable instruments (= 4.1.+ 4.2.+4.3.) 653 -0.9 2.1 2.8
4.1. Repurchase agreements 88 -28.9 -28.4 -16.7
4.2. Money market funds shares/units 476 7.6 6.1 8.9
4.3. Securities other than shares up to two years 88 2.1 4.1 -2.3
M3 (=M2+4) 11,069 5.0 46 49

Source: European Central Bank.
Financing to the private sector in the Eurozone aderates in May

On the other hand, the main counterpart to M3 fitiencing to the private sector in the
Eurozone, grew by 1.3% y-0-y in May, two tenths entiran in April, due to the higher increase
of bank loans (1.1% compared to the 1% increasestezgd in the previous month) and of
securities other than shares (5.1%, a rate oné pgher than in April). Furthermore, shares and
other equity decreased 2.4% y-o-y, a fall identtcathe one registered in the previous month.
Within loans, those received by households incitdse2.1%, one tenth less than that of the
previous month, and those received by non-finarmogborations accelerated three tenths, up to
1.2% y-o0-y.

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

May 2016 % Year-on-year variation
Balance March April May
(Billion €) 201¢€ 201¢€ 201¢€
Credit to the private sector 12,741 1.1 1.1 1.3
Loans 10,657 1.0 1.0 11
Households 5,347 2.2 2.2 21
House purchases 3,986 2.3 23 2.3
Consumer credit 601 51 53 44
Other lending 759 -0.5 -0.8 -0.7
Non-financial corporations 4,308 0.8 0.9 1.2
I nsurance companies & pension funds 111 -19.1 -16.4 -21.0
Other financial intermediaries 892 -1.3 -2.2 -1.3
Securities other than shares 1,331 3.3 41 5.1
Sharesand other equities 754 -2.4 -24 -2.4

(1) Assets of the Monetary Financial InstitutioM().
Source: European Central Bank.
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The financing stock to the private sector in Spamoderates the y-0-y rate of decline

According to the financing to the private non-fioah sectors in Spain data, published
by the Bank of Spain on®"lJuly 2016, the financing stock to the private fioancial sector
decreased by 1.7% y-o0-y in May, four tenths leas th the previous month. Financing received
by firms moderated its rate of decline by 6 tenth®yn to 1.3%, due to the lower drop in
foreign loans and to the acceleration of securtiiber than shares, while the pace of decline in
bank loans remained at 2%. On the other hand,dingmeceived by households recorded a y-o0-y
rate of -2.3%, one tenth higher compared to theipus month, due to the lower decline in bank
loans for housing, despite the slowdown of banks$dar purposes other than housing.

T 5. Financing of non-financial sectorsresidentsin Spain

May 2016 % Year-on-year variation
Balance March April May
(Billion €) 2016 2016 2016
Non-financial cor porations and Households 1,620 -1.9 21 -1.7
Non-financial cor porations 903 -1.7 -19 -1.3
Bank loans 532 -2.0 -2.0 -2.0
Securities™ 85 -4.2 0.1 35
External loans 286 -0.5 -2.1 -1.4
Households 717 -2.1 -2.4 -2.3
Bank loans. Housing 553 -3.6 -3.9 -3.7
Bank loans. Other 164 34 3.0 2.9
General Government - 4.1 3.9 -
Total financing - 04 0.2 -

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

New loan and credit operations to households and Edvgrow sharply

According to data published by the Bank of SpairB6f June, the amount of new loan
and credit operations to households, in cumulagvms for the last twelve months, increased by
25.6% y-0-y in May, three tenths more compared poilAThis slight acceleration is due to the
higher increase of credits for house purchasesarmbnsumption (39.5% and 27.8% y-o-y, rates
0.7 and 2.3 points higher than in April, respedtiyepartially offset by the slowdown of credits
for other purposes (2.1 points, to 2.4% y-0-y). Bnmeount of new loan and credit operations to
SMEs (using as a proxy for these credits those rumade million euros) rose, in cumulative terms
for the last twelve months up to May, by 10% y-caw, increase nine tenths lower than the one
recorded in the previous month. On the other hdredlamount of new loan and credit operations
exceeding one million euros declined 7.1% y-o-¥,gbints more than in April.

Spanish economy

Domestic demand and production
Demand and production

In June, the international context was affectedhieypersistence of vulnerability elements
in the global economy due to the uncertainty arzbsquent confirmation of the UK referendum
results on its exit from the European Union. Coneadly, a period of financial turmoil has
started and the major global banks are facingth extraordinary liquidity provision measures in
order to offset the volatility of financial markefBhis scenario of financial volatility has taken
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place in a context of a sluggish economic recoveogh in China and in the major developed
economies, inside and outside the Eurozone. Itather, its possible association with temporary
factors has not led to revisions in the mid-terowgh forecasts.

The Bank of Spain maintains its growth prospects tbhe Spanish economy

In this general context of financial volatility otme one hand and possible loss of
momentum in some favourable short-term factorsherother (oil prices drop, depreciation of the
euro or some budgetary stimuli), the Bank of Sgaihlished the Macroeconomic Projections of
the Spanish economy for the period 2016-2018, faylealrly contribution of the institution to the
joint Eurosystem macroeconomic projection exertlise allows obtaining the projections for the
Eurozone. The Bank of Spain, like all the Euroztoarecasting bodies as a whole, maintains the
Spanish real DGP growth forecasts for 2016 and 20277% and 2.3%, respectively. It foresees
a 2.1% increase for 2018.

In its June Economic Bulletin, the Bank of Spaipested the g-o-g real GDP growth rate
for the second quarter of the year to be maintaiestimating a g-o-q rate of 0.7%, slightly lower
than the one in the last three quarters (0.8%} witdtomestic demand contribution of six tenths
(four tenths less than in the first quarter) angeaexternal demand contribution of one tenth (-0.3
points in the first quarter). On the other hane, phoduct composition did not undergo substantial
changes on the demand side, recording a privatsuogption growth rate similar to that
registered in previous quarters, a less expangiomand in business investment and a y-0-y
employment growth rate of 2.9%, three tenths belwat of the first quarter.

