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RECENT EVOLUTION OF THE ECONOMIC INDICATORS

1.- FINANCIAL MARKETS

The evolution of the financial markets during tbarth quarter of 2019 and the beginning
of 2020 was mainly conditioned by the uncertaintgiag from trade tensions between the United
States and China, although this was moderated égxpectation of a possible trade agreement;
Brexit, after the United Kingdom elections; and tevnward revisions of the expected growth
for the world economy. In this context, the maimtcal banks maintained accommodative
monetary policies at the last meetings held. Desthie publication of less favourable than
expected macroeconomic data on both sides of thentid, and the escalation of geopolitical
tensions between the United States and Iran, wsiiaited at the beginning of this year, the
expectation of a possible trade agreement has ¢peelually consolidating the optimism in the
markets, favouring a strong recovery of the stoekkeat indices, an increase in public debt yields
and an appreciation of the euro against the dollar.

The Fed maintains the interest rates and the expansiry monetary policy

The Federal Open Market Committee (FOMC) of theefadReserve (Fed), in its two
day meeting held on foand 11" December 2019, decided to maintain the Federadsimterest
rates within the target range of 1.50%-1.75%, s#talast meeting held off'4nd %' November.
This decision was approved unanimously.

Likewise, the FOMC unanimously decided to maint#e interest rate on required
reserves at 1.55%, and the primary interest rai28%. Moreover, short-term Treasury bond
purchases are maintained to increase the balareatsa rate of $ 60 billion per month as well as
repurchase agreement (repos) operations to enserappropriate reserves level, at least until
March.

In the press conference that followed the meeting,President of the Fed said that the
current monetary policy is adequate to maintainetb@omic activity growth, and stated that the
labour market remains strong, with the economy grgwat a moderate pace.

Regarding future interest rate movements, the Cdi@enivarned that it will continue to
monitor the economy’s evolution while assessingappropriate path of the federal funds target
range.

The ECB maintains the interest rates and the mongtatimuli package and announces a
strategic review of the monetary policy

The Governing Council of the European Central BEERB), on its meeting held on 12
December 2019, the first one led by Christine Ldgaas President of the entity, decided to
maintain the interest rates on the main financipgrations, the marginal lending facility and the
deposit facility unchanged at 0.00%, 0.25% andO0%.5respectively. The Governing Council
expects the ECB key interest rates to remain at therent or lower levels, until a sustained
convergence of the inflation outlook is observe@ tevel close enough to, but lower than, 2.0%
in its projection period, and such convergenceless consistently reflected in the core inflation
evolution.

On the other hand, the net purchases under the pssehase programme of the
Governing Council at a monthly rate of € 20 billicestarted on * November. The Governing
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Council expects them to run for as long as necgdsaorder to reinforce the accommodative
impact of its policy rates, and to end shortly befib starts raising the key ECB interest rates.

Table 1.1Financial and monetary indicators
2019 2020
2018 2019 Aug. Sep. Oct. Nov. Dec. Jan.

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

Eurozone 0.00 0.00 0.00 0.00 0.00 0.00 o0.00 0.00
United States 2.50 1.75 225 2.00 175 1.75 1.75 1.75
Japan -0.10 -0.10 -0.10 -0.10 -0.10 -0.10 -0.10 -0.10
Euribor rates

3 months -0.32 -0.36 -0.41 -042 -0.41 -040 -0.39 -0.38
12 months -0.17 -0.22 -0.36 -0.34 -0.30 -0.27 -0.26 -0.25
Debt market (3)

3 years -0.03 -0.28 -0.47 -0.44 -0.40 -0.28 -0.29 -0.30
5 years 0.41 -0.01 -0.31 -0.27 -0.24 -0.10 -0.05 -0.10
10 years 1.42 0.66 0.14 0.18 0.20 0.38 0.44 0.43

Bank rates (3)
Loans and credit. Synthetic rate 2.39 2.38 227 229 254226 - -

Mortgage loans (households) 2.21 2.24 219 2.04 2.022.02 - -
Deposits. Synthetic rate 0.06 0.04 0.04 0.04 0.040.04 - -
B) Spreads (basis paints)®
Spain-Germany 10 years 95 87 76 76 65 72 71 67
USA-Germany 10 years 246 242 227 226 216 204 214 210
C) Eurozone monetary aggr egates'?
M1 6.70 8.30 8.40 7.90 8.40 8.30 - -
M2 4.30 6.00 6.20 590 6.10 6.00 - -
M3 3.80 5.60 570 560 5.70 5.60 - -
D) Exchange rates™
Dollar/euro 1.181 1.120 1.1131.100 1.105 1.105 1.111 1.118
% (4) -3.8 2.4 37 56 -38 -28 -24 2.1
Yen/euro 130.4 122.1 118.2 118.2 119.5 120.3 121.2 1211
% (4) -4.3 -5.2 -7.8 -94 -7.8 -6.6 -5.2 -2.6
Yen/dollar 110.4 109.0 106.2 107.5 108.1 108.9 109.1 108.3
%(4) -0.5 2.9 43 40 -42 -39 29 -0.5
Effective nominal euro rate 99.0 97.3 98.1 974 97.4 96.7 96.7 96.7
% (4) -0.5 -1.7 -0.8 -2.0 -15 -16 -1.7 -1.2
E) Stock market indexes % (5)
Madrid General Index -15.0 10.2 26 7.0 71 83 102 0.6
IBEX 35 -15.0 11.8 3.6 8.3 84 95 118 0.5
Eurostoxx — 50 -14.3 24.8 142 189 20.1 234 248 0.2
Dow Jones -5.6 22.3 13.2 154 159 203 223 0.6
Standard & Poors 500 -6.2 28.9 16.7 187 21.2 253 28.9 0.5
Nikkei 225 -12.1 18.2 34 87 146 164 18.2 -1.9

(1) Average available daily data for each peri@).At the end of each period. (3) Spanish marktYgar-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 Espafa.
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In addition, the Governing Council expects to comé fully reinvesting the principal of
the capital payments from maturing securities paseld under the asset purchase programme for
an extended period of time past the date when élgarkerest rates start raising, and in any case
for as long as necessary to maintain favourableidity conditions and an ample degree of
monetary accommodation.

In the press conference following the meeting, rieed to continue applying monetary
stimuli was highlighted since thavailable information points to an extended weagnasthe
Eurozone’s growth, in a context of significant daide risks slight inflation increase and
political and trade uncertainty.

Likewise, the beginning of a monetary policy stgateeview was announced for January
2020 and it will include a review of the effectatihe application of the negative rates is having.

The BoE maintains its monetary policy

The Monetary Policy Committee of the Bank of EngldBoE), in its meeting held on
18" December last year decided, with seven votes\nuiaand two against, to maintain the
Official Bank Rate at 0.75%, in force sinc® August 2018. It also decided to continue with the
public debt and corporate debt purchase programwiash stand at 435 billion and 10 billion
pounds, respectively. As in the last statements,BbE highlighted the existence of downward
risks to growth as a result of the political unaarty and Brexit.

The BoJ maintains the interest rates and its asgetchase programme

In the meeting held on T8and 1§ December, the Bank of Japan (BoJ) decided by a
majority of 7 votes to 2, to keep the negative reé rate to current accounts that financial
institutions hold at the Bank at -0.1%.

Similarly, the BoJ unanimously decided to keepa#set purchase programme unchanged.
This programme expands the purchases of public atedst annual pace of 80 trillion yen, those
of exchange-traded funds (ETFs), up to an annuaéase of 6 trillion yen, those of real estate
investment companies (J-REITs) at an annual rat80obillion yen and those of marketable
instruments and corporate bonds at a rate of 21B&htrillion yen per year, respectively.
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With regards to the interest rates policy and mamyestimulus, in a context of moderate
expansion of the economy, the BoJ expects theranain at their current rates for a long period
of time and will assess the risks to carry outrtireonetary policy and execute all necessary
adjustments, given the uncertainty regarding tlenemic activity, the prices evolution and the
evolution of the world economy in order to reach ithflation target of 2%.

The Riksbank raises the interest rates

The Central Bank of Sweden (Riksbank), in the nmeglield on 18 December, raised the
interest rates by 25 b.p., setting the "Repo raté.00%, versus the -0.25% set off B&cember
2018, interrupting the path of negative rates sthan 13 February 2015 (-0.10%).

The Bank Council states that the Swedish economgtenas signs of strength, registering
inflation levels close to the 2% target, which sopg this increase. According to the forecasts
outlined, the entity does not foresee new changemterest rates until 2022. Likewise, the
Riksbank will continue purchasing government boatla nominal amount of 45 billion crowns
(€ 4.3 billion), following the decision taken on"28pril 2019, and that will be in force from July
2019 to December 2020.

The Central Bank of Norway (Norges Bank) maintaitise official interest rates

On the other hand, the Central Bank of Norway (erBank), in its meeting held on"1.9
December, decided to maintain the official intenege (Key policy rate) at 1.50%, set at the
meeting held in September, which was the thirdagase in 2019.

The 12-month Euribor edges upwards

In the interbank market of the Eurozone, interagts rose in all its terms in the period
between 30 September 2019 and'@anuary 2020. Thus, off' @anuary 2020, the one, six and
twelve-month Euribor stood at -0.450%, -0.325% &n@48%, respectively, versus the -0.457%,
-0.386% and -0.330% recorded at the end of Septernibe rise of the twelve-month Euribor in
this period is due to the expectations of increas@gerest rates (the OIS -Overnight index swap-
rose 8 b.p.), while the risk premiums requiredha tarket remained stable (the Euribor-OIS
differential did not vary in that period).

G 1.3 PUBLIC DEBT YIELDS (a) G 1.4 DIFFERENTIALS WITH GERMANY (a)
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Public debt yields increase across the board

In the secondary public debt market, the reduciiomisk aversion, as a result of the
moderation of trade tensions due to the expectati@possible trade agreement, in a context of
the main central banks maintaining an expansiomaoyetary policy, has edged the yields
upwards during the period.

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

Yields (%) Differentials with Germany (basis points

Countries  |Dec-31-18Sep-30-19Jan-06-2Q Variation in bp| Dec-31-1&ep-30-19Jan-06-2Q Variation in bp

Period | Annual Period | Annual

1) 2 B [COAIC-m| @ (5) (6) | (6)-(5)](6)-(4)

Germany 0.25 -0.58 -0.28 30 -53

Holland 0.39 -0.43 -0.16 27 -55 14 15 12 -3 -2
Austria 0.50 -0.31 -0.08 23 -58 25 27 20 -7 -5
Finland 0.55 -0.30 -0.05 25 -60 30 28 23 -5 7
Belgium 0.77 -0.26 0.00 26 =77 52 32 28 -4 -24
France 0.71 -0.27 0.02 29 -69 46 31 30 -1 -16
Ireland 0.91 -0.03 0.06 9 -85 66 55 34 -21 -32
Portugal 1.72 0.17 0.37 20 -135 147 75 65 -10 -82
Spain 1.42 0.16 0.41 25 -101 117 74 69 -5 -48
Italy 2.77 0.83 1.37 54  -140 252 141 165 24 -87
Greece 4.38 1.39 1.43 4 -295 413 197 171 -26 -242

Source: Financial Times.

The 10-year Spanish bond yield stood at 0.41% "odahuary, 25 b.p. higher than the
figure recorded on 3DSeptember. On the other hand, the German bond rgsk 30 b.p. in that
period, and continued registering negative valu@28%), with the Spain-Germany differential
standing at 69 b.p., 5 b.p. lower than at the eénfleptember. In the United States, the 10-year
bond yield stood at 1.81% off 8anuary, 13 b.p. above the level reached at th@kSeptember.
On the other hand, the yield of the three-montls lstood at 1.56%, 32 b.p. below the figure
recorded at the end of September, and below thahefl0-year US bond. The differential
between both stands at 25 b.p., and has incre&sbg4since the end of September. It should be
noted that this differential was negative up td" Ictober (the three-month bills profitability
stood above that of the 10-year bond yield), edgingards as of that date.

The Fitch agency maintains Spain’s rating

On 13" December 2019, the credit rating agency Fitch taaiad Spain’s rating at "A-"
with a stable outlook in the third rating of theayeThe agency warned of a certain uncertainty
level due to the lack of government but noted thateconomy is resilient enough to overcome
these circumstances and the global economic slowdow

Stock indices edged upwards at the end of the fouguarter of last year due to the possible
trade agreement between the United States and China

Indices edged upwards in stock markets, reducsigaversion and volatility due to the
announcement in mid-December of a possible tradeeatent between the United States and
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China in its first phase, despite the downwardsrigkthe world economy growth and persistent
trade tensions, especially throughout November.

In Europe, the Eurostoxx 50 index rose by 5.1%hia period between 80September
2019 and 8 January 2020. In Spain, the IBEX 35 rose by 3.88nding at 9,600.90 points. In
the rest of European markets, gains have been prigled in this period: 6.7% the Italian FTSE
MIB, 5.9% the CAC 40 in Paris, 5.6% the German Daxd 2.3% the FTSE 100 in the United
Kingdom. In the US market, the S&P 500 index ineezhby 9.1% in the same period.

Table 1.3International stock exchanges

% Variation

Level
Countries Indexes Jan-06-20  Sep-30-19 Dec-31-18
Germany DAX 13,126.99 5.6 24.3
France CAC 40 6,013.59 59 27.1
Italy FTSE MIB 23,581.29 6.7 28.7
Spain IBEX 35 9,600.90 3.9 12.4
Eurozone EUROSTOXX 50 3,752.52 5.1 25.0
United Kingdom FTSE 100 7,575.34 2.3 12.6
United States S&P 500 3,246.28 9.1 295
Japan NIKKEI 225 23,204.86 6.7 15.9
China SHANGHAI COMP 3,083.41 6.1 23.6
Mexico IPC 44,495.30 3.5 6.9
Brazil BOVESPA 116,877.92 11.6 33.0
Argentina MERVAL 41,469.66 42.7 36.9

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

The Spanish Treasury ended 2019 with a net issuaot€ 20 billion, the lowest since 2007,...

The Spanish Public Treasury ended the 2019 issymngeamme with a net issuance of € 20
billion, 42.9% lower than the figure estimated la¢ beginning of the year and the lowest since
2007. The gross issuance also decreased, reach®?. & billion, the lowest since 2011 and 9.5%
lower compared to 2018.

This reduction has been possible thanks to thdipesivolution of the Treasury financing
costs and the investors’ confidence in the Spaamdnomy. The reduction of emissions will
allow an estimated saving in the payment of inteo€€ 2.4 billion compared with the forecast at
the beginning of the year.

Financing costs throughout 2019 have decreaseectwrd lows. The average cost of the
debt stock decreased, currently standing at 2. B9fbthe interest rate of the issuing debt stood at
0.23%, 41 basis points lower than the figure regext in 2018. Finally, the average life of
outstanding debt remains at 7.55 years in 201¢ht}i above that registered in 2018 (7.45 years).

