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QUARTERLY REPORT ON THE SPANISH ECONOMY



1 Overview

During 2010 the Spanish economy moved onto a mildly recovering path subject to some fluc-
tuations as a result of the effect that certain temporary measures had on the course of domes-
tic spending. Estimates based on the conjunctural information available suggest that the re-
covery continued in Q4, posting a quarter-on-quarter increase in GDP of 0.2%, entailing a rise
of 0.6% in the year-on-year rate (see Chart 1). On the expenditure side, national demand fell
off slightly (0.7% year-on-year) while the contribution of net external demand to GDP increased
by 0.3 pp to 1.3 pp.

Despite this gradually improving pattern, GDP fell by 0.1% over the whole of 2010 owing to the
effect of the significant fall-off in output in 2009 (-3.7%). The sluggishness of economic activity
throughout the year is in contrast to the higher rates recorded in other euro area countries,
which highlights the sharper effect of the crisis in Spain and the impact that the adjustment is
exerting on growth rates in the short run. The decline in output in 2010 was the result of the
fall in national demand (-1.2%), although this was far lower than the rate observed in 2009
(-6%) owing to the more favourable behaviour both of household consumption and of busi-
ness investment, which posted positive growth rates for the year on average. Conversely, the
public components of domestic demand fell back as a result of the budgetary consolidation
measures, while the rate of decline of residential investment eased. Net external demand sof-
tened the impact of the contraction in domestic spending on activity, for the third year running,
with an export-led, positive contribution of 1 pp, down on that of the previous year (2.7 pp).

On the supply side, services were more sustained. Adding to this was the slight rise in manu-
factures in the closing months, while the contraction in the value added of construction inten-
sified owing to the more unfavourable behaviour of the non-residential construction segment.
Overall, the subdued increase in output did not suffice to generate net employment, which
continued to contract for the tenth consecutive quarter with a fall of 2.3%, weighed down by
the unfavourable performance of non-residential construction but also by the difficulties in
generating jobs in other activities. The labour supply rose somewhat during 2010, which also
contributed to the increase in the unemployment rate, up to 20.3% in Q4 according to EPA
figures. In this sluggish labour market setting, the increase in labour costs adjusted down-
wards in 2010, following a pattern of moderation which intensified in the second half of the
year in the wake of the cut in public-sector wages. Lastly, inflation quickened during the year,
up to arate of change of 3% in December and placing the average increase in the CPl at 1.8%
(compared with a decline of 0.3% in 2009) (see Chart 3). This was due to dearer oil prices in
the final stretch of the year and to the effect of the tax rises under the set of fiscal consolidation
measures adopted. In these circumstances, the increase in core inflation was somewhat less,
standing at 1.6% year-on-year in December, while the inflation differential with the euro area
widened to 0.7 pp that same month. According to the leading indicator for the CPI, the in-
crease in consumer prices is expected to stand at 3.3% in January.

On the international economic front, tensions on European public debt markets worsened in
the closing months of 2010 and the opening weeks of 2011. The epicentre of this episode was
in Ireland, in light of the growing concerns over the consequences for Irish public finances of
the prevailing extreme weakness of its financial system. But the effects spread rapidly to other
euro area countries and interfered in the behaviour of the area’s financial markets, widening
sovereign spreads, raising volatility on equity markets and prompting a fresh depreciation of
the euro, which has been partially reversed in recent weeks. At the end of November, the
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a. Seasonally adjusted series.

granting by the European authorities, in conjunction with the IMF, of the financial assistance
requested by the Irish government (see Box 2) failed to dispel the uncertainty. As a result ten-
sions have continued, though there has been some relief in recent weeks. The repercussion of
these tensions on financial markets in the rest of the world was nevertheless limited, in con-
trast to the episode witnessed last spring.

The rising course of commodity prices steepened in late 2010 and the opening weeks of
2011. Qil prices at the end of January reached a two-year high ($100 per barrel), as was the
case with metal and food prices. In these circumstances, there has over recent quarters been
a relatively widespread increase in inflation globally and a worsening outlook for the future
course of prices in those countries most ahead in the cycle.

Global economic activity continued to recover, led by the strength of the emerging countries.
Although the economic situation in the developed countries improved, doubts remain about the
medium-term robustness of the recovery in numerous economies. In the euro area the pick-up
proceeded at a moderate and uneven pace, in terms both of components (since it remained
export-based) and of countries (where the momentum of the German economy contrasted with
the slackness of the countries most affected by the sovereign debt crisis). Inflation rose signifi-
cantly in the closing months of 2010, climbing to a year-on-year rate of 2.2% in December, the
result of the increase in food and energy prices, meaning the core inflation rate held stable at a
rate of close to 1%. Foreseeably, the temporary factors contained in the rise in inflation in recent
months will not translate into underlying inflationary pressures given the substantial slack still
existing in the economy and the moderation of wage increases.

The absence of inflationary pressures over the horizon relevant for economic policy led the
ECB to maintain an accommodative monetary policy stance: official interest rates held at low
levels and the non-conventional credit-support measures remained in place. The rise in debt
market tensions meant that purchases of public debt on secondary markets were stepped up,
through the Securities Market Programme.

As regards improving governance, the European Summit on 16-17 December agreed on the
general principles of the future European Stability Mechanism, the permanent crisis-manage-
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CONFIDENCE INDICATORS (a) CHART 2
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ment instrument that will come into force from 2013. It will function in a similar fashion to the
current European Financial Stability Facility, which it will replace, and its ultimate goal will be
to safeguard financial stability in the euro area, granting assistance to member countries fac-
ing difficulties raising financing on the market. Such assistance will be subject to strict condi-
tionality, as stipulated in the reformed article 136 of the Treaty approved at this same Summit
(see the article on the reform of governance included in the January edition of the Boletin
Economico).

In Spain, financial instability was manifest in sharp falls in equity prices in 2010 Q4 (taking
losses on the IBEX 35 over the whole of 2010 to 17.4%), increases in the risk premia on pub-
lic debt, which raised the spread over German public debt to 250 bp at certain times, and in-
creases in the risk premia on bonds issued by the private sector, especially by financial firms.
On the real estate market the rate of decline of house prices slackened, with the related year-
on-year rate falling by 3.5% in 2010 Q4 (-6.3% a year earlier). This places the cumulative cor-
rection from the peak reached in March 2008 at 13% in nominal terms.

In recent weeks some of these tensions have abated in part, with the IBEX 35 rising and the
public debt spread narrowing to a level somewhat below 200 bp. But uncertainty and volatility
continue to be considerable, and risk premia remain at very high values. The prolongation of
this situation might ultimately affect the cost of credit to the private sector, and its access to it.

In these circumstances, and once the contractionary effects bearing on consumption in the
previous quarter (the end of the car purchase incentive scheme and the rise in indirect tax)
were overcome, household spending plans resumed the mildly recovering path on which they
had embarked in the first half of the year. Consumption is estimated to have increased at a rate
of 1.2% in 2010, a figure that contrasts favourably with its marked decline in 2009 (-4.2%).
This pick-up came about against the background of diminished household disposable in-
come, as a result of the increasingly smaller contribution of the income components that had
upheld it during the most acute phase of the recession (that arising from general government
measures and the decline in the interest burden), and of lost purchasing power owing to the
rise in inflation. Wealth also diminished, albeit less sharply than in 2009, in both its financial and
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PRICES AND COSTS CHART 3
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a. Year-on-year rate of change.
b. Per unit of output. Year-on-year rate of change calculated on the basis of seasonally adjusted series.

real estate components. Against this backdrop, the household saving ratio fell sharply during
the year to stand at 14.4% of disposable income in Q3, 3.6 pp below the peak (18%) reached
at the close of 2009.

In the closing months of 2010, residential investment underwent a further decline although,
as has been habitual over the past year, this was on a lesser scale than in the preceding
quarters. Residential investment in 2010 is estimated to have declined at a rate of close to
18%, which would place the cumulative fall in residential investment from its peak, which
was reached in 2007, at 45%, and its weight in GDP at 4%, below the low recorded in the
previous real estate cycle. This information is compatible with some stabilisation in
the stock of unsold housing over the course of 2010, following a long period of stockbuild-
ing, which paints a somewhat more encouraging picture for the recovery in residential
investment.

In this environment of sluggish spending and tense financial conditions, household debt tend-
ed to slow in the closing months of the year. Its year-on-year rate of change stood at a slight-
ly negative level in November (-0.1%, against 0.3% in September) (see Chart 4). This develop-
ment, along with the expected course of income in the final months of 2010, suggests the
debt ratio will have stabilised in Q4 at levels similar to those of the past two years. Drawing on
data from the non-financial accounts for Q3, the household sector is expected to have had a
net lending capacity equivalent to 4.8% of GDP in four-quarter cumulated terms, confirming
the mildly declining trajectory it has shown since 2009 Q4.

Business investment projects also picked up in the closing months of the year, centred espe-
cially on the capital goods component. Driving this was the strength of external demand and
the improvement in the financial position of companies during the year. Investment in equip-
ment is estimated to have posted a year-on-year rate of change of 2.4% in Q4, which would
place its average growth in 2010 at around 2% (compared with a decline of almost 25% in
2009). Conversely, investment in other construction shrank owing to the intensification of the
fiscal consolidation process in the public works arena, naturally affecting those projects involv-
ing partnership with private enterprise.
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FINANCIAL INDICATORS OF THE SPANISH ECONOMY CHART 4
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a. In June 2010 the statistical requirements relating to interest rates applied by credit institutions to
their customers were amended, potentially causing breaks in the attendant series. Of particular
significance was the change in the interest rates on consumer credit and other loans, as a result of
which, from that month, operations transacted using credit cards have not been included. APR for
loans (includes commissions and other expenses) and NDER for deposits.

b. Weighted average of interest rates on various transactions grouped according to their volume.
For loans exceeding €1 million, the interest rate is obtained by adding to the NDER (Narrowly
Defined Effective Rate), which does not include commission and other expenses, a moving average
of such expenses.

¢. Consolidated financing: net of securities and loans that are general government assets.

d. Four-quarter cumulated data.

Overall, the non-financial corporations sector quickened its recourse to debt — albeit very moder-
ately — in the final stretch of the year, posting a year-on-year rate of change of 0.7% in November.
On information to Q3, the branches not linked to the real estate market showed greater dyna-
mism, which was extensive to smaller companies, whose access to external borrowing had be-
come considerably tougher at the height of the crisis. Both the debt ratio and, to a greater extent,
the debt burden ratio had fallen during Q4. This relative improvement in the financial position of
companies is also apparent in their financing requirements, which changed sign in the closing
months of the year, to the extent they showed net lending equivalent to 0.2% of GDP on four-
quarter cumulated figures, an unprecedented development in the attendant time series.
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General government conduct in the final months of 2010 was once again marked by the effect
of the consolidation measures under way, meaning that the contribution of both government
consumption and public investment to activity declined. Information on the budget outturn as
at the date of this article going to press suggests that the general government deficit target
envisaged for 2010 (9.3% of GDP) is achievable, especially in light of the headroom provided
by the favourable State outturn, which ended the year showing a deficit of 5.1% of GDP, 0.8 pp
better than budgeted. Turning to the regional governments, uniform data relating to their
budget outturn to September 2010 were published for the first time in December. These fig-
ures showed that the deficit at the end of Q3 stood at 1.2% of GDP (compared with a forecast
of 2.4% for the year as a whole). Previously, the Fiscal and Financial Policy Council had reached
an agreement to enhance both the transparency of the economic and financial information
presented by the regional governments and the criteria under which authorisation for debt
transactions is processed.

As regards trade with the rest of the world, the as yet incomplete information available indi-
cates that net external demand in the closing months of 2010 once again cushioned the im-
pact of the contraction in domestic spending on activity, with a positive contribution of 1.3 pp,
and one more expansionary than in the two previous quarters, against the background of a
marked recovery in goods exports. The external sector once again played a key role in soften-
ing the decline in domestic activity but, unlike the pattern of the past two years, in which this
improvement came about essentially due to the collapse in imports, in 2010 this effect was
dominated by the thrust of exports, which were able to benefit from the recovery in global
trade with an adjustment in export prices and the design of more ambitious strategies regard-
ing the diversification of our markets. Perseverance in furthering this strategy is required in
order to make the sector a source of stronger and more stable growth.

In this setting, the nation’s net borrowing is expected to have continued falling in the closing
months of the year, after having stood at 4.2% of GDP in Q3 (5.1% in 2009). However, the
process is slowing to some degree owing to the adverse impact of the energy bill on the mer-
chandise trade balance. From the standpoint of the contribution of the institutional sectors,
this fresh reduction in net borrowing would be a reflection of the trimmed general government
deficit and the improved position of non-financial corporations.

On the supply side, there were increases during Q4 in the value added of industry and market
services, while declines were posted in agriculture and, above all, in construction. Over the
year as a whole, the recovery turned on manufacturing activities (1.4%) and market services
(0.6%), set against an intensifying decline in the value added of construction (-6.9%) which
entails, compared with the past two years, a fall in the non-residential construction compo-
nent. The pace of job destruction rose to 2.3%, as a result of the reduction in employment in
the market economy, of approximately 3% (-8.4% the previous year), and of a subdued rise in
non-market services (0.8%). Given the estimated trend of output and of employment, appar-
ent labour productivity growth remained relatively sharp (2.2%), albeit down on 2009.

Labour costs continued on the path of moderation on which they embarked at the start of
2010, driven in the second half of the year by the cut in public-sector wages. For 2010 as a
whole, an increase in employee compensation of close to 1% is estimated, a figure that com-
pares very favourably with the 4% rise in labour costs in 2009. A significant portion of this
slowdown is due to the turnaround in public-sector wages, which are expected to have fallen
by around 2% compared with the average increase of 6% in the three previous years. The rest
is due to the slowdown in compensation per employee in the market economy, for which a
rate of increase of 1.8% is estimated, almost 2 pp down on 2009 (3.7%) and 4 pp on 2008
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(5.9%). The smaller increase in wage rates under collective bargaining agreements, which
stood at 1.3% for the year on average, influenced by the recommendations of the multi-year
agreement signed in February and by the absence of inflationary pressures, lay behind this
result which has allowed for a decline in unit labour costs in the market economy for the sec-
ond year running.

It is vital that such wage restraint should continue in the coming quarters. In this respect, the
upcoming process of collective bargaining should consider the temporary nature which, in the
absence of additional shocks, will characterise the rise in inflation in the coming months. A
highly significant portion of the increase in the growth rate of the CPI between December 2009
and December 2010 is attributable to tax changes and regulated prices (VAT, excise duties on
tobacco products, electricity and gas prices) and to the upward course of commaodity prices.
All these factors have a direct and significant effect on the level of prices and on the inflation
rate but, in the absence of a pass-through to other prices, the effect drops out of the annual
inflation rate after 12 months. A recent example of the temporary nature of the rise in inflation
in the face of a significant hike in oil prices was between 2008 and 2009 (see the article in the
January edition of the Boletin Econdmico for more details). But for this to occur, specific cir-
cumstances must prevail; in particular, the indirect effects on companies’ costs must be lim-
ited and the changes in prices must not give rise to a widespread revision of inflation expecta-
tions that feed through to final prices through the prices set by producers or through wage
bargaining.

The outlook for 2011 in Spain, but also in the euro area, is for a slow recovery highly depend-
ent on the external sector, and one conditioned by the fiscal adjustment and the restructuring
process facing the private sector. This scenario is, moreover, subject to great uncertainty and
to the risks associated with the tensions on sovereign debt markets which, should they con-
tinue, might prompt further tightening of financing conditions and a deterioration in economic
agents’ confidence.

During the month of January, additional measures have been announced on reforms to key
areas in the economy, aimed at dispelling uncertainty and reaffirming the commitment by the
economic policy authorities to the adjustments needed. On 28 January the Council of Minis-
ters addressed the Draft Social Security Reform Bill, which envisages far-reaching measures
to ensure the sustainability of the pensions system. In the face of the tightening of the condi-
tions of access by Spanish financial institutions to external markets as a result of the worsen-
ing of the sovereign debt crisis, new steps were announced to accelerate and deepen the
bank restructuring process, by means of a raft of measures geared to boosting the increase in
banks’ capitalisation levels to a degree that ensures that market confidence is regained.
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2 The external environment of the euro area

In 2010 Q4, the economy and the international financial markets trended favourably. The intro-
duction of new expansionary measures in the United States gave further support to the global
recovery, despite the worsening sovereign tensions in the euro area. Against this background,
the latest indicators point to the continuity of the recovery, with a dichotomy persisting be-
tween the relative sluggishness of growth in some advanced economies and the robustness
of many emerging countries which, in some cases, show signs of overheating. The additional
US monetary and fiscal expansionary measures, which entail a widening of the divergences in
policy stance across the advanced economies, have given rise to a brighter short-term outlook
in this economy and have bolstered the optimism prevailing in the financial markets in this
period. Nonetheless, doubts about the medium-term sustainability of private demand in the
United States, once the public stimuli are withdrawn, have not been dispelled. Furthermore,
the strong increase in commodity prices during the quarter has been conducive to a general-
ised rise in inflation (see Box 1). Although inflation rates are holding at moderate levels in most
advanced economies, in many emerging countries and in some developed ones too — such as
the United Kingdom — the greater intensity of inflationary pressures has raised the risk of infla-
tion expectations becoming disanchored. Against this backdrop, the main emerging econo-
mies have tightened their monetary policies, resuming the cycle of interest rate rises that had
been interrupted as capital inflows stepped up, and they have continued building up reserves.
Depending on the countries involved, such developments have been accompanied by macro-
prudential measures and by capital controls.

In this setting, international financial markets were little affected by the worsening of the Euro-
pean sovereign crisis. The positive sentiment on markets was reflected in across-the-board
stock market gains, in developed and emerging countries alike, and in improved financing
conditions outside the euro area. Another factor worth highlighting is the increase in US long-
term bond vyields during the quarter, although the US 10-year bond yield has held stable at
around 3.5% since mid-December. This trend, witnessed also — albeit to a lesser extent — in
other economies, would be the outcome of the ongoing normalisation of interest rates, from
their lower levels in previous months, in keeping with the improved economic outlook and the
change in the fiscal policy stance in the United States; in any event, the trend is not in response
to any substantial revision of inflation risks. On the foreign exchange markets, the strong move-
ments in the previous quarter were corrected to some extent, and the dollar appreciated
against the main currencies. Moreover, in the case of the emerging economies, the favourable
behaviour of the financial markets translated into reductions in their sovereign spreads. The
rising course of commodity prices initiated the previous quarter continued, or even stepped
up, meaning that the year-on-year growth rates of food and metal prices stood in January at
around 40% and 25%, respectively. The price of a barrel of Brent oil moved above $100, en-
tailing a rise of 29% since the start of 2010. These increases are mainly in response to the rise
in demand by the emerging economies.

In the United States, the flash estimate for GDP in Q4 shows annualised quarterly growth of
3.2% (0.8% quarter-on-quarter, 2.8% year-on-year), compared with 2.6% in Q3, the results of
the positive contributions of private consumption and external demand (due mainly to the con-
traction in imports), which more than offset the strong negative contribution of stockbuilding.
The latest indicators have offered some positive signs, although the doubts over the strength of
the recovery in the medium run have not yet been dispelled. On the supply side, despite the
slowdown in industrial production, business confidence — measured by the ISM indices — and
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THE RISE IN COMMODITY PRICES AND THEIR IMPACT ON INFLATION IN THE EMERGING ECONOMIES

Over the course of the past quarter there has been a strong rise in
commaodity prices, driven essentially by the growth in demand by the
main emerging economies. This increase has been across the board,
although the intensity differs from product to product, and it has
prompted arise in inflation in many countries, especially in the emerg-
ing economies themselves. Set against the current sizable capital
inflows in these countries, this development contributes to accentu-
ating the monetary policy dilemmas present in many of them. This
box reviews commodity price developments in 2010 and their influ-
ence on inflation in the emerging economies.

Over the course of 2010 commodity prices rose most markedly. The
prices of food, industrial metals and crude oil grew, in year-on-year
terms, by around 30%, 20% and 25%, respectively (see Panel 1).!
Behind the rises is a substantial upward revision of demand projec-

1. For the aggregate prices of metals, food and commodities, the CRB com-
modity index has been considered. For crude oil prices, the barrel of Brent is
used. The US dollar is used as the currency for calculation.

1 PRICE OF OIL AND OTHER COMMODITIES

PRICE (a)
FOOD (b)

METALS (o)
TOTAL (b)

20
2007 2008 2009

3 CONTRIBUTION TO INFLATION IN EMERGING ASIA (c) (d) (e)

" ENERGY
FOOD
= OTHER

10

8

[ ] ]
4 L . ..llllll|l R

2007 2008 2009 2010
SOURCES: Datastream and Banco de Espana.
a. Price/barrel in dollars.

b. January 2007 = 100.
c. As a percentage.

BOX 1

tions, especially for the emerging countries, in the second half of the
year. Thus, in the case of oil, at the end of 2009 the International
Energy Agency expected an increase in global demand in 2010 of 1.4
million barrels per day (mbd); the actual increase was finally 2.7 mbd
(of which China accounted for one-third). This rise in total demand
was greater than that in the supply of non-OPEC producers (1.1
mbd), whereby OPEC’s market share has increased.? In the case of
food, demand factors have been complemented by supply factors
(which have affected specific products), such as poor harvests, due
above all to bad weather, or grain export restrictions in certain coun-
tries. As a result, corn prices doubled from June to December 2010,
while wheat prices rose by more than 60% over the same period.® In

2. This situation — increases in prices and amounts in parallel with a rise in the
cartel’s share — corresponds to what economic theory predicts in the case of
an upward surprise in expected demand. See Anton Nakov and Galo Nuno
(2009), Oligopoly: A General Equilibrium Model of the Oil-Macroeconomy Nex-
us, Documentos de Trabajo, no. 0932, Banco de Espafa. 3. See the World
Bank report Global Economic Prospects, January 2011, p. 61.
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THE RISE IN COMMODITY PRICES AND THEIR IMPACT ON INFLATION IN THE EMERGING ECONOMIES (cont’d)

addition, it cannot be ruled out that the upward trend in prices has
been amplified by an increase in the financial flows routed towards
the commodity markets, against a backdrop of abundant global li-
quidity and international investors’ interest in this type of asset.

The rise in international energy and food prices is passing through in
differing degrees to domestic prices, depending on the oscillations in
the various exchange rates against the dollar (the currency to which
most commodity prices are referenced), on existing tariffs and taxes,
and on national transport and distribution costs.* The changes in do-
mestic commaodity prices may affect aggregate inflation through vari-
ous channels. Firstly, there are the direct effects of the increase in
commodity prices on the overall price index, which will be all the
greater the higher the weight of energy and food in the country’s rep-
resentative consumption basket. In the emerging economies, food
and energy account for between 30% and 40% of the consumption
basket, while in the developed countries they represent less than
25%. Secondly, there are indirect effects in the form of the increase in
production and distribution costs, which are more significant in the
case of energy. Finally, there are the so-called “second-round effects”,
which reflect the incorporation of the initial rise in prices into price- and
wage-setting processes whereby the initial shock ultimately passes
through to core inflation and to inflation expectations. This is why
these effects are of particular relevance for monetary policy.

The rise in overall inflation since mid-2010 in the emerging Latin
American economies has mainly been driven by the increase in the
food component (see Panel 2). Core inflation has held fairly stable
today, unlike the case in early 2008, when the marked rise in food
prices was accompanied by a strong hike in core inflation. This ap-

4. The commodity component in inflation also groups together unprocessed
foods such as energy.

BOX 1

pears to indicate that, so far, the impact via second-round effects has
been limited. Nonetheless, in the case of the emerging Asian econo-
mies, the rise in inflation rate is not attributable solely to the contribu-
tion of food, but to the progressive increase in core inflation over the
course of 2010, which may be reflecting second-round effects and a
narrowing of the output gap in these economies (see Panel 3). Men-
tion should also be made of the lesser impact, compared with food,
of the rise in the price of energy commodities in the rate of inflation,
especially in Latin America. This is not only due to their lower weight
in the consumption basket, but also because this is probably in re-
sponse to the extended presence of subsidies and administered
prices in this sector.

Central banks’ monetary policy response to the rise in commodity
prices will depend on the extent to which it can be passed through
to agents’ inflation expectations and to their price- and wage-set-
ting decisions (second-round effects). If there are risks that inflation
expectations may become disanchored or that second-round ef-
fects may occur, the central bank should tighten the monetary
policy stance. Currently, with the odd exception (such as Mexico),
inflation prospects are on the rise in several emerging countries
(see Panel 4), due not only to the increase in commodity prices, but
also to their growth dynamics, which pose a significant risk to
these economies of inflation expectations becoming disanchored.
Moreover, many of them face an additional monetary policy dilem-
ma arising from the strong capital inflows they are currently experi-
encing, which might increase with a rise in interest rates. Faced
with this dilemma, the emerging economies have opted for prag-
matic solutions based on a broad range of measures: the raising of
official interest rates when circumstances allow; progressive though
controlled exchange rate appreciations via intervention and the
build-up of reserves; and, in other cases or as a complement, the
adoption of macroprudential measures or, indeed, the introduction
of capital controls.

capacity utilisation advanced slightly. On the demand side, both retail sales and consumer

sentiment proved supportive of an increase in consumption. The housing market evidences

signs of stabilising, although its recovery remains very uncertain, given the weakness of the

labour market. In particular, net job creation in the private sector remains very modest, while the

0.4 pp decline in the unemployment rate to 9.4% masks exits from the labour force due to the

discouragement effect in job search. The strong increase in energy prices pushed the CPI up

0.4 pp to 1.5% year-on-year in December, although core inflation stabilised at 0.8%. Against

this background, the Federal Reserve held its official interest rate in the 0%-0.25% range, reit-

erating that it would remain at a low level for some time. At its November meeting, it also an-

nounced staggered Treasury bond purchases to June 2011 for an amount totalling $600 billion,

and it retained its commitment to plough the funds redeemed from its MBS holdings back into

government bonds. In the fiscal arena, a series of measures was approved in December, in-

cluding the extension of certain tax exemptions. These measures will increase the budget defi-

cit by $858 billion to 2020 and entail a strong stimulus to activity in the short run, estimated at
between 0.6 and 2 pp in 2011, and between 0.5 and 1.9 pp in 2012.
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MAIN MACROECONOMIC INDICATORS CHART 5
Year-on-year rate of change
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GDP in Japan grew at a quarterly rate of 1.1% in Q3, far exceeding the figure of 0.4% posted
the previous quarter. This raised year-on-year growth to 5.3%. Underpinning this acceleration
was the bringing forward of car purchases prior to the related public stimulus programme ex-
piring and, to a lesser extent, the bigger contribution of inventories and private investment.
However, the latest indicators point to a contraction in activity in Q4 (more marked in the
manufacturing sector), owing to the deterioration in exports and the progressive phasing out
of the fiscal stimuli, although a progressive recovery is expected during 2011. Turning to the
external sector, the current account surplus narrowed in November as a result of the momen-
tum of imports and the sluggishness of exports, against a background of lower global de-
mand. The unemployment rate fell by 0.1 pp during the quarter to 4.9%, and other labour in-
dicators have offered positive signs. CPI inflation posted zero growth in December, owing to
the rise in food prices and the higher taxes on tobacco, while core inflation remains in defla-
tionary territory. Against this backdrop, the Bank of Japan has not altered the range of its of-
ficial interest rate, from 0-0.1%. Lastly, the government approved a new fiscal stimulus pack-
age (of the order of 0.9% of GDP), aimed at promoting employment and supporting SMEs,
and published the draft budget for fiscal year 2011, with a 5 pp cut in the corporate tax rate,
to 35%, so as to raise the international competitiveness of Japanese companies.
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PRICES, REAL EXCHANGE RATE AND INTEREST RATES CHART 6
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In the United Kingdom, the preliminary estimate of GDP for Q4 indicates a quarter-on-quarter
decline of 0.5% (+1.7% year-on-year), compared with growth of 0.7% the previous quarter. This
contraction was largely caused by the effect of the bad weather in December on activity in the
construction and services sectors. Recent coincident indicators already suggested an easing of
growth during the quarter, albeit not so sharp, with differences from sector to sector: business
surveys pointed to a significant increase in manufacturing activity, spurred by external demand,
set against the poor behaviour of construction and services. Retail sales were slack, amid dimin-
ished confidence. The labour market worsened slightly during the quarter — the unemployment
rate rose by 0.2 pp to 7.9% in November — as private-sector job creation was incapable of mak-
ing up for job losses in the public sector resulting from the fiscal adjustment. The real estate
market also weakened in the closing months of the year and a further downward adjustment in
house prices has begun. The CPI quickened by 0.4 pp in December to a year-on-year rate of
3.7% (the core inflation rate rose to 2.9%) and this, combined with the tax rises applied at the start
of the year, will lead to a notable increase in the rate of inflation in the coming months. Nonethe-
less, the Bank of England considers that this rise is due to temporary factors and has kept bank
rate at 0.5%, without reactivating its asset purchase programme.
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EMERGING ECONOMIES:
MAIN MACROECONOMIC INDICATORS (a)
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a. The aggregate of the different areas has been calculated using the weight of the countries that
make up these areas in the world economy, drawing on World Bank information.

b. Argentina, Brazil, Chile, Mexico, Colombia, Venezuela and Peru.

c. Malaysia, Korea, Indonesia, Thailand, Hong Kong, Singapore, Philippines and Taiwan.

d. Poland, Hungary, Czech Republic, Slovak Republic, Estonia, Latvia, Lithuania, Bulgary and
Romania.

e. JP Morgan EMBI spreads. The data on the new EU Member States relate to Hungary and
Poland. The aggregate for Asia does not include China.

f. Annual data until 2009

In the new EU member states not belonging to the euro area, GDP grew in Q3 on average at
a year-on-year rate of 2.2%, compared with 1.9% in Q2, continuing on a gradual path of re-
covery. There are notable differences from country to country, with the recovery in Poland
proving most robust set against the deepening of the recession in Romania. The favourable
performance continues to be external demand-led (except in Poland, where private consump-
tion is also proving notably dynamic) thanks to the momentum of the German economy. The
Q4 indicators show continuity in the improvement in industrial production and a pick-up in
private consumption in some countries, although the current instability in the euro area adds a
high degree of uncertainty. During the quarter, inflation followed a rising course, linked to the
increase in fuel and food prices, climbing to a year-on-year rate of 4% on average for the re-
gion. The growing concern over inflation has prompted the start of official interest rate rises in
Hungary (to 6%) and in Poland (to 3.75%).
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In China, economic activity remained very buoyant in 2010 Q4, with real GDP growing at a
year-on-year rate of 9.8% (10.3% for the year as a whole). Moreover, the rate of expansion has
quickened owing to the robustness of domestic demand, although external demand has also
picked up. The main risk to the Chinese economy is the possibility of overheating: inflation
increased by 1 pp in the final quarter to 4.6% in December. Against this background, the au-
thorities have raised benchmark interest rates and the bank reserves ratio (two and four times,
respectively, during the quarter) and have made changes to their monetary and financial strat-
egy so as to facilitate more effective control of new credit. In the rest of Asia, activity remained
notably dynamic, though somewnhat less so than in the first half of the year. The exception here
was India, where growth continued to quicken, led by the strength of domestic demand. Infla-
tion increased during the quarter across the board, albeit gradually, owing to higher food
prices, and the countries in the region facing the biggest inflationary pressures (South Korea,
Thailand and India) have resumed official interest rate rises, which they had postponed in pre-
vious months amid fears that that would generate bigger capital inflows. In a setting of abun-
dant global liquidity, these rises have been complemented by foreign exchange market inter-
vention, macroprudential measures and, in Thailand and South Korea, capital controls.

In Latin America, year-on-year GDP growth stood at 6% in Q3, against 7.9% in Q2. The slow-
down is much more evident when considering the quarter-on-quarter rate, which was 0.6%,
compared with 2.1% the previous quarter. The lower growth in the region’s year-on-year rate
is in response to both a lesser contribution of domestic demand (which even so stood at 9.2 pp)
and to an increase in the negative contribution of external demand. The economic indicators
for Q4 offer mixed signals, since industrial production continues to slow, while the demand and
labour market indicators remain robust. The rise in commodity prices has slackened the effect
of the buoyancy of imports on trade balances, which in some cases (Chile and Peru) has seen
surpluses widen. Inflation continued climbing during the quarter across the region, up from
6.3% in September to 6.9% in December, set against the upward trend of commodity prices.
In some countries there was some worsening of shorter-dated inflation expectations, but long-
term expectations remain anchored. In this macroeconomic setting, the Brazilian and Peruvian
central banks resumed in January the cycle of official rate rises, after having interrupted it in
Q3. Meantime, the Chilean central bank raised its official rates at each of its meetings in Q4,
(though not at the January meeting). In both Brazil and Peru, new measures were adopted
aimed at containing credit growth, and measures were introduced in Brazil and Chile to ease
upward pressure on their currencies (with a cap on short positions in dollars in respect of Bra-
zil's financial system, and a currency purchase programme in Chile’s case).
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3 The euro area and the monetary policy of the European Central Bank

Strains on sovereign debt markets worsened during the closing months of 2010 and at the
beginning of 2011, mainly triggered by growing concern about the implications for Ireland’s
public finances of the extremely weak situation of its banking system. The strains rapidly
spread to Portugal, in the face of uncertainty about the fulfilment of its budget consolidation
commitments, to Spain and, to a lesser degree, to Iltaly and Belgium. The turmoil on sover-
eign debt markets had a mixed effect on other financial markets, in terms of sector and
country, and on the euro exchange rate, which depreciated markedly. At the end of Novem-
ber, the European authorities decided unanimously to respond positively to the Irish govern-
ment’s request and to grant, in conjunction with the IMF, financial assistance tied to the ex-
tensive restructuring of its banking system and compliance with a very demanding programme
of macroeconomic adjustment and structural reforms (see Box 2). As in the case of Greece,
the intervention has not dispelled uncertainty and interest rates on the secondary debt mar-
ket have remained at very high levels, although in recent weeks they have eased somewhat.

Despite these fresh bouts of financial instability, economic activity in the euro area as a whole
continued to pick up in the closing months of 2010, albeit at a moderate and uneven pace
both in terms of components and countries (see Box 3). The expansion remains export-driven,
while domestic spending — and, in particular, private consumption — has not yet managed to
recover. The strength of the German economy contrasts with the rest of the euro area and
particularly with certain economies hit by the debt crisis whose growth is much more moderate
or which are still mired in recession.

Although the outlook of analysts and international organisations for 2011 has been revised
slightly upwards, it portrays a slow recovery which is highly reliant on the external sector, since
in many economies, households and corporations remain immersed in a deleveraging process
which is constraining their consumption and investment decisions. Furthermore, this scenario
is subject to considerable uncertainty and downside risks linked to a large degree with strains
on sovereign debt markets which, if they continue, could prompt a further tightening of private-
sector financing conditions and a deterioration of economic agents’ confidence. Under these
circumstances, it would be more difficult, with a view to consolidating the recovery, for private-
sector demand to take over the role played to date by economic policy stimulus. In addition to
this, is the slight worsening of the short-term inflation outlook, which to a large degree is linked
to the rise in energy prices on international markets, and whose impact has been increased by
the depreciation of the euro exchange rate. However, these temporary factors are not pro-
jected to result in underlying inflationary pressures given the existing high economic slack and
wage moderation.

The absence of inflationary pressures over the horizon relevant for monetary policy led the
ECB to maintain an accommodative stance in this connection: official interest rates held at low
levels and the non-conventional credit-support measures remained in place. In response to
the rise in debt market tensions and their negative effects on the monetary policy transmission
mechanism, the ECB stepped up purchases of public debt on secondary markets, through
the Securities Market Programme.

The European Summit on 16-17 December agreed on the general principles of the future Eu-
ropean Stability Mechanism, the permanent crisis-management instrument that will come into

force from 2018. Its functioning will draw on the arrangements used for the current European
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THE IRISH BAIL-OUT PROGRAMME

In 2010 Q4, Irish public debt tensions heightened and the instability
spread to other peripheral countries in the euro area (see accompany-
ing panel). The factors fuelling this process included primarily and most
notably the critical excessive size of the Irish banking sector and the
risks this entails for the public sector. Thus, despite being strongly
propped up by public aid since September 2008, the massive losses
incurred in the purchase of assets by the public agency NAMA, with an
aggregate discount of 58% on book value, have led to the virtual na-
tionalisation of the bailed out institutions. This has had an impact on the
budget deficit of 20% of GDP in 2010, yet without dispelling the lack of
confidence in the sector. The interaction between the problems of Ire-
land’s national banks and State solvency formed a two-way feedback
loop and choked off the access of both to the markets, making Irish
banks absolutely dependent on Eurosystem financing and on their cen-
tral bank. Early in the autumn, the Irish authorities revealed that the
budget deficit would be close to 32% of GDP in 2010, owing to the
combined effect of the economic crisis and the recapitalisation of the
banking sector. Consequently, the debt ratio could rise to close to
100% of GDP.