The economic sentiment indicator increases in June

Available qualitative indicators point to the pagkactivity growth being kept for this
financial year. Amongst them, the behaviour of Emnomic Sentiment Indicator (ISBy its
Spanish abbreviation) of the European Commissiandst out, as it rose eight tenths in June
versus the previous month, after five months ofidles, reaching 106.5 (average 1990-2015 = 100).
The ISE was driven by the strong growth both inustdy confidence (it rose by 2.1 points) and
consumer confidence (increasing by six tenths) ommarison to the confidence decline in
services (by 2.1 points), retail trade (by 3.4 piand construction (by 3.8 points).

With April data, the OECD composite leading indarator Spain designed to anticipate
the turning points in the economic activity withgaeds to its trend, was somewhat less
expansionary, although within a stability trend.u$hit fell by one tenth compared to March,
down to 101, above its long term average (100). indecator for the Eurozone reached 100.4,
identical to the previous month, maintaining thesipee differential for Spain observed since
December 2013.

Non-financial accounts of institutional sectors the first quarter of 2016, reflect a net
borrowing of the Spanish economy vis a vis the ofdihe world of €1.1 billion, representing
0.4% of the quarterly GDP. This net borrowing i9&2million higher than that for the same
quarter of 2015 (€784 million, 0.3% of GDP) as aule of the net borrowing increase of
households and NPISH (which grows from 2.8% of Gibhe first quarter of 2015 up to 3.4% in
the first quarter of 2016) and, to a lesser extbgptnon-financial corporations, which slightly
reduced their net lending (4.9% vs. 5% a yeare@ylpartially offset by the lower net borrowing
of the General Government (3.1% versus 3.2% recdomtléhe previous year) and the increased
capacity of financial institutions (1.2% vs. 0.6%ear earlier).
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Private consumption dynamism persists

Amongst the GDP components on the demand side iangarticular, with regard to
private consumption, the signals from availabledatbrs point to a dynamic performance in the
second quarter of 2016, although at a more modpeate than in the first quarter.

Retail sales, with work calendar and price adjusi@a and excluding petrol stations, rose
by 2.2% in May compared to the 4.2% in April, tregiceable slowdown of the large retail outlets
component standing out, as it recorded a 0.2% ygoewth rate in comparison to the 6.3%
registered in the previous month. Likewise, dongeséiles of consumer goods and services rose
by 5% in May, compared to the 7.2% in the previousnth. Also, domestic availability of
consumer goods moderated the y-0-y growth padeeirs¢cond quarter of 2016, as a result of the
sharp increase experienced by exports (10.7%, &ltaas points more than in the previous
guarter) and imports slowdown (8.7% in the secamattgr compared to the 10% in the first one),
partially offset by the acceleration of producti@tgrew 8.4% in the second quarter, compared to
the 5% in the first one).

G 2. HOUSEHOLD SECTOR G 3. RATIOS DE RENTABILIDADES (%)
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Source: INE. Fuente: BE (CBT).

This slight moderation in the private consumpti@rfprmance is also reflected in the
synthetic consumption indicator, which increased 4%% y-o0-y in the first half of 2016,
compared with the 4.7% in 2015 as a whole.

It should be noted that consumption growth consnieebe based, on the one hand, on the
good performance of the labour market (Social Sgccovered workers increased by 2.9% y-o0-y
in June, three tenths more than in the previoustmamd accumulate a 2.9% increase in the first
six months of the year) and, on the other handihenhouseholds’ Gross Disposable Income
(GDI) rise which, according to the Non-FinancialcAunts of the Institutional Sectors, grew by
2.1% y-0-y in the first quarter of 2016. The housddl’ GDI increase is the result of the wage
income growth (3.2%), the non-wage income growtl9%§) and to the taxes decrease (1.9%),
which more than offset the received transfers dec(2.1%) and the paid transfers increase
(0.7%).

Confidence indicators recover
Based on the qualitative indicators, the Consunwfi@ence Indicator (CCl)published

by the CIS, reached 96.3 in June, the highestdigurthe last five months, standing 5.6 points
above the level recorded in May. This increase us tb the rise in its two components,
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particularly the expectations component. Thusctimeent situation indicator rose by 4.5 points in
June, up to 87.4, and the expectations componseatlig 6.5 points, up to 105.1, standing again
above the 100 threshold. The strong progress ofgdreral economic situation assessment
(current and expected) and the best expectationthetabour market situation deserve special
mention. On the other hand, the consumer confidendex published by the European

Commission for the same month also improved itarzd, by six tenths, compared to May.

The dynamism of domestic demand, supported by gmmat and the households’
disposable income recovery had a positive impacSpanish industry use of the production
capacity , placing it at 78.2% in the second quant&016, that is, six tenths above the previous
quarter.

According to the Quarterly Central Balance She& gablished by the Bank of Spain, for
the first quarter of 2016, the same expansive signabserved in the productive sector, although
with a delay. Non-financial companies’ gross vaddeed (GVA) to factor cost increased by 0.7%
y-0-y in the first quarter. This figure is lowerath that in the fourth quarter of 2015, (when an
increase greater than 10% took place), but it wdwdbiased downwards by the negative
evolution of the surplus in the oil refining compem Excluding these companies, the GVA
increased by 2.1%.

The increase in overall production activity (0.7%9gether with the largest increase in
personnel expenses (2.2% versus 2% in the prequarter), resulted in a 0.8% y-o-y decline of
the gross operating profit (GOP). Excluding theniefy industry, the GOP grew by 2.1% y-o-y.
Despite the increased decline pace in financiakeeges, which went from falling 3.4% in the
fourth quarter of 2015 to falling 10.4% in the ficuarter of 2016, the sharp drop in financial
income (-19.3%) together with the GVA timid increagsulted in a net ordinary profit decline of
5.9%, in y-0-y terms, compared to the 3.6% incre&spstered in the previous quarter. The
ordinary return on net assets for all the compaiméke sample grew by 3% in the first quarter,
1.7 points less than in the previous quarter. @rother hand, the ratio that measures the financial
cost (financial expenses over liabilities) modedaty four tenths versus the last quarter of 2015,
down to 2.7%, so the differential between them @hhs an indicator of companies’ economic
incentives,) fell by 1.3 points, down to 0.3 peftege points.