...and plans to reduce issuances in 2020 and isgteen bonds for the first time

Likewise, the Spanish Public Treasury presentefintacing strategy for 2020, when it
plans to reduce public debt issuances. The gressiige is estimated to reach € 196.5 billion,
6.2% lower than the one announced at the begirofi2§19, while the planned net issuance will
be € 32.5 billion, 7.1% lower than the one suggkkist year.



Ministry of Economic Affairs and Digital Transformation / Spanish Economy Report / December 2019 9

The 2020 financing programme starts from a cons$ervascenario, which could be
reviewed throughout the year. The Government's cimment to fiscal consolidation and the
deficit's progressive reduction will continue tdensify the reduction of the public debt vs GDP
ratio.

The main novelty in 2020 is the Treasury’s objeztiv launch the first issuance of a green
bond programme, to contribute to the financing p&if's commitments to green transition.

It is expected that all net financing will be olied through the issuance of medium and
long-term instruments. With regard to the reguksuance of treasury securities, 48 ordinary
auctions of letters and bonds and obligations efState are expected. Likewise, the Treasury will
once again resort to syndicated issuances for iceBtate Obligations references and will
continue with its European Inflation-indexed Boiaisl Obligations programme.

The euro appreciates against the dollar

With respect to the currency markdhe uncertainty regarding the possible trade
agreement between the United States and Chinanbesased volatility over the last quarter of
last year, but in a context of less uncertaintyuatidrexit, improved macroeconomic indicators in
the Eurozone and lower risk aversion, so the excbange rate has been finally favoured against
the dollar.

Thus, in the period between ™®eptember last year and' 8anuary 2020, the euro
appreciated by 2.8% against the dollar and by 2a@f#inst the yen, and depreciated by 3.8%
against the pound, trading at 1.1194 dollars, 12 and 0.85215 pounty the end of the's
January session. In the same period, the euro deperd by 0.2% in nominal effective terms
vis-a-vis the group of industrialised countries.

The M3 broad monetary aggregate rose by 5.6% in &uber 2019, one tenth less than in
October,...

In relation to the analysis of the monetary sedtwe, ECB published the evolution of the
monetary and credit aggregates in the Eurozoné&Némember 2019. The M3 broad aggregate
rose by 5.6% y-0-y, one tenth less compared tdigiuee registered in the previous month. This
evolution is due to the slightly lower growth ofesmight deposits (8.8%, compared to the 9.0%

Table 1.4Eurozone monetary aggr egates

November 2019 % Year-on-year variation
Balance September October November
Monetary aggregates (Billion €) 2019 2019 2019
1. Currency in circulation 1,217 4.7 4.8 5.0
2. Overnight deposits 7,715 8.5 9.0 8.8
M1 (= 1+2) 8,932 7.9 8.4 8.3
3. Other short-term deposits (= 3.1.+3.2.) 3,442 1 1. 0.5 0.3
3.1. Term deposits up to two years 1,083 -2.6 -4.3 -45
3.2. Deposits redeemable at notice up to threethmson 2,359 3.0 2.9 2.7
M2 (= M1+3) 12,374 5.9 6.1 6.0
4. Marketable instruments (= 4.1.+4.2.+4.3.) 633 9-0 -14 -0.7
4.1. Repurchase agreements 73 3.0 10.1 -1.2
4.2. Money market funds shares units 533 6.1 1.6 6 4
4.3. Securities other than shares up to two years 27 -64.5 -39.2 -45.9
M3 (= M2+4) 13,008 5.6 5.7 5.6

Source: European Central Bank.
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registered in October) and other short-term dep@Bi8%, compared to the 0.5% recorded in the
previous month), partially offset by the accelematof the cash in circulation (0.2 points, up to
5.0%) and the lower drop in marketable instruméts%, compared to the -1.4% registered in
the previous month).

...and financing to the private sector in the Eurozemmaintains its growth at 3.2%

On the other hand, the main counterpart to M3 fitiencing to the private sector in the
Eurozone, increased by 3.2% y-0-y in Novemberpabe previous month. This evolution is due
to the fact that the higher rise of shares andratqaity and of securities other than shares (4.2%
and 3.0%, compared to the 3.4% and 2.3% register€dctober, respectively) has offset the
slight moderation of the growth rate of loans (¢emth, to 3.2%)Within loans, those granted to
non-financial corporations slowed down (five tentthewn to 2.6%), and also did, but to a lesser
extent, other financial intermediaries (one ternth3.7%), while those granted to households
maintained a 3.3% growth rate, and those grantehsiorance companies and pension funds
rebounded, accelerating 5.2 points, reaching aoifeté.2%.

Table 1.5Financing to the private sector in the Eur ozone (1)

November 2019 %Y ear-on-year variation
Balance September October November
(Billion €) 2019 2019 2019
Financing to the private sector 13,855 32 3.2 3.2
L oans 11,439 3.2 3.3 3.2
Households 5,913 3.2 3.3 3.3
House purchases 4,502 35 3.7 3.7
Consumer credit 718 6.0 5.7 5.8
Other lending 693 -14 -17 -15
Non-financial corporations 4,492 2.9 31 2.6
I nsurance companies & pension funds 146 144 11.0 16.2
Other financial intermediaries 888 3.6 3.8 3.7
Securities other than shares 1,572 3.3 2.3 3.0
Sharesand other equities 844 2.6 34 4.2

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

Financing received by households and non-financiabrporations in Spain recovered in
November

According to the data of financing to the non-fioiah sectors in Spain, published by the
Bank of Spain (BoS), financing to the private norahcial sector decreased by 0.2% y-0-y in
November, three tenths more than in the previoustim@his rate is calculated as the effective
flow of a period divided by the balance outstandatghe beginning of the period). Financing
received by non-financial corporations decrease@.6%o, two tenths less than in October (-0.8%),
due to the slight acceleration of debt securitggse(tenth, up to 14.3%) and the lower decline of
bank loans (-1.3%, compared to the -1.5% recorde@atober) and of foreign loans (-4.6%,
compared to the -4.7% registered in the previousitjoOn the other hand, the financing
received by households increased slightly in Novem{0.3%, after the slight fall recorded in
October, of 0.1%), due to the greater increaseamikboans for purposes other than housing
(4.0%, nine tenths more than in October) and thelalecrease of bank loans for housing (-1.0%,
compared to the -1.2% registered in the previoustih)o
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Table 1.6 Financing to non-financial sectorsresident in Spain

November 2019 % Year on year variation

Balance September October  November

(Billion €) 2019 2019 2019

Non-financial corporations and households 1,608 0.6 -0.5 -0.2
Non-financial corporations 895 11 -0.8 -0.6
Bank loans 477 -0.7 -1.5 -1.3
Securities other than shares 118 16.1 14.2 14.3
External loans 300 -1.0 -4.7 -4.6
Households and NPISH 713 0.0 -0.1 0.3
Bank loans. Housing 516 -1.2 -1.2 -1.0
Bank loans. Other 197 35 31 4.0
General Government - 26 27 -
Total financing - 15 0.9 -

Source: Banco de Espafia.

The ratio of doubtful loans falls, down to recordws since January 2010

According to the data published by the BoS, thm rat doubtful loans to the total loans
granted to households and non-financial companyeinancial institutions operating in Spain
decreased one point in October 2019 in comparisdhe figure recorded a year earlier (6.08%),
standing at 5.10% (5.14% in September), the lowast recorded since January 2010, when it
reached 5.31%.

New loan and credit operations to non-financial c@anies and households, increased in
November

The total amount of new loan and credit operatitmshouseholds and non-financial
corporations in Spain, according to figures pulddtby the BoS, increased by 6.6% y-0-y in
November, after the 1.4% fall recorded in Octofénis growth is explained by the rise in loans
granted to non-financial corporations (6.9% y-orycomparison to the 3.6% decrease registered
in the previous month), and to households (5.6%&atea almost one point lower compared to the
one recorded in the previous month). Loans gratdefMEs (using as a proxy for these credits
those under one million euros) grew by 1.0% in Noler (-0.3% in October), and those
exceeding one million euros rebounded, up to 14-3%% in the previous month).

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

Balance % Yea-on-year variatio
November
2019 September October November
(Million €) 2019 2019 2019
TOTAL 438,505 -1.0 -2.0 -1.2
L oan and credit operationsto households and NPISH 96,447 -0.9 -0.4 0.4
House purchase 42,938 0.2 -0.3 -0.5
Consumer credit 35,946 5.0 4.8 5.2
Other lending 17,563 -13.1 -9.9 -6.1
L oan and credit operations to non-financial
cor por ations 342,058 -1.0 2.4 -1.7
Up to 1 million euros 173,176 -2.9 -3.1 -2.2
Above 1 million euros 168,882 0.9 -1.8 -1.1

(1) Accumulated data for the last 12 months.
Source: Banco de Espafia.
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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 foelter months, increased by 0.4% y-0-y in
November, after three consecutive months of falstfo in October). This evolution is explained
by the acceleration of loans for consumption (fiaunths up to 5.2%) and the lower drop in loans
for other purposes (-6.1%, compared to the -9.98tstered in October), partially offset by the
greater decrease in loans for housing (-0.5%, cosdpto the -0.3% recorded in the previous
month). The amount of new loan and credit operatiom SMEs (up to one million euros)
decreased by 2.2% y-o0-y in November, nine tentbs fban in October, and the amount of new
operations exceeding one million euros decreased 18, compared to the 1.8% fall recorded in
the previous month.

G 1.5 EXCHANGE RATES G 1.6 CREDIT IN SPAIN
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2.- DEMAND AND PRODUCTION

The Spanish economy extended the expansionary paththe third quarter of 2019,
maintaining a positive growth differential with rgeect to the Eurozone

The Spanish economy extended the expansionaryipalie third quarter of 2019, in an
international context in which there are still urtaety factors, such as trade tensions, Brexit,
geopolitical tensions and the slowdown in globarexmic activity.

The INE published the Quarterly National Accour@N@) figures for the third quarter of
2019, which update the flash estimate publishettheatend of October. According to the QNA,
GDP, in volume and with calendar and seasonallystelgl data, recorded a 0.4% g-o0-g growth in
the third quarter of 2019, identical to the figuegistered in the second quarter, thus linking six
years of uninterrupted positive rates. In y-o-yrtgr GDP rose by 1.9% in the third quarter, one
tenth less than in the previous quarter (2%), alghothe Spanish economy growth is still above
that of the Eurozone as a whole (0.2% g-0-q an% :20-y, in the third quarter).

With regards to the growth composition, domestiendied continues to be the main
driver, increasing its contribution to the y-o-y 8Qyrowth by six tenths in the third quarter
compared to that of the second quarter, reachiigptints, as a result of the acceleration of
investment and private consumption. On the otherdhaet external demand contributed one
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tenth to GDP growth, seven less than in the previuarter, as a consequence of an increase in

imports greater than the exports acceleration.
From the supply point of view, and in the periodween July and September 2019, the

gross added value (GAV) in volume showed a mor@udeable evolution in the agriculture,
farming, forestry and fisheries and industry sextarile it slowed down in the construction and

services sectors for the second consecutive quarter
Regarding the primary distribution of income, thesight of the compensation of

employees on the quarterly GDP grew in the thirdrtgr of 2019 (four tenths compared to a year
earlier, up to 45.9%), and that of gross operasiagplus/gross mixed income and net taxes on
production and import fell (three and one tenthwiddo 43.7% and 10.4%, respectively).

The period between January and September 2019 evittedn average annual real GDP
growth rate of 2.0% compared to the 2.4% registéned018 as a whole. This moderation is
mainly due to the less expansionary evolution afdetold and NPISH consumption expenditure
(it increases by 1.1%, seven tenths less than #8)2@nd investment in fixed capital (almost

halves the growth rate, from 5.3% in 2018, dowr2 i) and, to a lesser extent, exports (they
grow by 1.8%, four tenths less than last year)tigar offset by the slowdown of imports, 2.4

points to a rate of 0.9%, and the highest growtpublic consumption (2.2%, compared to the

1.9% recorded in 2018).
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 maintains its growth forecast fthe Spanish economy at 2% in 2019 and

1.7% in 2020
According to the update of its macroeconomic fosezafor the Spanish economy
published in December 2019, the Bank of Spain (Bo®gcts the Spanish economy to continue
recording an expansionary evolution in the secaifldi 2019 and above that of the Eurozone as
a whole, estimating a real GDP growth rate in theth quarter similar to that of the third quarter
(0.4% g-0-q). Thus, the Bank of Spain has mainthiteegrowth forecasts of the real GDP for the
2019-2021 period published in September, at 2.0%0land 1.6%, respectively, although it
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introduces changes in the composition: it revisesdontribution of domestic demand upwards
and that of net external demand downwards. Thegegtions include forecasts for the year 2022
for the first time, with the real GDP growth reauil.5% that year.

With regards to the real GDP growth compositior, Bank of Spain revised the domestic
demand contribution to real GDP growth upward i12@three tenths, up to 1.7 percentage
points—p.p.-) and, to a lesser extent, in 2020 (emdhs, up to 1.9 p.p.) and 2021 (one tenth, up to
1.6 p.p.), as a result of the higher growth foraste private consumption over the projected
period, and investment, in 2019. In 2022, the ddmedemand contribution to GDP growth
reaches 1.5 p.p. On the other hand, it reviewedéiexternal demand contribution downwards
(three tenths in 2019 and 2020, down to 0.3 p.@.-&r? p.p., respectively, and one tenth in 2021,
registering a null contribution), due to the londynamism expected for goods and services
exports in the projected period, and the upwardsi@v of imports, especially in 2019. In 2022,
the Bank of Spain expects the null contributiomef external demand to GDP growth to remain.

In the labour market, employment growth, in ternisNational Accounts, is revised
slightly upwards in 2019 compared to the forecdsts September, and remains virtually
unchanged for the rest of the period, moderatioghf2% in 2019 to 1.2% in 2022. On the other
hand, it expects that the unemployment rate wititeme to decline, but somewhat less than in
September, partly due to a more dynamic than eggdextolution of the labour force population,
reaching 12.6% in 2022 (annual average).

The most recent indicators of global activity poittt the extension of the expansionary path of
the Spanish economy in the fourth quarter of 2019

The recently published global activity indicatoroiqg to the extension of the
expansionary path of the Spanish economy in theHhayuarter of 2019, in a context of intense,
although more moderate, job creation and loosexnéimg conditions.