TEN-YEAR SOVEREIGN SPREADS. DAILY DATA (a)

BOX2

Also contributing to these tensions were the difficulties the Greek and
Portuguese authorities faced in meeting their fiscal adjustment com-
mitments, the speculation over the availability of funds to withstand
contagion to other bigger countries and the ongoing debate on the
design of the permanent crisis-resolution mechanism intended to re-
place, as from mid-2013, the instruments currently in place. Further
contributing to heighten this episode were investors’ doubts over the
future growth capacity of the economies affected, as illustrated in the
second panel, and the negative warnings about sovereign credit rat-
ings. From November to December, Ireland’s sovereign rating was
downgraded several notches by the three main agencies, to
BBB+(Baa1) by Fitch and Moody’s, two levels below the A rating as-
signed by S&P. In December Fitch downgraded Portugal’s sovereign
rating by a step to A+, and in January it assigned a speculative or
junk rating to Greek sovereign issues, a measure previously applied
by the other two main rating agencies. There were also warnings by
Moody’s of possible downgrades for Spain’s Aa1 and Greece’s Bai
rating, and by S&P for Belgium’s AA+. These developments increased
the risk of a large-scale debt crisis in the euro area and precipitated
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a. Greece and Ireland: the fine lines depict downgrades; the bold lines depict interventions or bail-outs.
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THE IRISH BAIL-OUT PROGRAMME (cont’d)

the Irish authorities’ request for financial assistance, with the dual aim
of stabilising the delicate situation of its banks and that of its public
finances.

On 28 November, the ECOFIN approved the extension of financial
assistance to Ireland for €85 billion (52% of GDP). As can be seen in
the accompanying table, Ireland will contribute to the programme
with funds from its National Pension Reserve Fund (NPRF) and with
other domestic sources. For the remainder, funds will be provided by
the European Financial Stabilisation Mechanism (EFSM) and the Eu-
ropean Financial Stability Facility (EFSF), by the United Kingdom,
Sweden and Denmark, and by the IMF. The loans will bear an annual
average interest rate of 5.8%. In January, the EU and the EFSF
launched issues to fund the initial outlays, for an amount of €5 billion
in both cases.

The financial assistance is conditional upon compliance with a three-
pronged programme of measures: the recovery of the banking sec-
tor, budgetary adjustment and structural reforms to promote eco-
nomic growth. Furthermore, Ireland’s participation in the loan facility
extended to Greece in May has been suspended.

The aims of the measures geared to banking recovery are the redi-
mensioning and reorganisation of the sector, to recapitalise it at the
highest levels required by international standards and to improve its
access to financial markets. The banking sector may receive up to
€35 billion (over 20% of GDP), earmarking €10 billion to recapitalising
the banks and €25 billion to a contingency fund. The Irish Central
Bank raised capital requirements from 8% to 10.5%, although three
ailing institutions (AIB, BOI and EBS) have immediately been required
to comply with a figure of 12%. Further, it will perform liquidity tests to
identify deleveraging needs and to reduce short-term funding, and it
will call, before the end of April 2011, for sale or asset securitisation
plans. It is also intended to finalise the restructuring plans for Anglo

BOX2

Irish and INBS, and to add the finishing touches to a specific bank
liquidation regime and to stricter regulations for credit cooperatives.

To restore the country’s budgetary sustainability, the excessive deficit
must be corrected by 2015 — an extra year on the term already
agreed. The Irish State will receive €50 billion from the bail-out pro-
gramme to stabilise public finances and it will pursue further adjust-
ment measures in the next four years for an amount of €15 billion (€6
billion of which are for 2011). Two-thirds of the adjustment will fall on
spending cuts (€7 billion on current expenditure and €3 billion on
public investment), and the remaining third on revenue-raising meas-
ures (personal income tax, VAT and local taxes, the elimination of tax
expenses and changes in the taxation of pensions).

The purpose of the structural reforms approved is to promote the
sustainable growth of the economy, allowing competitiveness and job
creation to be developed. Sectoral policies to encourage exports and
the recovery of domestic demand in order to support economic
growth and reduce long-term unemployment are also envisaged.

Instrumentation of the financial assistance to Ireland has had a limited
impact on reducing sovereign debt spreads in the euro area. Among
other reasons, because the markets appear to have adopted, as they
did in the case of Greece, a wait-and-see attitude in the face of the
bail-out measures, until doubts have been dispelled concerning the
authorities’ ability to correct imbalances and, in particular, the risks
arising from the banking sector. The reaction by the markets also had
to do with the discussions on the terms of the permanent mechanism
that will come into force in 2013. Nonetheless, bond market tensions
have recently eased significantly further to the comments on the pos-
sibility of the European authorities reaching agreement on an increase
in the funds the EFSF might mobilise, and on them giving this Fund
greater flexibility by means of an extension of the range of instru-
ments through which the financial assistance can be implemented.

Financial Stability Facility, which it will replace, and its ultimate goal will be to safeguard finan-
cial stability in the euro area, granting assistance to member countries facing difficulties raising
financing on the market. Such assistance will be subject to a unanimous approval procedure
and strict conditionality, as stipulated in the reformed article 136 of the Treaty approved at this
same Summit (see the article on the reform of governance included in the January edition of
the Boletin Econdmico).

During the last three months, the euro area economies, which are perceived as the most
vulnerable, have established ambitious structural reform and fiscal consolidation pro-
grammes and undertaken an extensive restructuring of their financial systems. It is neces-
sary for these plans to be strictly complied with in order to eliminate imbalances and re-
establish their competitive positions. Furthermore, in order to put the recovery of the area
as a whole on a sounder and more resolute footing, labour markets must function better;
the Services Directive requires full implementation to boost potential niches of activity; and
the financial system needs to be restructured and normalised in order for credit to flow
again. This was advocated by the Annual Growth Report recently presented by the Euro-

BANCO DE ESPANA 29 ECONOMIC BULLETIN, JANUARY 2011 QUARTERLY REPORT ON THE SPANISH ECONOMY



RECENT ECONOMIC DEVELOPMENTS IN THE EURO AREA BY COUNTRY AND BRANCH OF ACTIVITY BOX 3

Over the course of 2010 the economic recovery that began the previ-
ous year in the euro area took root. Yet when the information for the
area as a whole is broken down by branch of activity and by country,
very heterogeneous rates of increase can be discerned, which run to
the recent period. As the first panel shows, the year-on-year change
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in total gross value added in the euro area was 1.9%, the result of an
especially high increase in GVA in industry (of over 5%) and a more
moderate one in services (1.7% for market services, and 1.2% for
non-market services). Meantime, construction posted a year-on-year
decline, in line with the previous quarters. In quarter-on-quarter terms,
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RECENT ECONOMIC DEVELOPMENTS IN THE EURO AREA BY COUNTRY AND BRANCH OF ACTIVITY (cont’d) BOX 3

value added in construction also fell, while increases in industry and
services were on a similar scale, at around 0.4%.

The change in GDP in 2010 Q8 also varied greatly from country to
country. As can be seen in the second panel, the year-on-year in-
crease in output was far greater than that in the euro area in Germany,
Finland and, to a lesser extent, Austria. At the other extreme are
countries such as Ireland and Greece, where GDP fell, sharply so in
the latter case. In quarter-on-quarter terms, there was also marked
heterogeneity, with rates of change ranging between 0.9% in Austria
and -1.3% in Greece, compared with euro area growth of 0.3%.

On the conjunctural information available, some difference between
the various countries’ growth rates is expected to have continued in
2010 Q4. The European Commission’s economic sentiment indicator
in the third panel, which shows high correlation with the changes in
GDP, evidenced an increase throughout the euro area in the closing
months of the year. Taking the four major euro area economies, the
figures were particularly high in France and Germany, whereas in Italy
and Spain they were somewhat flat. Likewise, the composite PMI,
depicted in the fourth panel, increased significantly in Germany in the

final quarter, in contrast to the more stable performance of the euro
area as a whole, which reflects the greater dynamism of the German
economy compared with that of the other members.

As regards sectoral developments, information from the qualitative
indicators for Q4 (see Panel 5) would suggest that growth in eco-
nomic activity continues largely to be underpinned by industry, driven
by the favourable performance of exports, while the services indicator
points to some slowing, and the construction indicator shows a slight
improvement from relatively low levels. This divergence is confirmed
by the behaviour of the real indicators of activity in Q4 (see Panel 6),
which shows relatively high growth in production and industrial or-
ders, and in goods exports, along with containment of retail sales.

Consequently, according to the latest information, the differences in
the growth rates of activity by country and by branch that have been
manifest since the start of the recovery will foreseeably continue in
the final quarter of 2010. Broadly speaking, the trend of the indicators
point to the continuation of comparatively high growth in Germany
and to some stabilisation in other economies in the area, as well as to
a more marked expansion in industrial than in services branches.

3.1 Economic
developments

pean Commission, which represents the starting point for economic policy coordination
within the European semester.

Lastly, on 1 January 2011 Estonia became the seventeenth country to adopt the euro as its
currency.

In 2010 Q3, euro area GDP grew by 0.3% in quarter-on-quarter terms, following an increase
of 1% in Q2, due to temporary factors (see Table 1). Output rose largely as a result of the
growth of exports and government consumption, while private consumption and investment
in capital goods increased but moderately and expenditure on construction fell. The break-
down by sector shows that value added increased in industry and in services while it de-
creased in agriculture and construction. In year-on-year terms, the seasonally adjusted rate of
change in GDP stood at 1.9%, similar to that of the previous quarter (2%).

By country, the growth rate of activity in Germany moderated (to 0.7%), compared with its extraor-
dinary buoyancy of the previous quarter, but it remained higher than in other large euro area econo-
mies. In addition to the greater momentum of the external sector in Germany, there was also a
firmer recovery in domestic demand, especially in investment in capital goods, while consumer
spending has been boosted by the improvement in the labour market and in consumer confidence.
Conversely, in France and Italy activity posted more moderate rates of increase (close to 0.3% in
both cases), reflecting the smooth growth of domestic demand and the ongoing positive contribu-
tion from stockbuilding, whereas net external demand contributed negatively to GDP (see Box 3).

The process of job destruction came to a halt in 2010 Q3 on National Accounts figures. Thus,
the number of jobs remained stable in Q3 at similar levels to Q2 while the year-on-year rate of
change stood at -0.1%, compared with -0.6% in Q2. This performance is consistent with the
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EURO AREA ECONOMIC INDICATORS (a) TABLE 1

2009 2010 2011
Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1
NATIONAL ACCOUNTS (Quarter-on-quarter rates of change, unless otherwise indicated)
GDP -0.1 0.4 0.2 0.4 1.0 0.3
Private consumption 0.0 -0.2 0.3 0.3 0.2 0.1
Public consumption 0.6 0.5 -0.1 0.1 0.1 0.4
GFCF -2.3 -1.2 -1.2 -0.4 2.0 -0.3
Imports 2.7 21 1.2 4.2 4.3 1.5
Exports -1.3 2.2 2.0 2.6 4.4 1.9
Contributions to quarter-on-quarter GDP growth (pp)
Domestic demand (excl. stocks) -0.3 -0.2 -0.1 0.1 0.5 0.1
Change in stocks -04 0.6 0.0 0.7 0.4 0.1
Net foreign demand 0.4 -0.1 0.2 0.5 0.1 0.3
GDP (year-on-year rate of change) -4.9 -4.0 -2.0 0.8 2.0 1.9
ACTIVITY INDICATORS (quarterly average)
IPI seasonally and working-day adjusted -1.7 2.8 1.1 2.4 2.4 1.1 1.4
Economic sentiment 75.6 84.1 91.9 96.6 99.2 102.1 105.3 106.5
Composite PMI 43.2 49.5 53.6 54.4 56.6 55.7 54.9 56.3
Employment -0.6 -0:5 -0.2 0.0 0.1 0.0
Unemployment rate 9.4 9.7 9.9 9.9 10.0 10.0 10.1

PRICE INDICATORS (year-on-year change in end-of-period data)

HICP -0.1 -0.3 0.9 1.4 1.4 1.8 2.2

PPI -6.6 -7.7 -2.9 0.9 3.1 4.3 4.5

Qil price (USD value) 68.8 67.7 74.4 78.8 75.0 78.4 92.3 97.4
FINANCIAL INDICATORS (end-of-period data)

Euro area ten-year bond yield 4.2 3.8 4.0 4.0 3.7 8.5 4.1 41
US-euro area ten-year bond spread -0.63 -0.47 -0.17 -0.08 -0.72 -1.01 -0.78 -0.57
Dollar/euro exchange rate 1.413 1.464 1.441 1.348 1.227 1.365 1.336 1.369
Appreciation/ depreciation of the NEER-20 (b) -0.7 0.3 -0.9 -4.5 -10.3 -6.3 -8.2 1.3
Dow Jones EURO STOXX 50 index (b) -2.0 17.2 21.0 -1.2 -13.2 -7.4 -5.8 5.8

SOURCES: European Commission, Eurostat, Markit Economics, ECB and Banco de Espana.

a. Information available up to 31 January 2011.

b. Percentage change over the year.

recovery of employment usually lagging activity by two or three quarters, a lag which may have
been extended during the current expansion owing to the adjustment in hours worked by
employees throughout the crisis. For the moment, this variable has not returned to previous
levels, despite the increase observed since mid-2009. This lag between the recovery of output
and employment prompted apparent labour productivity to post rates of increase of more than
2%, for the third consecutive quarter, and led to unit labour costs falling further since growth
in compensation per employee remained moderate. As a result of the rise in the GDP deflator
and the decline in unit labour costs, business margins grew further for the third consecutive
quarter (see Chart 8).

The latest conjunctural information suggests that in Q4 GDP held at a similar or slightly higher
rate than in the previous quarter, driven by external demand and the industrial sector. Thus,
following its decline in September, industrial production expanded again in October and No-
vember, while the sector’s confidence indicators prepared by the European Commission
showed positive figures until January 2011, for the first time since the beginning of the crisis,
and the PMI indicators ended the year at 57.1, considerably higher than their historical aver-
age. Conversely, indicators gave mixed signals for services in 2010 Q4, since an improvement
was seen in the European Commission’s confidence indicators, which continued in January,
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EURO AREA NATIONAL ACCOUNTS CHART 8
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and a slight deterioration was observed in purchasing managers’ opinions, although they held
at considerably higher values than those recorded at the beginning of the year. It is estimated
that the rate of contraction in construction may have decreased, although information is not
yet available for analysing how its activity was affected by the adverse weather conditions in
December 2010.

The recovery of industry seen in most economies (especially in Germany) is closely tied to the
performance of exports which expanded again in the closing months of 2010, although with-
out regaining their buoyancy of the first half of 2010, at the same time as the assessment of
foreign order books and export expectations posted a fresh rise. The most recent domestic
demand-related indicators show greater fluctuations. For instance, in 2010 Q4 retail sales
decreased — on data to November — whereas new car registrations increased after the notable
decline of previous quarters. The consumer confidence index held at negative values from
summer 2010 until January 2011. As for investment indicators, the level of capacity utilisation
for 2010 Q4 and 2011 Q1 remained on a rising trajectory (despite the fact it is still below its
long-term average) and the assessment of industrial order books increased. Lastly, all the
qualitative indicators point to an improvement in the labour market in Q4, even though the rate
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EURO AREA. ACTIVITY, DEMAND AND EMPLOYMENT INDICATORS CHART 9
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b. Normalised data.
c. Original series year-on-year rates. Quarterly average.

BANCO DE ESPANA 34 ECONOMIC BULLETIN, JANUARY 2011 QUARTERLY REPORT ON THE SPANISH ECONOMY



GDP AND HICP PROJECTIONS FOR THE EURO AREA (a) TABLE 2

2010 2011 2012
GDP HICP GDP HICP GDP HICP
ECB (December 2010) 1.6-1.8 1.6-1.7 0.7-2.1 1.3-2.3 0.6-2.8 0.7-2.3
European Commission (November 2010) 1.7 1.5 1.5 1.8 1.8 1.7
IMF (January 2011 - October 2010) (b) 1.8 1.6 1.5 1.5 1.7 1.5
OECD (November 2010) 1.7 1.5 1.7 1.3 2.0 1.2
Consensus Forecast (January 2011) 1.7 1.6 1.5 1.8 1.6 1.7
Eurobarometer (January 2011) 1.6 1.5 1.5 1.7 1.6 1.7

SOURCES: European Commission, Consensus Forecast, Eurosystem, IMF, MJ Economics and OECD.

a. Annual growth rates.

b. Interim estimate of January 2011 for GDP and of October 2010 for HICP.
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of unemployment posted a slight rise to 10.1% in October and in November, compared with
10% in the two previous quarters.

In short, the latest economic information confirms that activity in the euro area continued to
expand in the final stretch of 2010 at a lower rate than that posted mid-year, due to the peter-
ing out of economic policy stimulus, the slowdown in the growth of international trade and the
end of the stockbuilding process observed in the first half of the year. Growth of activity con-
tinued to be firmly underpinned by industrial production and exports, which are expected to
have been boosted by the recent depreciation of the euro exchange rate. Conversely, house-
hold spending remains weak, in a setting in which high rates of unemployment, wage mod-
eration and the gradual rise of inflation rates are curtailing real disposable income. Business
investment also rose modestly, despite the recent rise in business margins and the momentum
of external demand, since the ongoing low levels of capacity utilisation are hampering the need
to increase plant capacity.

In the medium term, on the forecasts of international organisations there will be a moderate
recovery over the coming quarters, with rates expected to be close to 1.5% on average in
2011 and 2% at end-2012, in a setting in which fiscal consolidation requirements will trigger a
contraction of consumption and public investment, and private spending will gradually take
over from the momentum of external demand (see Table 2). However, this scenario is subject
to considerable downside risks linked to the instability of debt markets which, if they continue,
could ultimately affect household and business confidence and trigger a further tightening of
financing conditions.

The 12-month inflation rate ended the year at 2.2%, more than double that seen at end-2009
(0.9%) and, according to the Eurostat preliminary estimate, it increased to 2.4% in January.
The deterioration of inflation in recent months is largely due to the rise in food and energy
prices in line with the increase of these products’ prices on international markets, the effects
of which have been amplified by the deprecation of the euro exchange rate. Nevertheless, core
inflation measured by the CPI excluding energy and unprocessed food prices remained practi-
cally stable in Q4 at 1.1% (compared with 1% in Q83), and worth noting is the slight slowdown
of services, the prices of which ended the year 1.3% higher, very close to their all-time low. By
contrast, non-energy industrial goods inflation climbed 0.2 pp in Q4 to 0.7% (see Chart 10).
Industrial prices grew by 4.5% in October and November, 0.5 pp up on the figure for 2010 Q3.
All components quickened in the final stretch of 2010, although the rise in energy prices was
higher. The short-term inflation outlook deteriorated slightly as reflected by the forecasts of
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EURO AREA. PRICE INDICATORS CHART 10
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various international organisations, although recent commodity price rises will foreseeably not
trigger second-round effects on prices and wages due to the ongoing fragility of demand and
the labour market (see Table 2). Against this backdrop, long-term inflation expectations remain
moderate.

The euro area ran a current account deficit of €61.6 billion from January to November, practi-
cally the same as the deficit of €59 billion in the same period of 2009. By country, there has
been a considerable correction of the current account imbalances of Ireland (where the sharp
improvement in price and cost competitiveness notably boosted its exports) and of Spain. By
contrast, the Portuguese and Greek deficits remained high, close to 10% of GDP, despite hav-
ing been corrected to some degree. In terms of components, there were no major changes
with respect to the previous year: goods and services recorded a surplus of above €20 billion
and €30 billion, respectively, while income and current transfers posted a deficit of €10 billion
and €104 billion, respectively. As for the financial account in the same period, there were more
net capital outflows in the form of direct investment, which amounted to €103 billion compared
with €84 billion in 2009, while net portfolio investment inflows fell from €240 billion to €147 bil-
lion. As a result, the basic balance, which is the sum of these two types of investment and the
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MONETARY AND CREDIT AGGREGATES AND BALANCE OF PAYMENTS CHART 11
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a. A positive (negative) sign denotes a current account surplus (deficit).
b. Capital inflows less capital outflows. A positive (negative) sign denotes a net capital inflow (outflow).

current account balance recorded a deficit of €15 billion between January and November
2010, compared with the surplus of €95 billion in the same period of 2009 (see Chart 11).

Turning to public finances, the results of the various countries were in line with the commit-
ments undertaken within the framework of the SGP, and in certain cases they were exceeded
(such as by Germany, where the correction of the deficit was favoured by its strong recovery).
The countries facing more complex situations were forced to adopt further fiscal measures in
the closing months of the year. Thus, the situation of the Irish banking system was ultimately
reflected in the sharp deterioration of its public finances, despite the budget consolidation
measures implemented since 2009, and led to its request for financial assistance from Euro-
pean institutions and the IMF, which was granted on 28 November (see Box 2). In Greece, the
second review of the adjustment programme by the IMF, EC and ECB concluded that the fiscal
adjustments and reforms implemented were on track, although, in order to guarantee that the
fiscal targets for 2011 would be met, the Government introduced supplementary measures to
broaden tax bases and rationalise spending. Lastly, Portugal, which came under constant
pressure on debt markets, approved several measures in November to cut public-sector wages
by 5% and raise VAT from 21% to 23%; and it introduced further supplementary measures in
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EURO AREA GENERAL GOVERNMENT. TABLE 3
BUDGET BALANCES AND PUBLIC DEBT

% of GDP

Belgium
Germany
Greece
Spain
France
Ireland

[taly
Luxembourg
Netherlands
Austria
Portugal
Finland
Slovenia
Cyprus
Malta
Slovakia
Estonia

PRO MEMORIA: Euro area
Primary balance

Total balance

Public debt

BUDGET BALANCE (a)

2008 2009 2010 2011
EC (0) IMF (c) EC (b) IMF (c)
1.4 -6.1 -4.9 -4.8 -4.7 -5.1
0.1 -3.0 -3.7 -45 2.7 -3.7
9.6 -15.4 -9.6 7.9 7.4 7.3
42 -11.1 93 -9.3 6.4 -6.9
-33 76 7.8 -8.0 6.3 -6.0
73 -14.4 -32.3 7.7 -10.3 -11.2
2.7 53 -4.9 -5.1 -4.2 43
3.0 -0.7 -1.8 3.8 1.3 -3.1
05 5.4 5.8 6.0 3.9 -5.1
05 35 -4.3 -4.8 -3.6 -4.1
-3.0 9.4 7.3 7.3 -4.9 -5.2
4.2 2.7 -3.3 3.4 -1.8 -1.8
-1.8 5.8 538 5.7 5.3 -4.3
0.9 6.0 -5.9 6.0 5.7 56
-4.8 -3.8 -4.2 3.8 3.0 -3.6
-2.1 7.9 -8.2 -8.0 5.4 -4.7
2.9 1.8 -1.1 -1.1 2.0 1.7
1.0 35 35 -1.6
2.0 -6.3 -6.3 -6.5 -4.6 -5.1
69.7 79.1 84.1 84.1 86.5 87.0

SOURCES: European Commission, Eurostat and IMF.

a. Deficit (-) / surplus (+). The deficits that exceed 3% of GDP have been shaded.
b. European Commission forecasts (autumn 2010).

c. IMF forecasts (October 2010).

3.2 Monetary and
financial developments

December to increase the control of general government spending and to set up a pluriannual
budgetary framework.

As a result of the foregoing, the European Commission’s autumn forecasts put the deficit for
the euro area as a whole at 6.3% of GDP, which is below last spring’s forecast (see Table 3).
According to the projections and budgets approved for 2011, a further reduction (of up to
4.6%) is expected in the deficit for the area as a whole, which includes a 1.5 pp decrease in
the cyclically adjusted deficit, and, consequently, it is estimated that the fiscal policy stance
would become more restrictive. The public debt of the euro area in its entirety is estimated to
be 84.1% of GDP for 2010 as a whole, on the Commission’s estimates and could rise to
86.5% in 2011, with substantial cross-country differences.

Strains on sovereign debt markets in the euro area worsened again during 2010 Q4 and at
the beginning of 2011. Throughout October, Greek, Irish and Portuguese sovereign spreads
over the German Bund rose and, at the beginning of November, they breached 800 bp,
600 bp and 400 bp, respectively. In November the instability ultimately spread to other coun-
tries such as Spain, Italy and Belgium, whose spreads exceeded the highs during the turmoil
of May 2010. These strains were apparent in the notable deprecation of the euro and, to dif-
fering degrees, in private risk premia and stock prices in the countries affected, particularly in
the financial sector. The situation finally precipitated the Irish government’s request for finan-
cial aid from the EU/IMF. As explained in detail in Box 2, the formalisation of the Irish aid
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programme at end-November had a very limited impact on spreads, which did not begin to
correct noticeably until the second half of January at the same time as the euro and stock
markets recovered.

The ECB’s monetary policy stance remained accommodative since, despite short-term price
rises, medium-term inflationary pressures remained moderate and inflation expectations con-
tinued to be anchored at levels compatible with the definition of price stability. Thus, the Gov-
erning Council of the ECB decided to leave official interest rates unchanged at historically low
levels at its last few meetings in 2010 and at its first two meetings in 2011. The rate on the
main refinancing operations remained at 1%, its level since May 2009, and the rate on credit
and deposit facilities held at 1.75% and 0.25%, respectively (see Chart 12). Similarly, the ECB
pursued its credit support policy and granted liquidity through tender procedures with full al-
lotment, which it will continue at least during 2011 Q1. In December it also arranged a liquid-
ity facility with the Bank of England, under which it could provide sterling to the banking system
until September 2011, although it has not been instrumented yet, and extended the agree-
ment with the Federal Reserve until August, whereby it will continue to provide dollars through
weekly tenders. Lastly, operations under the Securities Market Programme resumed, with
purchases amounting to nearly €13 billion from mid-November, which raises the total portfolio
acquired by the ECB to slightly more than €76 billion.

Interbank market interest rates continued to move on a smooth rising trend and increased by
approximately 15 bp from end-September for operations with a maturity of more than one
month. The three-month and one-year EURIBOR stood, respectively, at average levels of
slightly more than 1% and 1.5% in January. The EURIBOR yield spread over repo operations
at equivalent terms held at more than 60 bp for the one-year EURIBOR, which continues to
point to strains on interbank funding markets. Long-term rates in the euro area rose more than
50 bp during Q4 and January to levels of more than 4% for the ten-year EURIBOR. The yield
on the ten-year German Bund increased by more than 90 bp from end-September, to more
than 3%. As discussed above, in the second half of January sovereign spreads narrowed
markedly to levels similar to those seen in early November, although volatility continued to be
very high.

Risk premia rose slightly on private fixed-income markets particularly for financial sector se-
curities and in countries hit hardest by the sovereign debt crisis. As for credit, the cost of
private-sector bank loans to households held relatively unchanged during October and No-
vember, while it rose slightly in the case of corporations. For instance, the rate on new lending
to non-financial corporations stood at 2.8% in November compared with the low of 2.4% in
spring 2010; the increase was more pronounced for large loans of more than €1 million. The
Bank Lending Survey (BLS) for Q4 indicates that the credit standards for new loans did not
ease in Q4, nor are they expected to do so in coming months. The BLS confirms the smooth
increase in the demand for loans by non-financial corporations, which is projected to step up
in2011 Q1.

As for private-sector financing, the total amount of debt issued by non-financial corpora-
tions grew at high rates, of more than 8% year-on-year in November, within the slightly
moderating trend. Bank loans, by contrast, continued to recover smoothly in 2010 Q4,
which is explained by the improvement in short-term financing, the type most closely linked
to productive activity. In year-on-year terms, the decline in business loans decreased and
stood at -0.2% in December. Lending to households performed stably and grew by ap-
proximately 3.7% year-on-year for home loans, whereas consumer loans continued to
contract.
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EURO AREA INTEREST RATES
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EURO AREA INTEREST RATES, EXCHANGE RATE AND STOCK MARKET INDEX CHART 13
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The performance of stock markets was very mixed by country and sector. The EUROSTOXX
appreciated by more than 1.5% in 2010 Q4, placing its cumulative fall in 2010 at approxi-
mately 6% (see Chart 13). Except for Germany’s DAX, which was up by more than 16% in the
year, the major European stock market indices posted declines, which were sharper in the fi-
nancial sector and in the countries affected by sovereign strains. The change in sentiment in
January, with an easing of tensions on debt markets and the publication of some positive
economic data in the United States and Europe, prompted a widespread reversal of this trend,
with the EUROSTOXX rising by approximately 6%.

The euro exchange rate was not insulated from sovereign debt market instability in the area
and the loss of investor confidence resulted in a depreciation of the euro by 2% in Q4 in effec-
tive terms, which represents more than 8% in 2010 as a whole. This trend was partly cor-
rected at the beginning of 2011.

Lastly, the growth of the M3 monetary aggregate increased substantially in Q4, to 1.7% in

year-on-year terms in December, which was explained by base effects relating to the rate and
specific factors which raised the less liquid marketable securities component.
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4.1 Demand

4 The Spanish economy

On Quarterly National Accounts (QNA) estimates, there was a pause in the ongoing recovery
in economic activity in 2010 Q3, as the quarter-on-quarter rate of GDP posted a zero change,
compared with 0.3 % growth in Q2. National demand fell by 1.4 % in quarter-on-quarter terms,
reflecting the impact exerted by the reversal of some of the temporary effects that boosted it
in the first half of the year. In contrast, net external demand made a positive contribution of the
same amount to GDP growth, this being due to the loss of momentum of national demand
feeding through into a sharp reduction in imports. In year-on-year terms, output grew by 0.2 %,
0.2 pp up on the previous quarter.

On the latest available information, the Spanish economy is estimated in Q4 to have re-
sumed the path of slow recovery seen in the first half of the year, posting quarter-on-
quarter GDP growth of 0.2 % (see Chart 14). Unable to resume its dynamism of the first
half of the year, national demand fell by 0.4 % in relation to the previous quarter, while the con-
tribution of external demand was positive (at around 0.6 pp), underpinned by the strength
of exports, against the background of the improvement in Spain’s foreign markets. In year-
on-year terms, GDP is estimated to have grown by 0.6 %, 0.4 pp up on the previous
quarter.

In line with these developments in activity, the fall in employment slowed in Q4 to an estimated
rate of decline of 1.3% year-on-year, 0.4 pp less marked than in the previous quarter. Given
the estimated trend of output and employment, apparent labour productivity growth is ex-
pected to have remained sharp. Compensation per employee slowed again with the added
impact of the cut in public-sector wages. As a result, the rate of decline of economy-wide unit
labour costs, which had been falling since 2009 Q3, steepened slightly. Finally, the growth rate
of the CPI rose notably during the last quarter of the year, placing year-on-year inflation at 3 %
in December, 0.9 pp up on September. Chiefly behind this was the energy component. How-
ever, the CPI excluding energy and unprocessed food prices also quickened during the quar-
ter (to 1.5 %, 0.4 pp more than at the start of Q4).

In 2010 Q4, private consumption is expected to have posted practically zero quarter-on-
quarter growth following its sharp decline in the previous quarter, meaning its year-on-year
rate will have held stable (see Chart 15). As previously indicated, there was a sharp slow-
down in consumption in Q3 as a result of the reversal of the effects of a series of factors
that had boosted this variable in the first half of the year. In part, the weakness of household
consumer spending in the last three months of the year suggests a continuation of the
adverse influence of these temporary factors. But it is also due to the fact that the prevailing
circumstances, characterised as they are by the poorly performing labour market, the re-
duction in the value of real estate wealth, still-tight credit conditions and tax increases, are
not very propitious for such spending decisions. Among the quantitative indicators, the
quarter-on-quarter decline in new car registrations eased to 2.8 % (after having fallen 22 %
in Q3). The retail trade index posted a quarter-on-quarter decline of 1.2 %, similar to that in
Q3. Conversely, the year-on-year rate of decline of large corporations’ sales eased in Oc-
tober and November. Among the qualitative indicators, the European Commission’s con-
sumer confidence index improved slightly on average in Q4, albeit moving on a deteriorat-
ing path, while retail traders’ confidence worsened in the final quarter of the year. Into
January 2011, the consumer indicator improved somewhat, while that for retailers held
stable.
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MAIN DEMAND AGGREGATES. CONTRIBUTIONS CHART 14
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PRIVATE CONSUMPTION CHART 15
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On the information available on the non-financial accounts of the institutional sectors (running
to 2010 QQ), the rate of decline in four-quarter cumulated figures of household income steep-
ened slightly. On one hand, this was the result of the decline in the contribution of property
income, which turned negative, mainly as a consequence of the unfavourable trend of interest.
On the other, there was a further reduction in the positive contribution of general government
to upholding household income, owing to the behaviour of direct taxes and of social benefits.
The trend of these two components was not offset by that of primary income (employee com-
pensation and surplus), the rate of decline of which slackened. The course of disposable in-
come, in step with an increase in the inflation rate, is expected to have constrained household
purchasing power in the closing months and, thereby, the possibility of the pick-up in private
consumption gaining momentum. Indeed, the trajectory of income and consumption to Q3
gave rise, once again, to a fall in the savings ratio, of the order on this occasion of 1.2 pp,
down to 14.4 %, 3.6 pp less than at end-2009.

General government final consumption is expected once again to have posted a quarter-on-
quarter decline in Q4, judging by the information available from the State budget outturn.

Investment in capital goods is estimated to have recorded positive quarter-on-quarter growth
in Q4, while its year-on-year rate of change will have held stable. Among the quantitative indi-
cators, new commercial vehicle registrations ended Q4 showing a quarter-on-quarter increase
of 7.8 %, in contrast to the 13.3 % decline in Q3, while the year-on-year rate of decline of sales
by large corporations (on information to November) is expected to have slowed by somewhat
more than 2 pp. Figures on the domestic production of capital goods for October and Novem-
ber also reflect a slackening in their year-on-year contraction in the final stretch of the year,
while imports remained very buoyant over these same months. Among the qualitative indica-
tors, capacity utilisation is estimated to have increased by 1.1 pp at the start of the year. Fur-
ther, business confidence in the industrial sector improved in Q4, both across the manufactur-
ing branches as a whole and at capital goods producers. Conversely, services confidence
worsened over the same period. In January, the trend of these indicators was in the opposite
direction, although the changes were, in any event, small.

The information available on the non-financial accounts of non-financial corporations for 2010
Q8 is also conducive to a recovery in investment in capital goods. The figures suggest that
these agents are rebuilding their financial positions, lowering their debt ratios and improving
their profitability. On four-quarter cumulated figures, net borrowing was notably corrected,
turning into what was marginally net lending, an unprecedented development in the time se-
ries. This was due to the increase in business saving, driven by the rise in the surplus, the re-
duction in the interest burden and fall in taxes paid, while investment by these agents contin-
ued to decline, albeit less sharply than in the preceding quarters.

The behaviour of investment in construction is, on the latest information (see Chart 16), esti-
mated to have become more contractionary in Q4. The indicators for the sector as a whole
relating to inputs, such as the apparent consumption of cement and the industrial production
index for construction materials, showed a steepening of year-on-year rates of decline, while,
in contrast, the employment indicators evidenced slightly more moderate year-on-year falls
than those for the previous quarter. This divergence is compatible with the stepping up of the
fiscal consolidation process in the public works arena, which is less labour-intensive than
other construction segments. In addition, the business confidence indicators drawn from the
European Commission’s surveys reflected a significant deterioration in these agents’ percep-
tion of the direction and outlook for the sector during the closing months of the year, a trend
which was repeated in January.
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GROSS FIXED CAPITAL FORMATION
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a. Year-on-year percentage change based on the seasonally adjusted series, except in the case of
social security registrations, which are based on the original series.

b. Normalised indicator (difference between the indicator and its mean value, divided by the
standard deviation).