The equipment investment remains strong

The Industrial Climate Indexor investment goods grew strongly in June, reaghi.3
(3.5 in May). This rebound was possible thankseodtrong drive of production forecasts, which
reached 18.4 (19.5 points above its level in tleipus month), partially offset by the decline in
the order portfolio, which became negative agabnl{ after the rise experienced in the previous
two months. On the other hand, stocks fell for tiied consecutive month. In the same vein,
domestic availability of equipment goods increased by 6.7% y-o0-y in the second quarter, two
tenths more than in the first quarter. Furthermtire synthetic indicator of equipment investment
showed an expansionary trend in the second quaft@016, with a g-o-q increase of 3.6%
compared to the 1.2% fall registered in the finsader,particularly driven, among other factors,
by truck registrations, which maintain a strongangion (double digit growths), with an increase
of 17.3% in May (19.9% in April).

The indicators related teesidential investment show signs of acceleratioAccording to
the INE Statistics, based on the properties recbidethe Property Registers, housing sales
experienced a 29% y-o-y growth in April, 12.2 psintore than in the previous month. Contrary
to what happened in previous months, the expansidnend was due to the strong increase of
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both new housing purchases, which grew a 17.6% &gmar earlier (-6.6% in March), and used
housing purchases (32.3% compared to the 24.2%aserof the previous month).

On the other hand, theumber of mortgages on housing rose again strongly in April,
registering a y-o-y growth rate of 24.6%, more thian points higher than the one in March
(14.5%). The average amount per mortgaged propeety by 5.1% y-o0-y (4.8% in March), so
the borrowed capital increased by 30.9%, almospdihts more than in the previous month
(20%). This dynamism was also reflected in the etoh of the private housing price in real
terms, deflated by the CPI, both according to stiad of the Ministry of Public Works and
Transport (from assessment values), which increbge®ds in the first quarter of 2016 (2.2% in
the fourth quarter of 2015), and according to tRE Istatistics (based on deeds of sale), which
grew from 4.6% in the last quarter of 2015 to 7% first quarter of 2016.

Industrial activity slows down

Amongst theindustrial activity indicators, the Industrial Production Index (IPWith
calendar and seasonally adjusted data, increaséélohim May, 1.6 points less than in April, as a
result of the performance of the energy componehich fell by 3.8%, as well as due to the
slowdown of the other groups of the index. The dlomoderation in the equipment goods group
stands out particularly, as it grew by 5.6%, hia¢f growth registered in April. Intermediate goods
increased by 0.2% and consumer goods by 1.2% (@u3862.6% respectively in the previous
month).

On the other hand, theurnover Index in Industry (ICNI) was less dynamic in April, with
a 0.9% y-o-y decrease, with calendar adjusted datapared to the 0.3% increase registered in
March. The increase of equipment goods standsgoodying by 12.9%, two points more than in
March. With seasonally adjusted data, the gen€fdl fell by 1.3% m-o-m in April compared with
the increase of the same magnitude registeredeirptavious month. Conversely, thadustry
New Orders Index (INOI) showed a less contractionary trend in April, reggisig a y-o-y decrease
of 0.9%, with calendar-adjusted data, 2.4 pointerdan comparison to March. The lower drop
was due to the strong dynamism of equipment gostih increased by 9.2% (9.6 points more
than in the previous month) and the acceleratiosasisumer goods (1.4 points), up to 2.3%,
while intermediate goods and energy accentuateddtee of decline by 3.5 points (down to
-5.5%) and 3.7 points (down to -29.6%) points, eesipely. With seasonally adjusted data, the
general INOI grew by 1.4% in April compared to ghevious month, 3.9 points more than in
March, due to the sharp rise registered by thepageit component, with a m-o-m increase close
to 10%.

Despite the activity moderation in the sector, skeady growth pace of Social Security
covered workers in the industry continues, asdaebrated by one tenth in June, up to 2.6% y-o0-y.
Non-financial corporations’ net lending capacitgabrew in the first quarter of 2016, by 0.3%
y-0-y. Non-financial corporations’ gross disposainleome rose by 5.7% y-0-y as a result of the
increase in gross operating surplus, which ros2. B, and the lower amount of property income
and net current paid transfers, which fell by 4480 32.7%, respectively. All this, together with
the sharp decline (-67.3% y-0-y) in the amount pasda result of the corporate tax and the
positive balance of other received net capital ineovas enough to finance investment in the
sector, which grew by 8% compared to the first tprasf 2015.
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Business confidence improves

The Business Confidence Index, published by the INE, rose by 0.5% in the thivduder of
2016 versus the previous month, following the Oifiésease registered in the second quaiftke.
PMI of the manufacturing sector pointed in the sattirection, rising by four tenths in June
compared to May, up to 52.2, driven by the highaepof increase of production.

G 4. INDUSTRY: CONFIDENCE INDICATOR AND PMI G 5. COMPOSITE SUPPLY INDICATORS
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Activity in the construction sector moderates

Concerning the construction sector activity, theigators published point to a less
expansionary trend in the second quarter of the. yda& Production Index in the Construction
Industry (PICI) in Spain, published by Eurostat| fy 6% y-0-y in April, after seven months of
continued growth (7.4% increase in March). This IPb@haviour was reflected on both the
building component, which fell by 7.2% y-o0-y versie 7.1% rise registered in the previous
month, and the civil works component, whose gromate moderated more than three points, from
8.2% in March to 5.1% in April.

Regarding the construction activity leading indicai according to construction new
permits of the Ministry of Public Works and Trandgpdloorage approvals in new construction
moderated the y-o-y growth rate significantly inrdgby over 66 points), to 3.7%. This strong
slowdown was due both to the residential composardller increase (11.3% versus 100.1% in
March) and the non-residential component pace ofirde intensification (-15.2% compared to
the -4.6% registered in March).

This evolution was also reflected in the Synthetidicator for Construction Activity,
which fell by 1.3% in the period from April to Jum@ comparison to the previous quarter, more
than twice the first quarter of the year (-0.6%).

According to the latest data, the activity slowdoinrthe sector probably moderated in
June. Thus, the covered workers of the constructeator accelerated eight tenths y-o-y
compared to May, reaching 2.4%.