Among the quantitative indicators, the Businessnduer Index (BTI), with calendar
adjusted data, rose by 0.2% in October 2019, asiatdar to the one recorded in the previous
month (0.3%) and lower than that of the previousiths; and total large firm sales, according to
the statistics prepared by the Tax Agency and basadonthly VAT returns, with fixed-sample,
deflated and adjusted for calendar and seasonitioas data, moderated the y-o-y growth rate
in November, four tenths, to 1.1%, due to the slowud in domestic sales (four tenths, down to
0.8% y-0-y) and, to a greater extent, exports (tpesw by 2.3%, compared to the 3.9% the
registered in the previous month).

On the other hand, the main qualitative indicatdfrglobal activity moderate slightly in
the fourth quarter of 2019. The Economic Sentimbémtex, published by the European
Commission, fell 3.5 points in that quarter, downl102.1 (1990-2018 average = 100), and the
global activity composite PMI for Spain reached®% A level very similar to the one recorded in
the third quarter (52.0 points). This was due te tact that the greater fall of activity in the
manufacturing industry offset the acceleration lué services sector. Likewise, the composite
leading indicator for Spain, designed by the OEGnticipate turning points in the economic
activity with regards to its trend, fell one temthNovember 2019, down to 98.7, thus extending
the downward path that began in early 2018.
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2.1.- Domestic Demand

According to the QNA figures, economic growth caogd to be supported by domestic
demand. Its contribution to the GDP y-0-y rise @ased six tenths in the third quarter of 2019,
reaching 1.8 percentage points (p.p.). By companethis increase compared to the second
quarter is mainly explained by the accelerationpo¥ate consumption and equipment goods
investment.

Private consumption accelerated in the third quarte.

Amongst GDP components on the demand side, finalswoption expenditure of
households and non-profit institutions serving letwdds (NPISHS) in volume, interrupted the
downward trend initiated in early 2018 in the thadarter of 2019, registering a y-o-y rate of
1.4%, six tenths higher than the previous quarféis upturn can be partly explained by the
evolution of the real compensation per employedchvhaccelerated almost one point in the third
quarter, up to 1.3% y-o0-y, as well as by the recpeé the new consumer credit operations in the
period between July and September, which grew B%02y-o0-y, after falling by 0.3% in the
previous period. On the other hand, the slowerattell-time equivalent employment creation (it
moderate from 2.5% in the second quarter to 1.8%henthird) contributed to moderating the
growth of household disposable income.

The most recent short-term information regardinggte consumption shows, in general,
favourable signs in the fourth quarter of 201%@ligh its dynamism moderates slightly after the
strong rebound recorded in the third quariera context of sustained progress based on a good
pace of job creation, as shown by the figures irgjaio Social Security covered workers in that
period, the favourable financial conditions and thgrovement of the financial position of
households, whose net financial wealth has inccksthe last quarters.

Among the quantitative indicators related to pevebnsumption for the fourth quarter of
2019, car registrations stand out, which, accordimgthe Spanish Association of Vehicles
Manufacturers (ANFAC, as per its Spanish abbrewmgtirebounded, reaching a y-o-y rate of
5.1% (-11.4% in the third quarter), although in 2@k a whole they ended up with an average
annual decrease of 4.8%, compared to the 7% ireregsstered in 2018. Retail trade sales, with
deflated and calendar adjusted data, moderateg-thg growth rate in the two-month period
between October and November in comparison tohind guarter, six tenths, to 2.8%, and the
domestic large firms™ sales of consumer goods amdices, with deflated, fixed-sample and
calendar and seasonally adjusted data, grew byha#eisame period, three tenths less than in the
third quarter.

On the other hand, among the qualitative indicatetated to private consumption, the
Consumer Confidence Index, published by the Sogio&d Research Centre (CIS), fell in the
fourth quarter of 2019, almost twelve points, reagh76.1, far away from the 100 threshold
(indicative of a negative perception of consumersis evolution is explained by the fall of its
two components, current situation and expectatiSmailarly, the consumer confidence indicator
published by the European Commission dropped 4iidtpaon the fourth quarter, reaching a
balance of -10.5, ending 2019 with a balance &,-B.4 points lower in comparison to the figure
recorded in 2018.
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G 2.2 PRIVATE CONSUMPTION INDICATORS

REAL CONSUMPTION AND WAGES SALES AND CONFIDENCE
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...and the household savings rate falls

According to the Quarterly Non-Financial Accounter fthe Institutional Sectors
(QNFAIS), published by the INE, households and NPknerated a net borrowing of € 13.8
billion in the third quarter of last year, € 360llon lower than a year earlier, due to the negativ
savings generated by the sector and the fall iasimvent. In turn, the lower negative savings (%40.4
y-0-y) is explained by a gross disposable incomBljGncrease higher than that of nominal
private consumption (3.1% and 2.5%, respectivelydh the savings rate reaching -1.3% of the
GDI, compared to the -1.4% recorded in the sameteuaf the previous year. With calendar and
seasonally adjusted data, the savings rate red&chee 1.4 points lower than the figure recorded
in the previous quarter and the households’ investmate stood at 5.4% of its GDI, similar to
the figure registered in the previous quarter.

With regard to final consumption expenditure of Beneral Government, in volume,
recorded a y-0-y rate of 2.2% in the period betwédy and September 2019, as in the previous
guarter. On the other hand, the net borrowing ef @eneral Government, with calendar and
seasonally adjusted data, reached 3.1% of theaylya@DP, one tenth less than in the previous
quarter.

Investment in equipment goods rebounded in the thquarter of 2019,...

Investment has also contributed to the greaterribonion of domestic demand to real
GDP growth in the third quarter of 2019, althoughatlesser extent than private consumption.
Indeed, Gross Fixed Capital Formation (GFCF), ilunee, accelerated one point and a half in the
third quarter of last year, up to 2.4% y-o-y, doehe rebound in the component of equipment
goods and cultivated assets (4.3%), after the dzoprded in the second quarter (-1.2%), while
investment in construction slowed down 1.2 poittsP.9%. On the other hand, investment in
intellectual property products increased by 3.3%,pbints more than in the previous quarter.

The strong rebound in equipment investment is @laatgradual slowdown trend since the
middle of 2018, in a context of high volatility agdowing international uncertainty derived from
trade tensions, which has particularly affected nienufacturing sector. However, factors that
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contribute to boost equipment investment persisth @s the dynamism of domestic demand, the
favourable financial conditions and the deleverggrtension of non-financial corporations (their
debt has gone from representing 97.4% of GDP irthihid quarter of 2018 to 95% in the same
quarter of 2019).

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

year-on-year change g-0-q change
2017 2018 2019(4) 1V-18 1-19  11-19 111-19] 11-19 111-19

DEMAND

Domestic consumption 25 1.9 1.4 1.4 1.4 1.1 1.6 0.2 0.8
- Private consumption 3.0 1.8 1.1 1.2 1.1 0.8 1.4 0.1 0.8
- Public consumption 1.0 1.9 2.2 2.2 2.3 2.2 2.2 0.4 0.6
Gross fixed capital investment 59 53 2.7 3.5 4.7 0.9 2.4 -0.2 1.7
- Equipment (1) 8.5 5.6 3.6 1.6 80 -1.2 4.3 -1.1 4.8
- Construction 5.9 6.6 2.3 5.7 4.0 2.1 0.9 0.0 -0.3
- Intelectual Property Products 1.3 1.1 1.9 1.0 0.4 2.0 3.3 14 15
Change in inventories (2) 0.0 0.2 0.1 0.2 0.1 0.1 0.1 0.1 0.0
Domestic demand (2) 3.0 26 1.7 2.0 2.0 1.2 1.8 0.2 1.0
Exports of goods and services 56 2.2 1.8 0.1 0.4 2.1 3.0 15 0.0
- Goods (fob) 5.1 2.1 0.1 -1.0 2.1 1.2 1.4 2.4 -1.0
- Services 6.8 2.3 5.6 2.7 6.1 4.0 6.7 -0.3 2.1
Imports of goods and services 6.6 3.3 0.9 -0.3 0.1 -0.2 3.1 1.1 1.8
- Goods (fob) 65 19 -06 -20 -15 -23 19 0.6 1.7
- Services 7.3 9.8 8.2 7.9 6.5 9.8 8.4 3.2 1.9
Net foreign balance (2) -0.1 -0.3 0.3 0.1 0.2 0.8 0.1 0.2 -0.6
GROSSVALUE ADDED

Agriculture (3) -3.0 5.9 -15 6.9 01 -45 0.1 -2.6 1.3
Industry. Total 31 -04 0.5 -15 -0.5 0.6 1.2 0.6 0.5
- Manufacturing 4.9 0.7 0.2 -0.3 0.0 0.0 0.6 0.1 0.3
Construction 4.9 5.7 4.2 5.9 6.0 4.2 2.4 0.3 -0.4
Services 2.9 2.7 2.6 2.7 2.9 2.7 2.2 0.5 0.4
GDP m.p. 29 24 20 21 22 2.0 19 0.4 0.4
GDP at current prices 43 35 3.5 3.4 3.4 3.6 3.5 1.2 0.5

(1) Equipment and cultivated assets. @@ntribution to GDP growth (percentage points).A8Jiculture, forestry ar
fishing. (4) Period January-September.
Source: INE(CNE-2019 Statistical Review).

With regards to the most recent quantitative indicaon equipment investment, truck
registrations, according to figures provided by ANMFAC, ended the fourth quarter of 2019 with
an average annual decrease of 3%, two points highmmparison to the figure registered in the
previous quarter. On the other hand, among theatgtie¢ indicators, the Industrial Climate for
investment goods recorded a balance of -3.7 paintapared to the positive balance of 4.8 points
registered in the third quarter.



18 Ministry of Economic Affairs and Digital Transformation / Spanish Economy Report / December 2019

G 2.3 GROSS FIXED CAPITAL FORMATION G 2.4 GFCF IN CONSTRUCTION
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...while construction investment continues to showss of moderation

With regards to investment in construction, it nadied the y-o-y growth in the period
between July and September 2019, for the fifth eousve quarter (1.2 points, to 0.9%, as
mentioned above). This evolution is explained & $lowdown of the residential component, 1.6
points, to 2%, and, to a lesser extent, the deer@ashe other constructions segment (-0.5%,

compared to the 0.4% growth registered in the pressguarter).

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

2018 2019 L atest

2018 2019(1) I v I 1) Data

Households & bussiness financing (2) -2.7 -0.5 -1.8 -1.2 -05 03 -07 Nov.19
Private Consumption

Composite Consumption Indicator 1.1 1.€ 0.t 1.C 1€ 21 - 0.1.19

2.2 1.C 23 20 -32 Oct.1¢

Consumer Goods. Apparent cons 2. 1.2
IPI consumer goods (acsted -0.7 1.7 -1.7 0.5 3¢ 1€ 0.2 Nov.1¢
Consumer goodmports (vol. 2.2 1.7 1.€ 1.2 -1€  4.€ 3.€ Oct.1¢
Retail sales inde (4) 0.7 2.t 1.4 1.4 2.2 3.€ 2.6 Nov.1¢
Passenger car registrati 7.C -4.€ -7.€ -6.€ 4.6 -11.4 5.1 Dec.1¢
Rea wages (£ 2.t 3.4 2.€ 3.€ 3.2 3¢ - Q.lll.19
Consumer goods. Capacity utiliz. ( 74.¢ 77.C 74.F 77.4 76.z 78.z 76.2 0Q.lv.18
Consumer confide. indicator (balanc -4.2 -6.2 -6.2 -4.€ -4C -5¢& -10.t Dec.1¢
Large firms sales. Consumption 2.7 2.7 2.2 3.C 2¢ 2.2 .3 Oct.1¢
Households financing (: -2.C -0.€ -1.€ -1.C -0.¢ -0t -0.5 Nov.1¢
Egquipment | nvestment
Composite Equipment Indicator 4.t 2.¢ 2.€ 2.¢ 3.7 21 - Q.lll.19
Capital Goods. Apparent cons. 7.4 3.1 7.C 7.t 2¢ 0.1 0.€ Oct.1¢
IPI consumer goods (adijust 2.1 2.€ -1.1 3.1 2€ 1.cC 3.7 Nov.1¢
Capital goods imports (vo 2.C 0.8 2.t 4.1 14 1.5 -6.2 Oct.1¢
Corporations finacing (2' -4.4 0.7 -3.2 -2.1 -0.2 3t 2.C Nov.1¢
Truck 1egistration 6.7 0.2 0.7 3.2 1.6 -1.C -3.C Dec.1¢
Capital goods. Capacity utilizati«(%) 86.t 87.2 84.¢ 87.C 87.¢ 87.2 87.1 0.lIv.1¢
Large firms sales. Capi (6) 4.7 5.2 5.€ 3.7 7.1 5.:¢ 4.7 Oct.1¢

(1) Available period dal. (2) Deflated by CI. (3) Adjusted for seasonal, calendar and outléffscts. (4) Adjusted fc
calendar effects, at constant prices. (5) QNA sersmasonal and calendar effects adjusted divigetiobiseholi
consumption deflator. (6) Calendar adjusted, defl& fixed sample.

Sources: SGCPE (MECE), BE, INE, DA, ANFAC, MICT, @&d AEAT
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The evolution of housing investment, which has bgleowing a slowdown profile since
mid-2018, is in general in line with that of the imandicators related to the residential
investment, although the most recent data showra fawourable behaviour. Thus, the number of
new housing purchases and the number of mortgageboasing recorded in the Property
Registries, fell at a more moderate pace in Octab&f6 and 2.1%, respectively, falls 10.5 and
almost 30 points lower compared to the previoustmonhis evolution could be affected by the
entry into force in June 2019 of the new Real Estatedit Law, since these are mortgages
registered in the Property Registries during Oatdkmm public deeds made in previous months,
so a normalisation of these flows is expected éncthming months.

2.2.- External Demand
The contribution of the foreign sector to the GDPoyy growth fell in the third quarter of 2019

According to figures from the QNA, net external @ contributed one tenth to the y-o0-y
GDP variation in the third quarter of 2019, sevenths less than in the previous quarter, due to
the acceleration of exports (nine tenths, to 3%Ner compared to that of imports (they went
from registering a rate of -0.2% in the second wuao 3.1% in the third). In comparison to the
major economies of the European Union, the y-ot§ od Spanish exports (3%) was higher than
that of Germany (1.6%), France (1.6%) and Ital\2%d), and lower than that of the United
Kingdom (3.5%).

G 2.5 EXTERNAL SECTOR
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Real exports of goods and services accelerate alrans point in the third quarter, up to 3%,...