Across the different types of works, the quarter-on-quarter decline in investment in residential
building is estimated to have eased in relation to the previous quarter, as a result of the nar-
rowing of the negative gap between the number of housing starts and completions. Moreover,
the current trends for housing starts and completions will see an extension of the path of less
pronounced reductions in investment in housing in the coming quarters. On the demand side
of residential assets, a significant fall in housing market transactions was discernible in the
second half of the year, probably attributable to the effect of the bringing forward of some
purchasing decisions to the months prior to the VAT rise in July. The latest information in this
respect, for November, appears to substantiate the somewhat more dynamic behaviour of
transactions in the closing months of last year. Such behaviour might intensify in December in
light of the improvement in the affordability indicators arising from the fall in house prices and,
above all, from the temporary impulse associated with the partial elimination of house-pur-
chase tax relief for individuals as from 1 January. Non-residential building permits underwent a
severe loss of momentum in Q4. Finally, investment in public works trended unfavourably dur-
ing the final quarter of the year, the result of the intensification of the budgetary consolidation
process across the different tiers of government.

BANCO DE EsPARA 45 EcoNomic BULLETIN, JANUARY 2011 QUARTERLY REPORT ON THE SPANISH ECONOMY



FOREIGN TRADE CHART 17
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a. QNA data at constant prices. Seasonally adjusted series.
b. Deflated seasonally adjusted series.
c. Seasonally adjusted series.

The latest information available on net external demand points to a further positive contri-
bution to GDP growth in 2010 Q4. Specifically, this contribution is estimated to be 0.6 pp
in quarter-on-quarter terms and around 1.3 pp in year-on-year terms, 0.3 pp up on Q8.
This improvement was the outcome of exports proving more buoyant than imports (see
Chart 17). The mild slowdown in the year-on-year increase in imports is in keeping with the
sluggishness of national demand, and especially of household consumption. The estimated
year-on-year trend is consistent with a flattening out of the demand for imports in quarter-
on-quarter terms. Exports remained notably robust in 2010 Q4, as evident in year-on-year
growth that was analogous to that in Q3, against an international backdrop marked by the
forceful momentum of the emerging economies — especially Asia and Latin America — and
by the firming of the recovery in the developed economies, as can be inferred from the
global merchandise trade data, which are holding at a high rate of growth. Turning to the
competitiveness indicators, the information to November indicates that the depreciation of
the nominal effective exchange rate enabled the slight increase in relative prices to be off-
set, which made for an improvement in the price-competitiveness indices vis-a-vis the
developed countries.
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4.2 Output
and employment

According to Customs data, real goods exports increased by 15 % year-on-year on average in
the October-November period, quickening in relation to Q3, in which they grew by 11.7 %. In
the two months spanning October and November, the goods categories that performed most
dynamically were, according to Customs, intermediate and capital goods, with rates of in-
crease of 31.4 % and 25.8 %. By geographical area, the improvement was extensive both to
real sales to the EU and, to a greater extent, to those intended for third markets (with respec-
tive increases of 13% and 19.2 %). Notable on the Community front were the firmness of ex-
ports to Spain’s main markets — France and Germany, with growth rates of around 13 % — and
the even more marked buoyancy of exports to ltaly and to the United Kingdom. Outside the
Community there were sizeable increases in exports to the south-east Asian countries, China,
Russia and Latin America, running at a year-on-year rate of around 30 % in all cases.

As to real exports of tourist services, information from the Balance of Payments to November
points to a favourable performance in Q4, albeit with a less sharp increase than in Q3. The
indicators of inbound tourism tended to ease off in year-on-year terms in Q4, this being relat-
ed, at least in part, to the difficulties faced when travelling by air as a result of the dispute with
the Spanish air traffic controllers and the bad weather in central and northern Europe. The in-
dicator of overnight hotel stays by foreign visitors, drawn from the Hotel Occupancy Survey,
grew by 8.9% in Q4, entailing a slowdown of more than 3 pp on the previous quarter. The
growth of incoming foreign tourists slowed by a similar amount, to 1.4 %, owing to the fall-off
in British and German tourists, whereas the high rate of expansion shown by Nordic and Italian
visitors in Q3 accelerated. According to EGATUR (the tourism expenditure survey), nominal
spending by foreign visitors posted a year-on-year growth rate of 4.4 % over the October-
November period (4.3% in Q3), accompanied by a slight increase in spending per tourist
(0.8 %). In the case of non-tourist services exports, the Balance of Payments indicators pres-
age favourable figures in Q4, in step with the course of merchandise trade.

Turning to imports, goods purchases abroad, according to Customs figures, grew by 2.8 %
year-on-year in the October-November period, entailing a 2 pp slowdown from the rate ob-
served in Q3. For the first 11 months of the year, real imports increased by 8.6 %, in clear
contrast to their collapse over the course of 2009 (-17.4 %). By product group, non-energy
intermediate goods (13.9 %) and capital goods (9.1 %) proved to be the most buoyant in the
October-November period. Conversely, the decline in consumer goods imports steepened to
-17.3% as a result of the fall-off in non-durable goods, since the year-on-year decline in dura-
bles eased following the heavy falls in Q3.

Regarding real services imports, the available indicators point to some worsening in 2010 Q4
owing to the weakening of the non-tourist services component. Tourist imports, in contrast,
remain dynamic.

During Q4, gross value added in the market economy increased modestly in quarter-on-quar-
ter terms, on a par with the previous quarter. Nonetheless, this would be the result of divergent
branch-by-branch patterns, there having been an estimated strengthening of activity in the
industrial and energy branches compared with the previous quarter, while in construction and
market services, on the other hand, the performance was more unfavourable (see Chart 18).

Specifically, the information available on the indicators for industry points to a resumption of
positive quarter-on-quarter growth rates in value added, following the slippage recorded in this
branch in Q3. Indeed, the industrial production index regained some momentum in the final
months of the year enabling it, pending the December figure, to close 2010 with positive rates
of change for the year as a whole, after the contraction of almost 16 pp in 2009. The rate of
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GROSS VALUE ADDED AND EMPLOYMENT BY BRANCH OF ACTIVITY (a) CHART 18
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decline of the employment indicators continued to slacken in Q4 and the survey-based indica-
tors also trended more favourably in this period. The pace of decline of value added in the
construction sector stepped up, as a result — as mentioned — of the strong contraction in civil
engineering works associated with the fiscal consolidation process under way across the dif-
ferent tiers of government.

The indicators available in relation to market services showed less momentum than in the previ-
ous quarter. Among the qualitative indicators, the services PMI was once again clearly below
the benchmark level of 50 in Q4, contrasting with the more favourable picture portrayed for the
euro area as a whole. The European Commission’s opinion-based survey for the services sec-
tor also fell back in Q4 (although the figure for January partially corrected this decline). Informa-
tion on the quantitative indicators for Q4 corroborates the relative weakness of the sector.
Specifically, the number of Social Security registrations, which held unchanged in quarter-on-
quarter terms, posted modest year-on-year growth of 0.4 %. Lastly, figures drawn from the in-
dex of services sector activity and large corporations’ sales, with information to November,
continued to show year-on-year declines, although these are less pronounced than in Q3.

In the labour market, the monthly indicators showed a slight easing in the pace of the year-on-
year decline in employment during Q4. Average Social Security registrations moved on a pro-
gressively — albeit mildly — improving path during the quarter, declining by a rate of 1.3%,
0.3 pp less pronounced than in Q3. However, in quarter-on-quarter terms, the seasonally
adjusted series is stable in terms of the pace of decline, with a similar fall to that in previous
quarters (-0.3 %). New hires registered at the National Public Employment Service (SPEE by its
Spanish abbreviation) trended similarly in Q4 as they did in Q3 (year-on-year growth of 2.5 %),
and permanent contracts were seen to accelerate, thanks mainly to the favourable pattern
involving conversions of temporary contracts into permanent ones (15.5 %), since initial per-
manent contracts continued to post declines, albeit at a lower pace.

The EPA figures for Q4 show a year-on-year decline in employment of -1.3 %, 0.4 pp down on
Q3. Construction and non-market services are the only branches to have performed worse
than in the previous quarter. The remaining branches fared better, with positive year-on-year
rates in agriculture and services. The slowdown in the rate of decline of employment affected
solely the self-employed, whose numbers declined by 1.9 %, compared with 4.0 % the previ-
ous quarter, whereas wage-earners continued to show a decline of 1.2%, as in Q3. In terms
of nationality, the intensity of job destruction slowed both among foreign workers, with a fall in
employment of 1.5%, and among Spanish nationals (-1.2%). As regards contract duration,
the year-on-year rate of decline among temporary wage-earners eased once again (-2.2 %),
although the adjustment to the latter group is greater than that observed for permanent em-
ployees, where the related rate fell by 0.8 %. As a result, the proportion of temporary to per-
manent employees fell slightly to 24.8%, 0.8 pp down on the previous quarter and 0.3 pp
below the level a year earlier (25.1 %). Finally, part-time hires practically held at the growth rate
they have posted since the start of the year, with an increase of 0.2 %, while the rate for full-
time employees declined by 1.5%. These developments placed the ratio of part-time to total
employees at 13.4 %, against 13.3 % one year earlier.

The labour force increased at the same pace as the previous quarter (0.6 %), against the back-
ground of the stability of the working population aged over 16 (0.2 %) and a slight year-on-year
increase in the participation rate, which stood at 60 %, compared with 59.8 % in 2009 Q4. In
terms of the breakdown by sex, the female labour force increased by 2.1 % in Q4, while the
declining path of the male labour force steepened slightly (from -0.4 % in Q3 to -0.6 % in Q4).
By nationality, foreign workers fell by 0.6 %, in line with the ongoing reduction in the foreign
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4.3 Costs and prices

labour force (-0.6 % year-on-year). As a result, the participation rate of this latter group stood
at 76.2 %, virtually unchanged on a year earlier. Spanish nationals, for their part, increased by
0.8 % and their participation rate held at 57.7 %.

Finally, the numbers of unemployed increased by 121,900 compared with Q3, placing the total
number of jobless at 4.7 million. In year-on-year terms, the rise in unemployment eased to a rate
of 8.6 %, below the figure of 10.9% for the previous quarter. The unemployment rate increased
by 0.5 pp during the quarter to 20.3 % of the labour force. Similarly, the SPEE registered unem-
ployment figures confirmed the progressive easing in the deteriorating labour market path, with a
6 % increase in the number of unemployed in 2010 Q4, compared with 9.3 % in Q3.

Wage settlements in 2010 stood at 1.3 % (see Chart 19). The figure marks a notable easing
in relation to 2009, more in keeping with the unfavourable labour market situation. Contribut-
ing to these smaller wage increases was the agreement entered into by the social partners in
February last year, which set a ceiling of 1 % on the increase in wage rates in 2010. However,
the rise set in newly signed collective bargaining agreements exceeded this rate slightly. Else-
where, the unfavourable course of the CPI in recent months might already be affecting wage
increases, as apparently signalled by the fact that the agreements signed in the closing
months of 2010 should on the whole have included wage rises somewhat higher than those
agreed in previous months. This slight rise in wage rates comes about, moreover, in a setting
in which a significant proportion of agreements has yet to be signed. Specifically, the agree-
ments registered to December affect 7.1 million workers, one-third down on the number re-
corded in 2009. Finally, the current inflationary surge might adversely affect wage moderation
through the indexation clauses, whose presence, albeit less than in previous years, is still
significant as it affects 45.8 % of workers, compared with 70.5 % in December 2009. Given
the temporary nature of the current inflationary rebound, it would be desirable that margins
and wages should not react to it by seeking to maintain their level in real terms (see the
analysis on this point in the article “La evolucidn reciente de la inflacion espafola y perspec-
tivas a corto plazo” in the January edition of the Boletin Econdmico).

In terms of the QNA for 2010 Q4, the growth rate of compensation per employee economy-
wide is expected to have eased further compared with the INE estimate for Q3, when this
variable grew at a year-on-year rate of 0.5 %, 1 pp down on Q2 (see Chart 20). This slowing in
the last quarter is due virtually in its entirety to the course of non-market services. Overall, the
increase in compensation in the market economy in 2010 is higher than the wage increases
agreed under collective bargaining. That reflects the phenomenon of positive drift habitually
seen in periods of job destruction, owing to a composition effect whereby the loss in employ-
ment has a more than proportionate influence on jobs with less-than-average compensation.
In Q4, and on National Accounts figures, the somewhat lower growth of wages, along with the
continuing buoyancy of the rate of increase in productivity, is expected to have led to a decline
in unit labour costs in the market economy, on a similar scale to that of the previous quarter.

The deflators of most demand components held, in Q4, at similar year-on-year growth rates to
those in the previous quarter. Of most note was the slowdown in the government consumption
deflator, attributable to the cut in public-sector wages. Both the rate of change of the domes-
tic component of inflation and that of the external component (measured, respectively, by the
GDP and imports deflators) are expected to have stabilised, albeit at higher levels than those
at the start of the year.

The various consumer price indicators continued to quicken during Q4. The year-on-year rate of
the CPI grew to 3% in December, 0.9 pp up on the end of Q3. While the rising behaviour of infla-
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WAGE INDICATORS AND LABOUR COSTS CHART 19

WAGE INDICATORS WAGE INCREASE WITHOUT INDEXATION CLAUSE
FOR NEW AND REVISED COLLECTIVE
BARGAINING AGREEMENTS
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SOURCES: INE and Ministerio de Trabajo e Inmigracién.

a. The last year, with information from collective bargaining agreements to December 2010.

b. Previous year's indexation clause.

c. ETCL (quarterly labour costs survey). Year-on-year rates of change.

d. Revised: collective bargaining agreements with economic effects in the year but which were
signed in previous years and are in force for more than one year. New: collective bargaining
agreements signed and with economic effects in the year, this being the first or only year they are
in force.

PRICES AND LABOUR COSTS IN THE MARKET ECONOMY CHART 20
COMPENSATION PER EMPLOYEE AND UNIT LABOUR COSTS AND PRICES (a)
PRODUCTIVITY (a)
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SOURCES: INE and Banco de Espana.

a. Year-on-year percentage change based on QNA seasonally adjusted series.

tion was, in terms of its components, across the board (see Chart 21), the essential determinant
was energy, whose prices rose by 4.5 pp from September to December to 15.6 %, reflecting the
rise in fuels, but also in other sub-components such as electricity and gas. The acceleration in
food prices was also notable (by 1.4 pp to 2.6 %). Conversely, the increase was more moderate
in the case of non-energy industrial goods and, above all, in that of services. As a result of the
performance of the different components, the rate of change of core inflation — which excludes
energy and unprocessed food prices — climbed to a lesser extent than the CPI (specifically, it was
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PRICE INDICATORS (a) CHART 21

Spain
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a. Twelve-month percentage change based on the original series.

up by only 0.4 pp, to 1.5%). INE has begun to publish a leading indicator of the CPI, and accord-
ing to this the increase in consumer prices is estimated to have stood in January at 3.3 %.

The rebound in inflation, measured by the harmonised index of consumer prices (HICP), was
sharper in Spain than in the euro area, whereupon the spread widened from September to De-
cember by 0.4 pp to 0.7 pp (see Chart 22). The growth rates of the prices of unprocessed food
and non-energy industrial goods remained lower in Spain, albeit to a somewhat lesser extent.
There was a visible widening of the positive differentials for energy components and processed
food, while the spread for services remained close to zero. As a result, the difference in core infla-
tion widened to 0.3 pp, after having stood at zero in September. With regard to the leading indica-
tor of the HICP for January, this difference is expected to have narrowed by 0.1 pp, after posting
a year-on-year rate of change of 3% in Spain, compared with 2.9 % the previous month, while in
the euro area as a whole the inflation rate is estimated to be 2.4 %, 0.2 pp up on December.

The producer price index also moved on a rising course during Q4, climbing from 3.4 % in Sep-
tember to 5.3% in December. As in the case of the CPlI, this acceleration was due to develop-
ments in all the components, although it was comparatively more pronounced in the case of en-
ergy. Relative to the euro area, the differences remained negative in all cases, except for energy
and consumer durables. Finally, the year-on-year rates of increase in the import and export price
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4.4 The State budget

PRICE INDICATORS CHART 22
Differentials vis-a-vis the euro area (a)
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a. Twelve-month percentage change based on the original series.

indices for industrial products steepened, rising to 9.2 % and 5.6 %, respectively, in November. In
both cases, the growth rates of energy prices dipped, although these remained high.

On the latest information drawn from the Quarterly National Accounts for general government,
in Q3 last year this sector posted a deficit of 10.2 % of GDP in cumulated four-quarter terms,
down from the peak of 11.6% of GDP in 2010 Q1. This improvement, which confirms the
change in budgetary policy stance, was due above all to the considerable acceleration in rev-
enue, to a year-on-year rate of 4.7 %, although a further contributing factor was the contain-
ment of expenditure, whose growth rate fell to 1.3 %.

In terms of agents, and according to a provisional estimate released by the Spanish Ministry of
Economy and Finance, central government, which includes the State and the autonomous
agencies reporting to it, is expected to have ended 2010 with a National Accounts-terms
deficit of €563.44 billion, equivalent to 5.1 % of GDP. This provisional figure is consistent with
comfortable compliance by central government with its deficit target for last year, set at 5.9 %
of GDP. The latest full figures released are for November, to which month the State posted a
deficit of €38.8 billion (3.7 % of GDP) in National Accounts terms, far below the €71.5 billion
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STATE BUDGET OUTTURN TABLE 4

€mand %
Outturn
Percentage Budget Percentage Outturn
Qutturn 2009 change outturn change Jan-Sep. 2009 2010 Percentage
2009/2008  projection  2010/2009  Tercentage Jan-Sep Jan-Sep change
Change
2010/2009
1 2 8 4=3/1 5} 6 7 8=7/6

1 REVENUE 102,038 -21.1 121,551 19.1 31.1 95,092 119,210 25.4
Direct taxes 54,096 -27.0 58,270 7.7 11.9 51,955 57,057 9.8
Personal income tax 30,432 -29.9 39,950 31.3 35.4 28,826 37,055 28.5
Corporate income tax 20,188 -26.1 14,648 -27.4 -21.3 19,947 16,489 -17.3
Other (a) 3,476 2.8 3,672 5.7 7.6 3,182 3,512 10.4
Indirect taxes 28,664 -26.9 48,769 70.1 99.1 27,900 49,735 78.3
VAT 15,784 -36.7 35,032 121.9 180.1 16,081 37,445 132.8
Excise duties 10,141 -9.6 10,884 7.3 6.4 9,297 9,615 2.4
Other (b) 2,739 -11.2 2,853 4.1 7.5 2,622 2,775 10.0
Other net revenue 19,277 20.4 14,511 -24.7 -19.5 15,237 12,419 -18.5
2 EXPENDITURE 189,319 27.8 183,654 -3.0 -2.2 163,601 162,257 -0.8
Wages and salaries 26,570 8.3 26,973 1.5 2.7 22,952 23,181 1.0
Goods and services 4,860 7.2 4,409 -9.3 -2.3 4,007 3,542 -11.6
Interest payments 17,650 10.8 22,237 26.0 9.1 17,342 19,516 12.5
Current transfers 112,412 35.8 105,297 -6.3 -2.9 95,659 95,404 -0.3
Investment 10,468 -1.6 8,458 -19.2 -11.0 8,900 7,352 -17.4
Capital transfers 17,360 94.1 16,280 -6.2 -14.1 14,741 13,263 -10.0
3 CASH-BASIS BALANCE (3 =1-2) -87,281 — -62,103 — — -68,508 -43,047 —
MEMORANDUM ITEM: TOTAL TAXES (State plus share of regional and local governments)
TOTAL 116,779 -15.9 133,578 14.4 19.8 109,866 127,752 16.3
Personal income tax 63,857 -10.5 67,601 5.9 5.6 59,809 62,610 4.7
VAT E8ions -30.1 45,625 35.9 57.1 32,299 46,947 454
Excise duties 19,349 -1.1 20,352 52 4.2 17,758 18,195 2.5

SOURCE: Ministerio de Economia y Hacienda.

a. Includes revenue from the tax on the income of non-residents.
b. Includes taxes on insurance premiums and tariffs.

(6.8% of GDP) for the same period a year earlier. Under this accounting convention, State
revenue increased by 25.4 % to November, while expenditure contracted slightly, with a rate of
change of -0.8 %. Both rates are higher than those forecast in the budget outturn projection
included in the State budget for 2011, in particular in the case of revenue (see Table 4).

In describing developments in government revenue, use is made of the figures on takings for
the main taxes, having regard to the portion assigned to the State and to that corresponding
to the ordinary-regime territorial governments. According to these figures, the buoyancy of
revenue eased slightly in the closing months of 2010. In the case of personal income tax, the
effect of the elimination of the tax credit of up to €400 was partly offset by the influence of the
5% cut in public-sector wages on tax withholdings. As to corporate income tax, its growth
rate has improved recently owing to the second partial tax payment for the year. Despite this,
tax takings between January and November were 17.3% down on the related figure in the
same period of 2009.

Turning to indirect taxes, VAT continued posting the sharpest rises (45.4 % on figures to No-
vember). This was due, above all, to the return to a level of takings more in keeping with that
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REGIONAL GOVERNMENT BUDGET OUTTURN TABLE 5

€mand %

Outturn
Initial budget Pegﬁ::;z;ge Initial budget Pegﬁ:rr:;ige Jan - Sep Jan-Sep  Jan - Sep
2009 2009/2008 2010 2010/2009 2009 2010 2010
1 2 3 4=38/1 ) 6 7=6/5

1 REVENUE 164,585 -2.0 150,887 -8.3 — 95,045 -13.5
Direct taxes 36,516 18.8 29,955 -18.0 — 22,158 -23.0
Indirect taxes 44,663 -20.3 36,114 -19.1 - 25,059 -12.7
Charges, prices and other revenue 4,819 4.5 4,882 1.3 — 3,763 3.9
Current transfers 68,502 1.5 71,088 3.8 — 41,167 -9.7
Interest and dividends 592 6.4 551 -6.9 — 222 -37.0
Disposal of investments 633 0.4 518 -18.1 — 131 -22.7
Capital transfers 8,861 8.4 7,778 -12.2 — 2,544 -3.7
2 EXPENDITURE 174,801 3.8 175,336 0.3 = 108,106 2.5
Wages and salaries 55,335 5.7 56,506 2.1 — 43,106 -0.2
Goods and services 28,924 3.2 29,469 1.9 — 18,721 -4.7
Interest payments 2,741 10.1 3,714 35.5 = 1,887 12.4
Current transfers 55,752 4.9 55,722 -0.1 - 32,308 -2.4
Contingency fund 209 19.2 237 13.6 — - -
Investment 15,975 2.5 13,280 -16.9 — 5,572 -10.8
Capital transfers 15,865 0.5 16,408 3.4 — 6,512 -6.6
3BALANCE 3=1-2) -10,215 -24,450 = = -13,061 =

SOURCE: Ministerio de Economia y Hacienda.

of the tax bases, after the decision to generalise the monthly refund regime in 2009 gave rise
that year to a temporary increase in such refunds, which exceptionally reduced net revenue for
that year. Combining with this effect, moreover, was a very marked reduction in applications
for refunds in 2010. Excise duties, for their part, slowed in Q3, following the stripping out of the
positive effect on revenue in the first half of the year exerted by the rises in rates on taxes on
hydrocarbons and tobacco approved in 2009.

The slight reduction in State cash-basis expenditure in cumulative terms to November entails
a mild acceleration on the previous months, which was due, above all, to transfers, especially
those to other general government sectors. In the same respect, interest payments stepped
up (to 12.5%). Conversely, there has been notable containment in personnel costs (which
grew at a rate of 1%), following the wage cuts applied mid-year, and the strong reduction in
investment spending, which fell by 17.4 %.

With regard to the regional governments, in December 2010 they published data for the first
time on their respective budget outturns to September 2010 (in terms of recognised entitle-
ments and obligations), along with the related year-on-year rates compared with the same
period in 2009 (see Table 5). According to this information, the regional governments’ deficit is
estimated to have reached €13.1 billion in 2010 Q3 (1.2 % of GDP). This is the result of a de-
cline both in revenue (-13.5%) and in expenditure (-2.5%). The fall in regional governments’
tax revenue is due to the functioning of their financing system since, at the overall level of the
State and regional governments, tax revenue increases most notably in 2010. As to expendi-
ture, the interest payment item is the only one to have increased during the period. In respect
of declines, mention should be made of the slight reduction in personnel costs and the 10.8 %
fall in real investment, which is somewhat lower than that in the case of the State. Box 4
analyses the regional government budgets for 2011.
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THE REGIONAL GOVERNMENT BUDGETS FOR 2011

The regional (autonomous) governments have reached a very signifi-
cant weight in general government. On the latest available figures, for
2009, the regional governments received 38.7 % of current taxes
raised and managed 35.7 % of total expenditure. Notable regarding
this expenditure was that the regional governments were responsible
for more than 90% of public spending on health and education.
These figures highlight the need to pay attention to the budgetary
conduct of the regional governments, in particular in relation to their
necessary contribution to budgetary stability. The new ordinary-re-
gime regional government financing system, which came fully into
force on 1 January 2010, furthermore, significantly increased the per-
centages assigned to regional governments of personal income tax
(from 33 % to 50 %), of VAT (from 35 % to 50 %) and excise duties on
manufactured products (from 40 % to 58 %).

On the latest available information, the regional government deficit, in
terms of National Accounts, amounted to -2.0 % of GDP at end-2009,
and should stand on official projections at -3.1 % and at -3.3 % of GDP.
at end-2010 and end-2011, respectively. Stripping out the effect of re-
gional government payment deferrals to the central government as a
result of the final settlement of revenue for 2008 and 2009' would give

BOX 4

deficits of -2.4% and -1.3% of GDP in 2010 and 2011. The regional
government budget outturn data to 2010 Q3 (published at end-2010)
were, overall, in line with that target (see Section 4.4 of this report).

1. Nevertheless, it should be noted that in 2010 and 2011 there will be notable
discrepancies between the estimated budget balance and the National Ac-
counts balance for the regional governments. In fact, under the financing sys-
tem of regional governments, the latter receive annually the funds from the
taxes transferred to them based on forecasts of tax receipts included in the
State Budget. Subsequently, with a two-year lag, this revenue is settled defini-
tively on the basis of final receipts. As a result of optimistic revenue forecasts
made in 2008 and 2009, in 2010 and 2011 the definitive revenue settlement is
expected to mean that the regional governments should return the surplus
funds received to the State. The State, however, has allowed the regional gov-
ernments to delay these refunds until 2012 (and by up to 60 months), conse-
quently, the regional governments’ payments to the State are not reflected in
their budgets for 2010 and 2011 and, consequently, are not reflected in their
budget deficits for those years. The National Accounts’ criterion, however, in-
cludes these payments in the years when they should be made, namely in
2010 and 2011; therefore, the above-mentioned deficits (-3.1 % of GDP and
-3.3% of GDP), net of those payments, would amount to -2.4% of GDP in
2010 and to -1.3% of GDP in 2011, ratios which are readily comparable with
the budgeted figures of the regional governments, since they are also net of
those payments.

€mand %
Rates of change State
2009 2010 2011
2009/2008 2010/2009 2011/2010 2011/2010

1 REVENUE 135,716 124,559 123,241 2.1 -8.2 =i -12.5
Current revenue 126,539 116,628 114,472 -2.7 -7.8 -1.8 -11.5
— Direct taxes 28,553 22,834 31,083 17.4 -20.0 36.1 -16.8
— Indirect taxes 34,671 28,459 40,671 -20.0 -17.9 42.9 -11.3
— Charges, prices and other revenue 3,751 3,971 3,987 4.1 5.9 0.4 7.5
— Current transfers 59,040 60,878 38,257 1.2 3.1 -37.2 -14.1
— Interest and dividends 523 486 474 6.3 -7 -2.5 76.0
Capital 9,177 7,931 8,769 7.7 -13.6 10.6 -76.1
— Disposal of investments 633 518 1,760 2.0 -18.1 — -2.5
— Capital transfers 8,544 7,413 7,009 8.2 -13.2 -5.5 -80.3
2 EXPENDITURE 143,338 142,248 132,536 3.8 -0.8 -6.8 -18.9
Current expenditure 114,592 115,658 111,189 4.8 0.9 -3.9 -16.2
— Wages and salaires 46,759 47,542 44,951 5.6 1.7 -5.4 -2.1
— Goods and services 21,095 21,120 20,231 3.3 0.1 -4.2 -3.7
— Interest payments 1,808 2,470 2,955 5.0 36.6 19.6 18.1
— Current transfers 44,831 44,438 42,975 4.6 -0.9 -3.3 -27.7
— Contingency fund 99 87 78 51.8 -11.7 -10.8 -28.7
Capital 28,746 26,590 21,347 -0.2 -7.5 -19.7 -37.1
— Investment 14,260 11,658 8,807 1.7 -18.2 -24.5 -38.3
— Capital transfers 14,486 14,932 12,540 1.2 3.1 -16.0 -36.3
BALANCE -7,622 -17,689 -9,295 — — — —
% of GDP -0.7 -1.7 -0.9 — — — —
MEMORANDUM ITEMS (% of GDP):

BALANCE (all regional governments) -0.1 — — — — — —
NAT. ACCOUNTS BALANCE 2.0 -3.1 -3.3 — - — -
NAT. ACCOUNTS BALANCE with deferrals (% of GDP) 2.0 2.4 -1.8 - - - —

SOURCES: Ministerio de Economia y Hacienda, regional (autonomous) governments and Banco de Espafia.

a. In 2011 the regional governments of Catalufia and the Balearic Islands extended the 2010 budget to 2011.
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THE REGIONAL GOVERNMENT BUDGETS FOR 2011 (cont’d)

In this setting, the regional governments have submitted their draft
budgets for 2011, the main headings of which are in the accompa-
nying table,® with the exception of Catalonia and the Balearic Is-
lands, which have extended the 2010 budget to 2011. The budgets
indicate a notable improvement in the balance, to -0.9 % of GDP in
2011, in comparison with the initial budget for 2010 (-1.7 % of GDP).
Should the Catalan and Balearic Islands’ deficit perform similarly to
the average of the other regional governments, the balance would
stand at approximately -1.1% of GDP in 2011, compared with
-2.3% of GDP for all regional government budgets for 2010 and
would, in principle, be compatible with the public deficit target for
that year. The improvement in the deficit budgeted for 2011 seems
to suggest that there will be a slight fall in revenue, while expenditure
will contract notably by -6.8 % with respect to the amount budgeted
for 2010.

Notable on the current revenue side are the sharp increases expect-
ed in direct and indirect taxes and the projected fall in transfers, as a
result of which these budgets are the first to fully reflect the new ordi-
nary-regime regional government financing system.® Thus, the budg-
ets include the higher tax assignment percentages. It is estimated

2. The table presents the aggregate figures of the initial budget of the regional
governments and, in the last column, that of the State. They do not include,
however, the budgets for Catalonia or the Balearic Islands, which have ex-
tended the 2010 budget to 2011. 3. The attendant legislation is published in
the Official State Gazette of 19 December 2009.

BOX 4

that this higher tax revenue* would be offset by lower current trans-
fers.® Also noteworthy is the expected fall in capital transfers, but in
this case it is due, in particular, to fewer EU funds.

A greater fall has been budgeted in expenditure than in 2010. This af-
fects all headings, except for interest payments. In the case of wages
and salaries, the regional government budgets for 2011 envisage a de-
cline in personnel costs, partly due to the wage cut applied mid-2010
and the freeze projected for 2011, and partly due to possible limitations
on replacing retiring employees (compulsorily capped at 10%, as at
State level). Declines are also projected for expenditure on purchases
and current transfers, which are very closely linked to the functions of
healthcare and education. The interest burden is expected to grow
strongly in 2011, as a result of the increase in debt issued and the
downward path of interest rates having run its course. Lastly, in line with
the previous year, capital expenditure was subject to the highest cuts in
the regional government budgets and real investment slowed (to a rate
of -24.5 %) as did capital transfers (to a rate of -16 %).

4. From 2011 onwards all regional governments must approve their specific
rate for personal income tax. When doing this, some regional governments
such as Andalusia and Extremadura raised the marginal personal income tax
rates. In the case of these two regional governments, the top rate was in-
creased by 3 pp (to 24.5 %) from €120,000. 5. Not only due to the reduction
of transfers from the State but also because the new system entails contribu-
tions from certain regional governments involving budgeting a negative figure
for current transfers as in the case of Madrid which budgeted a negative figure of
€1,536 million for the whole of this revenue item.

4.5 Balance of payments

Finally, the Social Security system posted a surplus of €2.4 billion to December 2010, ac-
counting for 0.22 % of GDP, compared with the forecast of 0.27 %. Compared with 2009,
recognised entitlements fell by 1%, while recognised obligations increased by 4.6 %. By
component, revenues relating to contributions shrank by 0.8 %, reflecting the trend of So-
cial Security registrations. Contributory pensions spending rose by 6.4 %, which includes
the payment relating to the CPI inflation deviation from its forecast. Sickness benefit spend-
ing continued to decline, at a rate of 4.7 %. In the case of the SPPE (State Public Employ-
ment Service), revenue from contributions to September show a decline of 0.2 %. Regard-
ing expenditure, unemployment benefits continued to slow to a rate of 4.8 % in December,
in line with the observed trend of unemployment and with the changes in the characteris-
tics of recipients, the reflection of which is lower average spending per beneficiary. Accord-
ing to a provisional estimate from the Ministry of Economy and Finance, the SPPE is ex-
pected to post a deficit of 0.3% of GDP in 2010, compared with the balanced budget
initially foreseen.

Overall, the information available on the general government budget outturn is estimated to be
compatible with compliance with the government-set budget deficit targets for 2010 (9.3 % of
GDP), with the better performance of the central government deficit enabling the deviations in
other government levels to be offset.

In the first 11 months of 2010, the overall current and capital account balance showed a defi-
cit of €39 billion, 23 % down on the same period in the previous year (see Table 6). Taken indi-

BANCO DE ESPARA 57 ECONOMIC BULLETIN, JANUARY 2011 QUARTERLY REPORT ON THE SPANISH ECONOMY



BALANCE OF PAYMENTS: MAIN COMPONENTS (a) TABLE 6

€m
January-November RATE OF
CHANGE
2009 2010 2010/2009 (o)
CREDITS Current account 277,884 304,770 9.7
Goods 146,698 172,106 17.3
Services 81,280 85,194 4.8
— Tourism 36,084 37,532 4.0
— Other services 45,197 47,662 O8S)
Income 34,981 33,001 -5.7
Current transfers 14,924 14,469 -3.1
Capital account 5,157 6,899 33.8
Current + capital accounts 283,040 311,669 10.1
DEBITS Current account 332,119 349,374 5.2
Goods 188,100 213,618 13.5
Services &77,811] 58,720 2.4
— Tourism 11,136 11,692 5.0
— Other services 46,196 47,027 1.8
Income 63,399 54,301 -14.4
Current transfers 23,289 22,836 -1.9
Capital account 1,888 1,447 -23.4
Current + capital accounts 334,008 350,820 5.0
BALANCES  Current account -54,236 -44,604 9,631
Goods -41,402 -41,411 -10
Services 23,949 26,474 2,525
— Tourism 24,948 25,839 891
— Other services -999 635 1,634
Income -28,419 -21,300 7,119
Current transfers -8,365 -8,367 -3
Capital account 3,268 5,453 2,184
Current + capital accounts -50,967 -39,151 11,816

SOURCE: Banco de Espafia.

a. Provisional data.
b. Absolute changes for balances.

vidually, both balances improved. The narrowing of the current account deficits is essentially
due to the reduction in the income deficit and, to a lesser extent, to the widening of the serv-
ices surplus, insofar as the balances on trade and current transfers remained virtually stable.
The surplus on capital transactions increased substantially.

As regards the current account, the €41 billion deficit on the trade balance from January to
November was practically identical to that in the same period in 2009, against a back-
ground of strong growth both in goods imports (14 %) and exports (17 %). The course of
the trade deficit was the result of the opposite-running trajectories of the energy balance,
which worsened further to the rise in oil prices, and of the non-energy balance, which was
significantly corrected. The rise in crude oil prices in euro gave rise to a worsening in the
terms of trade, while the trade balance in real terms improved over the first 11 months as
a whole. The services balance posted a surplus of €26.5 billion, 11 % more than in the
same period in 2009. This was chiefly due to the improvement in the balance of non-tour-
ism services, although the tourism surplus also rose. In the income balance there was a
much sharper decline in payments than in income, which made for a 25 % decline in the
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deficit on year-on-year terms, to €21.3 billion. The deficit on current transfers also practi-
cally matched that of the same period the previous year, standing at €8.4 billion, in a setting
of moderately declining income and payments. Finally, the capital account surplus rose in
the first 11 months of 2010 to €5.5 billion, principally as a result of the climb in income re-
ceived by general government from the various Community funds included in the capital
balance.
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5.1 Highlights

5 Financial developments

During 2010 Q4 there were further financial strains in the euro area. The trigger on this occa-
sion was the problems of Ireland’s financial system and public finances which led, at the end
of November, to the approval of an aid programme by other European countries and the IMF.
Spain was once again among the countries hardest hit by this bout, as reflected in the fall in
share prices, which proved sharper in the financial sector, and the rise in risk premia on fixed-
income securities issued by the public and private sectors.