The services sector expansion keeps going

With regard to the services sector, the ServicestoBelTurnover Index (SSTI) after
filtering off the effects of the work calendar, irased by 3.5% y-0-y in April, nine tenths less
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than in the previous month. This moderation affécte trade sector and, to a lower extent, other
services whose y-0-y growth rates stood at 2.8% 4féb, respectively (4.1% and 5% in the

previous month). Filtering off the seasonal effetit® general SSTI dropped by 0.2% m-o-m in
April, after the 1.3% increase observed in March.

Social Security covered workers in the servicesoseshowed a more expansionary trend,
which accelerated in June compared to May, regigtex y-0-y increase of 3.2% compared with
the 2.9% registered in the previous month. On tierohand, the Synthetic Services Indicator
maintained the quarterly pace in the second quart@9% g-o-q, as in the first quarter.

Strong dynamism in the tourism sector

The tourism sector continues to show a high dynemishus, among the indicators
published, the arrival of 7.1 million visitors t@&n in May is striking. According to the Survey
of Tourist Movements on Border (Frontur) this figus a 7.4% higher than that of the same
month in 2015. This increase was almost four polotger than in April, maintaining the
expansionary trend that began in early 2013.

The total expenditure by tourists who visited SpairMay was 7.8% higher than in the
same month of 2015 and almost 3.5 points higher itha@pril (4.3%). The average spending per
person stood at 0.4% in that period.

On the other hand, overnight stays in hotels grew.B% y-o-y in May, 8.6 points more
than in the previous month. This acceleration was o the good performance of overnight stays
for foreigners, which experienced a 11.6% increasmpared with the previous year (two tenths
more than in April). This trend is also observedaintraffic, which grew by 11.3% in May (7% in
April), due to both the increase in domestic t@affl2%, 4.1% in April), and to the international
traffic, which rose by 11% y-o0-y (8.3% in April).

Prices

Consumer prices slightly moderated the rate ofidech May due to the smaller decrease
in energy prices and, in particular, fuel and gad @lectricity prices. In June, the evolution seen
in May sharpens, according to INE’s flash estimate.

The y-o0-y variation rate of the CPI rose one terithMay, up to -1.0%

In May 2016, the Consumer Price Index (CPI) rosé®B06, compared to the previous
month, as in the same month of 2015. In y-o0-y terms CPl moderated the pace of decline,
recording a rate of -1%, one tenth higher thaméngrevious month.

The decline rate moderates for energy and increaf@son-processed food

The lower y-0-y decline of the general CPI in Mayeixplained by the energy products
prices, whose rate stood at -14%, a figure 1.1 ighen than in April, mainly due to the
moderation of almost two points in the fall of atexty prices (-16.4% compared to the -18.2%
registered in the previous month). Fuel and lultiqgarices also helped to moderate the fall in
energy products registering a y-o-y rate of -12.@#most one point higher than the previous
month, in line with the evolution of oil prices. 0% the reduction of the Brent barrel price in
euros reached 28% y-o0-y in May, a drop six poiowgelr than April.
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Prices of non-processed food acted on the oppdiséetion, rising by 2.6% y-0-y in May,
six tenths less than in the previous month. SuoWwdbwn was primarily due to the evolution of
fresh fruits prices, which went from an 8% increemsApril to a 6.8% in May.

Core inflation remains at 0.7%

Core inflation (which excludes the most volatilemlents from the general index,
non-processed food and energy) remained at 0. 7%@&in
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Prices of processed food, beverages and tobaceedidown by one tenth, registering a
y-0-y rate of 1.1%, without significant changeswvizn the components of this group being
observed. Globally, the prices of food, beveragektabacco decelerated by a tenth, to 1.6% y-o-y.

The prices of non-energy industrial goods (BINE)dexated the y-o-y growth rate by one
tenth, registering a rate of 0.4% in May, being paces the ones that contributed the most to
moderation, since their variation rate fell twottes down to 3.3%.

Finally, in the services sector, the prices y-orgvwgh remained at 0.8%, the same as in
the previous month, with a different behaviour depeg on components. In particular, package
holidays prices moderated the intensity of thdirldg almost four points, registering a y-o-y rate
of -6.1%, while telephone services prices redubed growth rate by almost two points, down to
2 %.

Flash estimate sets the CPI y-0-y rate to -0.8%Jume

According to INE’s flash estimate, the y-o-y ratelee national CPI rose 2 tenths in June
in comparison to the previous month, reaching -0.8%e INE points that this behaviour
influenced the rise in fuel and electricity prices.

The inflation differential favourable to Spain agast the Eurozone remains at 1 pp

The y-o0-y rates of Spain’s and euro area’s HICRnilomised index of consumer prices)
increased one tenth each in May, up to -1.1% arfdsGespectively. As a result, the inflation
differential against the Eurozone, which has bemrodrable to Spain since September 2013,
remained at 1 pp.
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For its part, Spain’s harmonised core inflation agmed constant in Spain, at 0.6%, while
that of the EMU rose one tenth in May, up to 0.88, that the core inflation differential
favourable to Spain against the Eurozone improvetenth, up to 0.2 percentage points.
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The y-0-y rate of the Spain’s HICP, according t&idlflash estimate, stood at -0.9% in
June, which is two tenths higher in comparisorhftgure of May. In the Eurozone as a whole,
the harmonised CPI recorded a y-o0-y rate of 0.1%uime, according to Eurostat’s flash estimate,
two tenths higher compared to the previous momthhs inflation differential favourable to Spain
against the Eurozone would remain at 1 percentaget f final June CPI data confirm the
estimate.

The PPI y-o0-y pace of decline moderated in May

The Producer Price Index (PPI) recorded a m-o-rfoGr&rease in May 2016 following
the 0.3% increase registered in the same montlydast Its y-o-y rate stood at -5.5%, a drop four
tenths lower to that registered in the previous ttmon

The lower y-o-y decline in the general index is lakged by energy prices, which
recorded a 17.8% y-o-y fall, almost one and a pailiits lower than the previous month (-19.2%).
In turn, this was mainly due to the prices of eiliming branch prices (-27.3%, a rate almost three
points higher than that registered in the previongnth) and electricity production from
conventional thermal sources (-38.9%, five pointghér than the previous month), two
components that, taking into account their weigtthie PPI, explain three of the four tenths of the
smallest decline in the general index.