In y-0-y terms, real exports of goods and servgresv by 3% in the third quarter of 2019,
nine tenths more than in the second, registerisgsrof 1.4% in goods and 6.7% in services,
compared with rates of 1.2% and 4%, respectivalyhe previous period. In g-0-q terms, exports
remained stable, after the 1.5% increase recomtdakei previous quarter, due to the fact that the
1% decline in goods exports (2.4% growth in theviones quarter) was offset by the 2.1% growth
registered by services (-0.3% in the second qyarter
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In the third quarter of 2019, a slight improvemesats observed in the activity of Spain’s
main trading partners, in general. The g-o-q GD&mn recovered in Germany and the United
Kingdom (0.1% and 0.4%, respectively), after thgatave rates registered in the second quarter
(-0.2% in both cases), and remained stable in Ergd@8%), Italy (0.1%) and the United States
(0.5%). Among the main emerging economies, the @DRussia and Brazil accelerated one
tenth, up to 0.8% and 0.6%, respectively, andahdexico stabilised after falling by 0.1% in the
second quarter. On the other hand, it slowed dow@hina (one tenth, to 1.5%), Taiwan (three
tenths, to 0.6%), Turkey and Korea (both six tentdmvn to 0.4%), Indonesia (1.1 points, to
3.1%) and South Africa (3.4 points, to 0.6%), aelllih India (-0.9%), after growing by 1.3% in
the previous quarter.

...in a context of price competitiveness gains,...

The competitiveness trend index, based on consymees against the developed
countries, prepared by the Secretary of State fadd, recorded a competitiveness gain of 2.6%
y-0-y in the third quarter of 2019, maintaining thmeprovement trend of the previous three
quarters, due to the 1.5% depreciation of the nah@ffective exchange rate and to the fact that
the relative prices index fell by 1.1%. Regardihg European Union, a competitiveness gain of
0.8% was recorded, confirming the trend changelibgan in the first quarter, as a result of the
decrease in relative consumer prices index (1%ijlewthe nominal effective exchange rate rose
by 0.2%. Finally, a competitiveness gain of 5.1%hwiegards to the BRICS countries was
recorded, extending the trend change that begtmeifirst quarter, as a result of the 2.9% decline
in the relative price index and the depreciatiothefnominal exchange rate index (2.3%).

...and the increase of market share in the worldde

In this context, real exports of goods increasedhi third quarter of 2019 (1.4%),
compared to the fall recorded by the global tradgaods (-1%, according to the Central Planning
Bureau of the Netherlands), which resulted in akeiashare gain, reaching 1.96% (1.93% in
2018 as a whole).

According to Customs figures, deflated by unit ealndices, which are more volatile than
the QNA figures, the "momentum” of exports (vaoatiin volume in the last three months
compared to the previous three months) was negativ€eptember (-3%) after the 5.9%
registered in June, due to the negative contributiom countries belonging to the European
Union and non-OECD countries. By products, the tiegacontribution of non-energy
intermediate goods and, to a lesser extent, nod-#oal capital consumption goods stand out.

In y-0-y terms and according to Customs figureal exports of goods rose by 1.5% in the
third quarter of 2019, following the 3% growth retgired in the second quarter. By product type,
food and non-food consumer goods exports acceterdt® and 8.7 points, respectively, up to
6.9% and 8.5%; capital and intermediate energy gaogborts moderated their dynamism, 5.5
and 15.5 points, respectively, to 1.6% and 3.49%; iatermediate non-energy goods exports fell,
by 3.1%, after the growth also close to 3% regesten the previous quarter (2.8%).

Within the non-food consumer goods group, car d@spebounded, registering a 11.8% y-0-y
rate, following the falls of the two previous quasd, contributing by 0.8 percentage points to total
exports growth.
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Table 2.3Foreign trade by category of goods, volume

Weight

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

I | I | 1 | Oct. I | I \ 1 \ Oct.

Total exports 100.0 -17 3.0 15 11 -1.7 3.0 15 11

Consumer goods 37.2 -5.7 0.8 8.0 74 -2.0 0.3 24 24
Foods 13.7 1.1 24 6.9 7.9 0.1 0.3 0.8 0.9
Others goods 23.5 -9.7 -0.2 8.5 7.1 -2.2 0.0 1.7 15
Cars 10.7 -10.9 -6.6 11.8 9.1 -11 -0.7 0.8 0.8

Capital goods 8.6 -0.6 7.1 16 7.8 -01 0.7 0.2 0.8
Excl. heavy trans. equipment 8.4 -0.9 5.7 0.4 7.7 -0.1 0.6 0.0 0.8

Inter mediate goods 54.3 12 39 -2.6 -4.2 0.7 22 -1.6 -24
Energy 4.9 6.1 18.9 34 -19.8 0.2 0.7 0.2 -1.0
Non-energy 49.3 0.8 2.8 -3.1 -2.7 0.4 15 -1.7 -1.4

Total imports 100.0 14 -1.0 55 -1.0 14 -1.0 55 -1.0

Consumer goods 27.6 13 -1.6 4.8 3.6 0.3 -04 12 0.9
Foods 7.0 0.7 -2.9 1.0 10.1 0.0 -0.2 0.1 0.6
Others goods 20.6 14 -1.2 6.2 1.4 0.3 -0.2 1.2 0.3
Cars 59 0.1 -6.7 7.7 -111 0.0 -0.4 0.3 -0.5

Capital goods 8.5 41 -14 13 -6.3 0.4 -01 01 -0.7
Excl. heavy trans. equipment 8.4 39 -19 -3.3 -5.0 0.4 -0.2 -0.3 -0.5

Intermediate goods 63.9 1.0 -0.7 6.4 -2.3 0.6 -05 41 -15
Energy 14.9 -45 -1.7 0.7 -215 -0.6 -0.2 0.1 -3.0
Non- energy 49.0 23 -05 7.9 2.9 1.2 -0.3 4.0 15

Sources: Customs and SGCPE.

Goods exports to the EU slowed down

By geographic destination, according to Customa,datthe third quarter of 2019, goods
exports to the European Union and the Eurozoneplmme and in y-0-y terms, rose by 2% and
0.7%, respectively, which represents a slowdoweoomparison to the previous quarter (4% and
4.6%, respectively). The nominal sales growth ®Uhited Kingdom, new EU partners, Italy and
France and the falls of those to Benelux shoulddied. Exports to the rest of the world also lost
dynamism, but to a lesser extent, growing by 0.6%eal terms, after the 1.1% registered in the
previous quarter. The breakdown by geographic msdin outside the European Union reveals
double-digit growth rates of nominal sales to salx8an Africa, Turkey, Japan and Brazil (the
ones assigned to Venezuela represented the highesth, although they remain at very low
levels), while the main falls were registered bjesao Argentina, OPEC, Mexico and North
Africa. Consequently, the contribution to the tatalrease of exports of those to the EU stood at
1.3 points and to the rest of the world was of temths, in both cases half that of the previous
quarter (2.6 and 0.4 points).
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The final consumption expenditure of non-residentsthe economic territory recovers

According to QNA figures, expenditure of non-residdouseholds in the economic
territory, in volume, increased by 0.7% qg-o-q i tthird quarter of 2019, after the 1.3% fall
registered in the previous quarter and grew by 484yy compared to the 2.3% increase registered
in the previous quarter. For the fourth quarte2019, the main indicators of foreign tourism,
among them, inbound tourists, show an extensidhisfrecovery.

Real exports of non-tourism services grew by 3.186qin the third quarter of 2019, after

the 0.4% growth registered in the previous quatiery-o-y terms, they registered an 8.6%
increase, 3.3 points higher than in the previousrtgu. According to the International Trade in
Services Survey published by the INE, referringhe third quarter of 2019, the services with
greater contribution to the nominal growth of expawere transport (3.2%), telecom, computer
and information technology services (2.9%), busng&s5%), intellectual property (1.3%) and
financial services (1%); while services related goods transformation without transfer of
ownership subtracted two tenths to growth and arste and pensions, one tenth.

Real imports of goods accelerated in the third gtearof last year

Furthermore, goods and services imports, in reahdeand according to QNA figures,
rose by 1.8% in the third quarter of 2019 comparethe previous quarter, seven tenths more
than in the second quarter. By components, googsrits rose by 1.7% compared to the previous
quarter, progressively showing greater dynamisnoutinout the year, and services imports
increased by 1.9%, compared to the 3.2% record#éeeiprevious quarter. In y-o-y terms, imports
and services goods grew by 3.1% after three qsameording falls (-0.2% in the second quarter),
goods registering a 1.9% increase and services4én growth, after the rates of -2.3% and 9.8%,
respectively, of the previous quarter.

According to Customs figures, deflated by unit ealodices, the "momentum” of goods
imports (change in imports of goods in volume dgrihe last three months versus the previous
three months) turned positive in September (2.186pwing the virtual stabilisation recorded in
June (0.2%), where the positive contribution of &blintries should be noted. By products, the
positive contribution of intermediate goods, esakginon-energy intermediate goods should be
noted.

In y-0-y terms and according to Customs figuregans of goods in volume, deflated by
unit value indices, rose by 5.5% in the third qeladf 2019, following the 1% fall registered in
the second quarter. By type of product and in va@umports of all goods categories went from
registering negative rates in the second quadeaedording positive rates in the third. Non-energy
intermediate goods grew by 7.9%; non-food consugoeds by 6.2%; capital goods by 1.3%;
food consumer goods by 1%; and energy intermedjatals by 0.7%. Within the non-food
consumer goods group, imports of the componentrépaesents a greater weight, passenger cars
rose by 7.7%, following the 6.7% decrease regidtarehe second quarter.

By geographical areas, real imports of goods froenEuropean Union and those from the
Eurozone rose by 5.5% and 3.9% respectively inttivel quarter of 2019, compared to the
setbacks registered in the previous quarter (-Zheh-3.4%). In nominal terms, the purchases to
Benelux, new EU partners, the United Kingdom andn@ay stand out, and, on the other hand,
the falls recorded by those from Portugal and It@ly the other hand, imports from the rest of the
world accelerated 3.6 points in the third quartgr.to 5.5%. In the breakdown by geographical
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origin, and in nominal terms, the growth of puradgmfrom Venezuela (although the level is quite
low), Russia, New Industrial Economies of Asia,alapTurkey and the United States should be
noted. On the other hand, the falls of those frageAtina and Brazil should be highlighted.

Table 2.4Foreign trade by group of countries, volume

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

I \ [l | " \ Oct. [ \ I \ " \ Oct.

Total exports 100.0 -1.7 3.0 15 11 -1.7 3.0 15 11
EU 65.6 -15 4.0 2.0 31 -1.0 2.6 13 20
Euro-area 51.5 -26 4.6 0.7 2.1 -1.3 2.4 0.3 11
Non-EU 344 -2.0 11 0.5 -2.6 -0.7 04 0.2 -0.9
USA 4.5 6.9 4.9 3.4 6.2 0.3 0.2 0.2 0.3
Latin America 5.6 -58 -1.6 19 -6.8 -0.3 -0.1 0.1 -0.4
China 2.2 -7.5 5.5 4.1 3.2 -0.2 0.1 0.1 0.1
Other countriegl) 105 -12.0 -99 -2.7 -4.9 -1.2 -1.1 -0.3 -0.5
Total imports 100.0 14 -1.0 55 -1.0 14 -1.0 55 -1.0
EU 53.8 14 -3.1 55 34 0.8 -1.8 3.0 1.9
Euro-area 43.4 09 -34 3.9 0.9 0.4 -1.5 1.7 0.4
Non-EU 46.2 14 1.9 55 -6.5 0.6 0.8 25 -2.9
USA 4.1 165 244 185 24.1 0.8 1.2 1.0 1.2
Latin America 59 -7.0 -8.1 -7.8 -14.9 -0.4 -0.5 -0.5 -0.8
China 8.4 57 143 13.0 4.7 0.4 1.0 1.2 0.4
Other countrie@l) 11.7 -48 -7.9 5.3 -21.8 -0.5 -0.8 0.5 -2.2

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

Imports of tourist services slow down

According to QNA figures, in the third quarter 0@1D, real spending of households
residents abroad rose by 1.6% qg-0-q, a rate |lesshhlf compared to the figure observed in the
previous quarter (3.3%). Imports of non-tourisnmvess also slowed down, 1.2 points, down to a
rate of 2%. According to the latest data releasetheé INE, the services with the highest positive
contribution to this rate in the third quarter weresiness (5.6%), insurance and pensions (2.4%),
telecom, computer and information technology (1.8%d transport (1.5%) services.

The goods and services balance surplus moderaightty

In the third quarter of last year, the surplustef goods and services balance, calculated
with gross data at current prices of the QNA, stabd8.7% of the quarterly GDP, two tenths less
compared to the same period of the previous yesr ta a one tenth increase of the goods deficit
(3.3% of GDP), and to a one tenth fall of the sssisurplus (7% of GDP). Within the services
sector, the tourism net revenue and non-touriswicer surpluses remained stable compared to a
year earlier (4.9% and 2.2% of GDP, respectively).
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G 2.6 EXPORTS AND IMPORTS OF GOODS AND SERVICES
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2.3.- Productive Activity
The main productive sectors contribute to the rézDP growth in the third quarter

From the supply point of view, in the third quartee Gross Value Added (GVA) in
volume, increased in y-o-y terms in the main sectdihe GVA of the agriculture, farming,
forestry and fishing sectors increased by 0.1%p¥ahg the 4.5% fall of the previous quarter.
With regards to the industry sector it acceleragedtenths, up to 1.2%, mainly due to the
manufacturing industry growth (0.6%, compared ® s$hability of the second quarter), while in
construction and services it moderated the groaté, r1.8 and 0.5 points, respectively, to 2.4%
and 2.2%. On the other hand, net taxes on subsaigegoducts went from registering a y-o-y
decrease of 0.7% in the second quarter to incrgdsi®.3% in the third.

Industrial activity indicators show mixed signals,...

The most recent indicators related to industry shuxed signals. The Turnover Index in
Industry (ICNI) and the Industry New Orders IndéX@I), leading indicator of activity in the
branch, continues falling, registering y-o-y rabés2.9% and -2.7% in October, respectively, and
ending the first ten months of last year with an@v&rage growth rates of 0.3% and 1.4%, 5 and
3.2 points below compared to the same period dfyeaar. On the other hand, the Industrial
Production Index (IPI), with calendar and seas@ujlisted data, rebounded in November 2019
up to an y-o-y rate of 2.1%, the highest since &aty;, after decreasing in October (-1.3%). In
this evolution, equipment (accelerated 5.2 poiofs,to 6.2%) and consumer goods stand out
(grew by 1.9% in November after falling by 1.1% @cttober), followed by energy (the fall
moderates four points, to -0.5%) and intermediatedg (0.7%, compared to the -2% recorded in
the previous month).