In this setting, in 2010 Q4 the IBEX 35 posted a fall of 6.2% (which raised its cumulative loss
for 2010, as a whole, to 17.4%), compared with increases of 1.6% in the EUROSTOXX 50 (but
a decline of 5.8% for the whole year) and of 10.2% in the S&P 500 (12.8% in year-on-year
terms) (see Chart 23). The yield on Spanish 10-year government bonds increased by 136
basis points (bp), at the same time as the spread over the 10-year German Bund rose by
63 bp to 250 bp, although it reached 290 bp at end-November. The risk premia on private-
sector fixed-income securities also moved higher, especially those of financial corporations. By
contrast, on the interbank market the twelve-month EURIBOR rose a meagre 8 bp to 1.51%.

In 2011 to date there has been some easing of the strains on financial markets. For instance,
in January the Ibex 35 appreciated by 9.6%, while the spread over German ten-year bonds,
which edged upwards again early in 2011, fell back at end-January to approximately 225 bp,
25 bp lower than the figure for end-2010. However, uncertainty and volatility remain high.

The financial strains were also apparent in the fall in activity on primary markets for credit insti-
tutions’ debt during the last two months of 2010. As a result, and on available provisional fig-
ures, it is estimated that gross issuance was not sufficient to cover redemptions in December.
However, unlike the events of spring 2010, this time there was no decline in interbank funding
owing to certain banks having the possibility of obtaining funds through clearing houses, once
they had registered with these systems.

In the real estate market, the latest data published by the Ministry of Infrastructure and Trans-
port for end-2010 indicate that, in 2010 Q4, open-market house prices continued to fall at a
year-on-year rate similar to that for Q3 (3.5%) (see Chart 23). The correction of this variable
from its peak in March 2008 is 13% in nominal terms and 18% in real terms.

On available information the strains in financial markets do not seem to have been reflected to
date in a tightening of private-sector financing conditions. Thus, according to the Bank Lend-
ing Survey (BLS) for January 2011, it is estimated that credit standards remained unchanged
in all segments during 2010 Q4, while credit institutions did not envisage any changes for the
early months of 2011." Similarly, in general the margins applied increased very slightly, al-
though the cost of business loans moved moderately upwards, partly as a result of interbank
interest rate rises (see Chart 23). The cost of market-based financing through debt climbed
sharply but hardly changed in the case of equity.

In Q4 household and corporate debt continued to rise weakly. The year-on-year growth rate of
household liabilities fell back slightly (-0.1% in November, compared with 0.3% in September),

1. For more details see the article entitled “Encuesta sobre Préstamos Bancarios en Espafia: enero de 2011”, by Maris-
tela Mulino, in the Banco de Espafa’s Boletin Econdmico January 2011.
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FINANCING CONDITIONS AND ASSET PRICES

STOCK EXCHANGE INDICES

CHART 23
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SOURCES: Bloomberg, Credit Trade, Datastream, MSCI Blue Book, Ministerio de Vivienda and
Banco de Espana.

a. Five-day moving averages.

b. The cost of equity is based on the three-stage Gordon dividend discount model.

c. The cost of market-based long-term debt is calculated as the sum of the average 5-year CDS
premium for Spanish non-financial corporations and the 5-year euro swap rate.

d. In June 2010 the statistical requirements relating to the interest rates applied by credit
institutions to customers were changed, which may cause breaks in the time series. Particularly,
significant was the change in the interest rate on consumer credit and other lending, as a result of
which from that month onwards it does not include credit card transactions.

e. The base year is 2001 until December 2004, after which it is 2005.

due to the loss of momentum in loans for house purchase. Conversely, the buoyancy of funds
raised by corporations increased from a year-on-year growth rate of zero at the end of Q3 to
0.7% on the latest available data. The breakdown by instrument shows that the rate of con-
traction of resident corporations’ loans continued to moderate (down 0.5% on the previous
year’s level), while other lending resumed a slightly more expansive course. The provisional
information for December points to a recovery in house purchase loans, which is possibly
linked, at least in part, to the end of tax relief on house purchase for medium- and high-income
earners, while there were no significant changes in the growth of corporate loans.

The latest information on lending by purpose for 2010 Q3 shows that the fall in total bank fi-
nancing stepped up in construction and real estate services, while it moderated in industry and
agriculture and posted positive growth in non-real estate services. This more buoyant profile
of loans to sectors not linked to the real estate market also seemingly spread, within these
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INDICATORS OF THE FINANCIAL POSITION OF HOUSEHOLDS AND NPISHs CHART 24

DEBT RATIOS DEBT BURDEN
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SOURCES: Ministerio de Vivienda, INE and Banco de Espana.

a. Includes bank credit and off-balance-sheet securitised loans.

b. Assets 1 = total financial assets - "other".

c. Assets 2 = assets 1 - shares (excluding mutual fund shares) - shares in FIM.

d. Estimated interest payments plus debt repayments.

e. Balance of households' use of disposable income account.

f. Gross saving less estimated debt repayments.

g. Calculated on the basis of the estimated changes in the stock of housing, in the average area
per house and in the price per square metre.

sectors, to smaller companies, a segment in which bank lending contracted particularly sharp-
ly at the height of the crisis.

The changes in household liabilities and income in 2010 Q4 prompted a slight decrease in the
ratio of debt to gross disposable income (GDI) (see Chart 24). This, together with the declining
profile of the average cost of on-balance-sheet liabilities during the last twelve months, led to
a further decrease in the indicator of the debt burden as a percentage of GDI (which is calcu-
lated by aggregating the flows of the last twelve months). This sector’s gross saving ratio and
saving after debt service also declined (although the former remains at historically high levels),
as did its net lending (on Financial Accounts data). Household net wealth continued to de-
crease moderately as a result of the decline in the value of real estate, which was partially
cushioned by less buoyant liabilities and the recovery of financial asset prices during this pe-
riod. The continuing pattern in indebtedness and developments in financial asset and real
prices indicate that the aforementioned trends held during the closing months of 2010.
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INDICATORS OF THE FINANCIAL POSITION OF NON-FINANCIAL CHART 25
CORPORATIONS
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SOURCES: INE and Banco de Espafa.

a. Interest-bearing borrowed funds.

b. Gross operating profit plus financial revenue.

c. Defined as total inflation-adjusted assets less non-interest-bearing liabilities.

d. Aggregate of all corporations reporting to the CBSO that belong to the Endesa, Iberdrola, Repsol and
Telefonica groups. Adjusted for intra-group financing to avoid double counting.

e. Includes interest plus interest-bearing short-term debt.

f. NOP, using National Accounts data, is defined as GOS + interest and dividends received - interest paid
- fixed capital consumption.

g. Own funds valued at market prices.

h. Own funds calculated by accumulating flows from the 1996 stock onwards.

i. Indicators estimated drawing on the CBA and CBQ surveys. A value above (below) 100 denotes more
(less) financial pressure than in the base year.
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OTHER FINANCIAL INDICATORS OF NON-FINANCIAL CORPORATIONS CHART 26
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SOURCES: I/B/E/S and Banco de Espafa.

a. Net worth is proxied by the valuation at market price of shares and other equity issued by non-financial
corporations.

The corporate debt ratio and, to a greater degree, the corporate debt burden ratio dropped
during 2010 Q3 (see Chart 25), a pattern that also seems to have continued during the closing
months of the year. For the sample of corporations reporting to the CBQ, among which the
biggest have a notable weight, a recovery was seen in corporate income. As a result, and in
conjunction with unchanged debt levels, the debt ratio and the debt burden decreased slight-
ly. The combined outcome of this was that the indicators of financial pressure on investment
and on employment once again fell back. Nevertheless, in Q4 analysts revised downwards
their expectations for listed companies’ profits, especially in the short term (see Chart 26).

The volume of doubtful loans continued to increase which, together with the stability of the
debt extended to the other resident sectors as a whole, placed the corporate sector’s doubtful
loans ratio at 5.68% in November (latest available figure), up 0.18 pp on September.

General government debt continued to increase at a high rate (14% year-on-year in Novem-
ber), albeit within a slowing profile (2 pp lower than in September). By instrument, the weight
of funding with long-term securities has grown to the detriment of funding from short-term is-
sues, while loans and other items were also notably buoyant. The rapid expansion of general
government liabilities together with weak economic growth resulted in fresh increases in the
debt ratio (approximately 58% of GDP in September) and the debt burden ratio (1.9% of GDP)
(see Chart 27).

On the latest Financial Accounts data, the declining path of the nation’s net borrowing, which
had been interrupted in the previous quarter, resumed between July and September 2010. As
a result, net borrowing stood at 4.2% of GDP, in cumulative 12-month terms, 0.3 pp less than
in June (see Table 7). These developments were due to the decrease in the debit position of
general government (to 9.4% of GDP, 1 pp less than at mid-year), which amply offset the re-
duction in the net saving of other sectors. Unlike Q2, when external funding was mainly through
the reduction of the Banco de Espafa’s net assets and, to a lesser degree, through the raising
of funds by general government in the rest of the world and divestment by households and
institutional investments, between July and September, credit institutions were the main chan-
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GENERAL GOVERNMENT CHART 27
Four-quarter data

NET FINANCIAL TRANSACTIONS INTEREST BURDEN AND DEBT RATIO
CONTRIBUTIONS BY INSTRUMENT (a)
OTHER
mm—— CREDIT
BONDS
s SHORT-TERM SECURITIES
SECURITIES ACQUIRED
e DEPOSITS s NTEREST BURDEN
e NET FINANCIAL TRANSACTIONS (g) DEBT/GDP (right-hand scale)
% GDP % GDP. %
4 55 70
2 | [ | | 5 |- 65
0 “\em B — ™= pm mm 45 60
2 4 55
“ 35 50
-6 :
3 45
-8 -
-10 225) 40
-i|2 | 2 35
-14 1.5 30
05 06 07 08 Q3 Q4 Q1 Q2 Q3 9697 98 99 00 01 02 03 04 05 06 07 08 09 10

2009 2010
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a. A postive (negative) sign denotes an increase (decrease) in assets or a decrease (increase) in

liabilites.
NET FINANCIAL TRANSACTIONS TABLE 7
Four-quarter data
% GDP
2005 2006 2007 2008 2009 2010
Q3 Q4 Q1 Q2 Q3
National economy -6.5 -8.4 -9.6 -9.2 -6.0 -5.1 -4.4 -4.5 -4.2
Non-financial corporations and households and NPISHs ~ -8.4  -11.1  -13.4 -6.8 2.4 4.6 5.6 4.8 4.2
Non-financial corporations 7.1 9.5 -11:5 =71 2.6 -1.2 0.8 1.1 0.9
Households and NPISHs -1.3 -1.7 -1.9 0.2 5.0 58 4.8 3.6 3.4
Financial institutions 0.9 0.7 1.9 1.8 1.5 1.4 1.2 1.1 1.0
General government 1.0 2.0 1.9 -4.2 9.8 -11.1 -11.2 -10.4 -94
MEMORANDUM ITEM:
Financing gap of non-financial corporations (a) -114  -178 -1569 -12.0 -3.8 -1.3 1.0 1.4 -0.5

SOURCE: Banco de Espana.

a. Financial resources that cover the gap between expanded gross capital formation (real investment and permanent financial investment)

and gross saving.

nel for the nation’s borrowing (3.8% of GDP), while the Banco de Espafia’s net external assets
increased by an amount equivalent to 4.5% of GDP (-6.2% in Q2). The still-incomplete balance
of payments information available for Q4 (to November) points to this pattern continuing in the
final stretch of 2010.

In short, in 2010 Q4 the Spanish economy was once again affected by a fresh bout of finan-
cial strains which resulted in tighter funding conditions on wholesale markets, but which have
not fed through to banks and savings banks’ lending to Spanish corporations and house-
holds. Although these tensions have eased in recent weeks, the risk premia remain at very
high levels, meaning the continuation of this situation could ultimately affect the cost of and
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5.2 Households

5.8 Non-financial
corporations

access to non-financial private sector credit. These developments have occurred in a setting
in which these agents’ debt has continued to rise weakly, although in the case of corpora-
tions signs of greater buoyancy can be seen, especially in the segments not linked to the real
estate sector.

In December, the cost of bank borrowing for households in the home loans segment stood at
the same level as in September, while the interest rate on consumer and other loans, which are
more variable, partly due to seasonal factors, was 34 bp lower than three months earlier. Ac-
cording to the BLS for January 2011, credit standards remained stable in 2010 Q4, although
the margins applied widened slightly. Banks envisage that current supply conditions will hold
in the early months of 2011.

In this setting, the outstanding balance of household debt was virtually unchanged (-0.1% in
November with respect to 12 months earlier). The breakdown by type continues to show
negative growth rates in outstanding consumer and other loans (-0.8%), although they are
decreasing at a more contained pace than at the end of Q3 (-1.9%), and a slight decline in the
rate of increase of funds for house purchase, which in year-on-year terms decreased from
0.7% to 0.1%. However, the provisional information for December points to a rise in this rate
which is surely linked, at least partly, to the removal of tax relief for house purchases for me-
dium- and high-income earners.

The course of income and liabilities during 2010 Q3 pushed the household debt ratio slight-
ly lower to just less than 125% of GDI (see Chart 24). Together with lower interest payments
in the last twelve months, this enabled the debt burden ratio to continue to fall to less than
16% of GDI. In any event, these aggregate indicators conceal the high heterogeneity in the
sector. Accordingly, the latest information at microeconomic level points to a slight widening
of the dispersion of these ratios (see Box 5). Gross saving and saving after debt service fell
back again, as did net lending (see Table 7). At the same time, household net wealth con-
tinued to fall, albeit slightly, since the reduction of the real estate component (associated
with the drop in house prices) was partially offset by the concurrent appreciation of financial
assets.

According to the Financial Accounts, for which information is available to 2010 Q83, household
investment in financial assets held, in cumulated 12-month terms, at 4.1% of GDP (unchanged
on June) (see Table 8). The analysis of assets shows that households further reduced their
positions in mutual funds (-1.2% of GDP), while they increased deposits. Within deposits there
was a shift towards term deposits (for an amount of 2.1% of GDP, 1.6 pp higher than the figure
for the first half of the year), while flows to the shares and other equity and to insurance and
pension plans held up (1.4% and 0.6% of GDP, respectively).

Lastly, there were no major changes in Q3 in household liabilities classified as doubtful by
credit institutions, whereby doubtful assets ratios remained virtually unchanged at 2.62% in
the case of home loans and at 6.89% for consumer and other loans.

During 2010 Q4, interest rates on bank lending to corporations increased by 18 bp for loans
below €1 million and by 60 bp for loans exceeding this amount. In line with these develop-
ments, financial institutions indicated in the latest BLS (January 2011) that they had slightly
increased the margins applied to new loans in 2010 Q4, although lending standards remained
stable. The costs of fixed-income security issuance rose during the same period by between
35 bp and 75 bp depending on the maturity, while the changes were lower for equities in Q4
as a whole, but varied notably in keeping with the volatility shown by share prices.
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CHANGES IN THE FINANCIAL POSITION OF SPANISH HOUSEHOLDS BETWEEN 2005 AND THE BEGINNING

OF 2009

The Spanish Survey of Household Finances (EFF) is prepared by the
Banco de Espafna and contains information on the income, assets
and debts of each household unit. The availability of the provisional
results for the third edition of this survey means that an initial disag-
gregated analysis can be undertaken at micro level of the changes in
the financial position of Spanish households during the period from
the end of 2005 to the end of 2009 Q1, which is the time frame
covered by the latest edition of the EFF (EFF 2008)." It should never-
theless be noted that, as it is constructed, the EFF 2008 does not
fully include the impact of the crisis on household disposable income
since households were asked about income for 2007.% Given the

1. For a detailed description of the results of the EFF 2008, see the article
«Encuesta Financiera de las Familias (EFF) 2008: métodos, resultados y cam-
bios desde 2005», Boletin Econdmico, December 2010, Banco de Es-
pana. 2. This is because in the EFF questions are asked about the income for
the full year prior to the date on which the survey was conducted. Questions
affecting other variables which are analysed in this box (labour market situation
of household members, wealth, debts and debt-related payments) do refer, on
the contrary, to the situation actually observed at the beginning of 2009.

BOX 5

downturn in the labour market between end-2007 and 2009, it is
highly likely that the indicators of financial position constructed from
the revenue data of the EFF 2008 underestimate the level of financial
pressure borne by certain households in that period.

The first two columns of the accompanying table show the percent-
age of households with debts in late 2005 and early 2009, respec-
tively. This percentage did not vary significantly during the period ana-
lysed (it increased from 49.5% to 50.1%), indicating, therefore, the
end of the rising path followed by this variable since mid-1990. This
stability is the result of mixed developments in the sector. For in-
stance, the proportion of lower-income households with outstanding
debts has declined, while the opposite has been the case for the in-
termediate-income group. There was a significant increase of more
than 6 pp in the proportion of indebted households in which no mem-
ber works, which is linked to the rise in unemployment since the be-
ginning of the crisis.

The central columns of the table show information about the debt
ratio (liabilities incurred as a percentage of income) of indebted

PERCENTAGE OF INDEBTED HOUSEHOLDS AND MEASURES OF ASSOCIATED

BURDEN FOR HOUSEHOLDS WITH LIABILITIES
By household characteristics

%

Percentage of indebted

households
Household characteristics 2005 2009 Q1
ALL INDEBTED HOUSEHOLDS 49.5 50.1
INCOME PERCENTILE
Less than 20 18.7 16.5
Between 20 and 40 42.3 42.3
Between 40 and 60 57.5 63.6
Between 60 and 80 63.0 61.2
Between 80 and 90 66.5 68.5
Between 90 and 100 65.4 64.7
AGE OF HOUSEHOLD HEAD
Under 35 65.2 68.6
35-44 70.4 72.3
45-54 63.1 60.0
55-64 48.5 48.5
65-74 19.8 22.9
75 and over 5.6 €9
NUMBER OF HOUSEHOLD MEMBERS WORKING
None 16.2 21.3
One 56.1 56.6
Two 70.2 69.9
Three or more 69.2 69.7
NET WEALTH PERCENTILE
Less than 25 43.9 50.1
Between 25 and 50 56.8 53.5
Between 50 and 75 49.3 47.5
Between 75 and 90 48.0 51.3
Between 90 and 100 48.2 46.3

SOURCE: Banco de Espana.

Household debt/income ratio Household debt service ratio

2005 2009 Q1 2005 2009 Q1
50 75 50 75 50 75 50 75
100.0 235.4 104.7  280.5 17.2 28.3 19.0 32.5
137.0 7321 1477 517.2 37.7 82.5 39.3 66.5
109.4 3438 187.0 3749 24.6 38.2 26.3 43.3
113.4  277.6 148.0 339.8 20.6 30.2 23.9 33.8
1143 2185 95.8 271.8 15.6 24.3 17.0 26.5
93.1 186.6 84.6 2071 11.8 18.1 14.4 221
59.9 123.8 62.0 168.7 8.1 14.7 10.0 17.8
192.6 41441 217.4  450.0 21.7 32.8 25.6 39.8
1144 230.7 142.7  319.7 18.5 28.4 21.5 35.0
81.2 192.6 89.9 234.6 16.2 25.7 17.7 29.7
53.2 140.1 41.0 128.2 13.6 25.2 121 22.5
46.0 125.8 55.3 187.3 12.5 26.0 15.9 28.8
32.8 147.8 18.5 85.4 11.6 17.8 12.5 21.8
57.1 269.2 81.2 269.0 17.6 34.4 21.0 38.7
104.3  306.4 100.5  300.6 19.6 321 20.4 31.4
113.4 2119 137.4 165.9 16.3 25.4 19.0 32.9
54.9 163.3 481 3056.0 121 222 11.0 24.3
65.5 293.3 1394 3738 1.7 30.4 23.8 40.5
1441 296.1 161.7  819.0 20.5 30.6 225 32.9
93.8 187.9 87.0 215.0 16.3 25.2 16.8 29.1
82.5 177.7 61.8 167.0 14.4 23.4 13.6 23.7
91.0 210.5 98.6 306.4 14.0 26.4 16.8 32.3
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CHANGES IN THE FINANCIAL POSITION OF SPANISH HOUSEHOLDS BETWEEN 2005 AND THE BEGINNING

OF 2009 (cont’d)

households in the two periods analysed. Specifically, the table
presents the 50" percentile of the distribution, or the median, which
approximates the representative household, and the 75" percentile,
which covers the position of greater relative fragility according to this
indicator. As can be seen, the highest levels for this indicator are re-
corded in the lower-income and youngest households. The compari-
son between 2005 and the beginning of 2009 shows quite a wide-
spread increase in leverage. Based on the age of the household
head, this rise was more pronounced in the group aged 65 to 74,
which is linked in part to changes in household composition (children
who return to the parental home or who leave it later). By income
level, there was a significant decline in the top quartile of the distribu-
tion of the debt ratio at lower-income households.

The last four columns in the table include information about the
course of the household debt service ratio (payments associated
with liabilities as a percentage of household income) for different
household groups. Between the end of 2005 and the beginning of
2009 the increases in this ratio were, in general, proportionally high-
er than those in the indebtedness indicator, which reflects some rise
in the cost of borrowing. This was accompanied by a rise in disper-
sion (which is also seen for indebtedness). The median increased
1.7 pp during this period to 19%, while the household debt service
ratio corresponding to the 75" percentile climbed by 4.1 pp to
32.5%. Nevertheless, in the lower income segment there was a re-

BOX'5

duction of 16 pp, to 66.5%, among households subject to greater
strains.

By age group, the largest rises in the debt burden ratio were recorded
by the youngest indebted households, which had the highest values
for this indicator. Furthermore, it is among these households that
there has been a higher rise in the proportion of those whose regular
debt service payments exceed 40% of their income. Specifically, in
the group in which the household head is under 35, this proportion
increased by 9.2 pp, to close to 25%. The analysis, based on the
number of household members in employment, shows that, unlike in
2005, at the beginning of 2009 the ratio corresponding to house-
holds with no member in employment was the highest.

In short, the latest edition of the EFF shows that from late 2005 to
early 2009 the degree of financial pressure borne by indebted house-
holds increased. This was a result of the amount of outstanding debt
outgrowing income and of the slight rise in the cost of borrowing.
Furthermore, these developments tended to be more pronounced in
certain groups in a comparatively more vulnerable position, though
not in the case of households in the lower income percentiles. In any
event, as discussed above, since the income included in this survey
refers to 2007 (before the rise in unemployment), it is possible that the
financial position of these agents was less favourable at the begin-
ning of 2009 than may be inferred from these results.

Despite the increase in costs, during 2010 Q4 the growth of corporate debt continued (in
quarter-on-quarter seasonally adjusted terms), having initially resumed in the first half of the
year. The result is that, on November figures, there is a positive year-on-year rate of change
(0.7%, compared with 0% in September) for the first time since summer 2009. By instrument,
rates of increase rose for lending from abroad (1.3%, 0.9 pp higher than at the end of Q3) and
for lending by resident banks (-0.6%, compared with -1.3% posted two months earlier), while
the buoyancy of funds raised through the issuance of securities other than shares moderated
(17.9%, down 8.6 pp).

Credit extended to resident corporations shows two well-defined patterns according to the
purpose for which it is used. Thus, in Q3 there was an acceleration in the contraction of the
liabilities of firms operating in construction (9.3%, 1.5 pp more than in June) and real estate
services (1.5%, 0.5 pp more than in mid-2010). By contrast, in other activities a recovery was
seen, markedly so in non-real estate services (growth of 3.5%, 1.6 pp higher than in the previ-
ous period) and in industry, whose attendant rate, while still negative (-0.7%), was lower than
the figure of -4% posted in Q2. It is estimated that this pattern of higher buoyancy spread
within non-real estate services and industry to SMEs, whose bank borrowing fell sharply at the
height of the crisis. These developments are consistent with the information provided by the
ECB survey on SMEs’ access to financing, which indicates that between March and Septem-
ber the percentage of corporations refused new loans fell.

Noteworthy among corporations’ other liabilities is the increased buoyancy of trade and
intercompany credit which, given its nature, was also reflected under the assets of the sec-
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FINANCIAL TRANSACTIONS OF HOUSEHOLDS, NPISHs AND NON-FINANCIAL CORPORATIONS TABLE 8
Four-quarter data

% GDP
2010

2007 2008 2009 af Qo Qs
HOUSEHOLDS AND NPISHSs:
Financial transactions (assets) 7.3 2.6 4.5 3.7 41 41
Cash and cash equivalents -1.0 -0.4 41 3.3 1.9 0.7
Other deposits and fixed-income securities (a) 7.5 6.8 -1.2 -0.8 0.5 2.1
Shares and other equity (b) 0.5 -0.2 1.2 1.0 1.4 1.4
Mutual funds -1.1 -3.4 0.0 0.0 -0.4 -1.2
Insurance technical reserves 0.9 0.2 0.9 0.7 0.6 0.6
Of which:
Life assurance 0.2 -0.2 0.6 0.4 0.3 0.2
Retirement 0.4 0.3 0.3 0.3 0.3 0.4
Other 0.4 -0.3 -0.5 -0.5 0.1 0.5
Financial transactions (liabilities) 9.2 2.4 -1.3 -1.1 0.5 0.7
Credit from resident financial institutions (c) 9.4 3.4 =05 -0.1 0.6 0.0
House purchase credit (c) 7.1 2.7 0.1 0.3 0.7 0.5
Consumer and other credit (c) 2.1 0.8 -0.4 -0.2 0.1 -0.4
Other -0.2 -1.0 -0.8 -0.9 -0.1 0.8
NON-FINANCIAL CORPORATIONS:
Financial transactions (assets) 14.3 5.2 -8.9 -8.3 0.8 6.9
Cash and cash equivalents -0.4 -1.1 -0.3 0.0 0.9 0.1
Other deposits and fixed-income securities (a) 2.0 2.3 -0.6 -0.7 -0.6 -0.1
Shares and other equity 7.8 3.2 -0.6 -0.5 0.2 1.7
Of which:
Vis-a-vis the rest of the world 6.6 31 0.1 0.2 0.6 1.8
Trade and intercompany credit 3.4 0.1 -7.6 -6.7 0.8 4.9
Other 1.5 0.7 0.2 -0.4 -0.4 0.4
Financial transactions (liabilities) 25.8 12.3 -7.6 -9.1 -0.3 6.1
Credit from resident financial institutions (c) 13.8 5.5 -3.0 -3.7 -2.6 -1.8
Foreign loans 2.8 2.8 -0.1 -0.9 -1.6 -0.5
Fixed-income securities (d) 0.5 0.3 1.3 1.3 1.7 1.3
Shares and other equity 4.8 2.6 1.3 1.0 1.1 1.1
Trade and intercompany credit 4.3 -0.1 -7.7 -6.7 0.8 5.0
Other -0.5 1.2 0.5 -0.1 0.3 0.5
MEMORANDUM ITEM: YEAR-ON-YEAR GROWTH RATES (%):
Financing (e) 186.6 6.4 -1.0 -1.4 -0.5 0.1
Households and NPISHs 12.5 4.4 -0.3 0.1 0.9 0.1
Non-financial corporations 17.7 7.9 -1.5 -2.4 -1.5 0.0

SOURCE: Banco de Espafia.

a. Not including unpaid accrued interest, which is included under "other".

b. Excluding mutual funds.

¢. Including derecognised securitised loans.

d. Includes the issues of resident financial subsidiaries.

e. Defined as the sum of bank credit extended by resident credit institutions, foreign loans, fixed-income securities and financing through
securitisation special purpose entities.

tor’s balance sheets. Thus, according to the Financial Accounts, the flow associated with
these instruments accounted, between July and September 2010, for around 5% of GDP,
in cumulated four-quarter terms, whereas hardly six months ago it showed negative
amounts.

The Financial Accounts figures also show that the business sector’s net financial transac-
tions once again posted a credit balance in 2010 Q3, in cumulated four-quarter terms,

amounting to the equivalent of 0.9% of GDP (0.2 pp less than in June). However, the financ-
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5.4 General government

5.5 The rest of the world

ing gap, an indicator that approximates the funds needed to cover the difference between
firms’ gross saving and gross capital formation plus foreign investment of a permanent na-
ture, recorded a negative balance as a result of the increase in Spanish firms’ investment in
equities abroad.

As a result of the containment of corporate debt, together with the improvement in business
surpluses reflected in the National Accounts in 2010 QS, the sector’s debt ratio continued to
slowly decrease for a further quarter from its peak in June 2009. Revenue growth and the
decline in interest payments, in cumulated 12-month terms, also prompted a fall in the debt
burden (see Chart 25). However, the market improvement in this period triggered a rise in
equity values and, consequently, ROE decreased.

The corporate income of the sample of corporations reporting to the CBQ, among which the
biggest have a notable weight, also recovered in 2010 Q3, with the result that the ordinary
net profit of these corporations in the first nine months of the year was 6.9% higher than in
the same period of 2009. Thanks to that, ROE also increased to 5.5%, 0.2 pp higher than in
September 2009. These developments, combined with debt levels holding unchanged, ena-
bled the debt ratio and debt burden to fall slightly. The overall outcome was that the indica-
tors of financial pressure on investment and employment decreased again. Nevertheless,
during the final stretch of 2010, analysts revised downwards their expectations for the profits
of listed companies, especially in the short term and by slightly less for the longer term (see
Chart 26).

The doubtful assets ratio of non-financial corporations continued to grow in 2010 Q3, and was
stronger in the case of lending to construction and real estate services companies, rising by
54 bp for the latter, while for other companies it climbed by 20 bp. This gave rise to a widening
in the difference between the indicators for the two sectors, which stood in September at
11.4% and 4%, respectively.

In 2010 Q8, according to the Financial Accounts, general government net borrowing de-
creased by the equivalent of 1% of GDP in cumulative annual terms, although it remains high
at 9.4% of GDP (see Table 7).

Once again, the main means of financing used by general government was the issuance of
fixed-income securities, whereby funds equivalent to 8% of GDP were obtained (7% at long
term and 1% at short term), entailing 1 pp less than in June (see Chart 27). Loans contributed
a further 0.7% of GDP, while on the assets side net purchases of securities grew (1% of GDP,
0.4 pp up on mid-2010) and deposits decreased (-1.4% of GDP, a further decline of 0.7 pp
with respect to Q2).

As a result of the foregoing, the growth rate of general government indebtedness remains
high (14.2% in November), although it has moderated considerably with respect to its end-
2009 peak. The increase in liabilities led the debt/GDP ratio to stand, in September 2010,
at close to 58% of GDP, almost 1 pp higher than in June. The debt burden associated with
these liabilities also increased, although it is at relatively low levels (1.9% of GDP).

The nation’s net borrowing once again decreased in 2010 Q3 to 4.2% of GDP, in cumulated
12-month terms, 0.3 pp lower than the June figure according to the Financial Accounts. This
decline was due to a decrease in the general government debit balance, which was partially
offset by the reduction in households’ and corporations’ net financial saving, while that of fi-
nancial institutions hardly changed.
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NET FINANCIAL TRANSACTIONS AND NET FINANCIAL ASSETS VIS-A-VIS CHART 28
THE REST OF THE WORLD (a)

NET FINANCIAL TRANSACTIONS (b) NET FINANCIAL ASSETS

GENERAL GOVERNMENT
s NON-FINANCIAL PRIVATE SECTOR
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SOURCE: Banco de Espana.

a. Four-quarter data for transactions. End-period data for stocks. Unsectorised assets and
liabilities are not included.

b. A negative (positive) sign denotes that the rest of the world grants (receives) financing to (from)
the counterpart sector.

¢. Insurance companies and portfolio investment institutions.

The sectoral breakdown of financial transactions vis-a-vis the rest of the world shows that,
between July and September 2010, credit institutions were the main vehicle for the econ-
omy’s borrowing; in only three months they raised abroad the equivalent of 3.8% of GDP
(in net terms), in contrast to 2010 Q2 when a net outflow of funds was routed through
them. Other sectors also improved their ability to borrow from abroad with respect to the
spring figures; general government managed, in cumulated four-quarter terms, to borrow
the largest sum of funds from the rest of the world (3.9% of GDP) (see Chart 28). As a
result of this normalisation the net assets of the Banco de Espafa vis-a-vis the rest of the
world increased, following the previous months’ decline by an amount equivalent to 4.5%
of GDP. In Q4, and based on the incomplete balance of payments information (which only
covers up to November), the net external assets of the Banco de Espafa continued to
recover.

The breakdown by instrument shows that the bulk of capital inflows was channelled through
the interbank market which, in net terms, enabled credit institutions to raise funds equivalent
to 2.2% of GDP. Concurrently, purchases by the rest of the world of securities other than
shares, irrespective of issuer, also increased, when hardly three months earlier non-residents
had unwound positions in these assets. Foreign direct investment in Spain also grew, return-
ing, in cumulated four-quarter terms, to positive territory (0.3% of GDP, 0.5 pp higher than in
June) (see Table 9).

Capital outflows were slightly negative (-0.3% of GDP in Q3), but by a lower amount than in
Q2, when they stood at -1.6% of GDP. By instrument, securities other than shares evidenced
negative flows of 1.8% of GDP (-5.8% of GDP in cumulated 12-month terms) (see Table 9).
Conversely, purchases of shares and other equity continued to increase and between July and
September stood at the equivalent of 1.6% of GDP. In line with this, Spanish foreign direct in-
vestment recovered with respect to three months earlier (1% of GDP, in cumulated four-quarter
terms).
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FINANCIAL TRANSACTIONS OF THE NATION TABLE 9
Four-quarter data

% GDP
2010
2007 2008 2009 Qi Qo Q3

NET FINANCIAL TRANSACTIONS -9.6 -9.2 -5.1 -4.4 -4.5 -4.2
FINANCIAL TRANSACTIONS (ASSETS) 14.2 il.3 -1.5 -0.7 -2.6 -3.3
Gold and SDRs 0.0 0.0 0.0 0.0 0.0 0.0
Cash and deposits 1.5 -1.3 -3.2 -2.1 -1.4 -2.3
Of which:

Interbank (a) 4.2 -0.5 -1.7 -1.6 -1.1 -1.8
Securities other than shares 1.6 1.3 0.0 -0.3 -3.9 -5.8
Of which:

Credit institutions 1.8 1.6 1.2 0.7 -2.0 2.7
Institutional investors (o) 0.0 -1.3 -0.5 -0.2 -1.4 -2.3
Shares and other equity 8.8 1.9 1.5 1143 1.7 2.7
Of which:

Non-financial corporations 6.6 3.1 0.1 0.2 0.6 1.8
Institutional investors (b) -1.1 -1.6 0.3 0.7 1.0 1.0
Loans 1.2 0.8 0.2 0.0 -0.7 -0.1
FINANCIAL TRANSACTIONS (LIABILITIES) 23.8 10.5 3.6 3.8 1.8 0.9
Deposits 6.7 8.0 -0.5 0.1 1.6 -0.2
Of which:

Interbank (a) 6.7 6.2 0.7 -0.6 -4.7 -2.9
Securities other than shares 8.1 2.7 3.8 3.4 0.6 0.6
Of which:

General government -1.3 1.1 54 5.7 4.2 3.4
Credit institutions 3.6 -1.9 1.1 0.9 -0.4 -0.6
Other non-monetary financial institutions 5.8 -1.9 -2.6 -3.1 -3.2 -2.2
Shares and other equity 4.6 3.2 0.8 1143 0.8 0.3
Of which:

Non-financial corporations 4.7 2.4 0.1 0.4 0.4 0.5
Loans 3.1 2.7 0.3 -0.5 -1.1 -0.1
Other, net (c) 0.3 0.6 -0.8 -1.1 -1.7 -1.8
MEMORAMDUM ITEMS

Spanish direct investment abroad 9.5 4.7 0.6 -0.9 -0.7 1.0
Foreign direct investment in Spain 4.5 4.6 0.5 0.7 -0.2 0.3

SOURCE: Banco de Espana.

a. Correspond only to credit institutions and include repos.
b. Insurance corporations and portfolio investment institutions.
c. Includes, in addition to other items, the asset-side caption reflecting insurance technical reserves and the net flow of trade credit.