On the other hand, the non-energy PPl maintaireeg-a-y rate at -1% in May, as the
slight decline of consumer goods prices and the/ddavn in equipment goods prices was offset
by the lower fall registered in intermediate gopdses.

Labour market

The y-o0-y variation rate of covered workers in Juose three tenths, up to 2.9%, after
twelve months of gradual and moderate slowdowry:-dry terms, the number of covered workers
registered the largest increase in a month of 3umee 2006. With regard to costs, even though
wages agreed in the labour agreement in May maedaiheir growth at 1.1%, according to the



16 Ministry of Economy and Competitiveness / Spanish Economy Report / June 2016

Quarterly Survey of Labour Costs, the labour cestyorker and month fell in the first quarter of
2016.

Social Security covered workers accelerated theths in June, up to 2.9%

Covered workers rose by 98,432 people in June coedp@ May (35,085 in the same
period last year), the average number of coveredkavs reaching 17,760,271. It is the largest
increase in a month of June since 2006 (111,144).

By activity branches, most of the covered workexgease was focused on the services
sector (79,833), followed by industry (17,970) amehstruction (13,592), while it fell by 12,964
in agriculture. Within services, at a NACE two-ditgvel, retail (26,467 more covered workers,
27% of the total increase) and accommodation ses\i25,712, 26% of the total) stand out.

With seasonally adjusted data, job creation amaunte more than 75,509 covered
workers in June (35,658 in May), which implies arm rate of 0.43% (0.20% in May).
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In y-0-y terms, total covered workers rose by 508,feople in June, 2.92%, a rate 0.36
points higher than in the previous month. Therefpeet of the gradual slowdown recorded since
the pace of covered workers reached 3.6% in Mayp 20iteversed. However, it should be noted
that this slowdown was heavily concentrated in@dture and public administration, defence and
compulsory Social Security. Excluding these twonblees, the growth rate moderation between
May 2015 and 2016 was only of half a percentagetpoi

The y-0-y acceleration registered in June 2016aiy explained by the services sector,
where covered workers grew at a rate of 3.2%, thee¢hs more than in May, followed by
agriculture (0.4%, after the 0.8% fall recordedviay), construction (2.4%, eight tenths more than
in May) and industry (2.7%, one tenth more thaNay).

The employment evolution in construction is noteiwgr as it shows some stabilisation at
a growth rate of approximately 2% in the past fooonths, after having slowed down
continuously from the 6% registered in May 2015.

Finally, with regard to the analysis by branchsliould be noted that non-agricultural
covered workers grew at a rate of 3.09% in Jurg§ Points higher than in the previous month.
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According to the professional situation, the codeveorkers acceleration comes from
contracted employees, which increased by 3.4% y(@-9% in the previous month), while
self-employed continued the downward path, onéhteddwn to 0.9 %.

According to the nationality, covered workers imdwaccelerated both among foreigners
(seven tenths, up to 4.8%) and Spaniards (threlestemp to 2.9%).

Finally, it should be highlighted that 49.9% of t@vered workers y-o0-y increase in June
was of a permanent nature (53.2% in May), with9@growth registered by permanent workers
and 5.9% by temporary ones.

With these figures, the average covered workershiersecond quarter of 2016 grew by
0.89% g-0-q with seasonally and calendar adjust¢a (0.17 points more than in the first quarter)
and by 2.72% y-0-y with gross data (0.27 points tean in the previous quarter).

Registered unemployment recorded the second largestm reduction in the time series

Registered unemployment fell by 124,349 people umeJcompared to May. This
unemployment reduction is the second largest ofithe series and unemployment is at its lowest
figure since September 2009, totalling 3,767,05&h\Weasonally adjusted data, the reduction in
registered unemployment in June reached 48,579I@empresenting a m-o-m rate of -1.2%
(-1.1% in May).

By branch, and with unadjusted data, unemploymetitif June in non-agricultural
sectors, the following standing out: services (£88), followed by construction (-14,545) and
industry (-13,614). In the agricultural sector upémgyment experienced a slight increase, 410
unemployed people. On the other hand, in the greuthout previous employment,
unemployment fell by 11,840 people.

In y-0-y terms, registered unemployment fell by 258 people in June, 8.6%, a fall nine
tenths higher than in the previous month. This waasnly due to the greater decline in
unemployment in the service sector (-7.1%, a druog mercentage point higher than that recorded
in May).

Finally, it should be noted that registered unemplent among young people under 25
decreased by 12.8% y-0-y in June, a fall four tertlgher than the figure registered in May,
standing close to 300,000 unemployed.

In the second quarter as a whole, registered ursgmgnt recorded a y-o-y decline of
2.28%, with seasonally and calendar adjusted @atall(0.19 points less pronounced than in the
first quarter) and of 7.88% y-0-y, with gross déadrop 0.21 points more moderate than in the
previous quarter).

The agreed wage increase in collective bargainirgggements remained at 1.1%

According to the Collective Bargaining Agreemerdtistics published by the Ministry of
Employment and Social Security, the average agneeg rise with the information available up
to the end of May 2016 remained 1.1%, which is withe limits agreed in the Ill Agreement for
Employment and Collective Bargaining (1.5%).
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Of the 4.8 million workers affected by the agreetsemigned up to May, 92.1%
correspond to wage revisions of multi-year agreamenith economic effects in 2016 and the
remaining 7.9% to new agreements signed in 20116, awvage increase of 1.1% in both cases.

With regards to the coverage, the rate agreed nmpeoy agreements (0.7%) was lower
than that signed in other areas (1.2%). By seuwtage increases remain higher in services (1.2%)
and industry (1.1%), than in agriculture (0.9%) andstruction (0.9%).

With cumulative data up to May, 725 opt-outs weegistered, 10.8% less than in the
same period last year. As usual, most of the ofg-submitted (92.1%) related to salaries.

The wage cost per worker and month stabilises ia-y-terms in the first quarter

According to the Quarterly Labour Cost Survey, hie first quarter of 2015 the average
labour cost per worker and month fell by 0.2% imgparison to the same quarter of 2015, after
four consecutive quarters of increases (1.2% irptbgious quarter).
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This virtual stabilisation is mainly explained byage costs, which remained constant in
comparison to the first quarter of 2015, while iteen for other costs increased the pace of decline
by seven tenths, to -1%, due to lower severanceeais and direct social benefits, as a result of
the labour market improvement.