Qualitative indicators of the industry activity leavegistered a less favourable evolution.
According to Markit, the Manufacturing PMI for Spastood in December 2019 below the 50
threshold for the seventh consecutive moiiticating a contraction of the sector activitydan
ending the year with an average level of 49.1, amexg to the 53.3 recorded in 2018 as a whole.
In the same vein, the Industrial Confidence indicapublished by the European Commission,
decreased 3.2 points in the fourth quarter, dubeddess favourable evolution of the production,
employment and sale prices expectations, as wétleasxport order portfolio.
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Table 2.5Employment and productivity
Year-on-year change (%)

2018 2019

2017 2018  2019(4) I 11 [\ | I 111
EMPLOYMENT (1)
Agriculture (2) 2.9 0.0 -1.3 0.0 -0.7 0.0 -0.4 -1.6 -1.7
Industry total 3.1 1.9 1.7 2.6 15 0.4 1.0 1.4 2.6
Manufacturing 3.7 2.0 1.7 29 15 0.2 1.0 1.4 2.7
Construction 6.2 8.2 5.8 7.6 7.8 104 10.2 5.0 2.2
Services 25 2.3 2.4 2.1 2.3 25 2.6 2.7 1.9
Total 2.8 25 24 24 25 2.7 2.7 25 18
PRODUCTIVITY (3)
Agriculture (2) -5.7 5.9 -0.2 7.9 3.7 6.9 0.5 -2.9 1.8
Industry total 0.0 -2.3 -1.2 -2.8 -1.7 -1.8 -1.5 -0.8 -1.3
Manufacturing 1.1 -1.4 -1.4 -1.7 -1.3 -0.5 -1.0 -14 -2.0
Construction -1.2 -2.4 -15  -19 -1.5 -4.1 -3.8 -0.8 0.2
Services 0.4 0.4 0.2 0.4 0.3 0.1 0.3 0.0 0.4
GDP per employee 0.0 -0.2 -0.4 -0.1 -0.2 -0.6 -06  -05 0.0

(1) Full-time equivalentobs. National Accounts. (2) Agriculture, forestayd fishing. (3) GVA per employ
(adjusted series and full-time equivalent jobs).Rédriod January-September.
Source: INEHCNE-2019 Satistical Review).

...and the construction sector indicators extend theoderation

In the construction sector, available short-terrdidators show the extension of their
moderation. The Production Index in the Construrctiodustry (PICI), published by Eurostat,
deflated and with calendar adjusted data, recoaskedverage annual fall of 1.8% in the first ten
months of the year, compared to the 2.3% increasarded in 2018 as a whole, a 1.3% decrease
corresponding to the building component and 3.5%é¢ocivil works component (rates of 3.3%
and -2.3% in 2018). On the other hand, accordingptestruction new permits, buildable floorage
in new construction registered an average annwavthrclose to 5% in that period, far from the
rates of the last four years, exceeding 20%.

Confidence in the sector, according to the Eurofggammission indicator, fell five points
in the fourth quarter of last year compared to thed, due to the worsening of its two
components, order portfolio and expectations rdladeemployment in the sector.

Activity in the services sector remains strong,...

With regards to the services sector, activity qoumgs registering a strong growth. The
Services Sector Turnover Index (SSTI), with worlendar adjusted data, increased by 4.1% in
annual average in the first ten months of 2019ata 2.2 points lower compared to the one
registered in the same period of 2018, in whicBahd 5.4% growths corresponded to the trade
and other services sectors, respectively (6.7%5a8fh in the same period of 2018). Among the
qualitative indicators, the Services PMI rose irc@aber, as in November, pointing to a greater
pace of progress in the sector activity, and enttegyear with an average level of 53.9, almost
one point lower than in 2018 but 1.2 points higinan the figure registered by the Eurozone.
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Table 2.6Activity and Production Indicators
Year-on-year change or balances in %

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

Composite Activity Indicator (2) 25 22 2.3 2.2 2.2 - 2.3 Q.l.19
Electric power consumption (3) 0.3 -2.8 -2.1 -23 50 -20 -2.1 Dec.19
Non energy imports (vol.) 1.1 24 2.2 -0.9 6.2 2.2 2.2 Oct.19
Economic Sentiment Indicator (90-18=100) 108.0104.4 106.4 105.2 104.8 105.6 102.1 Dec.19
Large Firms Sales (4) 3.0 20 2.4 2.6 1.9 1.7 1.5 Oct.19
Large Firms Sales. Domestic (4) 27 18 2.4 2.6 1.6 1.3 1.2 Oct.19
Industry

Composite Industry Indicador (2) 20 1.0 1.2 1.2 1.0 1.0 - Q.19
IPI calendar adjusted 0.3 0.8 -2.8 -0.1 1.7 1.1 0.2 Nov.19
Large Firms Sales. Industry (4) 15 13 1.2 2.8 0.6 0.7 0.7 Oct.19
Industry goods Exports (vol.) 2.7 1.1 -4.0 -6.2 1.9 6.4 7.1 Oct.19
Employment (LFS) 2.3 2.0 -0.1 1.2 15 3.3 - Q.19
Social Security covered workers (5) 27 14 2.2 1.8 15 1.3 1.1 Dec.19
Industry confidence indicator (balances) -0.1 -39 -1.9 -3.8 -4.6 -2.0 -5.2 Dec.19
Industry capacity utilization % 79.5 80.3 786 808 804 80.8 79.3 Q.IV.19
Construction

Composite Construction Indicator (2) 44 24 3.8 2.8 2.2 2.3 - Q.19
Production in Construction Index (ca) 2.3 -1.8 4.2 -5.1 1.0 -1.7 -0.3 Oct.19
Large Firms Sales.Construction (4) 32 21 1.0 2.8 0.5 2.1 45 Oct.19
Employment (LFS) 8.3 6.1 119 11.2 5.0 2.4 - Q.19
Social Security covered workers (5) 6.7 51 6.5 7.0 5.9 4.4 3.2 Dec.19
Official bidding (at current prices) -146 143 -424 1.1 156.3 -8.2 -16.7 Oct.19
Floorage approvals: total 239 47 18.3 114 5.5 -1.8 2.7 Oct.19
Floorage approvals: housing 245 45 23.3 110 6.8 -3.4 2.8 Oct.19
Construction confidence indicator (balances) -4.6 -7.0 -1.6 -06 -7.8 -74 -12.4 Dec.19
Mortgages. Amount borrowed 134 43 18.8 23.0 1.2 -84 -05 Oct.19
Housing Prices 6.7 5.6 6.6 6.8 5.3 4.7 - Q.19
Services

Composite Services Indicator (2) 3.1 29 3.2 3.2 2.8 29 - Q.19
Large Firms Sales. Services (4) 31 22 2.6 2.6 2.3 1.9 1.5 Oct.19
Railway passengers 33 12 4.5 2.8 1.0 1.0 -0.2 Nov.19
Railway traffic goods (Tm per km) -43 -0.6 -1.2 -0.5 2.8 -0.2  -5.8 Nov.19
Air traffic passengers 58 44 7.0 6.0 5.5 3.6 2.4 Nov.19
Hotel overnight stays -0.2 0.9 2.2 -0.5 29 0.8 -1.1 Nov.19
Foreign tourists 1.1 1.2 5.7 3.7 2.3 -0.7 0.8 Nov.19
Employment (LFS) 25 2.4 3.0 3.0 25 1.7 - Q.19
Social Security covered workers (5) 31 28 3.0 2.9 3.0 2.8 2.6 Dec.19
Services confidence indicator (balances) 21.713.9 18.0 155 148 142 11.0 Dec.19
Retail trade confidence indicator (balances) 10.7 4.7 10.3 7.7 5.8 4.3 1.2 Dec.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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On the other hand, confidence in the sector, aaogrtb the European Commission
indicator, worsened 3.2 points in the fourth quadklast year, due to the worsening of all its
components, demand evolution, employment, valuatioime business situation in the last three
months and sales prices expectations.
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Source: INE (QNA-2019 Statiscal Review), seasonally and calendar adjusted data.
...and tourism indicators extend their dynamism

Among the tourism indicators, the arrival of 4.7limn international tourists to Spain in
November 2019 stands out, a figure 2.8% higher tharone recorded a year earlier, according to
the Survey of Tourist Movements on Border publisigdthe INE, exceeding, in cumulative
terms for the first eleven months the figure ofrilion, 1.2% above the one registered in the
previous year.

The total expenditure by tourists who visited SpairfNovember reached € 5.1 billion,
according to the Tourist Expenditure Survey pregdrg the INE. This figure represents a 3.7%
y-0-y growth, a figure 1.2 points higher comparedhe previous month. Likewise, the average
expenditure per tourist increased by 0.8%, reacBirig086, and the average daily expenditure
rose by 4.6%, up to € 161. The first eleven mooffZ019 ended with an average annual increase
in total spending of 3%, three tenths higher timathé same period of 2018.

Similarly, air passenger traffic accelerated 2 in November, up to a y-o-y rate of
3.6%, due to international traffic, while domesti@affic maintained its growth. Likewise,
overnight stays in hotel establishments grew by®yo0-y in that month, compared to the
decrease registered in the previous two months {R29¢tober). This improvement is attributable
to both domestic and foreign overnight stays. Imuglative terms from January to November,
overnight hotel stays increased by 0.9% on an dnauarage, compared to the 0.3% drop
recorded in the same period of the previous yed,6&0 increase corresponding to those of
domestic overnight stays and a null variation oéifgn overnight stays.
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3.- PRICES

The Spanish economy prices, measured by the GORtatefgrew by 1.6% y-o-y in the
third quarter of 2019, a rate identical to the oegistered in the previous quarter and the highest
in more than ten years. From the income point efwithe main contribution to the GDP deflator
growth continues to come from unit labour coststiwégard to consumer prices, the most recent
data show a rebound in the rate of growth of theasOmer Price Index (CPI) in November and
December 2019, mostly due to a base effect defreed the energy prices evolution at the end of

2018.
The growth of the GDP deflator remains at 1.6% imetthird quarter of last year

The Spanish economy prices, measured by the GDRcitrgeflator, rose by 1.6% y-o0-y
in the third quarter of 2019, a rate equal to the @corded in the previous quarter and the highest
since the beginning of 2009, since the more modararease in the domestic demand deflator

was offset by the smallest drop in the terms afdra

G 3.1 PRICE DEFLATORS G 3.2 CONSUMER PRICES
3 y-0-y (%) 3 y-0-y (%)
— GDP deflator ,'l“
Iy
-- Natjonal demand deflator N B\ A
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== Consumer price index (IRC)
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Source: own elaboration from CNTR (INE). Source: IPC and CNTR (INE).

By demand components, the domestic demand deflaser by 1.7% y-o-y in the third
quarter of 2019, seven tenths less than in theigus\period, mainly due to the slowdown in the
private consumption deflator (0.9%, almost halintina the previous quarter). On the other hand,
the terms of trade virtually stabilised (-0.2% yAoafter falling by 2.1% in the previous period, an
evolution that is explained by a slowdown in theart deflator (2.7 points, to 0.3%) higher than

that of the export deflator (eight tenths, to 0.1%)

From the income point of view, the unit labour so@iLC) moderated the growth rate by
six tenths in the third quarter of 2019, to 2.1%haugh they continued to represent the main
contribution to the GDP deflator increase (1 pywaq tenths less than in the previous quarter). On
the other hand, business margins, measured byrdlss gperating surplus and mixed income per
product unit, maintained the growth rate unchange®.9% (0.4 p.p. contribution, as in the
second quarter), while taxes minus subsidies odymtoon and imports per product unit turned
from falling by 1%, to growing by 0.7% (0.1 p.pompared to the -0.1 p.p. in the previous

period).
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Table 3.1Priceindicators

(% y-o0-y change)

Annual data Quarterly data
2017 2018 2019 (1) 18-l 18-l 18-V 191 19-11 9l
Deflators (QNA-CNTR)
GDP deflator 14 1.1 15 1.0 0.9 1.3 13 16 16
National demand deflator 1.6 1.6 2.1 1.2 1.8 2.3 2.2 2.4 1.7
Private consumption deflator 1.6 15 1.3 1.0 1.9 17 1.3 17 0.9
Public consumption deflator 0.9 1.6 2.0 14 1.9 2.1 2.2 2.2 1.6
GFCF deflator 2.3 2.3 4.9 1.7 14 4.2 49 4.8 4.9
Export deflator 2.6 11 0.3 0.5 2.0 1.4 -0.1 0.9 0.1
Import deflator 3.4 2.7 1.9 11 4.9 4.6 2.6 3.0 0.3
Annual data Monthly data
2017 2018 2019 (1) 19-jul 19-ago 19-sep 19-oct9-nav
Consumer Price Index (1PC)
General 2.0 1.7 0.7 0.5 0.3 0.1 0.1 0.4
Energy products 8.0 6.1 -1.2 -2.4 -4.5 -6.6 56 52
Fuels and lubricants 7.3 7.8 0.9 -0.2 -1.0 -1.9 -3.7 -0.7
Electricity 9.7 25 -5.8 7.1 -12.7 -17.1 0 1141 -11.6
Unprocessed food 2.6 3.1 1.8 1.6 15 1.3 18 7 2
Fresh fruit 0.9 7.8 -1.5 -5.0 -7.3 -4.6 18 56
Fresh vegetables 7.4 -0.1 6.4 9.8 114 7.2 0.6 -0.7
Core 11 0.9 0.9 0.9 0.9 1.0 1.0 1.0
Processed food 0.7 1.0 0.5 0.5 0.6 0.6 0.7 0.9
Non-energy industrial goods 0.2 0.0 0.3 03 04 0.4 0.5 0.4
Services 16 15 14 14 14 15 14 15
Package holidays 7.0 -0.2 -1.4 -0.8 0.7 138 -0.7 1.0
Passenger transport by air 3.6 -1.6 -3.3 -4.1 -2.0 6.5 1.0 1.4
Restaurants 15 1.8 1.9 1.9 1.9 19 19 19
Rentals for housing 0.4 1.3 15 1.6 16 15 15 1.4
Dif. HICP Spain-euro area (2)
Overall inflation differential 0.5 -0.1 -0.4 -04 -06 -0.6 -0.5 -0.5
Core inflation differential 0.0 -0.2 -0.2 -0.1 0.0 -0.1 -0.2 -0.3

(1) Average of available period.
(2) HICP: Harmonised Index of Consumer Prices.
Source: INE (CNTR and IPC) and Eurostat (HICP).

The CPI accelerates three tenths in November, upQd%, and four additional tenths in
December, up to 0.8%, mainly due to the lower dese=in energy prices

Consumer prices, measured by the CPI, accelerated tenths in November 2019, up to
0.4%, and four additional tenths in December, up.8%, mainly due to the lower decrease in
energy prices.

In particular, the CPI acceleration in December@¥lmainly due to the fact that energy
products prices moderated the fall rate more theeetpoints (-2.1% y-0-y, compared to the -5.2%
recorded in November), largely due to a base eHesbciated with the steep decrease registered
by fuel and lubricant prices in December 2018, e/kiectricity prices accelerated the fall.