As a result of financial flows with the rest of the world, and of changes in asset prices and
in the exchange rate, the value of the net liabilities built up by the Spanish economy vis-a-
vis the rest of the world were equal, according to the Financial accounts, to 89% of GDP in
2010 Q3, almost 6 pp higher than in June (see Chart 28). This increase was due to the rise
(of 5.8% of GDP) in the debit balance of financial institutions (excluding the Banco de Es-
pafa) vis-a-vis non-residents and, to a lesser degree, of the non-financial private sector
and general government, while the Banco de Espafa restored its credit position vis-a-vis
the rest of the world.
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RESULTS OF NON-FINANCIAL CORPORATIONS IN 2009 AND IN THE FIRST THREE
QUARTERS OF 2010



Overview'

Results of non-financial corporations in 2009 and in the first three quarters of 2010

In line with usual practice, this edition of the Banco de Espana’s Economic Bulletin presents
an analysis of the results for 2009 of the firms contributing to the Central Balance Sheet Data
Office Annual Survey (CBA) and those for 2010 Q1-Q8, on the basis of the information from
the Central Balance Sheet Data Office Quarterly Survey (CBQ). The latter can be considered a
preliminary indicator of the results for the full year in the CBQ, which will be released in April
2011, and will be completed with annual data from the CBA in November of that year.

The CBA results for 2009 (see Table 1 and Chart 1) broadly confirm what has been anticipated
by the CBQ sample for that period: that the productive activity of non-financial corporations
contracted sharply in 2009, a period in which gross value added (GVA) dropped 7.2%, height-
ening the contractionary trend which had begun in 2008, when GVA fell 2.7%. This negative
performance affected all sectors of activity without exception, against the backdrop of wide-
spread crisis, although it proved particularly severe in the industrial sector, where GVA de-
creased by -15.4% (see Box 1).

Conversely, 2010 Q1-Q3 as a whole saw a recovery in the productive activity of the CBQ
sample corporations, with 4.4% growth in GVA in nominal terms, in contrast with the decline
of 11.8% in the same period of 2009. This change was evident in all sectors of activity, except
for that of information and communication, the only one to continue to post negative rates of
change in GVA (-4.3%) in 2010 Q1-Q3, although they are appreciably lower than those of the
previous year (-7.8%). These changes in activity in 2010 reflect the performance of consump-
tion and the rebound of external activity. However, the quarterly data point to a weakening of
growth in activity in Q3 with respect to that posted in the first half of the year. These data were
undoubtedly influenced by the expiry of the government’s Plan 2000E to support new car
purchases and by spending decisions being brought forward to the first half of the year, due
to the rise in indirect taxes which came into force on 1July 2010.

Personnel costs decreased by -3.2% in 2009 and by -1.5% in 2010 Q1-Q3. In both cases, this
decline was due to the behaviour of employment, which posted negative rates of change in the
two periods, and to the gradual moderation of growth in average compensation, which recorded
increases of 1.5% in 2009 and of 0.8% to 2010 Q8. Indeed, as regards employment, widespread
cuts have been made by firms in staff levels since 2009. This adjustment has affected firms of all
sizes and sectors without exception, although the hardest hit have been the smaller ones (where
staff numbers declined by 8.3% compared with 4.4% at large corporations in 2009). Turning to
the various sectors, the industrial sector saw a sharp contraction of activity in 2009, as indicated
above, and the steepest decline in the number of jobs, which fell by -6.5% and -3.3% in 2009 and
2010, respectively. Finally, workforce reductions were considerably higher among temporary em-
ployees, with rates of decline of -13.2% for 2009 and -6.6% to September 2010, compared with
lower decreases of -1.7% and -1.5%, respectively, for permanent employees.

1. This article was prepared on the basis of information provided by the non-financial corporations reporting to the Cen-
tral Balance Sheet Data Office, which sent in their annual data to 2009 (Central Balance Sheet Data Office Annual Survey
- CBA), and quarterly data to 2010 Q3 (Central Balance Sheet Data Office Quarterly Survey - CBQ) . The annual informa-
tion is a summary of that included in the Banco de Espafa publication Central de Balances. Resultados anuales de las
empresas no financieras, 2009, released to the press on 29 November 2010. The annual survey included 6,910 corpora-
tions in 2009, and represents 26.2% of the GVA of the total non-financial corporations sector, while the quarterly survey
comprises 743 corporations that, on average, reported their data to 2010 Q3 and account, in terms of GVA, for 12.8%
of the sector total.
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PROFIT AND LOSS ACCOUNT. YEAR-ON-YEAR CHANGES AND PROFIT RATIOS TABLE 1
Growth rates of the same corporations on the same period a year earlier

DATABASES 2008 2009 _
Number of corporations _ 9,685 6,910 _
Total national coverage _ 31.2% 26.2% _
PROFIT AND LOSS ACCOUNT: I ]
1 VALUE OF OUTPUT (including subsidies) . 1000 0.2 132 | 485 479 109
Of which: ] I
— Net amount of turnover and other operating income _ 1.3 -13.8 _
2 INPUTS (including taxes) . 654 1.2 161 | 461 211 148
Of which: ] I
— Net purchases ez . o8 o194 [225 81 206
— Other operating costs _ 2.2 -6.6 _
S.1 GROSS VALUE ADDED AT FACTOR COST [1 - 2] . 346 2.7 72 | 83 418 44
3 Personnel costs i 99 82 20 48 a5
S.2 GROSS OPERATING PROFIT [S.1 - 3] [T 02 123 | 185 195 97
4 Financial revenue _ 6.8 -17.5 _
5 Financial costs [ 45 140 208 | 816 804 08
6 Net depreciation. impairment and operating provisions _ 7.5 -4.6 _
S.3 ORDINARY NET PROFIT [S.2 + 4 - 5 — 6] [ &9 | 25 97 66 204 69
7 Gains (losses) from disposals and impairment (c) - (b) (b) _

7' As a percentage of GVA (7 / S.1) -6.8 5.6
8 Changes in fair value and other gains (losses) (c) - (b) 1.3 _

8' As a percentage of GVA (8 /S.1) -4.3 -4.9
9 Corporate income tax _ -66.6 55.8 _
S.4 NET PROFIT[S.3+7 + 8-9] -56.8 63.8

S. 4' As a percentage of GVA (5.4 /S.1) - 12.5 23.6 _
PROFIT RATIOS Formulas (d) ]
R.1 Return on investment (before taxes) (8.3 +5.1)/NA 7.6 6.3 _
R.2 Interest on borrowed funds / interest-bearing borrowing 5.1/1BB 5.1 3.5 _
R.3 Ordinary return on equity (before taxes) S33/E 9.9 8.9 _
R.4 ROI - cost of debt (R.1 - R.2) R1-R2 25 28 | 29 18 23

SOURCE: Banco de Espana.

a. All the data in these columns have been calculated as the weighted average of the quarterly data.
b. Rate not significant or not calculable because the relevant figures are of opposite sign.

c. New P&L headings resulting from application of the new General Chart of Accounts

PGC 2007).

d. NA = Net assets (net of non-interest-bearing borrowing; E = Equity; IBB = Interest-Bearing Borrowing; NA = E + IBB. The financial costs in the
numerators of ratios R.1 and R.2 only include the portion of financial costs that is interest on borrowed funds (5.1) and not other financial costs (5.2).
NB: In calculating rates, internal accounting movements have been edited out of items 4, 5 and 7.

In 2009, gross operating profit (GOP) fell sharply, by -12.3%, because the decline in productive
activity was considerably higher than the decrease in personnel costs. By contrast, in 2010
Q1-Q3 GOP benefited from the recovery in activity and the ongoing reduction in personnel
costs, which led it to grow by 9.7%. This trajectory seems to have moderated in Q3 due to the
effect of the trend in GVA.

Financial revenue showed a downward trend both in 2009, when it fell by -17.5%, and in 2010
Q1-Q3, when it decreased by -11.3%. These declines are mainly attributable to the lower divi-
dends from foreign subsidiaries and the decrease in interest received as consideration for
loans. Financial costs also dropped sharply in 2009, by -29.8%, and stabilised in 2010 Q1-Q3,
posting a rate of change of 0.8%. These developments are a result of the strong impact in 2009
of the interest rate falls, in the form of lower financial costs. In 2010, however, this effect petered
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NON-FINANCIAL CORPORATIONS REPORTING TO THE CENTRAL BALANCE CHART 1

SHEET DATA OFFICE
GROSS VALUE ADDED AT FACTOR COST PERSONNEL COSTS
Rate of change Rate of change
10 % CBA/CBQ CBQ 8 % CBA/CBQ CBQ

0
5 \/
2

-10 -4

2005 (a) 2006 (a) 2007 (a) 2008 (@) 2009 (@) 2010 (b) 2005 () 2006 (a) 2007 (@) 2008 (@) 2009 (a) 2010 (b)
EMPLOYMENT AND WAGES GROSS OPERATING PROFIT
Rate of change Rate of change

= PERSONNEL COSTS PER EMPLOYEE
= AVERAGE NUMBER OF EMPLOYEES

6 % CBA/CBQ CcBQ 12 % CBA/CBQ CBQ
4 6
2
0
0
6
2
4 12
18
2005 (a) 2006 (@) 2007 (a) 2008 (a) 2009 (@) 2010 (b) 2005 (@) 2006 (@) 2007 (@) 2008 (@) 2009 (@) 2010 (b)

REPORTING NON-FINANCIAL 2005 2006 2007 2008 2009 2010

CORPORATIONS

Number of corporations CBA 9,123 9,276 9,321 9,635 6,910 —
CcBQ 810 828 845 814 798 743

% of GDP of the sector CBA 32.6 33.5 33.9 31.2 262 —

non-financial corporations CBQ 14.6 14.4 141 138.1 126 12.8

SOURCE: Banco de Espafia.

a. 2005, 2006, 2007, 2008 and 2009 data drawn from corporations reporting to the annual survey (CBA),
and average data of the four quarters of each year in relation to the previous year (CBQ).
b. Average of the first three quarters of 2010 relative to the same period of 2009.

out, which, combined with the slight rise in borrowing by firms, led to financial costs remaining
practically flat during the year. Relative debt levels remained stable in the two periods analysed
and the slight increase in borrowing did not have a significant effect on the 2010 debt level. As
a result of this performance of financial revenue and costs, ONP fell 9.7% in 2009, 2.6% less
than GOP, whereas in 2010 the opposite occurred, when ONP grew 6.9%, 2.8% less than
GOP. Investment fell both in 2009 and in the first three quarters of 2010.

The analysis of profit ratios also shows a mixed result in the two years. Thus, in 2009 the
strong decrease in ONP resulted in a significant deterioration in return on investment and re-
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NON-FINANCIAL CORPORATIONS REPORTING TO THE CENTRAL BALANCE CHART 1

SHEET DATA OFFICE (cont'd)

FINANCIAL COSTS
Rate of change

% CBA/CBQ cBQ
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RETURN ON INVESTMENT (R.1)
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2005 () 2006 (a) 2007 (a) 2008 () 2009 (a) 2010 (b)

REPORTING NON-FINANCIAL
CORPORATIONS

Number of corporations

CBQ
% of GDP of the sector CBA
non-financial corporations CBQ

SOURCE: Banco de Espafia.

CBA 9.123

ORDINARY NET PROFIT
Rate of change

% CBA/CBQ CcBQ
30

S /

-30

2005 (a) 2006 (a) 2007 () 2008 (a) 2009 (a) 2010 (o)

COST OF DEBT (R.2) AND
ROI - COST OF DEBT (R.1-R.2)
Ratios

= COSTOFDEBT (R.2)

=== ROI-COST OF DEBT (R.1-R.2)

CBA/CBQ CBQ

CBQ: Q1-Q3

2005 () 2006 (a) 2007 (a) 2008 () 2009 (a) 2010 (b)

2006 2007 2008 2009 2010

9.276 9.321 9.635 6.910 =

828 845 814 798 743

335 339 312 262 —
14,4 14,1 13,1 12,6 128

a. 2005, 2006, 2007, 2008 and 2009 data drawn from corporations reporting to the annual survey (CBA),
and average data of the four quarters of each year in relation to the previous year (CBQ).
b. Average of the first three quarters of 2010 relative to the same period of 2009.

turn on equity, which fell by approximately 1 pp with respect to their values in 2008, to 6.3%
and 8.9%, respectively. Ordinary profit picked up in 2010, enabling profitability levels to rise
slightly with respect to the same period in 2009. Return on investment stood at 5.5% (0.2 pp
higher than the value recorded to September 2009) and return on equity stood at 7.6%,
slightly more than 0.5 pp higher than the figure posted one year earlier. The ratio R.2, which
measures the cost of borrowing for firms, moved in line with the successive interest rate cuts

in 2009 and declined to 3.5%, 1.5 pp lower than the previous year. In the first three quarters
of 2010, the average cost of borrowing also fell back slightly to 3.2%, down 0.2 pp on the
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ANALYSIS OF THE INDUSTRIAL SECTOR

The information from the Central Balance Sheet Data Office shows
that the industrial sector’s productive activity contracted sharply
during 2009, with a 15.4% decline in GVA, which was offset by the
increase in activity in 2010 Q1-Q3, when GVA rose by 16.7%. This
change in trend occurred against a background of recovery in exter-
nal activity which led to 23.4% growth of industrial sector exports to
September 2010 compared with the decrease of —23.1% posted a
year earlier. However, as also occurred in the total quarterly sample,
analysis of activity in 2010 shows that the expansionary trend of the
first two quarters slowed in Q3. This was extensive to all industrial
sub-sectors, although it was more severe in the manufacture of
transport equipment sub-sector, probably due to the end of the
government assistance for car purchases (Plan 2000E). Personnel
costs decreased very markedly in 2009 (-6.5%) and more smoothly
in 2010 Q1-Q3 (-1.7%), essentially as a result of the decrease in
employment in the industrial sector in recent years. For instance, the

BOX 1

average number of employees declined in this sector by —6.5% in
2009 and by —3.3% to September 2010, as a result of the adjust-
ment processes which have pervaded practically all industrial sub-
sectors. In this setting, average compensation posted moderate
rises, which were practically zero in 2009 and slightly lower than 2%
in 2010 Q1-Q8, in line with the general pattern of lower wage in-
creases, that were also recorded in the total sample. The changes
in productive activity fed through to other ordinary surpluses, with
the result that gross operating profit and ordinary net profit fell
abruptly in 2009, then picked up in 2010 Q1-Q8, and that profit ra-
tios also showed declines and recoveries in the two periods, al-
though these were more contained. Thus, return on investment
stood at 4.2% in 2009, down 3 pp from the previous year, which is
the lowest level in the annual series for the industrial sector since
1998. During 2010 to date, profitability rose to 4.2%, nearly 2 pp
higher than in the same period of the previous year. The ratio which

PERFORMANCE OF THE INDUSTRIAL CORPORATIONS REPORTING TO THE CBSO

GROSS VALUE ADDED AT FACTOR COST
Rate of change

% CBA/CBQ CBQ
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REPORTING INDUSTRIAL
CORPORATIONS

Number of corporations

2005 2006

CBA 2,408 2,397

EMPLOYMENT AND WAGES
Rate of change
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RETURN ON INVESTMENT
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CBA/CBQ CBQ
15
12
9
6
8]
0 g
-3
2005 2006 2007 2008 2009 2010
2007 2008 2009 2010
2,376 2,400 1,749 —

CBQ 820 309 802 294 315 300 288 279,809 299 285 280 284 273 259 246247 243 237 222 226 218 173 —

% of GDP of the sub-sector industrial CBA 27.7 28.5

corporations

SOURCE: Banco de Espafa.

30.2 25.7 219 =

CBQ 19.1 19.6 16.9 17.1 18.5 17.5 16.3 17.4/19.4 19.6 16.6 17.0 16.3 16.1 12.7 8.7 10.8 11.0 11.9 10.3 11.0 123 85 —
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ANALYSIS OF THE INDUSTRIAL SECTOR (cont’d)

measures the cost of debt decreased to 3.6% in 2009, down from
5.1% in the previous year, due to lower interest rates, while the
quarterly data show a very stable performance in 2010 of this ratio
which held at approximately 3.7%. As a result of the foregoing, the
difference between the rate of return and the cost of debt contract-
ed significantly by 1.5 pp in 2009, holding at positive values albeit
very close to zero (0.6). Conversely, due to the increase in profitabil-
ity levels in 2010 Q1-Q8, this difference stood at 0.5 pp, whereas a

BOX 1

year earlier the industrial firms that make up the quarterly sample
had shown a negative value of —1.4. This sums up developments in
Spanish industry in the last two years, during which activity has
gone from contracting sharply in 2009 to partially recovering in
2010. This enabled it to increase its surpluses and rates of return
but not to resume the path of job creation. Furthermore, the data for
Q8 have evidenced a slowdown in the expansionary trend shown
until then.

Activity

same period in 2009. In this setting, the difference between the rate of return and the cost of
debt performed stably and even grew slightly in 2009 and in 2010 Q1-Qg, although for differ-
ent reasons in each of these two periods. In 2009, the difference stood at 2.8 pp, 0.3 pp
higher than the previous year, due to the strong decrease in financial costs, which offset the
fall in returns. In 2010, however, the slight rise in this indicator (2.3 to September 2010 com-
pared with 1.9 in the same period in 2009) is due to a modest increase in returns and a reduc-
tion in the cost of borrowed funds.

Lastly, an analysis of extraordinary gains (losses) in 2009 identifies considerable changes,
which offset the fall in ordinary profit and enabled strong growth in net profit. Specifically, in
2009 impairment decreased significantly with respect to 2008, when substantial unrealised
losses were recorded on share portfolios and, furthermore, the value of inventories of con-
struction and real estate firms fell. Furthermore, in 2009 substantial gains were generated on
the disposal of financial and non-financial assets. As a result of the foregoing, net profit grew
63.8% and recovered approximately 50% of the previous year’s decline due to these extraor-
dinary transactions. As for 2010, the main feature of extraordinary results was the revenue
growth due to gains on certain financial asset sales which, however, did not fully offset the
increase in corporate income tax expense. This item grew on account of the increase in ordi-
nary profit and because certain gains and extraordinary transactions in 2009 were exempt
from corporate income tax. Thus, the changes in net profit in the first three quarters of 2010
were more moderate compared with those in ONP which grew by 5.2%. As a result of the
declines in GVA (the denominator of the ratio) in the two previous years and the partial recovery
of results in 2009 and their slight growth in 2010, net profit amounted to 33% of GVA, 0.2 pp
higher than in the same period of the previous year.

In short, following a strong contraction in 2009, the productive activity of CBQ firms recovered
somewhat in 2010 Q1-Q3. Furthermore, in 2010 they continued to undertake substantial work
force adjustments which have enabled them to cut wage costs, generate surpluses and raise
profit ratios slightly with respect to 2009.

The CBQ database information for the total reporting firms confirms that in the first three quar-
ters of 2010 there was a recovery in productive activity, following the strong downturn in 2009,
when value added fell in all the sectors of activity of the reporting firms. Thus, GVA for 2009
contracted by -7.2%, whereas it grew 4.4% up to 2010 Q3 (see Table 1 and Chart 1). Never-
theless, the quarterly rates of change in GVA for 2010 indicate that the recovery in 2010 Q1-
Q2 moderated in Q3. The reasons for the slowdown in Q3 include the expiry of the govern-
ment measures to support new car purchases (Plan 2000E) and the extent to which last July’s
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VALUE ADDED, EMPLOYEES, PERSONNEL COSTS AND PERSONNEL COSTS PER EMPLOYEE. TABLE 2.A
BREAKDOWN BY SIZE AND MAIN ACTIVITY OF CORPORATIONS
Growth rate of the same corporations on the same period a year earlier

Total

SIZE:
Small
Medium
Large

BREAKDOWN BY ACTIVITY:
Energy

Industry

Wholesale & retail trade and
accommodation & food
service activities

Information and
communication

Other activities

SOURCE: Banco de Espafia.

GROSS VALUE ADDED EMPLOYEES PERSONNEL COSTS
AT FACTOR COST (AVERAGE FOR PERIOD) PERSONNEL COSTS PER EMPLOYEE

cea | cBQ@

a. All the data in these columns have been calculated as the weighted average of the quarterly data.

indirect tax rises may have brought forward household spending decisions in the immediately
preceding period.

The various sectors of activity showed uniform behaviour in both periods, although with a dif-
ferent sign (see Table 2.A). Whereas in 2009 activity declined and GVA fell in all sectors, in
2010 Q1-Qa3 there was a clear improvement in the rates of change of GVA in nearly all sectors,
which returned to positive values, except for information and communication. This sector
posted negative rates in 2010, albeit less so than in the previous year (-4.3% in 2010 Q1-Q83,
compared with -7.8% in the same period of 2009). Notably, the industrial sector underwent
the steepest fall in GVA in 2009 (-15.4%) and, likewise, the sharpest recovery in 2010 Q1-Q3,
with GVA growth of 16.7%, boosted by the greater buoyancy of external activity. The GVA of
firms in the wholesale and retail (hereafter “distributive”) trade and accommodation and food
service activities sector increased by 6.1% in 2010, in contrast with the decrease of -6.4% the
previous year, due to the negative performance of private consumption in 2009. However, the
recovery of this sector slackened considerably in Q3 due to the above-mentioned effect of
consumers bringing forward their spending decisions due to the higher indirect taxes from July
2010. The energy sector switched from declining activity in 2009 (-5.6%) to strong increases
in GVA in 2010 Q1-Q83 (9.3%) as a result of the favourable performance of the electricity, gas
and water sub-sector (in which GVA rose 6.9% during 2010 Q1-Q3) and of the refining sub-
sector, where, against a backdrop of rising crude oil prices, selling prices continued to perform
strongly and, accordingly, GVA rose by 44.3% (see Chart 2). The expansion of the electricity
sector’'s GVA was based on growth in electricity demand (by 3% according to sources of Red
Eléctrica de Espafia) and the lower production costs of electricity generating companies, aided
by the increased use of hydro-electric power stations in comparison with last year. Lastly, the
“other activities” aggregate performed in a similar way to the sample total, with a negative
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Employment and
personnel costs

EMPLOYMENT AND PERSONNEL COSTS TABLE 2.B
Details based on changes in staff levels

TOTAL CBQ %Ocﬁggﬁ\go(gi CORPORATIONS
CORPORATIONS NOT GHANGING) REDUCING
2010Q1-Q3 STAFF LEVELS STAFF LEVELS
Number of corporations 743 348 396
PERSONNEL COSTS:
Initial situation 09 Q1-Q3 (€m) 21,226.3 7,830.8 13,395.5
Rate 10 Q1-Q3/ 09 Q1-Q3 -1.5 i3 -3.2
AVERAGE COMPENSATION:
Initial situation 09 Q1-Q3 (€) 33,557.4 35,955.4 32,401.2
Rate 10 Q1-Q3/ 09 Q1-Q3 0.8 -1.9 2.1
NUMBER OF EMPLOYEES:
Initial situation 09 Q1-Q3 (000s) 631 218 413
Rate 10 Q1-Q3/ 09 Q1-Q3 22 3.4 -5.2
Permanent Initial situation 09 Q1-Q3 (000s) 542 191 351
Rate 10 Q1-Q3/ 09 Q1-Q3 -1.5 2.1 -3.5
Non-permanent  |nitial situation 09 Q1-Q3 (000s) 89 27 62
Rate 10 Q1-Q3/ 09 Q1-Q3 -6.6 12.8 -15.0

SOURCE: Banco de Espafia.

change in GVA in 2009, which contracted by -3.7%, and a subsequent recovery in 2010 to
date, as a result of which this aggregate’s GVA increased by 2.6%.

Finally, Chart 3 analyses the distribution of firms on the basis of the rate of change in their GVA,
irrespective of their size and sector of activity. The main conclusion that can be drawn from this
information is that the recovery in productive activity in 2010 was extensive to most firms.
Thus, in 2010 Q1-Q8 the percentage of firms reporting GVA growth increased significantly to
51.2%, compared with 36.7% in the same period of the previous year. Furthermore, whereas
in 2009 the segment with sharper falls in GVA (greater than 20%) accounted for 36.7% of
firms, in 2010 to date this percentage has improved by 15 pp to 21.7%.

Personnel costs decreased in 2009 and in 2010 Q1-Q3 by -3.2% and -1.5%, respectively,
continuing the downward trend that began in 2008. This performance is a consequence of
lower growth in average compensation and of reductions in the average number of employ-
ees.

Indeed, the employment data evidence the widespread staff reductions which, against a
backdrop of declining productive activity, have affected most firms in the two periods ana-
lysed. Thus, in 2009 the average number of employees dropped by -4.6%, compared with a
slight increase of 0.9% in the previous year, and in the first three quarters of 2010 employ-
ment continued to fall (-2.2%), although slightly more slowly than in the same period of the
previous year, when the quarterly sample posted a decline of -3.6%. These decreases af-
fected all sectors (see Table 2.A), albeit to differing degrees, with the result that in 2009 the
industry and the distributive trade and accommodation and food service activities aggregates
experienced the most severe workforce reductions with rates of change of -6.5% and -5.6%,
respectively. In 2010 to date the industrial sector continues to be the sector with the largest
falls in average workforce (-3.3%), although the pace of job destruction has slowed consider-
ably in comparison with the same period of 2009, when it was twice as high (-7.1%). In terms
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ANALYSIS OF SMALL CORPORATIONS

The information from the Central Balance Sheet Data Office’s annual
database (CBA) and quarterly database (CBQ) analyses larger non-
financial corporations (the best represented firms in the related sam-
ples), however, it does not provide knowledge of the behaviour of
small corporations, which is particularly important in the more seg-
mented sectors of activity (such as the wholesale and retail trade,
accommodation and food service activities, construction and real es-
tate). Therefore, it is appropriate to complete the study performed
using the two above-mentioned databases with another study based
on the accounts lodged by smaller corporations with the Mercantile
Registries. The Central Balance Sheet Data Office, thanks to an alli-
ance with the Mercantile Registries, keeps a third database (CBBE/
RM or CBB) with information on firms that have less than 50 employ-

RESULTS OF SMALL CORPORATIONS

GROSS VALUE ADDED AT FACTOR COST
Rate of change

TOTAL (CBA)
SMALL CORPORATIONS (CBB)

%

BOX2

ees, excluding those firms that report to the CBA in order to avoid
duplication. Accordingly, a large amount of information is available on
slightly less than 500,000 firms for 2008 and on approximately
120,000 firms for 2009. Data are still being received for 2009 (see the
accompanying panel). However, this database has a constraint in
that it is available with a certain time lag vis-a-vis the CBA database

1. The number of firms’ annual accounts available in the CBB at year-end sta-
bilised at more than 600,000. However, for 2008 fewer firms suitable for analy-
sis were available because there was no information for the first year of the
database (2007 in this case). This was when firms prepared their annual ac-
counts in accordance with the new Chart of Accounts (PGC 2007) for the first
time and chose to omit the previous year’s figures for comparison purposes.

FINANCIAL COSTS
Rate of change

TOTAL (CBA)
SMALL CORPORATIONS (CBB)
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EMPLOYMENT PERSONNEL COSTS PER EMPLOYEE
Rate of change Rate of change
TOTAL (CBA) TOTAL (CBA)
SMALL CORPORATIONS (CBB) SMALL CORPORATIONS (CBB)
% %
6 5
3 /\ 4
0 3
3 2
-6 1
9 0
2004 2005 2006 2007 2008 2009 2004 2005 2006 2007 2008 2009
2004 2005 2006 2007 2008 2009
Number of corporations CBA 9,049 9,128 9,276 9,321 9,535 6,910
CBB (a) 442,004 579,866 558,901 604,575 471,663 123,704
% of GDP of the sector non-financial ~ CBA 323 32.6 335 33.9 312 26.2
corporations CBB (a) 16.4 21.7 19.3 20.1 13.6 3.1

SOURCE: Banco de Espania.

a. In the case of the "Employment" and "Personnel costs per employee" panels, the data relate to the sub-set of corporations with consistent

employment figures (70% of the CBB total).
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ANALYSIS OF SMALL CORPORATIONS (cont’d)

and the information it contains is not as detailed. In any event, to-
gether, the two databases (CBA and CBB) provide broad coverage of
the total population of non-financial corporations, which in 2008 rep-
resented nearly 45% of the sector’s total GVA (31.2% in the case of
the CBA and 13.6% in the case of the CBB).

This box analyses the performance of Spanish SMEs based on a
summary of the CBB information. According to the CBB'’s results,
the activity of small Spanish corporations, as a whole, deteriorated
sharply in 2009 by —-12.2%. This was more pronounced than the
deterioration of medium-sized and large corporations as a whole
and thus resulted in a steeper decline than in the previous year when
GVA decreased by —3.2%. This adverse performance, similar to that
of CBA small firms, extended to almost all sectors of activity, but
was particularly pronounced for certain sectors such as construc-
tion, which showed a contraction of —-20.4% in GVA, and manufac-
turing industries, for which GVA fell -16.5%. Noteworthy was the
utilities sector which bucked the trend of widespread declines and
for the second year running showed strong growth of activity. This
prompted its GVA to rise by 53.7% which, in any event, was lower
than its growth rate of 89.1% in 2008. The upswing in this aggre-
gate’s activity is due to a high number of small firms coming into
operation in the renewable energies sub-sector. Personnel costs re-
corded a fall of —=7.9% in 2009, showing a negative rate of change
for the first time in the CBB series. This was attributable to the sharp
adjustment in employment at small corporations which caused a
reduction of —-8.2% in the average number of employees in 2009
and had a strong impact on non-permanent employment which de-

BOX2

creased by —21.5% (nearly twice the figure recorded a year earlier),
although permanent employment also declined notably by —4.1% in
comparison with growth of 3.8% in 2008. The staff reductions per-
vaded almost all sectors of activity, in particular, the construction
and manufacturing sectors, which saw their average workforce de-
crease by -14.3% and -11.1%, respectively. This was consistent
with the strong deterioration of their productive activity. Financial
revenue and costs recorded steep declines in 2009 (of —25.1% and
—-13.5%, respectively) due to the downward trend in interest rates. In
any event, this decrease in financial revenue and costs did not have
a significant influence on the performance of ordinary net profit
which dropped by —-81.2%. Consequently, profitability levels de-
creased significantly, which took the return on equity to 0.6%, al-
most 3 pp below the figure recorded a year earlier. The same down-
ward trend in rates of return was seen in almost all sectors, notably
certain sectors such as accommodation and food service activities
and, once again, manufacturing and construction showed negative
values (the return on equity stood at -6%, —2.7% and —-2.1%, re-
spectively).

In short, there was a severe contraction in 2009 in the activity of the
aggregate of small corporations, which was steeper than the fall re-
corded in the previous year. This triggered a marked decrease in its
generation of profits and rates of return as well as the vigorous de-
struction of permanent and, especially, temporary jobs. This adverse
performance affected most sectors, although construction and man-
ufacturing experienced the sharpest declines in all the areas ana-
lysed.

of type of contract, the staff reductions have affected most strongly the temporary jobs seg-
ment which contracted by -13.2% in 2009 and by -6.6% to September 2010. Permanent
employment also decreased, generally less sharply, although the rate of change of -1.5%
posted in 2010 is slightly worse than that of the previous year, when this type of employment
fell by -0.9%.

The growth rate of average compensation fell. In this respect, the rate of change of 1.5% in
2009 was half the increase a year earlier, and that of 0.8% in 2010 Q1-Q3 was slightly more
than 1 pp lower than the increase recorded in the same period of the previous year. In practi-
cally all sectors except industry, there was a similar trend of stability or containment of average
compensation, although the data for 2010 allow two groups to be distinguished. On the one
hand, the energy, industrial and information and communication sectors posted increases of
approximately 2% in average wage costs to September 2010. On the other, the distributive
trade and accommodation and food service activities aggregate recorded below-average
growth of 0.4% (less than half that for the same period of 2009) and the aggregate comprising
all other activities did not change. The stable compensation of firms in the other activities ag-
gregate basically results from the impact of the downward revision in 2010 of the wages of
certain large firms in the air transport sector. The information in Table 2.B shows the perform-
ance of firms, distinguishing between those which have increased or not changed average
staff levels and those which have destroyed jobs in the period analysed. This table indicates
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PURCHASES AND TURNOVER OF CORPORATIONS REPORTING DATA ON
PURCHASING SOURCES AND SALES DESTINATIONS

Structure and rate of change

Total corporations
Corporations reporting source/destination

Percentage of net Spain
purchases Total abroad
according to source EU countries

Third countries

Percentage of net turnover Spain
according to destination  Tota1 aproad

EU countries

Third countries
Change in net external Industry
demand (exports less Other corporations

imports), rate of change

SOURCE: Banco de Espafa.

CBA

2008
6,910

6,910

64.6
35.4
18.0
17.5

84.4

156.6

10.5
5.1

-138.7
-6.0

2009
6,910

6,910

67.4
32.6
17.2
15.4

84.9
16.1
10.2

4.9

198
39.8

a. All the data in these columns have been calculated as the weighted average of the

quarterly data.

IMPACT OF OIL PRICES ON THE REFINING SECTOR

e REFINING GVA (Rate of change) (a)
s REFINING PRICE INDEX (Rate of change)
e EURO-DENOMINATED OIL PRICE INDEX
s DOLLAR-DENOMINATED OIL PRICE INDEX

% and 2000 = 100
400

300
200

100

CBA/CBQ

-100
2000 2001 2002 2003

SOURCES: Banco de Espana and Ministerio de Industria, Turismo y Comercio (Informe mensual

de precios).

a. 2010 data relate to the CBQ.
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2005

2006

2007

2008

2009

TABLE 3

CHART 2

CBQ (a)

2010
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DISTRIBUTION OF CORPORATIONS BY RATE OF CHANGE IN CHART 3
GVA AT FACTOR COST

2009 Q1-Q3/2008 Q1-Q3
© 2010Q1-Q3/2009 Q1-Q3

%

36.7

=

-20

SOURCE: Banco de Espana.

(-20/0) (0/20) >20

PERSONNEL COSTS AND AVERAGE NUMBER OF EMPLOYEES

Percentage of corporations in specific situations

PERSONNEL COSTS 100 0 100 100 {00 100
Falling 322 562 38 570 574 528
AVERAGE NUMBER OF EMPLOYEES 100 0 100 100 {00 100
Falling 42.0 546 466 628 624 566
Constant or rising 58.0 454 534 872 876 434

SOURCE: Banco de Espafia.

a. Weighted average of the relevant quarters for each column.

Class marks (or intervals) of the rate

TABLE 4

that average compensation in 2010 was contained in both aggregates, although while firms
which cut their average headcount saw wage costs grow by 2.1%, those which increased
their headcount saw these costs fall by 1.9% in 2010 Q1-Q3, due to the lower wage levels
associated with the new hires.

Lastly, the data in Table 4 confirm, firstly, that in 2009 the percentage of firms with staff reduc-
tions increased sharply compared with the previous year (on CBA data this percentage rises
to 54.6%, up 14 pp on the previous year). Additionally, these data show that in 2010 Q1-Q3
the workforce adjustments continued to affect most of the firms in the quarterly sample
(56.6%), although this percentage is somewhat lower than the figure of 62.4% a year earlier. In
line with this, the percentage of firms which reported declines in personnel costs rose in 2009
by more than 25 pp to 58.2% in the annual sample and was slightly lower in 2010 at 52% of
the sample.
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GROSS OPERATING PROFIT, ORDINARY NET PROFIT, RETURN ON INVESTMENT AND

ROI-COST OF DEBT (R.1 -R.2).

TABLE 5

BREAKDOWN BY SIZE AND MAIN ACTIVITY OF CORPORATIONS
Ratios and growth rates of the same corporations on the same period a year earlier

Total

SIZE:
Small
Medium
Large

BREAKDOWN OF ACTIVITIES:
Energy
Industry

Wholesale & retail trade and
accommodation & food service
activities

Information and communication
Other activities

SOURCE: Banco de Espafia.

GROSS OPERATING ORDINARY NET PROFIT ~ RETURN ON INVESTMENT ROI-COST OF DEBT
PROFIT R.1) (R.1-R.2)

CBA|  OBQ@  CBA[  CBQ@  CBA[  CBAM)

<3 I - B - B

186 [-87.2 408 850 49 48 41 60 1606 05 883

0587 446 24 6971 61 58 3387 26 25

492 662 753 () 42 26 23 42 06 A1 14 05

_0'3 - 7.3 - 3'8 -

64 (69408 581 101 61 168 83 210 (285 285 298 1.1 [294 286 251

a. All the data in these columns have been calculated as the weighted average of the quarterly data.
b. Rate not significant or not calculable because the relevant figures are of opposite sign.