Within the wage cost, its main component, the adinsalary (represents 89% and
excludes extra pays and arrears), is the largestilootor to the slowdown, as it registered a y-0-y
fall of 0.2%, against the 0.8% increase regist@ndtie previous quarter. With regards to the other
two components, the extraordinary wage cost slawendone point, down to 3.7% y-o-y, and the
arrear payments cost falls from 22.2% in the fowytiarter of 2015 down to 5.6 % in the first
quarter of 2016, due to the refund of part of tBd22extra pay to public employees in the last
quarter of last year.

The difference between the ordinary wage increasethhe one agreed in the collective
bargaining agreements, considered as an estimatbeofvage drift, stood at -1.3 pp, after
becoming null in the previous quarter.
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From a sector point of view, it can be seen thatdlight y-o-y decrease of total labour
costs (-0.2%) was due to the service sector (-0.286) construction (-2.2%), while it grew in
industry (0.5%). With regards to the wage cosssstabilisation in y-o-y terms is explained by the
service sector (0%), while in construction, the evagst fell by 1.7% and it increased in industry
by 1%. The other costs component fell both in theustrial sector (-0.7%) and in the services
(-0.8%) and construction (-3.5%) sectors.

Adjusted for seasonal and work calendar effects ytl-y rate of labour cost per worker
and month was null in the first quarter of the yedmost one point lower in comparison to the
figure of the previous quarter (0.9%). This evautis similar to that of the compensation per
employee of the Quarterly National Accounts in thetiod (-0.3% with seasonally and calendar
adjusted data). On the other hand, wage cost gye®.3%, one point less than in the previous
quarter (1.3%), and other costs fell by 0.9% (i0.8he fourth quarter of 2015) .

In g-0-q terms, the total labour cost fell by 0.49h seasonally and calendar adjusted
data compared to the slight increase (0.2%) ragidt the previous quarter. The wage cost fell
by 0.2%, after rising 0.4% in the previous quaded other costs fell by 1.1% (-0.4% in the
previous quarter).

External sector
The Spanish economy generates net lending to thst of the world

According to the Balance of Payments data, in A@R016, the Spanish economy
generated net lendirtg the rest of the world of € 2.7 billion, for teecond consecutive month, a
figure much higher in comparison to the one recioiee year earlier (€ 432 million)

The current account balance recorded a € 2.@biflurplus in April, in contrast with the €
290 million deficit registered in the same month26fL5, given that a 145.7% y-0-y increase in
the surplus of goods and services coincided wiili% decrease of primary and secondary deficit.
Meanwhile, the surplus in the capital account anedimo € 35 million, versus the € 722 million
registered in April last year.

Significant reduction in the trade deficit in April

According to Customs data, the trade balance redoaddeficit of € 637 million in April
2016, versus the deficit of € 2.3 billion registbie year earlier. The correction of the external
imbalance (of 71.7%) was due to the energy compomdnch registered a deficit decrease of
32.2%, and the non-energy balance, which registaredrplus 4.4 times higher than a year
earlier

In cumulative terms for the last twelve months, tiiaele balance recorded a deficit of € 22
billion up to April 2016, compared with the € 23dlion deficit accumulated in the twelve
months up to April 2015. The 6.9% improvement ia &xternal balance is exclusively due to the
energy balance, which recorded a cumulative dedicé 24.2 billion, € 10.4 billion less than that
registered a year earlier (€ 34.7 billion). The rggedeficit contraction more than offset the
deterioration of the non-energy balance, whichsteged a surplus of € 2.2 billion, lower by € 8.8
billion than the one recorded in the previous y€at1.1 billion).
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Exports accelerate

According to Customs figures, goods exports in@das April by 6.3% y-0-y, and their
prices, approximated by unit value indices, fellh8% (-3.2% in March), resulting in a 7.7%
increase in real terms, after the 0.2% fall regestein March. Both rates were affected by the
Easter Holidays, which was celebrated in differaonths in 2015 (April) and 2016 (March). The
analysis by product groups in real terms and iny+@ates, shows an overall improvement,
offsetting the decline recorded in March, exceptefgports of energy intermediate goods, which
went from growing 3.5% in March to fall 35.6% in #p Sales of non-food consumer goods
accelerated more than 16 points (up to 20.1%) aod {6.5%), capital goods (22.8%) and
non-energy intermediate goods (3.1%) registeredipesates (negative in March)

By geographical areas, exports in volume to theopean Union increased by 8.5% in
April, 4.8 points more than in March, and expodstte rest of the world changed sign, from the
7% decline registered in March, to a 6.1% increagepril.

Goods imports fell by 1.2% y-o0-y in nominal termsApril, after the sharp fall registered
in March (-3.6%), and their prices fell by 5.6%% % March). This evolution reflects a price fall
in energy intermediate goods of 26.9% and of 1.8%e other products. As a result, imports in
real terms, experienced a y-o0-y increase of 4.@Mgwing the 5.9% registered in the previous
month. The analysis by products in real terms ang-b-y rates reflects an acceleration in
purchases of food (7.7 p.p., up to 11.8%), non-foodsumer goods (2.7 p.p., to 8.8%), and
capital goods (from 5.6% in March to 12.8% in Apré slowdown in imports of non-energy
intermediate goods (2.3 percentage points, to 4}, a change of sign in energy intermediate
goods (from 0.7% to -9.5%)

By geographical areas and in real terms, impoosh fthe European Union grew by 6%
y-0-y in April, versus the 2.9% registered in Mareimd those from the rest of the world went
from recording an increase of 10.2% in March t&2i6 April.

The "momentum” (change during the last three momthsomparison to the previous
three months) of exports in real terms was slighttgative in April (-0.3%), due to the negative
contribution of the non-EU countries, especially@Ecountries and by products, to the negative
contribution of food and energy intermediate gooflse "momentum™ of imports remained
positive (1.5%) due to the positive contributionpafrchases to all areas, particularly to the EU
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member countries and by product, to the positiverdaution of non-food consumer goods and,
to a lesser extent, of food and capital goods.