The remaining CPI components showed relative $tybil their y-o-y rates: non-processed
food prices rose by 2.9%, two tenths more thaménprevious month, mainly due to the rebound
in the fresh vegetables and pulses item (1.6%; &flieng by 0.8% in November). Processed food
prices grew by 0.8%, one tenth less than the pusvinonth, non-energy industrial goods prices
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by 0.2% (0.4% in November) and services prices BY6]l one tenth more than in the previous
month. Thus, core inflation, which excludes enesigg non-processed food, remained at 1% for
the fourth consecutive month.

2019 as a whole ended with an average annual faitee general CPI of 0.7%, one point
lower in comparison to 2018, mainly due to energggs, which fell by 1.2%, after growing by
6.1% in 2018. Food and service prices also coribto reducing inflation in 2019 although to a
lesser extent (they slowed down seven and onesergbpectively, down to 1% and 1.4%), while
BINE prices grew slightly, by 0.3%, after the stesaition in 2018.

G 3.3 HEADLINE INFLATION G 3.4 CORE INFLATION
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The favourable inflation differential with respedb the Eurozone remains stable

In harmonised terms, the y-o0-y rate of the CPI pai8 rose three tenths in December
compared to the previous month, up to 0.8%, whiltaiion in the Eurozone as a whole,
according to the flash estimate published by Eatpstached 1.3% in the same period, resulting
in a favourable differential to Spain of 0.5 pertegye points for the third consecutive month.
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Industrial prices continue to fall due to the enegyggomponent

The Producer Price Index (PPI) continued to falNmvember at rates above 2% (-2.3%,
after the -2.8% in October), mainly due to the ggeromponent. For its part, the non-energy PPI,
fell for the second time in more than three yea®s106, compared to the -0.2% recorded in
October), mainly due to the prices of productionotife oil, metallurgy and basic chemical
products. On the other hand, the rise in meat gedg and preservation prices stood out (15.1%,
the highest rate since the beginning of the timesen 2002).

4.- LABOUR MARKET

With regards to the labour market, the figurethefLabour Force Survey (LFS), the QNA
and Social Security covered workers show a loweadysm of job creation in the third quarter
of 2019, all of them recording y-o-y rates close2%. With regard to wages, compensation per
employee continued to grow at a rate of 2.2% intthel quarter of last year, in line with the
average increase agreed in collective bargaining@a9 (2.3%).

Full-time equivalent employment creation moderateshe third quarter of 2019, to 1.8% y-o0-y

According to QNA figures, employment rose by 1.8%-y in the third quarter of 2019 in
terms of full-time equivalent employment, with seally and calendar adjusted data, seven
tenths less than in the previous quarter. By braackemployment was created in the main
non-agricultural branches, with rates of 1.9% irvises, eight tenths lower than in the second
quarter, 2.6% in industry, compared to the 1.4%stered in the previous quarter, and 2.2% in
construction, a rate less than half compared tdiginee recorded in the previous period.

G 4.1 EMPLOYMENT INDICATORS G 4.2 FTE EMPLOYMENT, BY SECTOR
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In terms of employed people of the QNA, employmaiso grew by 1.8% in the third
quarter of 2019, a rate four tenths lower tharhi previous quarter and coincident with that of
LFS employment (1.8%, six tenths less than in ttevipus period). For its part, Social Security
covered workers, excluding non-professional caesgivregistered a growth of 2.3% in the same
period, four tenths lower than the previous quarter
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Table 4.1 abour market indicators

Annual data Quarterly data
Change Y-0-y change Level
(%) (%) (Thousands) (Thousands)
2018 2019 (1) 19-1 19-l1 19-IvV 19-111 19-11l
QNA-CNTR (2)
Employment 2.2 2.2 2.2 1.8 - 352.1 20212.9
Hours actually worked 2.6 15 1.3 0.8 - 69150.4 8507949.5
Full-time equivalent employment 25 2.4 25 1.8 - 3315 18338.5
Agriculture 0.0 -1.3 -1.6 -1.7 - -12.4 709.0
Industry 1.9 1.7 14 2.6 - 54.8 2168.9
Construction 8.2 5.8 5.0 2.2 - 27.2 1248.4
Services 2.3 24 2.7 1.9 - 261.9 14212.2
Employees 2.7 25 24 2.3 - 389.5 17475.3
EPA
Employment 2.7 24 2.4 1.8 - 346.3 19874.3
Full-time 3.1 24 25 1.6 - 270.9 17085.1
Part-time 04 25 18 2.8 - 75.4 2789.2
Part-time rate (3) -0.3 0.0 -0.1 0.1 - - 14.0
Actual hours worked per worker 0.7 -1.2 2.1 -1.3 - -0.5 37.3
Employees 3.3 2.8 2.7 2.2 - 356.4 16790.0
Permanent 3.1 3.5 3.3 3.3 - 387.9 12313.6
Temporary 3.8 0.9 1.0 -0.7 - -31.5 4476.4
Temporary employment rate (3) 0.1 -0.5 -0.4 -0.8 - - 26.7
Unemployment -11.2 -7.7 -7.4 -3.4 - -111.6 32144
Unemployment rate (3) -2.0 -1.3 -1.3 -0.6 - - 13.9
Active population 0.3 0.9 0.9 1.0 - 234.7 23088.7
Activity rate (3) -0.2 -0.1 -0.1 0.0 - - 58.7
Social Security covered workers
Total 3.1 2.6 2.8 25 2.2 477.2 19392.3
Excl. non-professional caregivers (4) 3.1 2.5 2.7 2.3 2.0 441.6 19348.9
Register ed unemployment
Total -6.5 -4.0 -5.0 -3.8 -1.8 -120.9 3052.3
Monthly data
Y-0-y change Level
(%) (Thousand: (Thousands)
19-aug 19-sep 19-oct 19-nov  19-dec 19-dec 9-de
Social Security covered workers
Total 25 24 23 2.3 2.0 384.4 19408.5
Excl. non-professional caregivers (4) 2.4 2.2 2.1 .02 1.8 3375 19354.1
Register ed unemployment
Total -3.7 -3.8 2.4 -1.7 -1.2 -38.7 3163.6

(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 isipigkip since April 2019, when their social conttibns became eligible for public
funding.

Sources: INE (CNTR and EPA) and MTMS (Social Segwmnd SEPE).

Social Security covered workers grows by 2.2% yin-the fourth quarter of 2019

According to the latest labour market informatiddgcial Security covered workers
moderated the rate of job creation three tenthshén fourth quarter of 2019, to 2.2%, (2%
excluding non-professional caregivers), an evofutto which all branches of activity have
contributed, where services should be noted (2&R¢luding non-professional caregivers, two
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tenths less than in the third quarter). By sectBs;ial Security covered workers slowed down
four tenths in the private (1.8%, excluding nonfpssional caregivers) and three in the public
(3.2%) sector.

G 4.3 S.S. COVERED WORKERS G 4.4 REGISTERED UNEMPLOYMENT
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The favourable behaviour of Social Security covesedkers continued to be reflected in
the registered unemployment reduction process,hmg@corded a decrease of 1.8% in the fourth
quarter of 2019 (-3.8% in the third quarter), refileg the moderation of the fall rate in all
branches, especially in services (-1%, a fall edieost three times more moderate than in the
previous period).

Compensation per employee rises by 2.2% in thedtiguarter of 2019

Compensation per employee, according to the QNge in the third quarter of 2019 by
2.2% y-0-y, a rate identical to the one registeneithe previous quarter and the highest rate since
mid-2010, after the figure recorded in the fourtrader of 2013, the latter affected by the base
effect of the suspension of bonus pay to civil aats in the same period of the previous year. The
increase observed in compensation per employeesrg similar to that of the agreed wage
increase in collective bargaining for the year ashale (2.3% with data up to December 2019,
published by the Ministry of Employment, Migratioasd Social Security).

Likewise, the labour cost per worker, accordingthie Quarterly Labour Cost Survey
(ETCL, as per its Spanish abbreviation), which eaek agriculture and certain services, rose by
2.1% y-o0-y in the third quarter of last year, withlendar and seasonal adjusted data, a rate three
tenths lower than that of the previous quarter equalal to that of the non-agricultural employee
compensation of the QNA.

For its part, according to the QNA, apparent labpraductivity stabilised in the third
quarter of 2019, after five consecutive quartersat§ (-0.5% y-o-y in the second quarter), as a
result of an employment growth equivalent to futlé equal to that of the real GDP (1.8%).

In this context of productivity stabilisation, thecrease in compensation per employee
resulted almost entirely in a 2.1% increase in Ualtour costs (ULC), six tenths lower in
comparison to the figure recorded in the previcersogl.
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Table 4.2Nage indicators
Y-0-y (%)
Annual data Quarterly data
2017 2018 2019 (1) 18-1IvV 19-1 19-11 19-1l 19-1IvV
ONA-CNTR (2) (3)
Compensation per employee 0.7 1.0 2.0 13 1.8 22 22 -
Sectors Agriculture 1.2 -0.6 -0.9 -0.7 -0.3 -1.3 -1.1 -
Industry 1.2 0.5 11 0.1 13 13 0.8 -
Construction -1.2 1.0 1.4 0.9 -0.4 2.2 24 -
Services 0.8 1.2 2.2 1.7 21 2.3 2.3 -
Deflated by GDP -0.7 -0.1 0.5 0.0 0.5 0.5 0.5 -
private consumption -0.9 -0.4 0.7 -0.4 0.5 0.4 13 -
Unit labour cost 0.7 1.2 2.4 1.9 2.4 2.7 2.1 -
Sectors Agriculture 7.3 -6.1 -0.7 -7.2 -0.8 1.6 -2.9 -
Industry 1.2 2.8 2.3 2.0 2.8 21 22 -
Construction 0.0 3.4 29 52 35 3.0 2.2 -
Services 0.4 0.8 2.0 15 1.8 2.2 2.0 -
Compensation per employee hour 1.2 0.8 2.7 13 18 3.2 3.1 -
ETCL (2)
Labour cost per worker 0.2 1.0 2.2 11 2.0 24 21 -
Labour cost per hour worked 0.0 1.4 25 15 24 3.0 2.2 -
Collective agreements
Agreed wage rise (4) 14 17 2.3 1.7 2.2 2.2 2.3 2.3

(1) Average of available period.

(2) Seasonally and calendar adjusted data.

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

(4) Agreements with effects in the year, with imfiation 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 bargainiegiches 2.3% in 2019

According to the Collective Agreements Statistiggjblished by the Ministry of
Employment, Migrations and Social Security, therage agreed wage increase in collective
bargaining for 2019 reached 2.3%, with informatigm to December of that year. This wage
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increase is six tenths higher than that of theiptesvyear (1.7% in agreements registered up to
December 2018).

Among the agreements signed in 2019 (the rest wigreed in previous years), which
affect 24.2% of workers covered by collective agrests, the wage increase stands at 3.1%.

The number of workers affected by opt-outs of tpeeement stood at 22,280 with data up
to December 2019, 6.5% more than in 2018. In terhweorkers affected, 99.2% of opt-outs were
reached by agreement, and 87.8% took place in SMEs.

5.- PUBLIC SECTOR

On 239 December 2019, the Ministry of Finance published tata of non-financial
transactions of the General Government, in termBlatfonal Accounts of the third quarter of
2019, as well as the non-financial transactionsthed Central Government, the Regional
Governments and the Social Security Funds, withsalislated data and in terms of National
Accounts, corresponding to October. The Ministrplmihed as well the non-financial operations
of the State, in terms of both National Accountd &ash, corresponding to November.

On the other hand, the Ministry of Employment, Migons and Social Security published
the budget outturn data of the Social Securityfenms of recognised rights and obligations,
corresponding to November.

Table 5.1Balance (*) of General Government (GG) non-financial transactions
Data accumulated by the end of the period as ¥0# G

Change
Q3 2019 Q32018 (pp)
National Accounts
TOTAL GG CONSOLIDATED -1,47 -1,21 -0,26
Central Government -0,85 -1,16 0,31
Regional Gover nment -0,29 0,13 -0,42
L ocal Gover nment 0,20 0,30 -0,10
Social Security Funds -0,54 -0,49 -0,05
2019 2018 Change
October October (pp)
National Accounts
(cZoGngﬁl(;ljrilgdg) L ocal Government 141 108 0,33
Central Government -0,58 -0,73 0,15
Regional Government -0,35 0,14 -0,49
Social Security Funds -0,47 -0,49 0,02
2019 2018 Change
November November (pp)
STATE
National Accounts -0,88 -0,97 0,09
Cash (1) -0,32 -0,53 0,21
SOCIAL SECURITY
Budget Outturn (2) -0,46 -0,54 0,08

(*) Including the net balance of support providedibancial institutions. (1) Includes cash infloausd outflows fron
budgetary transactions (of both the current exermigl 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 Seguridad Social.
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With regard to debt, the Bank of Spain (BoS) putads the General Government Debt
data, following the Excessive Deficit Procedure EBDnethodology, for the third quarter of 2019
as well as those corresponding to October 2013ten&tate EDP Debt figures, corresponding to
November.

The General Government deficit reaches 1.47% of GlyPto the third quarter of 2019

Up to the third quarter of 2019, the General Gowent sector registered a deficit, in
terms of National Accounts, of € 18.4 billion (194 of GDP), including the support provided to
financial institutions, higher than the same peraddhe previous year (1.21% of GDP). This
greater deficit is explained by an increase in fioancial resources (4.0%) lower than that of
non-financial uses (4.9%). Among resources, thé ipwth of social contributions (7.4%) and
current taxes on income, wealth, etc. (4.0%) shbeldioted and, among the expenses, the rise of
social benefits other than transfers in kind (6.8 compensation of employees (5.3%).

By subsectors, all decrease their balance excepEémtral Government, whose deficit in
in GDP percentage fell from 1.16% in the periodassn January and September 2018 down to
0.85% in the same period of 2019. On the other h#r Social Security Funds registered a
deficit of 0.54% of GDP, a figure slightly abovey B.05 points, in comparison to 2018; the
Regional Government went from registering a surpluso the third quarter of 2018 of 0.13% of
GDP to a deficit of 0.29% in the same period of 20dnd the Local Administration decreased its
surplus by 0.1 GDP points, to 0.20%.