Profits, rate of return and
debt

GOP decreased sharply by -12.3% in 2009 as a result of the much larger fall in productive
activity than in personnel costs, whereas in 2010 Q1-QS3 this surplus grew by 9.7% due to the
overall effect of the recovery of activity and the ongoing decrease in personnel costs (see Table 5).
This path seems to have moderated in Q3 due to the behaviour of GVA. For their part, financial
costs fell steeply in 2009 by approximately -30%, in contrast with the period to September
2010 during which they stabilised and posted a change that was even slightly positive (0.8%).
The ratio that measures the interest burden (see Chart 4) shows, in keeping with the perform-
ance of financial costs described above, a sharp decline in 2009 and very stable behaviour in
2010, during which the ratio between interest on borrowed funds and income from ordinary
activities (GOP plus financial revenue) stood at 22.3, down 0.6 pp on the figure for 2009. The
following table shows in greater detail the reasons for the changes in financial costs:

2009/2008 10 Q1-Q3/09 Q1-Q3
Change in financial costs (%) -29.8 0.8
A Interest on borrowed funds -31.2 0.3
1 Due to the cost (interest rate) -31.4 -4.5
2 Due to the amount of interest-bearing debt 0.2 4.8
B Other financial costs 1.4 0.5

As illustrated by the table above, the steep decline in financial costs in 2009 was due solely to
interest rate falls which were progressively reflected in firms’ financial costs, while the change
in debt was non-existent in that period. In 2010 the virtually zero change in financial costs
(+0.8%) is a consequence of slight falls in the cost of borrowing (-4.5%), which offset the effect
of the increase in borrowed funds (4.8%). The ratio E1 (see Chart 4) of interest-bearing bor-
rowing to total liabilities confirms that in 2010 debt levels have held at approximately 49% and
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DEBT RATIOS

E1. INTEREST-BEARING BORROWING /

CHART 4

E2. INTEREST-BEARING BORROWING / GVA (b)

NET ASSETS (a) Ratios
Ratios
TOTAL CBA
TOTAL CBQ
— CBA excluding MGs (c)
CBQ excluding MGs (c)
% CBA/CBQ cBQ % CBA/CBQ cBQ
60 600
500
50
/ 400
300
40
200
30 100
2005 2006 2007 2008 2009 2010 2005 2006 2007 2008 2009 2010
2005 2006 2007 2008 2009 2010
CBA 200.9 243.8 259.9 291.4 309.0
2005 2006 2007 2008 2009 2010 CcBQ 269.6 338.1 374.1 405.4 442.2 459.1
CBA 448 471 474 482 476 CBAexdl. 1760 2089 227.6 2604 2753
MGs
CBQ 46.4 49.0 49.4 48.7 487 49.1 322 et 229.5 283.9 313.1 356.0 399.0 401.3
INTEREST BURDEN
(Interest on borrowed funds) / (GOP + financial revenue)
Rate of change
% CBA/CBQ cBQ
30
25
20
15
10
2001 2002 2003 2004 2005 2006 2007 2008 2009 2010
2001 2002 2003 2004 2005 2006 2007 2008 2009 2010
CBA 16.7 188 14.0 12.0 12.5 15.4 19.7 24.2 20.8
cBQ 17.7 16.7 15.2 13.3 13.0 17.2 21.6 28.7 229 22.3

SOURCE: Banco de Espana.

a. Ratio calculated from final balance sheet figures. Net assets include an adjustment to current

prices.

b. Ratio calculated from final balance sheet figures. Interest-bearing borrowing includes an
adjustment to eliminate intragroup debt (approximation of consolidated debt).
¢. MGs: sample corporations belonging to the main reporting multinational groups. These do not

include the large construction companies.
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STRUCTURE OF REPORTING CORPORATIONS' RETURN ON INVESTMENT AND TABLE 6
ORDINARY RETURN ON EQUITY

CBQ (a)

RETURN ON ORDINARY RETURN
INVESTMENT (R.1) ON EQUITY (R.3)

09Q1-Q3 10Q1-Q3 09Q1-Q3 10Q1-Q3

Number of corporations 811 743 811 743
Percentage of corporations R <=0 33.6 29.7 38.5 34.1
by profitability bracket 0<R<=5 25.1 25.7 17.6 18.1
5<R<=10 15.3 14.9 1.4 11.3
10<R<=15 6.2 7.7 6.1 7.9
15 <R 19.8 22.1 26.4 28.5
MEMORANDUM ITEM: Average return 5.3 1) 7.0 7.6

SOURCE: Banco de Espafa.

a. All the data in these columns have been calculated as the weighted average of the quarterly
data.

there have been no significant changes with respect to the average level in the last five years.
This behaviour coincides with the ongoing sluggish investment by firms in the last two years
according to the accounting data provided by the CBA and CBQ reporting firms. Thus in 2009
the CBA shows a clear decrease in gross fixed capital formation, which posted a rate of
change of -27.2%. This trend continued in 2010 according to the CBQ data, which point to a
fresh decline in the pace of investment, with a rate of change of -14.2% to September 2010.
Finally, the ratio E2 completes the debt analysis. This ratio measures firms’ ability to repay their
debt out of the surpluses obtained from their ordinary activities (GVA). After worsening for
several years (with sharp growth), it moderated its upward trend in 2010 as a result of debt
containment and growth of GVA (the denominator of the ratio), which in this period increased
at a similar rate to that of interest-bearing borrowing (the numerator).

Financial revenue trended downward in 2009 and in 2010 Q1-Q8 with rates of change of
-17.5% and -11.3%, respectively. These declines are the result of lower dividends from foreign
subsidiaries and, above all, the sharp decrease in interest receipts due to the change in inter-
est rates mentioned in relation to financial costs. In 2009, although the overall positive effect of
financial costs and revenue dampened the impact of the fall in GOP, it did not prevent a de-
crease in operating net profit (ONP), which fell by -9.7%. In 2010, however, the decrease in
financial revenue to Q3 had a negative impact and reined in ONP growth slightly to 6.9%,
below that of GOP in the same period (+9.7%). The behaviour of ONP and financial costs (the
sum of which is the numerator of the return on investment ratio) in 2009 caused a sharp fall in
ordinary profits, which in the case of return on investment fell to 6.3% from 7.6% in the previ-
ous year, and reined in the return on equity, which fell by 1 percentage point to 8.9% for 2009.
By contrast, in 2010 Q1-Q3, the recovery of gross and ordinary profit raised profitability levels
slightly with respect to the previous year (see Table 5). Thus return on investment stood at
5.5%, 0.2 pp higher than in 2009, and return on equity rose to 7.6%, slightly more than 0.5 pp
higher than in the previous year. If the various productive sectors are analysed, a slight upward
trend can generally be seen in profit ratios in 2010. For instance, in industry, in distributive
trade and accommodation and food services activities and in information and communication
there are clearer increases in return on investment than in the previous year, while in the other
aggregates this ratio has remained practically stable or experienced small downward varia-
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tions. The ratio that measures the cost of debt, denoted R.2 in Table 1, decreased sharply in
2009 from 5.1% to 3.5% as a result of the pass-through of interest rate falls to firms’ costs
during that year. In the first three quarters of 2010, by contrast, this ratio stabilised at 3.2%,
down 0.2 pp on the same period a year earlier. The heavy fall in financial costs in 2009 offset
the decline in rates of return that year and, consequently, the ratio that measures the difference
between ROI and the cost of debt remained positive and was even slightly higher than in the
previous year (2.8 compared with 2.5 in 2008). In 2010 to date, this difference also remained
positive and slightly higher than in the previous year (2.3 percentage points, compared with
1.9 a year earlier) due, in this case, to the positive contribution of higher profitability levels and
the gentle decline in financial costs.

Finally, the analysis of extraordinary results, the last component in the profit and loss account,
shows their positive effect on net profit in 2009, a period in which the item that reflects asset
impairment deceased sharply. The improvement, i.e. diminution, in this variable arises from the
comparison with 2008, when there were sizeable losses on the financial asset portfolios and
especially on the inventories of certain large construction and real estate firms. Along with this
impairment respite, 2009 saw substantial gains from the sale of assets, mainly of a financial
nature but also some tangible fixed assets, largely as a result of reorganisatios in the electric-
ity sector. Thanks to these extraordinary transactions, net profit rose by 63.8% in 2009, re-
couping half of the previous year’s decline. In 2010 significant gains arose on share sales, al-
though they did not fully offset the strong growth in corporate income tax, which posted a rate
of change of 42% as a result of the increase in ordinary profit and the tax effect of certain ex-
traordinary operations in 2009 which were exempt from corporate income tax. All this meant
that the growth of net profit moderated in relation to that of ONP and posted an increase of
5.2% to September 2010. Finally, if net profit is calculated as a percentage of GVA, it can be
seen that in 2009 the combined effect of the partial recovery of profits and the decline in GVA
raised this percentage to 23.6%. On CBQ data for 2010 Q1-Qg, this percentage stood at
33%, only 0.2 pp higher than the figure of 32.8% which was posted in the same period in the
previous year.

17.11.2010.
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Introduction

The role of the housing
sector in the business
cycle

The residential investment adjustment in Spain: the current situation

The authors of this article are Luis Angel Maza and Juan M.? Pefialosa of the Directorate General Economics, Statistics
and Research.

Residential investment played a key role in the long expansion of the Spanish economy for
more than a decade to 2007 and in the crisis it has undergone in recent years. This variable is
of great importance for analysis of the cycle, in booms and busts alike, for several reasons: its
spillover effects on various productive branches; its impact on the prices of the main asset
making up household wealth; and its influence on the shape of household and corporate finan-
cial flows, given the high level of leverage residential construction entails.

This article aims to review the current situation of the housing investment adjustment in Spain,
following the sharp turnaround seen in recent years in real estate activity and prices. To do this
if first examines the role residential investment has played in output since the start of the last
expansion, from the standpoint of both supply and demand, and the main channels of trans-
mission through which it affects other productive branches and also agents’ spending deci-
sions. Next, a more detailed analysis follows of the trajectory of the housing investment adjust-
ment since 2007, and recent developments in real estate prices are set out. Finally, a general
assessment is made of the state of the adjustment and of the outlook for this investment com-
ponent. While this process has undoubted effects on financing flows in the economy and on
financial stability, these matters will remain outside the scope of analysis of this article.

In the recent period, the role of the housing market in cyclical developments in the Spanish
economy has clearly been significant. Real investment in housing increased sharply in the ex-
pansion, more than doubling between 1998 and 2007, and it has since fallen abruptly, ac-
counting in 2010 Q3 for scarcely half its level in 2007. As analysed in various papers, housing
investment habitually shows a very marked cyclical profile, intensely affecting changes in GDP,
of which it is occasionally a leading indicator [see Leamer (2007) for the case of the United
States, and Alvarez and Cabrero (2010) for Spain]. However, it is no easy task to quantify the
influence that residential investment may have exerted on the course of economic activity, ow-
ing to its multiple interactions with other areas of the economy and to the fact that its trajec-
tory induces significant effects on other variables.

A starting point to measure such effects is to record the direct impact on activity that arises
from changes in residential investment, through calculating its contributions to GDP growth.
Under this approach, housing investment — which is a component of demand — contributed
around 0.5 pp on average to annual GDP growth in the 1998-2007 period, which accounts for
around 15% of the total increase in output in this expansionary phase. In the subsequent ad-
justment stage, the contraction in investment was faster and its negative contribution to GDP
growth most significant, since it subtracted 1 pp in 2008, 2 pp in 2009 and, probably, around
1 pp in 2010. As a result, this decline represents a similar amount to the overall cumulative
decline in GDP in this period (see Chart 1). If, in cumulative terms, the increase in housing in-
vestment contributed 5 pp to GDP growth in the decade from 1998 to 2007, this cumulative
contribution fell to 1 pp over the period from 1998 to 2010.

An alternative for proxying the effects of changes in residential construction on activity would
be to attempt to evaluate its direct impact on GDP from the supply standpoint, under the Na-
tional Accounts framework. But the information available in this connection is limited. First, the
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IMPACT OF INVESTMENT IN HOUSING (CONTRIBUTIONS TO GDP) CHART 1

CONTRIBUTIONS TO ANNUAL GDP GROWTH CONTRIBUTION TO CUMULATIVE GDP GROWTH
HEUSING SINCE 1998
NATIONAL DEMAND, EXCL. HOUSING
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SOURCES: INE and Banco de Espana.

supply-side data refer to the value added of construction as a whole, without distinguishing
between housing and other construction. Further, even if this distinction were made, it should
be borne in mind that the concept of value added excludes inputs, which may be recorded
under other branches (e.g. in industry, inasmuch as industrial inputs, such as cement and
other materials, have been used in construction), whereby the measurement of the contribu-
tion of housing to output on the supply side would be biased downwards.

The input-output tables are a potential tool for proxying these spillover effects of residential in-
vestment on other productive branches.! On the basis of the 2005 National Accounts input-
output tables, a simple exercise has been performed simulating the effects that would arise from
the observed trajectory of housing investment in the 1998-2010 period. The results obtained
suggest that the cumulative increase in residential investment from 1998 to 2007 would have
contributed around 8 pp to total output growth? (including inputs), with a contribution from the
construction sector of more than 5 pp, while the spillover effect on other branches, as a result of
the supply of inputs for the real estate sector, would involve a contribution of 1.5 pp from indus-
try and of 1 pp from services (see Chart 2). A similar analysis may be applied to employment. This
has it that the increase in the production of housing allowed for economy-wide growth in em-
ployment of around 1.3 million people, accounting for 25% of the rise in employment in this pe-
riod. Of this latter figure approximately 900,000 would have been concentrated in construction
jobs, and the rest (400,000) distributed in equal proportions between industry and services.

Apart from these more accounting-based approximations, an evaluation can also be made of
the macroeconomic implications of the adjustment process observed in housing investment.
Here, an econometric model that takes into account the various transmission channels is of use.
In particular, in the Spanish case, the effect of the decline in investment on employment in this

1. Despite the large-scale simplifications of an input-output model-based approach, which derive from the underlying
assumptions made (the stability of the technical coefficients, the linearity of the relationships, the absence of changes
induced by variations in relative prices, etc.), the symmetrical input-output tables contain worthwhile elements for the
quantification and hierarchisation of specific disaggregated impacts in the area of the branches of activity. 2. An output
concept such as that which GDP represents cannot be derived from the input-output tables; rather, a broader concept
of total output is derived, in which the inputs that all branches draw from other branches feature. Accordingly, these es-
timates cannot be compared with those made in terms of GDP.
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The trajectory of the
housing investment
adjustment

IMPACT OF INVESTMENT IN HOUSING ON BRANCHES CHART 2
OF ACTIVITY (OUTPUT AND EMPLOYMENT)
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SOURCES: INE and Banco de Espana.

sector and its induced impact on employment in other branches have had very negative conse-
quences for household demand and for income expectations, which have tended to heighten
the scale of the adjustment in spending and in activity. These second-round effects have proven
particularly significant in Spain, given the relatively high level that housing investment as a pro-
portion of GDP and employment in this productive branch had come to account for. Moreover,
a significant factor in the analysis of the influence of the residential market on the business cycle
is the trajectory of house prices and their impact on private consumption, via the so-called
“wealth effects”. These effects are substantial in Spain’s case, though less significant than in the
Anglo-Saxon countries, such as the United States and the United Kingdom. There, households
habitually take advantage of rises in house prices, using the greater value of their collateral to
extend their mortgage loans and finance thereby greater consumption, a practice that is rela-
tively infrequent in Spain. If, so as to take into account these and other complementary channels,
the impact of the adjustment is simulated through the Banco de Espafa Quarterly Macroeco-
nomic Model (MTBE), it is estimated that the fall in housing investment would account for a
sharper cumulative decline in GDP than that estimated using the purely accounting approach
presented earlier on the demand side [see Banco de Espana (2010)]. This estimate does not
incorporate the foreseeable effects linked to the sectoral reallocation of the productive resources
in construction that will probably take place mostly over the same period.

As discussed in the previous section, the housing investment adjustment has proven particu-
larly sharp in recent years. Compared with its peak, the cumulative decline in residential invest-
ment amounted to 45% in 2010 Q3, against 13% at the bottom of the crisis in the early 1990s
(see Chart 3). This difference is essentially due to the fact that in the expansionary cycle in the
second half of the 1980s, supply did not respond on the same scale as in the recent boom
[see Artola and Montesinos (2006)]: the peak for housing starts in that cycle was 300,000
(observed in 1989), compared with 750,000 starts in 2007, which has meant that the collapse
in the construction of new houses has had a much more significant effect on the current cycle.
The outcome of this strong expansion was that housing investment came to account in Spain
for a high percentage of GDP. This figure stood at 9.5% of GDP in nominal terms in 2007,
higher than that of other economies undergoing an intense real estate boom, such as the
United States and the United Kingdom, but less marked than that in others such as Ireland
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(see Chart 4).% Further to the subsequent adjustment, the weight of housing investment in
GDP in Spain was close to 4% in 2010, thus below the level recorded in the previous cycle,
and also below what this investment component accounts for in the euro area.

To characterise the current phase of the real estate market adjustment and to plot its potential
course, various indicators must be consulted. But, previously, a clarification is perhaps needed
to analyse this adjustment: in National Accounts, housing investment reflects more a supply-
side than a demand-side concept, since all built houses, irrespective of whether they are fi-
nally sold, are included in residential investment as featured in these accounts.* Hence, Na-
tional Accounts reflect under residential investment an estimate of the houses that have been
completed in each quarter. One simple means of approximating this item is to observe the
difference between the number of housing starts and completed houses: when more houses
are started than are completed, the number of houses under construction increases and, with
it, the scale of residential investment (and vice versa).® As Chart 4 shows, in recent quarters
the difference between the number of housing starts and completions is gradually becoming
less significant; accordingly, if the pace of housing starts were to hold at its current level, the
rate of construction of new houses and, along with this, that of residential investment might
stabilise over the course of 2011.

Consideration must also be given in the analysis of housing investment to the fact that real
estate supply has singular features, with fairly prolonged maturity periods, given the need for
prior land development, the requirements of medium-term urban planning and, finally, once
the projects have been approved, a long lead-time, which on average stands at between 18
months and two years. These characteristics mean that the supply of housing can only re-
spond with some lag to changes in demand. Thus, sharp changes in the demand for housing
will only gradually affect investment as reflected in National Accounts, since the latter will only
show how these changes in demand will influence new housing starts® and, in short, construc-
tion dynamics in the following quarters.

In the recent adjustment phase, the consequences of the natural lag in the supply response to
changes in demand have been clearly apparent. Although housing starts began to fall back in
the face of the first signs in early 2007 of some slowdown in the demand for housing, numerous
projects started two years earlier were completed in this period. And adding to these, especially
in 2008, were those begun when the market was still looking very buoyant (see Chart 5). This
mismatch between the lower demand for new housing and the still-high completion of projects
undertaken during the boom period led, therefore, to a sharp build-up in unsold new housing.

Estimating the trajectory and the number of new unsold houses is not straightforward; among
other reasons, because the information on housing supply and demand in Spain is drawn from
different statistical sources, based on different methodologies, which means that any compari-
son should be viewed with great caution. The estimate set out here is based on an indirect
approach, which uses the available statistics on administrative records relating to housing sup-
ply and demand. In the case of supply, the number of completed houses is approximated using
building completion certificates, published by the Spanish Ministry of Development, while on

3. See Marqués et al. (2010) and, for a broad overview of housing markets and of their macroeconomic implications in
the main European countries, De Bandt et al. (2010). 4. Completed but unsold houses do not therefore feature under
inventories in these accounts, but under residential investment itself. 5. The National Accounts estimates are more
complex, since the rate at which investment is committed may differ in the different phases of the construction process.
Moreover, included under housing investment is renovation work, which is not analysed here but which may account for
around 20% of residential investment. 6. But, for instance, it cannot be ruled out that a sharp reduction in demand may
lead certain projects already under way to grind to a halt, especially if they are at an incipient stage.
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THE RESIDENTIAL INVESTMENT ADJUSTMENT. CHART 3
COMPARISON BETWEEN CYCLES
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SOURCES: INE, Ministerio de Fomento and Banco de Espafia.

RESIDENTIAL INVESTMENT AND HOUSING SUPPLY CHART 4
INVESTMENT IN HOUSING HOUSING SUPPLY (FOUR-QUARTER
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IRELAND
SPAIN
s UNITED STATES s HOUSING STARTS
UNITED KINGDOM HOUSING COMPLETIONS
% of GDP Thousands
16 800
14 700
12 600
500
10
400
8
300
g 200
4 100 Veaks
2 0
98 99 00 01 02 03 04 05 06 07 08 09 10 04 05 06 07 08 09 10 11

SOURCES: AMECO, Datastream, Ministerio de Fomento, INE and Banco de Espanfa.

the demand side, the number of new-house transactions is estimated through notarial records
on property transfers. Even during the boom years, these two statistics show different levels
(with a greater level of supply than of demand), whereby the present estimates of the stock of
unsold housing have been made by accumulating, since end-2003, the differences between
the volume of finished housing and the number of new-house transactions, meaning that it is
assumed that this stock was relatively insubstantial in 2003, which appears to be reasonable.

A further factor for consideration in this estimate is that a portion of the housing is constructed
under a “build-it-yourself” regime, in which case the execution of the sale/purchase by means
of public deed is not obligatory. This means that there is a certain number of housing units,
ranging between 70,000 and 80,000 per year, which might feature in the statistic covering
building completion certificates, but not in sale and purchase figures, which are drawn from
notarial records. Although there is information on these “build-it-yourself” houses, it cannot be
known to what extent owners public-deed the transaction or not. Accordingly, in the estimate
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THE ADJUSTMENT IN THE HOUSING MARKET IN SPAIN CHART 5
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presented here, what are shown are bands depicting the possible scale of the stock of unsold
housing, depending on whether it is considered that all houses constructed under the “build-
it-yourself” regime were public-deeded (in which case the total number of houses built under
this regime would have to be added to property transfers).

Under these assumptions, it is estimated that the stock of unsold housing expanded sharply
in recent years, especially until late 2009. This is because although building completion certifi-
cates moved on a declining trend from 2008, so too did the demand for housing and with a
lower level. In contrast, it is estimated that the stock of unsold housing has tended to stabilise
in 2010, with some oscillations in the demand for new houses, especially in Q2 and Q3, which
might be linked to the bringing forward of purchases to Q2 owing to the VAT rise in July this
year. It was estimated this stock was standing at between 700,000 and 1.1 million housing
units in 2010 QB, accounting for between 2.8% and 4.6% of the estimated stock of housing
in Spain (see Chart 6).” Over the coming months a strong decline in completed housing is
expected (corresponding to fewer housing starts in 2008 and 2009, following the outbreak of
the crisis). As a result, if demand were to stabilise (it may even increase in the closing months
of 2010 owing to the elimination of the personal income tax house purchase relief for incomes
above a certain threshold, with effect from 1 January 2011), the stock of unsold housing would
gradually be absorbed.

It is not possible to estimate with accuracy what are principal or second dwellings in this stock
of unsold housing, just as it cannot be known exactly what the breakdown between these two
types is.® In any event, the regional and provincial data offer some idea of the relative signifi-
cance of second homes, insofar as these are more abundant in the coastal provinces.

In fact, an estimate of the regional stock of unsold housing can be made on the basis of infor-
mation providing such a breakdown. In this instance, the stocks of unsold housing above the

7. The former Ministry of Housing released in May 2010 an estimate of the stock of unsold housing in 2009 which is
similar to the lower point of the range estimated in accordance with this methodology. 8. The latest direct estimate of
their numbers is taken from the 2001 housing census, which showed that there were 3.4 million second dwellings (ac-
counting for 16% of the total) and 3 million empty houses (15% of the total). The bulk of the housing subject to the
census consisted of principal dwellings (14 million, 68% of the total stock of housing, which amounted to almost 21 mil-
lion units that year).
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Recent developments in
house prices

THE STOCK OF UNSOLD HOUSING CHART 6
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SOURCES: Ministerio de Fomento and Banco de Espana.

a. The figures shown relate to the lower point of the estimated range of unsold housing.

national average, in terms of the existing stock of housing, can be seen to be concentrated in
certain regions in which, presumably, the weight of second homes is high. This is consistent
with the signs that the real estate boom substantially expanded this housing segment and also
with the fact that the demand for second homes has possibly fallen back more significantly in
the crisis (see Chart 7).

The presence of this sizeable stock of unsold housing is obviously a constraint on the speed
of recovery of residential investment, insofar as a portion of the new demand will not have to
be met through the construction of new property, but rather through the sale of housing that
has already been built. Yet it should not be forgotten that there is no one, single housing mar-
ket in Spain; rather, there are many local markets. Hence, situations of excess supply in some
markets (whether provincial markets or, for example, coastal housing markets) may coincide
with other situations involving unmet demand. This means it is not necessary for the stock of
unsold housing to disappear completely in order for residential investment to grow again. By
way of illustration, Chart 7 shows that in Spain there are regions accounting for around 40%
of the country’s total population that have a stock of unsold housing below 2% of the total
stock of housing, which might be considered to be a level not far off the frictional mismatch
that would always exist in this market.®

The rate of absorption of the housing overhang will depend on the buoyancy of demand, which, in
turn, is influenced by numerous factors. These include financial conditions, the macroeconomic
outlook and household income-growth and employment prospects, demographic movements and
expectations regarding property price adjustment. In particular, affordability is a key factor that will
affect residential demand in the future and which depends, as well as on some of the aforemen-
tioned factors, on the course of house prices, which are examined in detalil in the following section.

During real estate booms, residential investment expands and, habitually, house prices rise
strongly, given the short-term rigidity of supply in responding to these increases in demand, as

9. In this chart, the figures depicted correspond to the lower point of the estimated range of unsold housing, i.e. to the
assumption that housing under the “build-it-yourself” regime have not been public-deeded.
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ESTIMATE OF STOCK OF UNSOLD HOUSING. CHART 7
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discussed in the previous section. For this same reason, in adjustment phases a stock of un-
sold housing tends to emerge, which exerts pressure on property prices. Further, in some
countries such as Spain, prices show a degree of downward stickiness in these adjustment
phases, insofar as certain owners prefer to defer the sale of their houses (or opt to rent them
out instead) before accepting a drop in prices, which prompts asymmetrical behaviour of
residential prices.

In Spain’s case, house prices began to slow in 2005, but a fall in their levels only began to be
seen in 2008. On information from the Ministry of Development, based on appraisal values, the
cumulative decline in prices in real terms was 16% from 2007 to 2010 Q3 (-12.8% in nominal
terms). In recent quarters the rate of decline of prices has eased, with milder quarter-on-
quarter falls which, in part, could be due to the momentum of demand arising from the above-
mentioned tax changes and from the improvement in the affordability indicators as a result of
lower interest rates.

This adjustment is similar when house prices are assessed using the data drawn from notarial
transactions, as INE does in its house price index (IPV). In this case, the adjustment in real
terms to Q8 was 17%, with a significant difference in the adjustment of new (-10%) as op-
posed to second-hand (-22%) house prices. It should also be noted that the real cumulative
adjustment of house prices from 2007 to 2010 is similar to that which took place in the first
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Outlook and conclusions

years following the recession in the early 1990s. In that cycle, the real-terms decline in prices
continued for two years more (see Chart 8).

This average adjustment masks substantial differences in terms of the type of housing, its
geographical or in-town location, etc. Second-hand house prices too have adjusted to a
greater extent than new housing. Also, the price adjustment in the second-home market (such
as the coastal regions) has been greater than that in the provincial-capital markets, where
habitual dwellings are concentrated. Even within the same city, house prices in the outlying
districts have been seen to have fallen more than in the centre.

In the provincial data, some divergences are discernible in the degree of adjustment of house
prices from their maximum levels (see Chart 9). While some Mediterranean coastal provinces
or provinces bordering the Madrid region have posted nominal-terms price declines of close
to 20% from their peak, in other areas, in contrast, the cuts have been very small or even non-
existent, in contrast to the national average fall of 12.8%. Perhaps one of the factors that has
influenced the differing behaviour of house prices across Spanish provinces relates to the
downward pressure exerted by the stock of unsold housing that has built up in the most recent
period (see Chart 10). It can also be seen that this stock is inversely related to housing starts
in recent years.

This article has reviewed the adjustment of residential investment and of house prices in recent
years. If this real estate adjustment is analysed in terms of its impact on residential investment,
the demand for housing or employment in the sector, it could be said that the bulk of the ad-
justment process is already over. The decline in these variables has been most sharp and swift:
residential investment has dipped from accounting for 9.5% of GDP in 2007 to 4.5% in 2010
Q3, below the former low; housing starts in 2010 will probably be only one-sixth of starts
scarcely three years earlier; the demand for housing represents only half of that observed in
2007. Although there are no data on employment in the housing sector, the strong decline in
employment in construction (one million fewer workers since 2007) is probably concentrated
in this sector. In all these cases, the latest developments suggest that these variables are close
to stabilising, if they have not done so already.

However, in its wake this adjustment has left a high level of unsold housing, which weighs
on the recovery in residential investment. In this respect, housing starts — the basic com-
ponent of residential investment — might in the near future be on a rather limited scale,
below the low reached in the recession in the early 1990s: in the 12 months to 2010 Q3,
there have been only 137,000 housing starts, with a fairly stable profile that is consistent
with the existing overhang and with the sluggishness of economic activity. While this figure
might increase in the coming quarters, it does not seem likely that it will rapidly become
more dynamic.

In light of the experience of past cycles, of other countries and of changes in the affordabil-
ity indicators, which continue to suggest that house prices absorb an excessively high
portion of household disposable income, the adjustment of house prices might continue.
As earlier discussed, certain tax factors may have softened the adjustment of prices in
2010. But into 2011, it seems likely that prices will continue easing, meaning that the finan-
cial effort needed to purchase a house will not increase as the tax relief for higher-earning
taxpayers disappears. In this respect certain regulatory changes, such as the greater tax
neutrality between decisions to rent or buy, should tend to moderate house prices. At the
same time, the very difficulties some owners encounter in selling their houses and the
regulatory changes to provide greater legal security to rental contracts might encourage
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THE ADJUSTMENT OF HOUSE PRICES CHART 8

HOUSE PRICES IN REAL TERMS COMPARISON OF CURRENT AND PREVIOUS PRICE
CYCLES
TOTAL 2007
s NEW 1991
SECOND-HAND — 1079
Peak of each series = 100 Peak of each series = 100
105 120
115
ey 110
95 106
100
90 95
90
85 85
80 80
75
75 70
2004 2005 2006 2007 2008 2009 2010 0O 1 2 3 4 5 6 7 8 9 10
Years after the peak

SOURCES: Ministerio de Fomento, INE and Banco de Espafia.

PROVINCIAL BREAKDOWN OF ADJUSTMENT OF HOUSE PRICES CHART 9
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STOCK OF UNSOLD HOUSING, PRICES AND ACTIVITY CHART 10
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more owners to rent out their houses, increasing the existing supply and providing ready
access by more households to residential services through this means, which does not
require debt.

Evidently, the future trajectory of the adjustment will hinge essentially on the ensuing demand
for housing. The potential demand for housing depends on various factors. Some, such as
demographics, will not exert as expansionary an effect as they did in the boom period in light
of the forecasts recently released by INE. These estimate a stabilisation of the population in
the coming decade, with a positive but small contribution of migratory flows. All told, the trend
observed during the expansion towards smaller household size, which came to a halt in the
crisis, might be renewed, which would boost demand. In this respect, the high proportion of
Spanish youths who live in the family home compared with those in other countries™ sug-
gests that, if income prospects improve and house prices ease, pent-up demand might
emerge. Nor can it be ruled out that in this adjustment period some level of demand may have
held back awaiting a greater adjustment in prices, whereby a fall in prices might encourage
new purchases.

All these factors indicate that we will witness a gradual absorption of the supply overhang that has
built up. This will be slow, meaning that residential investment will not contribute to the expansion
of economic activity in the near future, but it might progressively become more dynamic as prices
adjust and economic prospects improve. It is also important to note that, set against these gen-
eral features of the process at the national level, regional and provincial differences might be seen,
in that certain key variables of this process (e.g. the supply overhang) differ substantially in local
housing markets, meaning that this situation of slow improvement might run alongside a degree
of buoyancy in some areas and more persistent sluggishness in others.

20.12.2010.

10. See Becker et al. (2010).
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HOLDINGS OF LIQUID ASSETS, FIRM SIZE AND ACCESS TO EXTERNAL FINANCING:
AN ANALYSIS FOR THE EURO AREA



Introduction

Review of the literature

Holdings of liquid assets, firm size and access to external financing:
an analysis for the euro area

The author of this article is Carmen Martinez-Carrascal of the Directorate General Economics, Statistics and Research.’

Firms hold liquid financial instruments in spite of their opportunity cost (they yield a lower return
than alternative uses of the funds), for two basic reasons. First, to be able to make regular pay-
ments in the course of their ordinary business without having to liquidate other assets, so saving
on transaction costs. Second, to cover themselves against the risk of an unexpected liquidity
shortage, connected with unforeseen changes in cash flow, or of not being able to exploit new
investment opportunities sufficiently quickly owing to a lack of funds. This saving with a precau-
tionary motive will generally be more relevant for firms that have limited access to external financ-
ing, since other firms will be able to obtain the necessary funds on the capital markets.

Given that the availability of external funds can affect firms’ decisions to invest in liquid assets,
studying such decisions may help to determine whether the business sector is affected by
external financing constraints and whether these affect some segments of the sector more
than others.

Against this background, this article analyses whether the relationship between liquidity ratios
and their determinants (especially those linked to saving with a precautionary motive) differs
according to the size of the firm, since this is a characteristic that, a priori, may be expected to
affect the availability of external funds. In principle one would expect the access to external
financing of SMEs to be more limited than that of large firms, insofar as information asym-
metries between lenders and borrowers may be more significant in the case of the former. The
study is based on a sample of firms from various countries that operated in the euro area dur-
ing the period 1998-2005.

The article is structured as follows. The second section briefly describes the historical evidence
available in this area at the international level, the third section sets out the results of the study,
and the fourth section summarises the main conclusions.

Most empirical papers which analyse firms’ decisions on investment in liquid assets in order to
identify possible financial constraints for certain groups of firms have used US firm data. These
studies generally investigate the response of firms’ liquidity ratios (i.e. the proportion of hold-
ings of cash and cash equivalents in the balance sheet) to cash flow and its variability. If the
access of firms to capital markets were perfect, their holdings of liquid assets should not depend
on investment opportunities or on cash flow, or on the variability of the latter (which would be a
sign of the existence of saving with a precautionary motive). If, instead, firms anticipate restrictions
in the availability of financing, they will hold a larger amount of liquidity on their balance sheets
to be able to cover their possible future needs. As it is not possible to identify which agents
face constraints in their access to funds, these studies classify firms a priori in accordance with
different criteria that may be related to the existence of such constraints: the size of the busi-
ness, the absence of a credit rating and the dividends paid (a smaller volume of the latter may
be a sign of less availability of financing).

1. This article summarises the main conclusions of the paper “Cash holdings, firm size and access to external finance.
Evidence for the euro area”, Documentos de Trabajo No 1034, Banco de Espana, 2010. The data used were provided
by the European Central Bank while the author was on a temporary assignment to this institution to carry out a project,
which gave rise to the paper summarised here.
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Descriptive evidence
and econometrics

The results obtained using US firm samples point to the existence of differences in liquid asset
holding policies that seem to be linked to differences in the degree of access to external funds.
Thus, smaller firms, those without a credit rating and those that pay lower dividends (a priori,
those most likely to be affected by financial constraints) tend to have higher liquidity ratios
when their cash flows are more volatile and larger, something that is not observed for other
firms.?

The only study of this kind for the euro area is that by Pal and Ferrando (2010), which focuses
on the relationship between liquidity ratios and cash flow (without studying the link between
the former and the volatility of the latter) for different business groups, which are categorised,
as in previous studies, on the basis of firm size and, alternatively, according to whether or not
they are listed. Their results, however, differ from those obtained for the United States. They
find that holdings of cash (and equivalent instruments) respond positively to cash flow for all
firms, this response being stronger among those that, according to the hypotheses described
above, should face fewer credit constraints.

The analysis here is based on a sample of euro area firms drawn from Bureau van Dijk’s AMA-
DEUS database, during the period 1998-2005. There are 500,000 observations, correspond-
ing to 85,000 firms, of which 82% are small, 14% medium-sized and 4% large.® The variable
of interest, as in previous studies in this field, is the liquidity ratio, which is defined as the ratio
between cash and cash equivalents and total assets. In particular, the study considers the
distribution of this variable within the sector and its relationship with a broader set of variables
than in previous studies: the level and volatility of cash flow, the difference between the interest
rate on bank loans to firms and that associated with M3* (as a proxy for the opportunity cost
of holding liquid assets), the level of indebtedness (which increases the opportunity cost of
liquid instruments) and the proportion of total assets represented by other short-term instru-
ments (which are the closest substitutes) and by tangible assets (which can be used as security
and, therefore, facilitate the availability of external finance).