The financial account generated net capital outflevin April

According to the Balance of Payments, in April 2@4é financial account, excluding the
Bank of Spain assets, recorded net capital outfloiss 597 million, versus the net inflows of €
11.6 billion recorded a year earlier. This resaltekplained by the net outflows registered in
portfolio investment (€ 5.7 billion), as a resufttbe divestments of the non-residents in Spain
and, to a lesser extent, of the investments abbgaésidents, and in financial derivatives (€ 135
million) which offset the net inflows from direatvestment (€ 796 million) and other investment
(€ 4.5 billion).

The assets net variation recorded net capital w#l¢disinvestments) of € 4.3 billion in
April, versus the net outflows of € 2.8 billion rsgred in the same month of 2015. On the other
hand, the liabilities net variation generated naflows (disinvestments) of € 4.9 billion, versus
the net inflows of € 14.4 billion recorded a yearlier.

The net position of the Bank of Spain vis-a-vis tB&rosystem decreased

The net position of the Bank of Spain vis-a-vis tast of the world decreased by € 10.2
billion in April, an amount that includes an incseaof € 12.9 billion in the net position vis-a-vis
the Eurosystem and improvements of € 36 milliothenreserves and a decrease of € 2.8 billion in
the remaining net assets.

The Net International Investment Position decreasesdebit balance

On the other hand, the Bank of Spain published\i&ielnternational Investment Position
figures for the first quarter of 2016. This quarkeided with a debit balance standing at € 989.8
billion (90.9% of GDP), compared with the € 1.02biflion (97.7% of GDP) registered in the
same period of 2015.

This is the result of the expansion of the netpmsiof the Bank of Spain against the rest
of the world, with € 34.6 billion, being largelyfeét by the reduction of the net position of the
other groups, with € 70.1 billion. In turn, thetéatis due to the decrease of the net debit pasitio
of the investment portfolio and, to a lesser extettter investment, which more than offset the
expansion of the direct investment net debit pasiéind derivatives.

Furthermore, the gross external debt rose in tis fuarter of 2016 by 0.8% y-o0-y,
reaching € 1.8 trillion. The ratio of gross extérdebt to GDP fell by more than 5 p.p., down to
168.8% of GDP.

Public sector

On 28" June 2016the Ministry of Finance and Public Administratopublished the data
of non-financial transactions of the General Gomeent and its subsectors, in terms of National
Accounts, for the first quarter of 2016, and thendffioancial transactions of the Central
Governmentthe Regional Governments and the Social Secuttyd§, with consolidated data
and in terms of National Accounts, for April. Itsal published the State monthly Budget
execution data, both in terms of National Accowamd Cash, for May.



22 Ministry of Economy and Competitiveness / Spanish Economy Report / June 2016

On the other hand, the Ministry of Employment andi&l Security published the monthly
budget execution data of the Social Security, imgeof Cash, corresponding to May.

The General Government deficit in the first quartef 2016 stands at 0.74% of GDP

In the first quarter of 2016, the General Governmetorded a deficit, in terms of
National Accounts, of € 8.3 billion (0.74% of GDFJ,8% higher compared to the figure
registered in the same period last year (€ 7.8®b)ll This deficit increase is explained by a fise
non-financial uses (0.3% y-0-y) and by a decre&s®io-financial resources (-0.1% y-0-y).

The General Government consolidated deficit, exdéhgl Local Governments, stands at 1.24%
of GDP up to April

On a consolidated basis, the Central Governmeet,Régional Governments and the
Social Security Funds recorded up to April 2016edicit of € 13.9 billion (1.24% of GDP),
18.6%higher in comparison to the same period of 20168%. of GDP). This deficit increase is
explained by a y-o0-y decrease of non-financialueses (-0.7%) and by an increase of non-financial
uses (1%).

The decrease in non-financial resources is dubddall of current taxes on income and
wealth (-15.6%, largely affected by the impact loé ttax reform and the end in 2016 of the
transitional measures affecting payment in instabmeof the Corporate Tax; moreover, 2015
revenues include several inspection reports thae a@pealed, without correspondence in this
financial year), partially offset by the increasdgaxes on production and imports (2.8%) and of
social contributions (2.9%).

Regarding non-financial uses, these mainly inciaiee to the rise in social benefits
other than transfers in kind (1.4%), social trarssfen kind of market producers (3.2%),
compensation of employees (0.5%), intermediate wopson (0.9%) and gross fixed capital
formation (0.3%).

The Central Government ended the first four-morghaal of the year with a deficit of €
12.9 billion (1.15% of GDP), 15.5%igher than the figure registered in the same desia2015
(€ 11.1 billion,equivalent tal.03% of GDP). This deficit increase is explaingdabfall of non-
financial resources (-5.1%) higher than the one recorded dmyfinancial uses (-1.9%). The
expenditure of the Central Government eligible te ibcluded in the calculation of the
expenditure rule increased by 5.6% y-o0-y, up t@®dion.

The Regional Governments accumulated a deficit Bf6€billion (equivalent to 0.23% of
GDP) up to April this year, 29.5%wer than in the same period of 2015 (€ 3.7 hilliequivalent
t0 0.34% of GDP). This lower deficit is explained byiacrease of non-financial resources (3.7%
y-0-y) higher than the one registered by non-fin@nases (1.2%). The Regional Governments
received advances on account from the financintesysmounting to € 1.1 billion, while in the
same period of 2015 the advances amounted to ®illiéh. If this effect is removed in both
periods, the accumulated deficit in April this y@anounts to € 3.7 billion, 24.3% lower than in
the same period of 2015. The expenditure of thadRatGovernments eligible to be included in
the calculation of the expenditure rule in the gsadl period increased by 0.8% y-o0-y, with an
amount of € 43.5 billion.

As for Social Security Funds, these entlsal first four months of the year with a surplus
of € 1.6billion (0.15% of GDP), 48.5%ower than the figure registered in the same peabd
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2015 (€ 3.2billion). This balance reduction is explained byfadl of non-financial resources
(-1.8%), due in turn to the decline of transfersereed (-21%), and to an increase in non-financial
uses (1.4%). This evolution is mainly due to theuteof the State Public Employment Service,
which reduced its surplus by 57.9%, to € 715 millimainly due to the lower transfers received
from the State because of the fact that the craditise State budget in 2016 used to finance the
budget of this agent decreased by 61.2% in congatsthe previous year.