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

Third quarter % of GDP
y-oy
2018 2019  growth 2018 2019
1. NON-FINANCIAL REVENUE 341,695 355532 40 2842 2847
Taxes 200,305 205,805 2.7 16.66 16.48
* Taxes on production and imports 108,319 110,3841.9 9.01 8.84
* Current taxes on income, wealth, etc. 87,911 481, 4.0 7.31 7.32
* Capital taxes 4,075 3971 -2.6 0.34 0.32
Social contributions 111,074 119,252 7.4 9.24 9.55
Transfers within general government - - - - -
Other revenue 30,316 30,475 0.5 2.52 2.44
2. NON-FINANCIAL EXPENDITURE 356,287 373918 49 29.64 29.94
Intermediate consumption 44,470 46,052 3.6 3.70 3.69
Compensation of employees 91,359 96,227 5.3 7.60 7.71
Interest 21,801 20,896 -4.2 181 1.67
Subsidies 7,803 8,090 3.7 0.65 0.65
Social benefits other than social transfers imkin 132,699 141,318 6.5 11.04 11.32
Social transfers in kind: market production pusgthby
general government 21,965 22,792 3.8 1.83 1.83
Gross fixed capital formation 18,761 19,415 35 156 1.55
Transfers within general government - - - - -
Other expenditure 17,429 19,128 9.7 1.45 1.53
3.NET LENDING (+) NET BORROWING (-) (1-2) -14,592  -18,386 26.0 -1.21 -147

Source: IGAE. Ministerio de Hacienda.
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The General Government deficit excluding Local Gomments stands at 1.41% of GDP up to
October 2019

On a consolidated basis, the Central Governmeet,Régional Governments and the
Social Security Funds (total General Governmentueiieg Local Governments) recorded up to
October 2019 a deficit in terms of National Accaunt € 17.6 billion, equivalent to 1.41% of
GDP, representing an increase of 0.33 p.p. comp&rdte same period of the previous year
(1.08% of GDP). Excluding the net balance of suppmifinancial institutions, the deficit up to
October 2018 and 2019, measured as a percentdg@m®fdoes not chang&he primary surplus
registered up to October was € 5.3 billion (0.42¢80G®dP), compared to the € 10.8 billion
recorded a year earlier, (0.90% of GDP).

The higher consolidated deficit of the General Goreent excluding Local Governments
is explained by a y-0-y increase in resources (3.8Mver than that of uses (4.9%). On the
revenue side, tax collection increased by 1.7%e%$aa production and imports grew by 1.7%,
largely due to VAT, whose revenues increased b%o2i7 the territory subject to the Common
Fiscal Regime. On the other hand, it should bechtitat the Tax on the Value of the Production
of Electric Energy collected by the State fell € 78illion, due to the measures approved in RDL
15/2018.

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

October % of GDP
y-oy
2018 2019  growth 2018 2019
1. NON-FINANCIAL REVENUE 357,094 370,632 38 29.70 29.68
Taxes 198,437 201,720 1,7 16.51 16.15
* Taxes on production and imports 96,446 98,080 7 1, 8.02 7.85
* Current taxes on income, wealth, etc. 99,633 484 1.8 8.29 8.12
* Capital taxes 2,358 2,184 -74 0.20 0.17
Social contributions 123,357 132,647 7,5 10.26 10.62
Transfers within general government 9,599 10,099 ,2 5 0.80 0.81
Other revenue 25,701 26,166 1,8 2.14 2.10
2. NON-FINANCIAL EXPENDITURE 370,104 388,209 4,9 30.79 31.09
Intermediate consumption 32,404 33,781 42 2.70 2.70
Compensation of employees 82,681 87,245 55 6.88 6.99
Interest 23,845 22,879 -4,1 1.98 1.83
Subsidies 7,545 8,023 6,3 0.63 0.64
Social benefits other than social transfers imkin 146,239 155,667 6,4 12.16 12.46
Social transfers in kind: market production pusgthby
general government 23,884 24,887 4,2 1.99 1.99
Gross capital formation 15,177 15,119 -0,4 1.26 1.21
Transfers within general government 20,849 21,1341,4 1.73 1.69
Other expenditure 17,480 19,474 114 1.45 1.56
3. NET LENDING (+) NET BORROWING (-) (1-2) -13,010 -17577 351 -1.08 -141

Source: IGAE. Ministerio de Hacienda.
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Revenue derived from current taxes on income andltiveose by 1.8%, due to the
Personal Income Tax, whose collection grew by 11.ih%he State, and by 3.0%, in the Regional
Governments. This increase has been partly offsdiddecrease of € 2.2 billion of the Corporate
Income Tax. The decrease of the second instalmeyment of 2019 has been decisive in this
tax’s evolution, which in national accounting ingdiapproximately € 1.8 billion less, and that of
liquidations of the administration, € 959 millioesk. It is also worth mentioning the return of
minutes to a company for an amount slightly highan € 700 million.

Revenues from Non-Residents Income Tax decreas@d.bgo, mainly due to the rise in
reimbursements and the lower amount of revenuegedeirom inspections.

On the other hand, the General Government sociatribations excluding Local
Governments rose by 7.5% up to October (in padigcuhose collected by the Social Security
Funds increased by 8.1%). This result has beenenfled by the growth in Security covered
workers (2.3% y-0-y), as well as by several measapproved by RDL 28/2018, among which
the rise of the minimum and maximum contributiosdsin the general regime should be noted
(22.3% and 7.0%, respectively).

With regards to expenses, the social benefits dtizar transfers in kind (6.4%, partly due
to the growth in pensions applied since January2fillowing RDL 28/2018, which is added to
the rise applied since July 2018); and the compmmsaf employees (5.5%) should be noted.
Likewise, the higher contribution to the EU based\AT and GNI resources should also be
mentioned, which increased by 12.1% y-o0-y, as wasglbf intermediate consumption and social
transfers in kind: production acquired in the ma(keth grow by 4.2% y-0-y) and the tax return
on maternity and paternity benefit (€ 899 milliop to October, without correspondence in the
same period of 2018). On the other hand, accruéstest (-4.1%) and gross fixed capital
formation (-0.5%) decrease in y-0-y terms.

With regard to the balance of non-financial opewrai by subsectors, the Central
Government recorded a deficit of 0.58% of GDP u@tbober 2019, 0.15 p.p. lower compared to
the figure recorded in the same period of 2018. Regional Administration registered a deficit
of 0.35% of GDP, while it had registered a surptuselation to GDP of 0.14% up to October
2018. On the other hand, the Social Security Fuedsrded a deficit of 0.47% of GDP, 0.02 p.p.
lower compared to the figure registered in the sgmeedod of 2018. Within the Central
Government, the State deficit decreased by 22.886yy-while that of the Other Central
Government Bodies rose by 43.5%.

Regarding current transfers between sub-sectattseoGeneral Government, the increase
in transfers from the Regional Governments to tteteS(14.7%, up to € 9.3 billion), and the
decrease in transfers from the State to the Relgi@oernments (-0.5%, up to € 67.3 billion), the
increase in advanced payments of the State to dlbal lGovernments by the Financing System
(0.9%), the transfers from the Regional Governmémtihe Local Governments (3.9%) and the
decrease in current transfers from the State t&Stieeal Security funds (-4.2%), down to € 13.6
billion, should be noted.

The primary surplus of the State stood at 0.94%GiDP up to November
Up to November 2019, the State registered a dgiiicterms of National Accounts of € 11

billion, equal to 0.88% of GDP, 0.09 p.p. lower quared to that of a year earlier (0.97%). This
lower deficit is due to a rise in non-financial sesces (2.6%) higher than that of non-financial
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uses (2.0%). In the first eleven months of the yibar State has registered a primary surplus af € 1
billion (0.94% of GDP), lower in comparison to thigure recorded in the same period of the
previous year (€ 12.1 billion, 1.00% of GDP).

Table 5.4 State
Non-financial transactions in terms of national acts. Monthly data
Accumulated data in millions €, y-0-y growth ando¥%GDP

November % of GDP
y-oy
2018 2019  growth 2018 2019
1. NON-FINANCIAL REVENUE 181,722 186,357 2.6 1512 1492
Taxes 154,627 157,302 1.7 12.86 12.60
* Taxes on production and imports 88,164 90,977 2 3. 7.33 7.28
* Current taxes on income, wealth, etc. 66,331 368, 0.0 5.52 5.31
* Capital taxes 132 -35 -126.5 0.01 0.00
Social contributions 6,443 6,331 -1.7 0.54 0.51
Transfers within general government 11,182 13,5271.0 0.93 1.08
Other revenue 9,470 9,197 -2.9 0.79 0.74
. NON-FINANCIAL EXPENDITURE 193431 197,344 20 16.09 15.80
Intermediate consumption 4,362 4,753 9.0 0.36 0.38
Compensation of employees 15,784 16,501 45 131 1.32
Interest 23,781 22,673 -4.7 1.98 1.82
Subsidies 4,180 3,677 -12.0 0.35 0.29
Social benefits other than social transfers imkin 14,488 15,934 10.0 1.21 1.28
Social transfers in kind: market production pusgthby
general government 467 436 -6.6 0.04 0.03
VAT and GNI-based EU own resources 9,268 9,773 54 0.77 0.78
Transfers within general government 110,068 112,46 2.2 9.16 9.01
Gross fixed capital formation 4,759 4,106 -13.7 0.40 0.33
Capital transfers within general government 2,3522,685 14.2 0.20 0.21
Other expenditure 3,922 4,339 10.6 0.33 0.35
3. NET LENDING (+) NET BORROWING (-) (1-2) -11,709 -10,987 -6.2 -0.97 -0.88

Source: IGAE. Ministerio de Hacienda.

Within non-financial resources, taxes grew at ay+ate of 1.7%. Taxes on production
and imports rose by 3.2%, driven by VAT, which eased by 3.7%. On the other hand, current
taxes on income and wealth registered a figurelairto the one recorded in 2018 (€ 66.4 billion):
the Personal Income Tax rose by 7.6% once thecparsponding to the Regional Governments
was deducted, while revenues from Corporate Incoaxefell by € 2.2 billion. On the other hand,
taxes on capital fell by 126.5%, due to the faet t#n extraordinary Inheritance and Donations
Tax refund amounting to € 124 million was made mv&imber, although its weight in the total
tax collection is limited. Moreover, the transfeeseived from other General Government units,
which increased by 21.0%, due to the higher incoeweived from the Regional Governments
and Local Corporations in the framework of the ficiag system should be noted.

Within non-financial uses, the increase in the aldoenefits other than social transfers in
kind (10.0%, driven by pensions of the civil sergascheme, which grew by 6.5%); intermediate
consumption (9.0%, driven by the expenditure madmver electoral expenses); the contribution
to the EU based on VAT and GNI resources (5.4%nmensation of employees (4.5%), current
transfers to other public administrations (2.2%ndt out, where the increase in transfers to the
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Social Security Funds (6.1%), Local Corporations%2) and to the Regional Governments
(1.6%), derived in both cases from the Financingt&w is significant. On the other hand, gross
fixed capital formation (-13.7%), subsidies (-12)0%wocial transfers in kind (-6.6%) and accrued
interest (-4.7%) fell. The rest of current use®rig 10.6%.

In terms of Cash, the State recorded a deficit.82% of GDP up to November 2019,
lower compared to the 0.53% deficit recorded inséwme period of 2018.

The lower borrowing requirement of the State uplewember 2019, which fell by 20.2%
in comparison to the same period of the previows (& 6.5 billion less), reaching € 25.7 billion,
was due to the lower cash deficit (€ 2.4 billiosseand the decrease in the net variation of
financial assets (€ 21.7 billion, € 4.1 billiondgs

It is worth noting the positive variation of loa(& 12.1 billion), mainly due to the loan
granted to the Social Security, and the currenbat at the Bank of Spain (€ 9.9 billion),
partially offset by the negative variation of otheet assets (€ -1.8 billion). The borrowing
requirement has been mainly financed through damesédium and long-term debt (€ 27.5
billion).

The Social Security deficit reaches 0.46% of GDPtopgNovember

The budget outturn of the Social Security, recordedeficit up to November 2019 of
0.46% of GDP. This percentage is 0.08 p.p. bel@afiture recorded in the same period of 2018
(0.54% of GDP). Revenues grew by 7.7% in y-o-y trdriven by social contributions, which
also rose by 8.0%.

Table 5.5S0cial Security System Budget Outturn
Budget outturn in terms of recognized rights anligations. Monthly data
Accumulated data in millions euros and y-o0-y growth

2018 2019 % 2018 2019 %
December Budget Change NovembemNovember Change
1. REVENUE 135,026 135253 0.2 124,615 134,268 7.7
Social Security contributions 114,999 114916 -0.1 105,236 113,627 8.0
Current transfers 18,081 18,441 2.0 17,627 19,112 8.4
of which: from the State 14,650 14,876 1.5 14,499 15,496 6.9
Property income 273 228 -16.4 246 104 -57.6
Other revenuél) 1,673 1,667 -0.3 1,505 1,425 -5.3
2. EXPENDITURE 151,988 152565 0.4 131,065 139,974 6.8
Pensions 130,783 129,495 -1.0 112,237 118,247 5.4
Sickness benefits 7,491 7,980 6.5 6,576 8,406 27.8
Maternity benefits 2,388 2,559 7.2 2,182 2,405 10.2
Other benefits 2,058 2,197 6.7 1,912 2,100 9.9
Wages and salaries 2,254 2,394 6.2 1,969 2,007 2.0
Purchase of goods and services 1,393 1,542 10.7 1,211 1,221 0.8
Other revenué?) 5,620 6,398 13.8 4978 5,588 12.2
3. BALANCE OF NON-FINANCIAL
TRANSACTIONS (1-2) -16,962 -17,312 21 -6,450 -5,706 -11.5
As % of GDP -1.4 -1.4 -0.54 -0.46

(1) Fees and other current revenues, disposalabfimgestments and capital transfers, (2) Intepestments, re

investments, other current transfers and capaakfers.
Source: Tesoreria General de la Seguridad SoaiadDaeccion General de Ordenacion de la Seguridmibb
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On the other hand, expenses increased by 6.8%gewherpensions evolution should be
noted as they rose by 5.4% y-0-y. The rise in benfefr temporary disability (27.8%), from € 8.4
billion (€ 6.6 billion in the same period of 2018hould be also mentioned. This growth is
affected by the allocation in the first quarter tbfs year of the delegated payment of the
temporary disability of November and December 208.8.3 billion), as result of a change in
budget allocation criteria.

The General Government debt-to-GDP ratio fell oneiqt in the third quarter of 2019, down to
97.9%

According to the BoS, the General Government EDBtDeached a balance of € 1,207.8
billion at the end of the third quarter of 201%jgure € 30.0 billion higher compared to the one
recorded a year earlier. Using the cumulative nam@DP of the last four quarters, the General
Government debt-to-GDP ratio up to September 2@d8dsat 97.9%, a figure one point lower
compared to the one recorded in the same periadis.

By subsectors, the Central Government EDP Debhezh€ 1,074.2 billion in September,
87.1% of GDP, a figure 1.0 points lower in compamiso that registered a year earlier. The Social
Security Administrations debt stood at € 52.4 tili 4.3% of GDP, 1.4 points more than in the
same period of the previous year. This increas#ués to the loans granted by the State to the
General Treasury of the Social Security. The Regi@overnment debt stood at € 298.1 billion
in September, 24.2% of GDP, four tenths lower tl@anthe third quarter of 2018. Local
Corporations registered a debt of € 25.2 billiorSeptember, representing 2.0% of GDP, four
tenths less in comparison to a year earlier. Thet derned by General Government units, which
is deducted to obtain the General Government cafaetd debt, amounted to € 242.2 billion,
19.6% of GDP, a ratio six tenths higher than tharg registered in the third quarter of 2018. This
item includes, among others, the loans grantedé\state to other subsectors and the assets held
by the Social Security Reserve Fund.