Panel 1 of Chart 1 shows the 25th, 50th and 75th percentiles of the liquidity ratio distribution
for small, medium-sized and large firms. For each group and year, the 50th percentile can be
considered illustrative of the situation of the typical firm, whereas the lower percentiles reflect
that of firms with a smaller proportion of liquid funds on their balance sheets. As the chart
shows, the values of this indicator are much higher for smaller firms. For example, for a repre-
sentative small firm, its value is, on average, 2.5 times higher than that of a representative large
firm.

The other panels of Chart 1 show the link, for each firm size, between the liquidity ratio and the
different variables to which it is related. For example, Panel 2 shows the average value of this
indicator for firms belonging to the highest, middle and lowest decile of the cash flow distribu-
tion (normalised by total assets). The first and last of these groups include the 10% of firms
with the highest and lowest cash flow, respectively, for each year and size category. There is a
positive relationship between these two variables, which is particularly marked in smaller firms.

2. See Almeida, Campello and Weisbach (2004) and Han and Qiu (2007). As indicated by Almeida, Campello and
Weisbach (2009), the positive response of the liquidity ratio to cash flow in the case of firms with limited access to exter-
nal funds would cease to exist if the possibility of investing in liquid instruments other than cash were introduced. For their
part, Acharya, Almeida and Campello (2007) find that the relationship between these two variables depends on the cor-
relation between the future cash flow and investment opportunities (if it is low, firms with restricted access to financing
will tend to accumulate more liquid assets when they obtain larger cash flows). 3. The size of a firm has been defined
in accordance with the criterion adopted by the European Commission, which takes into account the number of employ-
ees, the volume of assets and the volume of sales. 4. M3 includes cash in circulation in the euro area, bank deposits
and other similar financial instruments.
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LIQUIDITY RATIO: DISTRIBUTION AND RELATIONSHIP WITH OTHER VARIABLES CHART 1
BREAKDOWN BY FIRM SIZE
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SOURCES: AMADEUS and Banco de Espana.

a. p25, p50 and p75 denote, respectively, the average of the 25th, 50th and 75th percentiles of
the liquidity ratio distribution for the period 1996-2005.

b. Average, for the period 1998-2005, of the median liquidity ratio for firms with the following levels
of the relevant variable: high (above the 90th percentile of the distribution), medium (includes those
firms for which the ratio is between the 45th and 55th percentiles) and low (comprises the 10% of
the sample each year with the lowest level of this indicator).
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DETERMINANTS OF THE CORPORATE LIQUIDITY RATIO. ECONOMETRIC RESULTS (a) TABLE 1
Difference in
LARGE FIRMS MEDIUM-SIZED SMALL FIRMS coefhaentslz small vs
FIRMS large firms
Coefficient Coefficient Coefficient

Liquidity in the previous period 0.624** 0.570** 0.809*** i

Liquidity lagged by two periods 0.087*** 0.188** 0.03 Not significant
Cash flow/total assets 0.082* 0.183*** 0.235*** =
Difference in return (b) -0.844* -0.455 -0.375 **

Cash flow volatility; (%) 0.07 0.18 0.305*** *

Other liquid assets/total assets -0.069* -0.041* -0.01 *

Tangible assets/total assets 0.01 -0.049* -0.046™* >
Indebtedness -0.01 -0.01 -0.013* Not significant
Number of firms 3,382 11,255 69,459

Number of observations 21,477 71,853 421,200

SOURCES: AMADEUS and Banco de Espafia.

(). *, ™, ™ indicates that the coefficient is significant for a confidence level of 90%, 95% and 99% respectively.
(b) Difference between the interest rate on bank loans to firms and that associated with the monetary aggregrate M3.

The econometric results point in this same direction. Thus, Table 1, which gives the coeffi-
cients obtained when estimating an equation for the proportion of liquid instruments on the
balance sheet as a function of their determinants, shows that the coefficient associated with
cash flow is much higher (nearly three times as high) in small firms than in large firms, this dif-
ference being statistically significant (see the last column of the table).

Panel 3 of Chart 1 shows the median liquidity ratio for different groups of firms as a func-
tion of cash flow volatility, which is used here as a proxy for the risk of adverse shocks to
firms’ income flows. This descriptive evidence does not seem to indicate a positive link
between these two variables. However, econometric analysis shows that, when we con-
trol for the other determinants, this relationship does become apparent, although it is only
significant in smaller firms (see Table 1). Specifically, in the latter, an increase of one stand-
ard deviation in this variable is associated with a rise of 0.8 percentage points in the liquid-
ity ratio (9.5% of the average value). This result, which is in line with that reported by Han
and Qui (2007) for the United States, might suggest that access to external finance is
more limited for smaller firms, which would lead them to hold more liquid assets on their
balance sheets as the likelihood of a fall in income increases, despite the opportunity cost
involved.

Further, Panel 4 of the chart shows a negative relationship between the proportion of liquid
instruments and that of tangible assets on the balance sheet. The econometric results also
point in the same direction in the case of small and medium-sized firms, but not in the case of
large firms, for which there is no clear link between these variables (see Table 1). This may indi-
cate that access to external finance is more tightly linked to the availability of collateral for
smaller firms, in line with the evidence reported by Coluzzi, Ferrando and Martinez-Carrascal
(2008).

Both the descriptive evidence presented in Panel 5 of Chart 1 and the econometric findings
indicate a negative relationship between liquidity and indebtedness (which raises the opportu-
nity cost of holding cash on the balance sheet). However, as in the case of cash flow volatility
and the tangible assets ratio, the link between these two variables is more marked and statis-
tically significant only for small firms (see Table 1).
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Also, both the descriptive analysis in Panel 6 of Chart 1 and the econometric analysis show,
as expected, a negative relationship between the liquidity ratio and the closest cash substi-
tutes on the balance sheet (i.e. the assets that can most readily be converted into cash, which
are those with maturities below one year). Again, the link is not the same for all corporate sizes.
Here it is most marked for larger firms (see Table 1).

Lastly, the econometric specification also includes the difference between the interest rate on
bank loans to firms and that associated with the monetary aggregate M3, which proxies the
cost of holding cash and other similar forms of investment. In line with expectations, evidence
is found of a negative relationship between this variable and the liquidity ratio. An analysis of
contributions shows that the changes in this indicator do in fact have a dominant influence
when it comes to explaining the changes in firms’ holdings of liquid assets in the period ana-
lysed. Although their impact on holdings of liquid assets is high for all firm sizes, it seems to
vary considerably with their size, being more pronounced for large firms (the coefficient esti-
mated for these is more than twice that for small firms). This result also points to greater financ-
ing difficulties for SMEs, whose liquid assets are less sensitive to changes in the opportunity
cost of holding them than in the case of larger firms, which have less need to hold savings for
precautionary reasons.

The evidence presented in this article points to major differences in firms’ policies of investing
in liquid assets depending on the size of the firm. This could have to do with firms’ differing
degrees of access to external financing. Thus, small firms’ holdings of cash and equivalent
instruments seem to be more influenced by the precautionary motive, since they show a
stronger link to cash flow volatility. Furthermore, for these firms a negative relationship has
been detected between the liquidity ratio and the proportion of tangible assets held on their
balance sheet, which can be used as collateral and thus make it easier to obtain credit. By
contrast, decisions to invest in liquid assets made by large firms with better access to the
capital markets seem to depend more on variations in the opportunity cost of those funds.

These results seem to suggest that, in general, small firms tend to experience more restricted
access to external financing in comparison with larger firms, a circumstance which could be
related to the greater difficulty lenders have gathering enough reliable information on these
borrowers. This would lead them to hold on their balance sheets a higher proportion of liquid
assets, with a lower return than alternative investments. Given this situation, it may make
sense to introduce economic policy measures to mitigate these problems. Although this ob-
jective is beyond the scope of this article, a course of action worth considering would be to
improve the quantity and quality of the accounting information on small firms, whose accounts
currently contain less detail than those of larger firms and, in addition, are mostly unaudited.
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The repositioning of the large emerging economies in the world economy
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International Affairs.’

Over the past decade the emerging economies have grown much faster than the developed
economies and, as a result, their share of world GDP and their relative weight in most eco-
nomic, trade and financial variables have increased substantially. The most recent projections
suggest this trend will continue in the coming years. The economic and financial crisis —which
hit the advanced economies hardest, while the emerging economies showed notable resil-
ience to its effects— has accelerated the rise in importance of the emerging economies. More-
over, the crisis has brought significant changes in world economic governance, most notably
the replacement of the G7 by the G20 as the forum providing international leadership in eco-
nomic matters. The accompanying map depicts the main groups of countries mentioned in
this article.

These developments have given rise to new actors of crucial importance on the global stage
(most notably China) and have consolidated the status of the group of large emerging econo-
mies formed by India, Brazil and Russia, in addition to China —the so-called BRICs [O'Neil
(2001)]- which recently has even taken steps along the path to institutionalisation. The coun-
tries of this group have an increasing weight in the world economy and, in general, high growth
potential, although they also exhibit significant productive, trade, financial and institutional dif-
ferences.

Overall, these events can be interpreted as signs that the world is moving towards a more
multipolar international economic order in which the emerging countries will have —and in fact
the BRICs already have— an ever larger and more important role.

This article seeks to put into perspective and calibrate the growing share of the emerging
economies, particularly the BRICs, in the world economy. It also examines the changes in
these economies’ participation in the main fora and key institutions of world economic govern-
ment and whether their greater presence in these fora has been accompanied by the assump-
tion of greater responsibility. For this purpose, following is a brief description of the position
adopted by these countries on certain key subjects in the global sphere, such as the stability
of the international monetary system, international trade and climate change.

Historically the emerging economies,? which account for most of the world population, have
shown similar, albeit notably more volatile, economic growth rates to those of the advanced
countries, a factor which limited real convergence between these two areas. However, the turn
of the century saw a radical change in this situation. In the past decade the emerging econo-
mies have consistently posted higher growth rates, while their population growth rates have
decreased. They have therefore recorded substantial rises in GDP per capita. This headway
has come against a background in which the emerging economies are more fully integrated in

1. For greater detall, see El reposicionamiento de las grandes economias emergentes en la economia mundial: los BRIC,
Documentos Ocasionales, Banco de Espanfa, forthcoming. 2. This article adopts the IMF World Economic Outlook’s
current definitions of advanced, emerging and developing economies, which may not coincide with those of the World
Bank or with those of the IMF itself for other types of analysis (such as the calculation of quotas and voting power by
group of countries), or with what has traditionally been understood as such. Thus the advanced economies include the
Czech Republic, Hong Kong, Israel, South Korea, Singapore, Slovakia, Slovenia and Taiwan.
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SOURCE: Banco de Espafia.

a. The groupings shown here are for the purposes of the article, since some advanced countries have been invited to the meetings of the
G20 on several occasions, while Spain in particular has "permanent guest" status at those meetings. The ten emerging countries of the G20
are Brazil, Russia, India, China, Mexico, Argentina, Turkey, Indonesia, South Africa and Saudi Arabia. Also forming part of the G20 are the
G7 countries, namely the United States, Canada, Japan, Germany, France, the United Kingdom and lItaly, as well as Australia and South
Korea, all advanced countries according to the classification of the IMF World Economic Outlook. The twentieth member is the European
Union.

the world economy and have become simultaneously both the main beneficiaries and the driv-
ing force of globalisation. This integration has occurred in the areas of both trade and finance.
Furthermore, in recent years the favourable growth outlook of the emerging economies, their
growing share of the global economy and their improved macroeconomic fundamentals have
significantly lowered the perception of risk associated with them.

As pointed out above, the emerging and developing economies (hereafter referred to simply
as the “emerging economies”) account for most of the world population. Furthermore, their
population growth rates are far higher than those of the advanced countries, even taking into
account the growing migration to the latter (see Table 1). In 1960, 76.7% of the world popula-
tion lived in these areas, and on IMF estimates this percentage will be 85.4% by 2015. How-
ever, the population growth rate of the four BRIC countries has been below the world rate
since 2000, basically due to China, and, as a result, the share of the BRICs in the world popu-
lation has stabilised at around 44 %.

Also, since the new century began the difference between the growth rates of the emerging and
the more developed countries has widened. In the last two decades of the previous century, the
average GDP growth rate was 2.9% in the advanced economies and 3.6% in the emerging
economies, while in the past decade the averages have been 1.9% and 6.2%, respectively, and
this difference will persist between 2011 and 2015 (6.6% in the emerging economies and 2.5%
in the advanced economies) according to IMF long-term forecasts. In the emerging economies,
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WEIGHT OF BRICs AND EMERGING COUNTRIES IN THE WORLD ECONOMY

TABLE 1

Area  Population (million) GDP PPP ($bn) GDP growth (%) (b) GDP per capita ($)

million

( knm?) 1990 2010 1990 2010 1990 2010 1990 2009
BRICs 38.4 2,297 2,867 3,611 16,788 4,8 8,0 5,873 6,851
Brazil 8.6 147 191 782 2,010 1,9 3,7 7,179 9,455
Russia 171 145 141 1,169 2,116 -2,1 4,9 12,630 13,554
India 3.8 862 1,199 750 3,615 5,6 7,4 1,249 2,970
China 9.6 1,143 15,885 910 9,047 9,8 10,5 1,101 6,200
Other emerging countries  60.9 1,998 2,793 5,882 15,861 33 4,5 7,709 10,304
Emerging countries (a) 99.3 4,290 5,660 8,943 32,649 3,9 6,2 6,941 8,542
Advanced countries (a) 30.5 891 1,011 16,437 37,391 2,9 1,6 27,230 35,183
World 129.9 5,182 6,671 25,380 70,040 3,2 3,6 20,081 22,764
MEMORANDUM ITEMS:
BRIC / Emerging (%) 38.7 5166 51 41.6 52.0 1.9 3.9 84.6 80.2
BRIC / World (%) 29.6 44.3 43 13.9 24.5 0.8 1.6 29.2 30.1
Emerging / World (%) 76.4 82.8 85 33.4 47 1 1.4 2.6 34.6 37.5

SOURCES: WEO, IMF and World Bank.

a. Classification of advanced, emerging and developing countries used by the IMF in the WEO. The whole of this table is consistent with that
classification, which differs from that used officially by the World Bank and the IMF when these institutions calculate vote reallocations by

country group.

b. Average of the periods 1990-2000 and 2001-2010. Memorandum items are contributions (in percentage points) to emerging country

growth and to world growth.

the BRICs are among the countries which have grown most. The GDP of this group expanded
by an average of 7.9% between 2000 and 2010, and is expected to grow at 8.1% between
2011 and 2015 (see Chart 1). This acceleration is due to a jump in the growth rates of Brazil
(from 2.3% in 1980-1999 to 3.7% in 2000-2010 and to an estimated 4.1% until 2015) and, es-
pecially, of India (5.5%, 7.1% and 8.2% in the stated periods). To this must be added the growth
of China, which has averaged 10% since the 1980s. The high investment rates of the group
point, moreover, to potentially even higher growth in the future (see Chart 1). The strong growth
of the last ten years has substantially raised the emerging economies’ share of world GDP. Thus,
expressing GDP in purchasing power parity (PPP) terms, which tends to increase the weight of
these economies, given their lower price level, it can be seen that in 1980 66.6% of GDP origi-
nated in the advanced countries, while this percentage decreased sharply to 53% in 2010 and
will foreseeably drop below 50% by 2015. Within the emerging economies, the BRICs are again
those whose share has increased most, rising from 12.2% of world GDP in 1980 to 24.5% in
2010, and this percentage which may reach 29.1% in 2015.

Hence the emerging economies have become the engines of world growth: Chart 1 shows
that in the 1980s and 1990s the advanced economies accounted for more than half of world
growth —1.9 percentage points (pp) against 1.2 pp for the emerging economies— while from
2000 to 2010 the opposite occurred, with the emerging economies accounting for 2.6 pp and
the advanced economies barely 1.1 pp. It is expected that in the period 2011 to 2015 the
emerging countries’ share will increase even more (3.3 pp), so the projected higher growth of
the global economy in the next five years is attributable solely to the higher contribution of the
emerging economies. The BRICs, which contributed 1.6 pp to world growth in 2000-2010, will
contribute 2.2 pp in 2011-2015.

The behaviour of the emerging economies’ activity and population since 2000 has given rise
to an increasing growth rate of GDP per capita, above that of the advanced economies,
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CO, EMISSIONS FROM FUEL COMBUSTION (% and Gt.) TABLE 2

IEA benchmark IEA 450
scenario (a) scenario (b)
1990 2007 2030

China 11 21 29 27
India 3 o 8 8
Russia 10 5 5 5
Brazil 1 1 nd nd
BRICs 25 32 42 40
United States 23 20 14 12
EU27 19 14 9 9
Japan 5 4 2 2
UNITED STATES + EU27 + JAPAN 47 38 25 28
REST OF THE WORLD 28 30 88 37
World total (Gt) 20,9 28,8 40,2 26,4

SOURCE: International Energy Agency.

a. Without adoption of new mitigation measures or policies additional to those adopted or announced in mid-2009.
b. With adoption of new measures, including the adoption of cap-and-trade by the major emitters.

which has brought real convergence. This convergence has been much more marked in the
BRICs. In terms of the human development index (a more comprehensive measure of wel-
fare than per capita income), the emerging countries have also improved. And in the last 15
years the BRIC group has been moving much faster towards the levels of the advanced
economies (see Chart 1).

A less benign aspect of this process of development is the rapid increase in greenhouse gas
emissions, with its negative consequences for climate and ecological balance on a worldwide
scale. Nowadays two thirds of emissions are by non-member countries of the OECD (see Ta-
ble 2). The BRICs currently account for one third of world greenhouse gas emissions originat-
ing from fuel combustion, such as CO2. Their share increased by seven percentage points (pp)
between 1990 and 2007, from 25% to 32%. In that year China for the first time exceeded the
United States as the world’s largest emitter of CO2, accounting for 21% of the world total;
Russia, for its part, is the only BRIC whose CO2 emissions decreased in that period, dropping
by 27% as a result of the country’s economic decline in the 1990s, despite which it continues
to rank third worldwide among the CO2 emitting countries. The fourth highest emitter is India,
whose emissions have doubled between 1990 and 2007, with Brazil being ranked lower. The
International Energy Agency [IEA (2009)] estimates that, without the adoption of new meas-
ures, the BRICs’ share of world emissions will continue to increase and by 2030 will exceed
42%, compared with 25% for the United States, the EU and Japan together.

The change in growth trends took place against a background of rapid integration in the global
commodity and capital markets. The emerging economies raised their openness to trade on a
sustained basis. Exports rose from 19.4% of GDP in 1980 to 29.9% in 2009, and imports from
21.2% to 27.8%, which meant that their openness to trade went from 40.6% of GDP in 1980 to
57.7% 2010, overtaking that of the advanced economies (36.7% in 1980 and 50.8% in 2009).
Again, the BRIC group, led by the two Asian countries, underwent the most pronounced changes,
with its trade openness rising from 20.5% in 1980 to 47% in 2009. As a result, the emerging
economies play an increasing role in world trade (see Chart 2); in particular, China became the third
largest world exporter in 2009. The increase in the trade openness of the developing economies
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largely reflects greater trade between the emerging regions themselves, which, as shown by Chart
2, rose from 25.1% of the external trade of the emerging economies in 1990 to 37.6% in 2009.
This trade basically centres on commaodities, and the BRIC countries are especially active, either
as exporters (Brazil and Russia) or as importers (China and India). However, China (in manufactur-
ing) and India (in services) are rapidly raising the technological content of their exports.

As with their trade integration, the financial integration of the emerging economies has acceler-
ated substantially in recent years, although at a lower pace than in the advanced economies.
Chart 3 shows that net private capital flows to these economies have been very high from
1991 and have intensified since 2000. As a result of all this, the sum of assets and liabilities as
a percentage of GDP in the emerging economies rose from 66.9% to 114.5% between 1990
and 2009, while these percentages were 144.4% and 455.6%, respectively, for the advanced
economies. The largest increases were in eastern Europe and in the BRICs (particularly in Rus-
sia), whose financial openness surged from 32% to 101.4%.

Direct investment played a notable role. Thus, while in 1990 direct investment flows moved
between the advanced economies (99% of outflows and 87 % of inflows of this type of capital),
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Participation of the large
emerging economies in
the international economic
institutions

the current century has seen this picture change radically. Thus in 2009 the developing econ-
omies received 38.2% of total direct investment inflows, i.e. an increase of 25 pp in their share.
Likewise, the emerging economies saw their share of direct foreign investment outflows rise to
15% of the total in 2009. Nearly half of the emerging economies’ direct investment inflows and
outflows are accounted for by the BRICs (see Chart 3), most notably China, which is the sec-
ond recipient of direct investment and is rapidly scaling positions amongst outward investors.

Portfolio flows have behaved similarly, with Brazil standing out amongst the recipients,
while the emerging economies’ share of world fixed income issues has increased less
markedly (from 2.3% of total issues in 1990 to 10.3% in 2010). Brazil, with 1.8% of world
issues, is the largest emerging economy issuer, followed by Russia, with 1.5% of the total.
Much more marked is the role of the emerging economies in the accumulation of foreign
reserves, since they have gone from holding 21% of international reserves in 1990 to a
share of 66.7% at present. China, with $2.6 trillion, accounts for 30% of total world re-
serves, and the other three BRIC countries also hold large amounts, accounting for an-
other 11.5% of the world total. This accumulation, as will be seen below, entails risks for
international financial stability.

Overall, the emerging economies’ good outlook for short- and medium-term growth, their role
in international trade and financial flows and their progress in macroeconomic management
and stability have reduced the perception of risk traditionally associated with them, particu-
larly the BRICs. Thus their sovereign debt rating has amply exceeded the investment rating
level since 2005 (see Chart 3). This poses new challenges and responsibilities for these econ-
omies, in terms of contributing actively and positively to economic and financial stability and to
global governance.

The growing economic, trade and financial weight of the emerging economies has made it
inevitable and necessary for the institutions leading world economic governance to reflect that
new reality. The outbreak of the international financial crisis precipitated that process, first with
the launch of the G20 as the key crisis management group at the Washington Summit (No-
vember 2008), and its subsequent self-proclamation as the principal forum for international
economic cooperation (at the Pittsburgh Summit in November 2009), and second with the
renovation drive of the IMF and the World Bank. Furthermore, the BRIC group of countries has
taken steps towards a more institutionalisation nature by holding two summits at the level of
heads of state and of government in Ekaterimburg in June 2009 and in Brasilia in June 2010,
with another scheduled in China in 2011.

The four BRIC countries share a series of characteristics and interests that lend the group a
certain coherence and explain the formation of this coalition, which can be described as “soft”.
All of them are, to a greater or lesser extent, countries below average world per capita income
(see Table 1), highly populated, economically large, of growing weight in the world economy
and high potential. They are, in addition, systemically important countries [Truman (2006)] with
the intent and ability to exercise significant influence in world economic governance. Further-
more, their public sectors still predominate in many productive and financial activities and they
occupy a relatively low position in terms of institutional robustness and development. But the
BRIC countries also exhibit very important differences in their production structure, their export
specialisation, the size and sign of their current account balances and their foreign exchange
regime, to mention just a few examples.

China’s largest size gives it a leadership role in the group, although in the global context vis-a-
vis the G7 countries, the dilution of China’s predominance in a group of nominally equal devel-
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The G20

oping countries with only loose common commitments is advisable, both for China and for the
other BRICs. Thus, in matters in which there are diverging, or simply non-coincident, interests
among the BRICs, the structure of a soft coalition enables its members to opt out, avoiding the
costs of a stricter alliance, and even to enlist other emerging countries in a common position
when feasible. It should be kept in mind that there are other emerging countries with charac-
teristics akin to those of the BRIC countries, such as Mexico, South Africa, Indonesia and even
Turkey, all members of the G20. In this respect, the BRIC group could be termed a coalition of
variable geometry.

The most visible sign of the growing influence of the BRICs and other emerging economies in
world economic governance has been the replacement of the G7 by the G20 as the central
forum for international economic cooperation. The reasons for this decision and the rapidness
with which it was accepted and became operative are several. The first was its timeliness and
had to do with the state of emergency following the outbreak of the crisis and the need for a
rapid and forceful response. Thus, what in a more normal situation would have been inter-
preted as the relinquishment of international leadership by the G-7 countries was regarded as
a timely and necessary movement by them.

Another reason is that, in comparison with the G7, the G20 is much more representative be-
cause its 19 member countries account for 75% of world GDP in PPP terms and 62% of the
world population, although it has also been accused of a lack of legitimacy because it omits
many countries and has no predefined objective criteria for determining membership. In this
respect, the prior existence of the G20 as a group already in place circumvented this issue and
facilitated its choice as the new decision-making forum.

A new stage in the history of the G20 began in 2008, when it held its first meeting attended by
heads of state and of government, rather than by ministers of economy and central bank gov-
ernors, as had been the case since it was created in 1999. The new reinforced G20 decided
to set up a Financial Stability Board (FSB), of which the 10 emerging countries of the G20, plus
Korea, Spain and the EU, became members. This, along with the inclusion in the Basel Com-
mittee on Banking Supervision of the G20 emerging countries which previously had not formed
part of it,% notably expanded the number of countries participating directly in the international
fora responsible for international financial regulation.

In these fora each member country has the right to be heard and decisions are adopted by
consensus, so each country is on an equal footing, which is of particular interest to the emerg-
ing countries. This avoids the problem of determining different countries’ weights, which com-
plicates the functioning of the more regimented institutions such as the IMF. Indeed, from the
standpoint of the composition of the group, the G20 has a membership structure character-
ised by virtual parity: in addition to the EU, there are nine developed countries and 10 emerg-
ing countries (see map at the beginning of the article).

Lastly, another reason for the G7 giving way to the G20 is the expectation of greater ef-
fectiveness. Although it has been argued that the larger size of the G20 may impede con-
sensus, it is also true that consensus would be largely ineffective if it did not encompass
systemic economies such as the BRICs and other emerging countries, which have to be
taken into account in the coordination of national economic policies, due to their effects on
other countries. The general acceptance of the G20 signifies, in short, the acknowledge-

3. Argentina, Indonesia, Saudi Arabia, South Africa and Turkey. Other new members of the Basel Committee on Banking
Supervision are Singapore and Hong Kong.
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The IMF, the World Bank
and other agents of
international cooperation

ment by the developed countries that the exit from the crisis and the resolution of the
problems besetting the world economy in recent years necessarily require greater interna-
tional coordination and more active involvement of the emerging countries. In exchange, it
is to be expected that these will assume greater responsibility in the area of international
coordination and will take into consideration the global effects of their national economic
policies.

The desire to increase their voting power, right to be heard and representation in the IMF and
the World Bank is one of the most solid common positions of the emerging countries and the
BRICs. The latter group in particular assert that their voting power should reflect their growing
weight in world GDP and propose that the formulas for calculating quotas in the multilateral
institutions give more weight to this variable, measured in PPP terms, and less to others rep-
resenting their weight in financial flows.* Table 3 shows that the latest revisions of voting pow-
er in the IMF and the World Bank put the BRICs at percentages of 13.5% and 12.3%, respec-
tively, which are below their weight in world GDP. This is explained basically by the situation of
China and, to a much lesser extent, Brazil. However, in both the IMF and the World Bank, the
emerging and developing countries as a whole have an aggregate voting power above their
weight in world GDP in current terms.

The revisions of voting power in the IMF and World Bank to adapt their structure to changes
in the economic and financial weight of countries are enormously complex processes in which
the gains of some countries inevitably mean losses for others. In any event, the reallocations
of votes in the World Bank in recent years have raised the weight of the emerging and develop-
ing countries (up by 4 pp) and of the BRICs (up by 2 pp). In the IMF, the quotas and voting
rights of the dynamic emerging economies and of developing countries will substantially in-
crease following the resolution of the G20 passed in Korea last October. This resolution, which
will come into force by end-2012 following the ratification process, in unison with the change
agreed in April 2008, will raise the voting power of the four BRICs by 3.8 pp (2.4 pp of which
correspond to China), putting all of them amongst the top 10 countries of the IMF in terms of
voting power.

There are other aspects of the governance of the IMF and of the World Bank criticised by the
emerging countries which are important in the decision-making process [IMF (2009)]. First, the
emerging countries consider that the developed countries, particularly European ones, are
overrepresented on the IMF board. By way of responding to their claim, in Korea the devel-
oped European countries undertook to reduce their representation on the board and raise that
of the emerging and developing countries. However, it is hard to improve the situation of the
BRICs, since China and Russia have their own seat (as does Saudi Arabia) and thus a perma-
nent representative, while Brazil and India, although they share a seat with other countries,
always hold the position of executive director.

There are two other issues in the governance of Bretton Woods institutions which have at-
tracted criticism: the voting power of the United States and the selection of the persons head-
ing them. The first is that certain matters, defined in the articles of association as very impor-
tant, require a qualified majority of 85% of the total votes, and the United States is the only
country with a percentage of votes above 15%. The amendment of this rule is precisely one of
the matters which requires a qualified majority to be changed. The second issue relates to the
tradition that the managing director of the IMF is a European and the president of the World

4. The formulas include GDP in current terms and in PPP terms, as well as other economic and financial variables as-
sociated with the specific functions of each institution.
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SHARE OF WORLD GDP AND VOTING POWER (%) TABLE 3

World GDP in World GDP in $. IMF yet to be WB vyet to be
PPPs. 2010 2010 Current IMF ratified (b) Current WB ratified (c)
China 13,3 9,3 3,7 6,1 2,8 4,4
India 63 2,3 1,9 2,6 2,8 2,9
Russia 3,0 2,4 2,7 2,6 2,8 2,8
Brazil 2,9 &3 1,4 2,2 2,1 2,2
BRICs 24,5 17,2 9,7 13,5 10,6 12,3
EMERGING & DEVELOPING COUNTRIES 47,1 33,5 38,0 41,3 40,9 44,6
United States 20,2 23,6 16,7 16,5 16,4 15,9
G7 40,1 51,2 44,4 41,2 42,9 39,3
Spain 1,9 2,2 1,4 1,9 1,7 1,9
ADVANCED COUNTRIES (a) 52,9 66,5 62,0 58,7 59,2 55,4
EU countries 20,6 26,0 32,0 29,4 28,5 26,3

SOURCES: WEQO, IMF and World Bank.

a. Classification of advanced, emerging and developing countries used by the IMF in the WEO, which considers South Korea and Singapore
to be advanced countries. The whole of this table is consistent with that classification, which differs from that used officially by the World Bank
and the IMF when these institutions calculate vote reallocations by country group. The data included here are for illustrative purposes only.

b. The agreements reached in April 2008 and November 2010 have yet to be ratified by countries representing at least 85% of total votes.

c. The October 2008 and April 2010 agreements have yet to be ratified by countries representing at least 85% of total votes.

Bank is from the United States, although the articles of association only stipulate that the re-
spective boards have to elect the persons in these posts by simple majority.

The growing importance of the emerging countries is being reflected to differing degrees in
other areas of international cooperation, such as the multilateral regional development banks
(MDBs), the Paris Club or the OECD. Regarding the former, the BRICs have a scant presence
in the capital of the MDBs outside their region, although China has recently entered the Inter-
American Development Bank and the structure is highly consolidated, so there are notable
restrictions on a substantially higher presence. The Paris Club, the group of creditor countries
which renegotiate the bilateral official debt of countries in payment difficulties, only has Russia
as a permanent member (Brazil is an associate member), although steps are being taken to
increase the involvement of the other BRICs and of other emerging country creditors in this
forum. Finally, membership of the OECD, traditionally a club of advanced countries, requires
compliance with democratic and market economy principles, a condition which limits access
by many emerging countries, regardless of their advances in economic development. Never-
theless, Russia is a candidate country, and progress is being made on a strategy of strength-
ened commitment and greater cooperation with various emerging economies, including the

other BRICs.
The large emerging The shared interests of the major emerging economies can be roughly determined from the
economies vis-a-vis common positions set out in the communiques published following the BRIC summits. With
certain global challenges regard to global and economic governance, they favour a multipolar world order in which the

United Nations plays a central role, and support the aspirations of Brazil and India to become
permanent members of its Security Council. They also recognise the leadership of the G20
and emphasise the need for substantial change in voting powers in the IMF and World Bank
in favour of the emerging and developing economies. In any event, leaving aside these matters
of governance, below is a general review of the positions of the BRICs and the emerging
economies on some of the key issues for the global economy: the stability of the international
monetary system, the Doha trade negotiations and the fight against climate change.

BANCO DE ESPARA 1 25 ECONOMIC BULLETIN, JANUARY 2011 THE REPOSITIONING OF THE LARGE EMERGING ECONOMIES IN THE WORLD ECONOMY



Stability of the
international monetary
system

International trade

The BRIC countries favour a more stable, predictable and diversified international monetary
system designed to maintain the relative stability of the major reserve currencies. The Chinese
authorities have even undertaken initiatives in this respect [Zhou Xiaochuan (2009)], proposing
a system in which the international reserve currency is supranational. However, it should be
noted that some of their policies (such as excessive accumulation of reserves or exchange-
rate rigidity, in some cases) do not contribute to the stability of the system.

The changes in the international monetary system in the past decade have been marked by a
sharp rise in the accumulation of foreign reserves (to a level equivalent to 14% of world GDP)
and by their growing concentration in the emerging countries (particularly China and the BRICs),
as noted in Section 2. So far most of these reserves are denominated in dollars, but the pos-
sibility of sharp adjustments in their level or in the mix of assets and currencies in such a large
volume of reserves is invested means that the countries with large reserves have a notable abil-
ity to affect international financial stability. An example is the recent controversy over the ten-
dency for Chinese purchases of yen-denominated assets to cause this currency to appreciate.
In this respect, international reserve management must be exercised prudently and the mitiga-
tion of the factors behind the excessive growth of world reserves should be a shared responsi-
bility of the international community, including the main reserve-accumulating countries.

The escalation of reserve accumulation among the emerging countries has been prompted by
the benefits, whether actual or perceived, of the above-mentioned accumulation, which, in
part, drive them to not fall behind their peers. For that reason, it is essential to prevent reserve
accumulation from becoming an indicator of the vulnerability and external solvency of coun-
tries. Furthermore, the accumulating countries themselves should avoid manipulating ex-
change rates to gain competitiveness. Finally, for the BRICs to take an international economic
leadership role, their currencies would have to move towards full convertibility, which neces-
sarily requires greater openness of the capital account. Here Brazil and Russia are more ad-
vanced than the other two BRICs. In the case of China, which because of its size is more
likely to spawn an international reserve currency, more audacious steps will be needed than
those taken so far in this respect, and they will have to be directed to refocusing its develop-
ment model on the domestic market and to raising exchange-rate flexibility.

The emerging countries, particularly the BRICs, have significantly liberalised their trade in the
last two decades and, accordingly, its volume has grown considerably. The liberalisation has
been based mainly on tariff reductions. These cuts have not been made linearly, but rather have
fluctuated over time depending on the country involved, and even moved backwards at certain
moments. Currently China is the country with the most open tariff regime of the four BRICs [it
is ranked 63rd out of 125 in the 2007 MFN Tariff Restrictiveness Index (TTRI)® and, at the
other extreme, India, ranked 102nd, is the most protectionist country of the four, while Russia
is ranked 70th and Brazil 93rd. Therefore, despite the sharp tariff reductions of the last 20
years, there is still much room for trade liberalisation in the four countries. The BRICs joined the
WTO fairly recently: India and Brazil have been members since 1995 and China since 2001,
while Russia, which began membership negotiations in 1993, concluded bilateral conversa-
tions with the United States in October 2010, and foreseeably its admission, supported by the
other BRICs in their communiques, will be formalised in the next few months.

The global prospects of trade liberalisation are largely based on the consummation of the
Doha Round, also known as the “development round”, which began in 2001 and should have

5. The Most Favoured Nation Trade Tariff Restrictiveness Index (MFN TTRI) summarises the trade restraints exercised by
the MFN trade structure of the country. It is calculated by the World Bank Development Economics Research Group.

BANCO DE ESPARA 1 26 ECONOMIC BULLETIN, JANUARY 2011 THE REPOSITIONING OF THE LARGE EMERGING ECONOMIES IN THE WORLD ECONOMY



Combating climate
change

finished in 2004. The positions in play allow a first broad distinction to be drawn between
developed countries and emerging countries. The latter insist that the developed countries
practically remove subsidies on agricultural production and on the export of agricultural prod-
ucts. By contrast, the developed countries are asking for greater tariff reductions for indus-
trial products in the emerging countries, particularly China, Brazil, South Africa, Argentina
and India, and greater liberalisation in trade in services. From the outset of the negotiations,
both India and Brazil have played a notably active role and more recently they have been
joined by China.