The State’s deficit rises by 5.5% y-0-y up to Mayterms of National Accounts

Up to May 2016, the budget execution of the Statded with a deficit, in terms of
National Accounts, of € 23.3 billion (2.08% of GDB)5% higher than the deficit accumulated in
the same period of 2015. This higher deficit wa® dao a y-o-y decrease in non-financial
resources (-5.8%) higher than the one registeratbhyfinancial uses (-2.9%).

In terms of Cash, the State recorded a deficit ®88 billion up to May 2016, higher by
60.8% to the figure recorded in the same perio80ai5 (€ 8.9 billion). Non-financial revenues
decreased by 18% y-o-y, reaching € 47.3 billionjlevimon-financial payments decreased by
7.5%, down to € 61.6 billion.

Tax revenues decrease by 3.1% in homogeneous terms

Total tax revenues (including the Regional and L&avernments’ share) recorded a y-o-y
decrease of 2.8% up to May. In homogeneous teims,i$, adjusted by the different tax rebates
rate in both years, the IVMDH refunds (health ceaut the deferrals of public entities, tax
revenues fell by 3.1%. Without including the Regiband Local Governments, and in non-
homogeneous terms, they decreased by 7.8%.

Within total taxes, revenues from personal incoae including the Regional and Local
Governments’ share, decreased by 4.1% up to Maylymndue to the reform impact in laboand
capital withholdings (-2.8% and -10.6%, respectiyewhich, according to the information
provided by the Central Tax Agency, has reducedgel income tax revenues by € 2.2 billion.
In homogeneous termihie reduction stands at 2.9%.

Revenues from Corporate Tax up to May went fronositive figure of € 1.8 billion in
2015 to a negative amount of € 537 million in 2@i&inly due to revenues of the first instalment
falling by 48.7%.

VAT revenues, including the Regional and Local Gaweents’ share, increased by 3.4%
y-0-y up to May, favoured by the evolution in houskls’ final consumption, despite the sharp
decline in energy pricesn homogeneous terms, adjustedthg different tax rebates rate, the
increase stands at 3%.

Excise duties collection, including the Regionatl drocal Governments’ share, was 4%
higher compared to the figure registered in theespariod of 2015, mainly due to the increase in
the Duty on Hydrocarbons (10.8%, which in homogeiseterms, corrected for the health cent
refunds, stands at 3.2%, due to the increase oflpatd diesel consumption). On the other hand,
the Excise on Tobacco Products fell by 2%.
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Non-financial payments of the State decrease

With regard to expenses, total non-financial payisef the State decreased by 7.5% up
to May, compared to the figure recorded in the sa@eod of 2015, due to the fall of staff
expenses (-1.9%), current transfers (-8.8%), reastments (-27.4%), capital transfers (-25.4%)
and financial expenses (-0.3%). On the other handient expenses on goods and services
increased by 6.2%.

The borrowing requirement of the State rises upMay 2016

The borrowing requirement of the State recordedaupay 2016 amounted to € 13.5
billion, compared to the € 13.1 billion recordedhe same period of 2015. This increase is due to
the higher cash deficit (€ 14.3 billion, comparedthe € 8.9 billion recorded a year earlier),
partially offset by a net decrease of financialetsg€ 826 million), following the net increase
recorded in the same period of 2015 (€ 4.2 billicF)e evolution of the financial assets net
variation is mainly due to the lower increase gfitad contributions. The borrowing requirement
was mainly financed through mid and long term ddioetebt (€ 13.2 billion). On the other hand,
the State’s debt, according to the methodologyefxcessive Deficit Procedure (EDP), stood at
€ 926.5 billion at the end of May, compared to €.8%illion registered a year earlier.

The Social Security records surplus

On the other hand, up to May 2016, the Social Sgc@ystem (Managing Entities,
General Treasury and Mutual Insurers) recorded@siof € 2.9 billion in terms of Cash, 18.5%
below the figure recorded in the same period oB52@&13.5 billion). Revenues increased by 1.7%
mainly due to the momentum of social contributiowhjch rose by 2.4%, to other revenues,
which increased by 1.4% and to the current trassfethich increased by 0.8% despite the
decrease in the State’s current transfers (-0.P¥yments increased by 3.2%, mainly boosted by
temporary disability, pensions, other benefits araternity. Finally, regarding Social Security’s
management expenses, staff expenses rose by 1d%ueent expenses on goods and services
decreased by 8.7%.

The Debt/GDP ratio increases slightly in the firgtiarter

According to the Bank of Spain, the General GovemnimDebt, following the EDP
methodology, reached 100.5% of GDP in the firstrgaof 2016 (€ 1.095.1 billion), a percentage
three tenths higher compared to the same quastieydar.

By subsectors, th€entral Government EDP Debt stood at 88.3% of GDP (€ 962.1
billion), registering an increase of 1.3 pointsGIDP compared to the first quarter of 2015 (87%
of GDP). On the other hand, the Regional GovernrB®R Debt reached 24.3% of GDP (€ 264.2
billion, a percentage 1.3 points higher than tkeabrded in the period between January and March
of last year. Regarding the Social Security Adntraisons, the EDP Debt stood at 1.6% of GDP
(€ 17.2 billion), a figure identical to the one istgred in the first quarter of 2015. Finally, Lbca
Corporations registered in the period between Jgnaad March this year an EDP Debt
equivalent to 3.2% (€ 35.1 billion), four tenthsvler compared to the figure recorded in the same
period of 2015.
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The General Government EDP debt slows down in April

The General Government EDP debt slowed down O.8tgan April in comparison to
March, registering a y-o-y rate of 3.9%, reaching tigure of € 1.078.8 billion. By subsectors,
the State EDP Debt stood at € 922.2 billion, relcgyéh 5.6% increase compared to the figure
registered in the same period of 2015. On the dtlaed, the Regional Government EDP Debt
reached € 263.5 billion, 7% higher than that reedrd year earlier. Regarding the Social Security
Administrations, the EDP Debt reached € 17.2 billi@ figure almost identical to the one
registered in April 2015 (€ 17.2 billion). Finallizpcal Corporations registered in April an EDP
Debt of € 35.8 billion, 6.4% lower compared to thha year earlier.
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