By instrument, long-term debt securities increasgd& 36.8 billion in y-0-y terms, while
short-term debt securities decreased by € 361amillThe € 6.7 billion fall recorded by loans
should also be pointed out, partly due to the eayayment of part of the ESM loans.

Table 5.6General Government EDP Debt as % of GDP

Q32019 Q32018 Change (pp)
TOTAL General Government consolidated  97.8 98.9 -1.1
Central Government 87.0 88.1 -1.1
Regional Government 24.1 24.6 -0.5
Local Government 2.0 2.4 -0.4
Social Security Funds 4.2 2.9 1.3
Assets held by Government (consolidation) 19.6 19.0 0.6

Source: Banco de Espafia.

The General Government EDP Debt stood at € 1,19%i8on in October

According to the BoS, the General Government Datitprding to the EDP methodology,
reached € 1,194.8 billion at the end of OctoberR2@lfigure € 12.9 billion lower compared to the
one recorded in September and € 31.7 billion higleesus a year earlier. It should be noted that
the monthly balance has a volatile evolution coadéd by the concentration of issuances in the
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first months of the year (the debt rises) and rgatems in January, April, July, October and
November (the debt decreases). In comparison tde®dyer, a decrease in debt securities
amounting to € 13.9 billion and a rise in loans antmg to € 979 million took place.

By subsectors, the State, the Regional Governnmehttee Social Security increased their
debt compared to the same month of 2018, up td%017 billion, € 298.9 billion and € 53.7
billion, respectively. On the other hand, the LoCarporations and the Central Government
Bodies continued to reduce their debt, to € 25b&88.3 billion, respectively.

The debt owned by the General Government unitschwviis deducted to obtain the
General Government consolidated debt, amounted?&82€2 billion in October, which represents
an increase of € 18.3 billion compared to a yeaiezaThis item includes the loans granted by
the State to other subsectors and the assets ketldebSocial Security Reserve Fund. Up to
October, the State had granted loans amounting1t®.% billion to the General Treasury of the
Social Security.

By instrument, long-term debt securities increalsgcE 31.7 billion in comparison to a
year earlier, while short-term debt securities dased by € 708 million. The € 554 million rise
recorded by loans should be pointed out.

According to the BoS, by the end of November 2@1®,State's EDP Debt reached € 1,050.9
billion, € 217 million higher in comparison to tpeevious month and by € 19.1 million compared
to a year earlier.

By instruments, € 915.2 billion of the State detarespond to long-term debt securities
(€ 21.3 billion more than a year ago); € 68.0 tillwith short-term debt securities (€ 3.1 billion
less); and the rest, € 67.7 billion, with loans aegbosits (€ 1.0 billion more than in the same
period of the previous year). Out of the balancénatend of November, € 235 million correspond
to debt in currencies other than the euro.

By counterpart sectors, € 516.0 billion are asketd by resident sectors (€ 28.0 billion
less than in the same month of 2018) and € 534i8rbcorrespond to the rest of the world (€ 47.1
billion more than in November 2018). Out of theedssheld by residents, € 10.5 billion are held
by other General Government units (€ 2.8 billiogsléhan a year ago).

6.- BALANCE OF PAYMENTS
The Spanish economy generated net lending to th& of the world

According to the Balance of Payments data, in #@og between January and October
2019 the Spanish economy generated net lendingetoetst of the world amounting to € 20.3
billion, below the figure registered in the sameiqek of the previous year (€ 21.7 billion). This
reduction is mainly explained by the current ace¢daatance, whose surplus went from registering
€ 19.3 billion in the first ten months of 2018 td.&.4 billion in the same period of 2019, and, to a
lesser extent, to the capital account, whose ssiriglih € 485 million. In turn, the lower current
surplus is explained by the greater deficit of phienary and secondary income, while the surplus
of goods and services has increased slightly.

Trade of goods and services with the rest of thedagenerated a surplus of € 30.1 billion
up to October 2019, 0.2% higher compared to therdigecorded in the same period of 2018,
where exports (2.2%) increased slightly less thaoorts (2.4%).
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The deficit of goods, according to Customs datamaieed stable in the first ten months of
the year compared to the same period of 2018,altietfact that the largest non-energy deficit.&€ 2
billion more) was offset by the lower energy ddfi@ 2.8 billion less). Using the unit value
indices of the Ministry of Economy and Business,irmprovement of 0.8% is observed in the
terms of trade in that period.

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

Million euro
January-October 2018 January-October 2019
Credit Debit Net Credit Debit Net
Current and capital accounts 418,467 396,731 21,736 426,472 406,157 20,320
Current account 414,968 395,659 19,308 423,263 404,891 18,373
Goods and services 355,748 325,715 30,030 363,531 333,439 30,089
Tourism 61,445 18,898 42547 63398 20,845 42,553

Primary and secondary income 59,220 69,944 -10,724 59,732 71,452 -11,716

Capital account 3,499 1,072 2,429 3,209 1,266 1,944

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

The balance of tourism remains virtually stabilised

The balance of tourism services accumulated a wsirpl € 42.6 billion up to October
2019, similar to the figure recorded in the sam@opleof 2018 (€ 42.5 billion). Tourism revenues
grew by 3.2% y-o0-y in this period, and payments 1)3%. Foreign tourists” expenditure,
according to the Tourist Expenditure Survey (EGATURcreased by 2.9% up to October (2.6%
in the same months of 2018) and tourist arriva¢gsvgoy 1.1%, five tenths more in comparison to
the first ten months of the previous year.

G 6.1 CURRENT ACCOUNT BALANCE
12-month cumulated. Billion euros
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Sources: Banco de Espafia and SGCPE.
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The deficit of primary and secondary income rises
The balance of primary and secondary income acaiteulla deficit of € 11.7 billion in

the first ten months of last year, 9.3% higher th@at recorded a year earlier, as a result of an
increase in revenues lower than that of paymen®@84@&nd 2.2%, respectively).

Table 6.2ZFinancial 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] v | 1] 1 1 1] Jan-NovJan-Noy Jan-Nov
Net current transfers -2,238  -2,286 1,104  -950 -2,228 -33.2 -04 -3552 -3,541 -0.3
- Revenue 698 946 5777 1,242 943 28.0 351 6,951 8,055 15.9
Refunds CAP 629 504 4,676 855 692 10.8 9.9 765,86,284 6.9
ESF 20 301 1,049 350 174 115.2 758.3 858 1,60286.7
Other subsidies 49 140 51 36 78 2.9 59.0 21769 1 -22.2
- Payments 2,936 3232 4673 2192 3171 -8.3 8.0 10,504 11,597 104
VAT 384 370 630 299 402 -22.5 4.7 1586 1,532 -3.4
GNI 2,045 2,364 3,500 1,503 2,234 -8.0 9.2 17,1 8,242 15.9
Traditional Own 370 406 384 381 408 1.9 10.3 1,402 1,438 2.6
Other 138 91 159 10 128 - -7.1 404 384 -4.7
Capital transfers 1,222 702 1,005 478 69 1464 -944 2979 1675 -43.8
ERDF 1,196 672 924 475 61 1489 -94.9 2,774557L -43.9
Cohesion Fund 0 0 0 0 0 - - 173 0 -
Other 26 30 81 3 8 -29 -69.9 32 119 269.6

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

The disaggregated data of the financial flows whie European Union (EU), included in
the secondary income, show a balance of the netrdutransfers received of € -3.5 billion (-3.6
billion registered a year earlier) in the periodween January and November 2019, with an
increase in revenues (15.9%) higher than that gmpats (10.4%). With regards to revenues,
public transfers received from the European Sdéiedd, aimed at promoting employment, rose
by 86.7%, while in the transfers for the privatetege the subsidies received by farmers as
refunds of the Common Agricultural Policy rose h9%. On the payments side, within public
payments for the EU, those related to the GNI Reso(15.9%) and with the Traditional Own
Resources (2.6%) grew and those related to the RéJource (-3.4%) fell, although it should be
noted that these payments are not divided in tiveesg@ay through all financial years.

The capital balance surplus decreases

Up to October 2019, the capital balance generatedrplus of € 1.9 billion, lower in
comparison to the previous year, due to a falewenues (€ 290 million less) and an increase in
payments (€ 194 million more). Capital transfersnfrthe European Union fell by 43.8%
compared to the same period of the previous yeanndto € 1.7 billion. Within revenues,
guantitatively speaking, the most important itenesevpublic transfers from the structural funds
of the EU Budget, aimed at infrastructure, ruraledlepment and environment. It should be noted
that transfers from the Cohesion Fund were notivedein this period (€ 173 million in the
previous year), and the revenues correspondinget&RDF fell by 43.9%, down to € 1.6 billion.
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However, it is important to note that these reverare very erratic, due to the multiannual nature
of many of the actions they finance.

The financial account records a positive net balanc

In the first ten months of 2019, the financial aotibrecorded a positive (net capital
outflow) net balance (net variation in assets mimetsvariation in liabilities) amounting to € 24.1
billion, lower than a year earlier (€ 27.3 billiorExcluding the Bank of Spain, a net negative
balance of € -2.8 billion was recorded up to Octpbempared to the positive net balance of a
year earlier (€ 38.4 billion). This result includpssitive balances (investments) in asset and
liability transactions.

Investment in Spain from abroad grows,...

Up to October 2019, the net variation in liabiktigenerated net capital inflows of € 80.5
billion, 23.5% higher than in the same period & fnevious year. The direct investment balance
fell by € 32.8 billion, registering net inflows & 9.8 billion, which were mainly channelled
toward the non-financial residential sector. On d¢kiger hand, portfolio investment recorded net
inflows of € 77.7 billion, € 55.1 billion higher &n the net inflows recorded in the same period of
2018, due to the Public Administrations resultsiclvirecorded a net income of € 54.4 billion, the
private financial sector, with an income of € 18illion, and to the non-financial resident sector,
which accumulated a net income of € 9.1 billionta®ctober 2019, compared to the outflows of
more than € 12.0 billion in the same months of 2(Bally, other investments (loans, deposits
and repos) recorded net outflows of € 7.0 billioompared to the net inflows of € 8 million
registered in the same period of 2018, driven l® phivate financial sector and by the non-
financial residential sector.

...as Spain's investment abroad falls

The assets net variation with the rest of the wodgcluding the Bank of Spain,
accumulated in the first ten months of 2019 neitabputflows of € 77.6 billion, 25% lower in
comparison to the figures recorded a year eafligect investment accumulated capital outflows
amounting to € 19.9 billion, 34.1% lower than atryearlier, coming from the financial private
sector and other resident sectors, although inatiter case it was reduced by half. The outflows
in the form of portfolio investment fell by 47.6%pwn to € 26.8 billion, focused on financial
institutions and, above all, on the non-financiavgte sector, whose net outflows fell by 48.6%.
On the other hand, other investment registerecutlows of € 38.3 billion (net outflows of €
20.6 billion a year earlier), mainly led by the Mdary Financial Institutions should be
highlighted. Finally, financial derivatives recoddaet inflows of € 7.3 billion, compared to the
net outflows of € 1.7 billion registered a yearliear

The net debtor position of the Bank of Spain vis¢&s the Eurosystem improves

Current, capital and financial transactions gereran increase of net assets of the Bank
of Spain (decrease of the net debtor position) antiog to € 26.9 billion, due to the rise recorded
by vis-a- vis the Eurosystem, € 31.7 billion, atala lesser extent, the € 638 million growth of
reserves, while other net assets fell € 5.4 billion
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Table 6.3Balance of payments. Financial operations (1)

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

Financial account 92,450 65,143 27,307 104,557 80,476 24,079
- Excluding Bank of Spain 103,563 65,143 38,420 77,638 80,476 -2,838
Direct investmer 30,124 42,570 -12,446 19,852 9,817 10,035
Monetary financial institutions 9,389 3,625 5,764 9,700 2,470 7,230

Other resident sectors 20,735 38,945 -18,210 10,151 7,346 2,805

Portfolio investmer 51,140 22,565 28,575 26,821 77,661 -50,840
General Government 700 29,938 -29,238 245 54,401 -54,156
Monetary financial institution: 13,312 4,723 8,589 7,490 14,148 -6,658

Other resident sectors 37,128 -12,098 49,226 19,086 9,114 9,972

Other investment 20,638 8 20,630 38,271 -7,002 45,273
General Government -2,317 -7,642 5,325 -2,040 1,109 -3,149
Monetary financial institution: 19,834 -16,516 36,350 34,832 -6,488 41,320

Other resident sectors 3,121 24,166 -21,045 5,479 -1,623 7,102
Financial derivatives 1,661 - 1,661 -7,306 - -7,306

- Bank of Spain -11,113 - -11,113 26,919 - 26,919
Reserves 1,482 - 1,482 638 - 638

Claims on the Eurosystem -7,428 - -7,428 31,715 - 31,715

Other net assets -5,169 - -5,169 -5,435 - -5,435

- Net errorsand omissions 5,570 - 5,570 3,761 - 3,761

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

The debtor balance of the Net International Investmt Position decreases

The Net International Investment Position (NIIPE@msed its debtor balance in the third
quarter of 2019, by 1.2% y-o0-y, reaching € 982dnll equal to 79.6% of GDP, a percentage 3.8
points lower in comparison to the figure registeirethe third quarter of 2018. Assets amounted
to € 2.2 trillion, 9.1% more compared to a yeatiegrand liabilities to € 3.1 trillion, 5.7% more
in comparison to the third quarter of the previgaar. On the other hand, the gross external debt
rose to € 2.1 trillion in the third quarter of 20(172.2% of GDP), compared to the € 2 trillion
registered in the same period of 2018 (168.6% oP{D

The NIIP debtor balance, excluding the Bank of 8pagached an amount of € 802 billion
in the third quarter of 2019, 2.1% higher than aryearlier. Increases were registered in the
debtor balance of portfolio investment (17.4% totapE 614 billion) and financial derivatives
(85.2% up to € 13.3 billion), while direct investmg-7.2% down to € 130 billion), and other
investment (-61.5%, down to € 44.0 billion) redutieeir debtor balance.

The Bank of Spain decreased its debtor balance 2§.€ billion in the third quarter of
2019 compared to a year earlier, down to € 180libmi equal to 14.6% of GDP. This decrease is
mainly explained by the fall of € 23.9 billion dig¢ Bank of Spain debtor balance vis-a-vis the
Eurosystem and the reserves € 9.4 billion increakée, on the other hand, the debtor balance of
other net assets rises by € 4.8 billion.
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