The growing role of the BRICs has been reflected particularly in agricultural negotiations, which
are of great importance for China, India and Brazil, and for the developing countries as a whole.
In this respect, it is interesting to note that, although these three countries have partly opposing
interests, they have managed to reach common positions since 2003, within the G20 group of
countries in the negotiations of the Round, composed solely of emerging countries. In indus-
trial products, the positions of Brazil and India a more defensive and seek to limit the openness
of their markets. For its part, China, as a major exporter, defends a substantial tariff reduction,
although it considers that it already made significant commitments when it joined the WTO,
and is more active in negotiations on rules, particularly against dumping, since it is often sub-
jected to this practice. Finally, as regards access to services markets, India holds more open
positions in specific cases, such as the provision of information technology services, whereas
China opts for gradual liberalisation and Brazil strongly resists significant liberalisation in sec-
tors considered strategic (education, health, insurance and financial services).

Outside the strict Doha environment, it will also be desirable for the BRICs (and particularly
China) to adapt their export credit practices to international standards, since none of them has
committed itself to the “OECD consensus” which sets the common rules on the financing of
exports with official support.

In short, there is room for a more ambitious contribution from the BRICs to help bring the Doha
Round to a successful conclusion. In particular, as part of the necessary quid pro quo of the
negotiations, greater commitments would be required from them on access to the market for
non-agricultural products and on services.

Given the growing weight of the emerging and developing countries in greenhouse gas emis-
sions, they will have to adopt new measures also in this area and to participate more actively
in the global fight against climate change.

Their stance on this issue highlights the principles of equality and differing responsibilities. Their
main arguments are: that regard should be had not only to present and future emissions, but
also to those in the past; that the limitation of their CO2 and other greenhouse gas emissions
would restrict their possibilities of economic growth and development; and that their emissions
per capita are lower than those of the developed countries, especially the United States. Accord-
ing to these arguments, the BRICs did not commit themselves to limit emissions under the
Kyoto Protocol, with the exception of Russia. Its case was special, since, given the sharp fall in
its emissions in the nineties, it could accept a binding commitment to ensure that its emissions
would not exceed those of 1990, which is actually an unambitious commitment.

The Copenhagen Accord of December 2009 failed to live up to expectations, following the
intense preparatory work led by the European countries. Unlike the Kyoto Protocol, it is not an
international agreement in the United Nations framework and the targets announced by the
countries are not binding. Thus, although the result of the recent Cancun Summit was encour-
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KYOTO EMISSION REDUCTION COMMITMENTS AND COPENHAGEN TARGETS. MAJOR EMITTERS TABLE 4

China
India
Russia
Brazil
USA
EU
Japan

KYOTO PROTOCOL (a) COPENHAGEN ACCORD (b)

-40% to -45% in CO, emissions per unit of GDP with respect to 2005

-20% to -25% in carbon emission intensity with respect to 2005
-15% to -25%

-35% to -39% with respect to emissions expected in 2020
-17% with respect to 2005

-20% to -30%

-25%

SOURCE: United Nations Framework Convention on Climate Change.

a. GHG emission levels in the 2008-2012 commitment period with respect to 1990.
b. 2020 levels with respect to 1990, except where indicated otherwise.

Conclusions

aging, the legal framework which will govern the fight against climate change after 2012 has
yet to be determined. The positive results of Copenhagen include a significant expansion of
the number of countries which have assumed voluntary quantitative targets to be met in 2020,
such as the United States, the BRICs (see Table 4) and many other emerging countries. China
and India, maintaining their position of not accepting quantitative limitations on emissions, has
specified their targets in terms of a reduction in their GDP emission intensity; Brazil has an-
nounced, among other actions, the reduction of deforestation in the Amazon Basin; and Rus-
sia will seek to reduce its total emissions with respect to those of 1990. However, although the
objectives announced by many countries are significant and represent a step forward in the
global solution, especially if the upper range of the announced bands is reached, additional
measures will be required by both the developed and the emerging and developing countries.
These additional measures will include the reduction of solid fuel subsidies, commonplace in
the developing economies, and the widespread application of the system of emission rights
trading.

The emerging economies, and, among them, China and the other three countries of the BRIC
group, have, with the turn of the century, become increasingly important actors in the global
economy, raising their share of world GDP and trade, and of financial flows of all types, be they
direct investment, portfolio investment or debt security issues. Their resilience to the crisis, in
contrast to the strong impact suffered by the developed economies (where the effects will
limit growth in the coming years), will hasten the consolidation of the increasingly important
positions of the emerging countries in the global economy. Indeed, on recent estimates, the
buoyancy of their activity will make them the powerhouses of world growth over the next five
years. The achievement of an ongoing growth rate which is high but also more stable, along
with slower population growth, has, moreover, brought sharp rises in income per capita and
an acceleration of the process of convergence with the advanced economies.

These significant changes in the governance of the international economic institutions in the
last two years reflect the growing weight of the BRICs and other emerging countries in the
world economy, a process which has accelerated drastically with the international financial
crisis, and respond to the need to take them into account in designing the exit from the crisis.
Moreover, the BRICs (the systemically most important emerging countries) have forged a cer-
tain coalition amongst themselves to defend common interests, and have achieved unques-
tionable progress in the most important one, namely increased participation in the institutions
of international governance so as to better reflect their economic weight. These changes are
more complicated to make in the institutions where country representation is a zero sum
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Introduction

European Central Bank:

amendment of the
regulations on the
monetary policy
instruments and
procedures of the
Eurosystem

Financial regulation: 2010 Q4

The author of this article is Juan Carlos Casado Cubillas, of the Directorate General Economics, Statistics and
Research.

In 2010 Q4 numerous pieces of financial legislation were published, as is usual in the final
quarter of the year.

The European Central Bank (ECB) made certain changes to the monetary policy instruments
and procedures of the Eurosystem. It also updated the conditions for participating in TAR-
GET2, which have subsequently been adapted by the Banco de Espafa.

In relation to credit institutions, five pieces of legislation were published containing the follow-
ing changes: amendment of the regulations on minimum own funds in order to transpose two
recent EU directives; the adaptation of accounting policies to the new rules for the preparation
of consolidated annual accounts; the development of certain aspects of the mortgage mar-
ket; certain technical refinements to the rules on the advertising of banks’ services and prod-
ucts; and the introduction of a series of clarifications of the new legal framework for savings
banks.

In the area of financial institutions, development of the rules on qualifying holdings in accord-
ance with EU law was completed and, as in the case of credit institutions, the general chart of
accounts for insurance companies was adapted to the new rules for the preparation of an-
nual accounts.

In the context of securities markets, three pieces of legislation were promulgated: reform of the
regulation of official secondary markets for futures, options and other derivatives; an update of
certain administrative procedures and authorisations of venture capital entities; and an update
of the accounting rules and financial statements of securitisation SPEs.

In the European sphere, the European System of Financial Supervisors was set up, in order to
preserve financial stability and strengthen the coordination of supervision in the EU. In addition,
the law on public offerings and the admission of securities to trading has been amended, and
the capital requirements for the trading portfolio and resecuritisations have been updated.

Also, the rules on preparation of the consolidated annual accounts and the general chart of
accounts have been amended to incorporate the accounting changes in two EU regulations in
relation to consolidated and separate financial statements, and business combinations.

Finally, the monetary, financial and fiscal changes contained in the State budget for 2011 are
analysed.

Guideline ECB/2010/13 of 16 September 2010 (OJ L of 9 October 2010) and Guideline
ECB/2010/30 of 13 December 2010 (OJ L of 21 December 2010), which amend Guideline
ECB/2000/7 of 31 August 2000 on monetary policy instruments and procedures of the Eu-
rosystem, were published in 2010 Q4.
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CHANGES MADE BY GUIDELINE
ECB/2010/13

This guideline contains the changes to the definition and implementation of the Eurosystem’s
monetary policy procedures and operations that the Governing Council of the ECB has de-
cided to make in recent months and which are now incorporated into the text of Guideline
ECB/2000/7. The most important changes are discussed below.

The Eurosystem can adopt new measures vis-a-vis counterparties that fail to perform
their obligations, both in tenders and in bilateral operations. Specifically, the Eurosystem
can impose financial penalties on a counterparty or suspend it from open market opera-
tions for a specific period of time when it fails to transfer a sufficient amount of underlying
assets or cash to settle or secure the amount of a liquidity providing or absorbing trans-
action.

The discretionary measures available to the Eurosystem to address concerns regarding the
financial soundness of a counterparty are enhanced and strengthened. Thus, on the grounds
of prudence, it may suspend, limit or exclude counterparties’ access to monetary policy instru-
ments, reject assets, limit the use of assets or apply supplementary haircuts to assets submit-
ted as collateral.

In exceptional circumstances the ECB is permitted, in the case of open market operations, to
carry out outright transactions in a centralised manner.”

In the section on collateral, the Eurosystem strengthens the requirements that the assets
underlying asset-backed securities must meet to be admitted as collateral in its transac-
tions, in order to reduce the claw back risk associated with such bonds. Thus, in addition
to those already established,? the following now also apply: a) both the originator of the
assets and the issuer or, where applicable, the intermediary of the bonds must be incor-
porated in the European Economic Area (EEA),® and b) if they are credit claims, the obli-
gors and the creditors must be resident in the EEA (natural persons) or incorporated in
the EEA (legal persons) and, if relevant, the related security must also be located in the
EEA.

Where originators or intermediaries have been incorporated in the euro area or in the United
Kingdom, the Eurosystem must verify the absence of claw back clauses in those jurisdictions.
If the originator or the intermediary, is incorporated in another EEA country, the asset-backed
securities can only be considered eligible if the Eurosystem ascertains that its rights would be
protected in an appropriate manner against claw back provisions considered relevant by the
Eurosystem under the law of the relevant EEA country.*

1. Previously they were only executed in a decentralised manner by the national central banks. 2. The requirements
previously established are the following: a) their acquisition must be governed by the law of an EU Member State; b)
they must be acquired by the securitisation special purpose vehicle (or similar entity) from the originator or an inter-
mediary in a manner which the Eurosystem considers to be a “true sale”, and be beyond the reach of the originator
or its creditors; and c) they must be original, i.e. they must not consist, in whole or in part, actually or potentially, of
tranches of other asset-backed securities, credit-linked notes, swaps or other derivatives instruments, or synthetic
securities. 3. The EEA came into existence on 1 January 1994, as the result of an agreement between member
countries of the European Union (EU) and the European Free Trade Association (EFTA). Its creation enabled EFTA
countries to participate in the EU’s single market without having to join the EU. It is made up of the 27 EU countries
and the following members of EFTA: Iceland, Liechtenstein and Norway. 4. An independent legal assessment in a
form acceptable to the Eurosystem must be submitted setting out the applicable claw back rules in the country,
before the asset-backed securities can be considered eligible. Claw back rules which the Eurosystem considers to
be severe and therefore not acceptable include rules whereby the sale of underlying assets can be invalidated by the
liquidator solely on the basis that it was concluded within a certain period (suspect period) before the declaration of
insolvency of the seller (originator/intermediary), or where such invalidation can only be prevented by the transferee
if they can prove that they were not aware of the insolvency of the seller (originator/intermediary) at the time of the
sale
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CHANGES MADE BY GUIDELINE
ECB/2010/30

As regards the Eurosystem’s credit assessment system,® the criteria applicable to asset-
backed securities are maintained and their credit standards requirements are specified. These
securities are required to have two external “triple A” ratings at issuance and to retain a mini-
mum threshold “single A” rating over their lifetime.

Under the rules for the use of eligible assets, as was already the case, counterparties can-
not submit assets issued by another entity with which they have close links as collateral,
although there have always been a number of exceptions to this. A further exception is
now added, namely residential real estate loan-backed structured covered bonds, i.e. cer-
tain covered bonds not declared UCITS (undertakings for collective investment in transfer-
able securities)® compliant by the European Commission, that fulfil all the criteria that apply
to asset-backed securities, together with certain additional criteria” that are now intro-
duced.

In addition, the Eurosystem may limit the use of unsecured debt instruments issued by a
credit institution or by any other entity with which the credit institution has close links. Thus,
such assets may only be used as collateral by a counterparty to the extent that the value as-
signed to that collateral by the Eurosystem after the application of haircuts does not exceed
10% of the total value of the collateral submitted by that counterparty. This limit does not apply
to such assets if they are guaranteed by a public sector entity which has the right to levy taxes,
or if the value after haircuts of the assets does not exceed €50 million.

The risk control framework for credit operations is revised. Thus, the Eurosystem may not only
exclude certain assets from use in its monetary policy operations, but also counterparties, in
particular if the credit quality of the counterparty appears to exhibit a high correlation with the
credit quality of the collateral submitted by the counterparty.

Finally, new terms are added and other terms are defined more precisely, changes in statistical
regulations are reflected and certain provisions are harmonised to improve coherence and
transparency.

The most important changes made by Guideline ECB72010/30 are the following:

Fixed term deposits are added as eligible collateral for Eurosystem monetary policy operations
and intraday credit.

A new exception is made to the rules for the use of eligible assets, allowing counterparties to
submit commercial mortgage loan-backed covered bank bonds issued by another entity with
which they have close links as collateral. In parallel with the previous section, these are cov-
ered bank bonds not declared UCITS compliant by the European Commission, that fulfil all the
criteria that apply to asset-backed securities and certain additional criteria.®

5. The Eurosystem’s credit assessment system defines the procedures, rules and techniques which ensure that the re-
quirement for high credit standards imposed by the Eurosystem for all eligible assets is met. 6. See Council Directive
85/611/EEC on the coordination of laws, regulations and administrative provisions relating to undertakings for collective
investment in transferable securities (UCITS). 7. Including, that any residential real estate loans underlying the struc-
tured covered bonds must be denominated in euro; the issuer (and the debtor and guarantor, if they are legal persons),
must be incorporated in a Member State, their underlying assets must be located in a Member State and the law govern-
ing the loan must be that of a Member State. Also, High quality substitute collateral up to 10 % of the cover pool is ac-
cepted. 8. Including, that any commercial mortgage loans underlying the structured covered bank bonds must be de-
nominated in euro; the issuer (and the debtor and guarantor, if they are legal persons), must be incorporated in a Member
State, their underlying assets must be located in a Member State and the law governing the loan must be that of a
Member State. Also, high quality substitute collateral, for up to 10% of the cover pool, is accepted. This threshold can
only be exceeded after an in-depth review by the relevant NCB.
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TARGET2: updating of its
regulations

CHANGES MADE BY GUIDELINE
ECB/2010/12

CHANGES MADE BY THE
RESOLUTION OF 6 OCTOBER
2010

Guideline ECB/2010/13 entered into force on 18 September 2010 and has applied from 10
October 2010, except for Annex Il which has applied from 1 January 2011. Guideline
ECB/2010/30 entered into force on 15 December 2010 and has applied from 1 January 2011,
except for Paragraph 2 of the Annex which will apply from 1 February 2011.

Guideline ECB/2010/12 of 15 September 2010 (OJ L of 5 October 2010) was published. This
amends Guideline ECB/2007/2 of 26 April 2007 on a Trans-European Automated Real-time
Gross settlement Express Transfer system (TARGET?2),° in order to take into account the
updates for TARGET2 release 4.0, in particular to allow participants to access one or more
Payments Module (PM) accounts using internet-based access;'® and (b) to reflect a number
of technical changes following the entry into force of the Treaty on the Functioning of the
European Union'" and clarify a few issues. Also, the Resolution of the Banco de Espafia of 6
October 2010 (BOE of 16 November 2010) was published. This amends the Resolution of 20
July 20072, approving the general clauses relating to the harmonised conditions for partici-
pation in TARGET2-Banco de Espafa (TARGET2-BE),'® to adapt it to the Guideline
ECB/2010/12.

Apart from the harmonised conditions for participation in TARGET2,'* which have already
been adopted by each participating national central bank (NCB), the arrangements and sup-
plemental harmonised conditions for participation in TARGET2 using internet-based access
(see the new Annex V added to Guideline ECB/2007/2) must now be introduced.

This method of access to the PM account will be incompatible with that provided via the net-
work service provider.'® However, the participating NCB may choose to have one or more PM
accounts, each of which will be accessible by either the internet or the network service pro-
vider.

Also, the Governing Council of the ECB is charged with specifying the principles applicable to
the security of certificates used for internet-based access.'®

It is explicitly established as a condition for accessing TARGET2-BE that participating credit
institutions are not subject to restrictive measures adopted by the Council of the European
Union or Member States pursuant to the Treaty on the Functioning of the European Union, the
implementation of which, in the view of the Banco de Espafia after informing the ECB, is in-
compatible with the smooth functioning of TARGET2. These same conditions apply to partici-
pating entities for access to intraday credit.

9. TARGET? is characterised by being a single shared platform, through which all payment orders are submitted and
processed and through which payments are received in the same technical manner.  10. Internet-based access involves
participants opting for a Payments Module account that can only be accessed via the internet and submitting payment
messages or control messages to TARGET2 by means of the internet. 11. The consolidated versions of the Treaty on
European Union and of the Treaty on the Functioning of the European Union, together with the protocols and annexes
thereto, as they result from the amendments introduced by the Treaty of Lisbon signed on 13 December 2007 in Lisbon
and which entered into force on 1 December 2009 may be consulted in the Official Journal of the European Union, series
C, number 83 of 30 March 2010. 12. See “Financial regulation: 2007 Q4», Economic Bulletin, January 2008, Banco de
Espafa, pp. 172-173. 13. TARGET2 is characterised by being a single shared platform, through which all payment
orders are submitted and processed and through which payments are received in the same technical manner. 14. See
Annex Il to the Guideline. 15. The network service provider is the undertaking appointed by the Governing Council of
the ECB to supply computerised network connections for the purpose of submitting payment messages in TAR-
GET2. 16. “Certificate” or “electronic certificate” means an electronic file, issued by the certification authorities, that
binds a public key with an identity and which is used for the following: to verify that a public key belongs to an individual,
to authenticate the holder, to check a signature from this individual or to encrypt a message addressed to this individual.
Certificates are held on a physical device such as a smart card or USB stick, and references to certificates include such
physical devices. The certificates are instrumental in the authentication process of the participants accessing TARGET2
through the internet and submitting payment messages or control messages
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New events of default by entities are added, on the basis of which the Banco de Esparia will
suspend or terminate access to intraday credit, such as where a decision is made by a
competent judicial or other authority to implement in relation to the entity a procedure for the
winding-up of the entity or any other analogous procedure, or where the entity becomes
subject to the freezing of funds and/or other measures imposed by the Union restricting the
entity’s ability to use its funds. Also new cases are added in which the Banco de Espana
may suspend or terminate, without prior notice, an entity’s participation in TARGET2-BE,
such as where the participating entity fails to carry out any material obligation or any other
participant-related event occurs that threatens the overall stability, soundness and safety of
TARGET2-BE.

A new set of clauses is introduced with the harmonised conditions for participation in TAR-
GET2-BE using internet-based access in accordance with Guideline ECB/2010/12. Certain
clauses are no longer applicable, others are modified and some supplemental ones are estab-
lished for the use of internet-based access.

Certain technical requirements are established for entities that wish to open an internet-
accessible PM account in TARGET2-BE. Specifically, they must specify whether, in addi-
tion to internet-based access, they wish to continue accessing TARGET2 through the
network service provider, in which case they will have to apply for a separate PM account
in TARGET2.

Participants using internet-based access must implement adequate security controls, in par-
ticular those specified in the technical specifications that the Banco de Espafia may issue, to
protect their systems from unauthorised use.

The Guideline entered into force on 7 October 2010 and has applied from 22 November 2010,
the date on which the Resolution of 6 October 2010 entered into force.

CBE 9/2010 of 22 December 2010 (BOE of 30 December 2010) has been published. This
amends CBE 3/2008 of 22 May'” on the determination and control of minimum own funds, in
order to transpose two EU directives: Commission Directive 2009/27/EC of 7 April 2009
amending certain Annexes to Directive 2006/49/EC of the European Parliament and of the
Council as regards technical provisions concerning risk management, and Commission Direc-
tive 2009/83/EC of 27 July 2009 amending certain Annexes to Directive 2006/48/EC of the
European Parliament and of the Council’® as regards technical provisions concerning risk
management.

The Circular amends certain rules of CBE 3/2008 with regard to: the capital requirements for
credit risk, under both the standardised approach and the internal ratings based approach;
credit risk mitigation techniques; securitisation; the treatment of counterparty and trading
book risk; and market disclosure obligations. In addition, it takes the opportunity to introduce
some technical improvements and some improvements to the wording of the text.

Some changes have been made in relation to securitisation. The circumstances in which it is
assumed that there has been a significant transfer of risk to third parties are qualified. Along
with the requirement that no implicit support may be provided to the securitisation, one of the
following two conditions must be fulfilled:

17. See “Financial regulation: 2008 Q2”, Economic Bulletin, July 2008, Banco de Espafia, pp.143-153. 18. See “Finan-
cial regulation: 2006 Q2”, Economic Bulletin, July 2006, Banco de Espana, pp.142-144.
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a) The originator entity’s share of the total capital requirements corresponding to the
first loss tranches is 20% or less, when there are no mezzanine tranches, and the
originator entity can show that the amount of the first loss tranches exceeds by
a substantial margin a reasoned estimate of the expected loss arising from the
securitised exposures,'® or

b) The originator entity’s share in the capital requirements for the mezzanine tranch-
es is 50% or less (previously it had to be less than 50%).

If the requirements are not fulfilled, but the originator entity considers that the transfer of cred-
it risk is significant, it must demonstrate this to the Banco de Espafia. The Circular specifies
that, in order to do this, the originator entity must show that it has policies and methodologies
to ensure that the possible reduction in capital requirements resulting from the securitisation is
commensurate with the transfer of risk.

Certain changes are made to the way in which the exposure value of liquidity facilities is calcu-
lated. A general credit conversion factor of 50% of nominal value is established. Thus a con-
version factor of 0% is no longer applied to eligible liquidity facilities granted to asset-backed
commercial paper that are drawable in the event of general market disruption.

The technical criteria applicable in relation to the exemption from individual requirements for
subsidiary or parent entities of a consolidatable group of credit institutions are clarified, the
identification of public sector entities subject to special weighting is facilitated and the rules for
weighting tangible assets received as dation in payment are also clarified.

Other technical improvements made by the Circular arise from adopting the criteria estab-
lished by the Committee of European Banking Supervisors in the guides it has been releasing
on the application of banking directives. These include the elimination of any exemption for
the own shares that must be deducted from regulatory capital, as well as for financing to third
parties for the acquisition of shares, contributions or other securities that are eligible capital of
the entity that has granted it or of other entities of its consolidatable group.?° Also credit institu-
tions now have the option of not including in their capital the amount of the capital gains
(losses)?! on debt instruments that are recorded as valuation adjustments for available-for-sale
financial assets in equity, in order to avoid excessive fluctuations in eligible capital.

Finally, in relation to liquidity risk and the risks arising from securitisation operations, for the period
while the transposition of Directive 2009/111/EC of the European Parliament and of the Council of 16
September 2009% has still to be completed, an annex is introduced containing certain “Guidelines
supplementing the rules contained in the Circular”, establishing a number of provisions tending to
strengthen internal organisation, risk management and internal control, and other relevant aspects.

Apart from some specific exceptions, the Circular entered into force on 31 December 2010.

19. Previously the only requirement was that the first losses tranches were below 20%. 20. Previously, shares or the
financing of shares for staff of the entity or of its economic group, and shares acquired to hedge other market operations,
provided that they did not exceed 1% of the total share capital of the acquiring or financing entity itself, were exempt from
the deduction from regulatory capital. 21. These gross amounts will be made up of the credit balance (in accordance
with the provisions of CBE 4/2004) of each of the accounts of the adjustments arising from debt or capital instruments,
plus the tax correction applied for their integration in such accounts.  22. Directive 2009/111/EC of the European Parlia-
ment and of the Council of 16 September 2009 amending Directives 2006/48/EC, 2006/49/EC and 2007/64/EC as re-
gards banks affiliated to central institutions, certain own funds items, large exposures, supervisory arrangements, and
crisis management, established in its Annex V a series of provisions tending to strengthen internal organisation, risk
management and internal control, and the supervision thereof.
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CBE 8/2010 of 22 December 2010 (BOE of 30 December 2010), amending CBE 4/2004 of 22
December 2004 on public and confidential financial reporting rules and formats,?® has been
published.

The purpose of the Circular is to adapt CBE 4/2004 to Commission Regulations (EC) No
494/2009 and No 495/2009 of 3 June 2009, which implemented the revisions of the interna-
tional financial reporting standard (IFRS) 3 and international accounting standard (IAS) 27,
approved by Commission Regulation (EC) No 1126/2008 of 3 November 2008 adopting cer-
tain international accounting standards, in accordance with Regulation (EC) No 1606/2002 of

the European Parliament and of the Council.?

The most important changes introduced by the Circular relate to Chapter three “business
combination and consolidation”.

The new IFRS 3 emphasises the moment of the taking of control as an event that significantly
modifies the economic nature and circumstances of the investment. Thus, the new standard
specifies issues previously left undefined, such as the estimation of goodwill when control is
taken in stages, transactions with the external shareholders and business combinations car-
ried out exclusively by agreement. At the same time, it introduces certain changes in terms of
valuation that affect contingent consideration and contingent liabilities.

To facilitate the application of the acquisition method, already used before the modification, a
scheme has been introduced for its application: a) to identify the acquirer entity; b) to establish
the date of acquisition; c) to identify, if they exist, assets and liabilities that require a separate
accounting treatment to the business combination; d) to identify the assets acquired and lia-
bilities assumed that require, as at the date of acquisition, the adoption of decisions, that
should be adequately documented, in order to facilitate the future application of other rules of
this Circular;?® e) to recognise and value the identifiable assets acquired and the liabilities as-
sumed; ) to recognise and value, where appropriate, the minority interest in the business ac-
quired; g) to value the consideration paid, and h) to recognise and value the goodwiill or, in the
case of a worthwhile acquisition, the profit obtained.

The Circular also introduces the cases that do not comply with the definition of business com-
bination, which are limited to the following: the combination of entities that, both before and
after the combination, are under common control; the acquisition of assets and liabilities that
do not constitute a business and the creation of a joint venture.

As already established, one of the combined entities, in every business combination, must be iden-
tified as the acquirer. The Circular now widens the criteria for identifying which of the entities par-
ticipating in the combination is the acquirer, when the identification involves doubts or difficulties.

On the acquisition date, as already established, the acquirer must value the identifiable assets
acquired and liabilities assumed in a business combination at their fair value.?® The minority

23. See “Financial regulation: 2004 Q4», Economic Bulletin, January 2005, Banco de Espana, pp.127-132. 24. This
revision is the result of work performed jointly by the Financial Accounting Standards Board (FASB) and the International
Accounting Standards Board (IASB) to converge accounting standards for business combinations and consolida-
tion. 25. Such as the designation of a derivative financial instrument as subject to hedge accounting, the classification
of a financial instrument as held for trading or the separation of an embedded derivative in a hybrid financial instru-
ment. 26. As defined by CBE 4/2004, fair value is the amount for which an asset could be exchanged, or a liability
settled, between knowledgeable, willing parties in an arm’s length transaction. In determining the fair value, no deduction
shall be made for the transaction costs that might be incurred due to sale or other disposal. The best evidence of fair
value is the market price in an active market.
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interest will be measured as the proportional part that external shareholders represent in the
difference between the identifiable assets acquired and the liabilities assumed. Guidance is
now introduced on locating and treating separate transactions, i.e. those that do not form part
of the business combination.?”

The valuation criteria are introduced in those cases in which there has been delivery of consid-
eration to obtain control of an entity. This consideration shall be valued at fair value on the date
of acquisition, unless it remains, as an asset or liability, in the combined entity following the
business combination, in which case it shall be measured as its book value before the combi-
nation, with the additional clarifications introduced by the Circular.

Another change is introduced in relation to the treatment of acquisition-related expenses, such
as advisers’ fees. These should be recorded as expenses instead of being capitalised.

Another area that is updated is the recognition and valuation of goodwill or the gain on a
worthwhile acquisition. On the acquisition date, the acquirer will compare the sum of the con-
sideration paid plus, where applicable, the fair value at that date of its prior equity interest in
the acquired business and the amount of the minority interest, with the net fair value of the
identified acquired assets less the assumed liabilities.?® The treatment of goodwill in business
combinations in stages is therefore consistent with the idea that the taking of control is an
event that significantly modifies the investment.?®

Also, the general consolidation criteria are revised, as regards the valuations of the invest-
ments in entities classified as associates or jointly controlled entities which lose such status;
the measurement bases are updated in the full consolidation method, especially to reflect
cases of loss of control of a subsidiary; and the information that the acquirer entity must in-
clude in the explanatory notes of the individual accounts in relation to each business combina-
tion that has been carried out during the accounting period is added. In turn, the valuation of
the impairment of the investments measured by the equity method is revised.

Finally, certain updates are made to the references to previous regulations of mercantile companies,
whose consolidated text has been included in the recent Law on Share Capital Companies.®

The Circular, which entered into force on 31 December 2010, shall apply to all transactions
carried out from 1 January 2011.

CBE 7/2010 of 30 November 2010 (BOE of 6 December 2010), which develops certain as-
pects of the mortgage market, regulated by Law 2/1981 of 25 March 1981 on mortgage
market regulation,® has been published. It also amends CBE 4/2004 of 22 December 2004
on public and confidential financial reporting rules and formats, in accordance with the require-
ments of the new legislation.

27. In a business combination separate transactions are, in general, those initiated before the date of the combination
and that, essentially, have not been carried out for the benefit of the acquired business or of its previous owners. All
transactions carried out for the benefit of the acquirer or the combined entity will be considered to be separate transac-
tions in the business combination. Separate transactions may be the result of relationships or contractual agreements
existing prior to the start of negotiations to achieve a business combination or may have been carried out during the
negotiation period. 28. Previously, the acquirer compared the cost of the business combination with the acquired per-
centage of the net fair value of the assets, liabilities and contingent liabilities of the acquired entity. 29. A business
combination in stages is one in which the acquirer has an equity interest in the acquired entity immediately before the
date on which it obtains control.  30. Contained in Royal Legislative Decree 1/2010 of 2 July 2010, approving the con-
solidated text of the Law on Share Capital Companies 31. This Law was extensively amended by Law 41/2007 of 7
December 2007, and some of its aspects were implemented by Royal Decree 716/2009 of 24 April 2009. See “Financial
regulation: 2007 Q4”, Economic Bulletin, January 2008, Banco de Espanfa, pp. 176-182.
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The essential data for the special accounting register® that issuers of covered bonds or
mortgage bonds must keep, and that must be included in their annual reports, are es-
tablished. Specifically, in relation to their lending, among other data, certain information
on total mortgage loans and credits shall be gathered, distinguishing those that are eli-
gible to back issues of mortgage bonds or collateralised mortgage bonds or to serve to
calculate the limit for the issuance of mortgage covered bonds. As for borrowing, cer-
tain information on mortgage bonds shall be included, broken down by issue; as well as
on mortgage covered bonds, collateralised mortgage bonds and mortgage transfer
certificates, broken down in these cases between securities or certificates issued with
and without a public offering, as well as, in both cases, according to their residual ma-
turity.

Technical details are given of the minimum content of the note in the annual report that in-
cludes an express declaration of the board of directors or equivalent body of the credit institu-
tion on the existence of express policies and procedures in relation to its activities in the
mortgage market, so that this body expressly takes responsibility for compliance with mort-
gage market legislation.®

Finally, certain technical criteria are included on issues relating to the securitisation of mort-
gages guaranteed by a credit institution or insurance company,® and in relation to the
judgment that must be made regarding the possible equivalence of guarantees granted
over real estate located in other EU countries. In both cases the documentation the creditor
credit institutions or associations that represent them must submit to the Banco de Espana
are specified.

The Circular entered into force on 26 December 2010.

CBE 6/2010 of 28 September 2010 (BOE of 11 October 2010) on the advertising of banking
services and products has been published. This Circular is addressed to Spanish credit institu-
tions, to the branches in Spain of foreign credit institutions and also to payment institutions
regulated by Law 16/2009 of 13 November 2009 on payment services.*® The Circular imple-
ments those aspects of Ministerial Order EHA/1718/2010 of 11 June 2010%¢ on regulation and
control of advertising for banking products and services which, by express authorisation, are
within the remit of the Banco de Espana.

Specifically, and given the elimination of the prior administrative authorisation regime by the
Ministerial Order mentioned above, the Circular determines the principles which advertising
must follow, and the general criteria on the minimum content and format of advertising mes-
sages, which are set out in its annex. These criteria should be applied in proportion to the
complexity of the banking product or service offered and the characteristics of the medium
used to disseminate the advertising.

32. As established by Royal Decree 716/2009, issuers of mortgage covered bonds or mortgage bonds must keep a
special accounting register for the mortgage loans and credits that back such issues, of the substitute collateral and of
the financial derivative instruments linked to each issue. 33. Under Royal Decree 716/2009, institutions issuing mort-
gage covered bonds or mortgage bonds must include a specific note in their annual report containing, inter alia, an ex-
press declaration to this effect.  34. As regards the conditions that mortgage loans and credits must meet to be eligible
to back the issuance of mortgage market securities (mortgage covered bonds, mortgage bonds and collateralised mort-
gage bonds), Royal Decree 716/2009 established that the ratio between the loan and the appraisal value of the mort-
gaged asset may exceed the general limit of 80%, without exceeding 95%, if the operation enjoys insurance or a bank
guarantee provided by an entity other than the creditor, which must fulfil certain requirements.  35. See “Financial regu-
lation 2009 Q4" Economic Bulletin, January 2010, Banco de Espafa, pp. 150-55. 36. See “Financial regulation: 2010
Q2”, Economic Bulletin, July 2010, Banco de Espana, pp.136-38.
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At the same time, the Circular regulates the internal procedures and controls, and the com-
mercial communication policy of credit institutions. This policy must incorporate the general
principles mentioned in the annex and, in general, the legislation applicable to their advertising
activity. It must also set out the procedures necessary to adapt the products offered and the
way in which they are presented to the characteristics of the target group.

A presumption is established, that institutions belonging to certain “advertising self-regulation
systems” have adequate internal procedures and controls in the area in question. Among
other aims, the intention is to encourage credit institutions to join an approved advertising self-
regulating body. For this purpose, the Banco de Espana will publish on its website, a list of
institutions belonging to “advertising self-regulation systems” that comply with certain require-
ments laid down by the Circular. It will also indicate the system to which each institution be-
longs, along with its code of conduct.

Credit institutions that are not members of an approved “advertising self-regulation system”,
or whose advertising does not remain subject to the regime of prior authorisation by the re-
gional government (as is the case of savings banks and certain credit cooperatives), must
submit their commercial communication policy and their alternative internal controls to mini-
mise the risks associated with inappropriate advertising to supervision by the Banco de Es-
pana.

The characteristics and minimum content of the internal register that each institution must
keep are specified. This register will be used to conserve and record all documentation cor-
responding to each advertising campaign and it will be accessible by the Banco de Espana. In
certain cases, the group to which the institution belongs may have a centralised register.

Finally, in the exercise of its administrative power to require the cessation or rectification of
banking advertising, the Banco de Espana will contact credit institutions whose products are
advertised in the relevant campaign, indicating, with reasons, those aspects of the advertising
that do not comply with the applicable legislation and any rectification it may consider appro-
priate. In this respect, the deadlines and procedures for institutions to object or present sub-
missions are established. Where applicable, the rectification is made by the same means used
to disseminate the campaign and with the same scope. All this is without prejudice to any li-
ability they may have incurred under the penalty regime established by Law 26/1988 of 29 July
1988 on discipline and intervention of credit institutions.

The Circular entered into force on 11 December 2010.

Final provisions three and four of Law 36/2010 of 22 October 2010 (BOE of 23 October 2010)
on the Fund for the Promotion of Development®” have made a number of clarifications to the
new legal regime for savings banks, which is now regulated by Law 31/1985 of 2 August 1985
on regulation of the basic rules on governing bodies of savings banks®® and by Royal Decree-
Law 11/2010 of 9 July 2010 on governing bodies and other aspects of the legal regime of
savings banks.®

37. The purpose of the Law is to create and establish the legal regime for the Fund for the Promotion of Development as
an instrument for cooperation and development, managed by the Ministry for Foreign Affairs and Cooperation, through
the State Secretariat for International Cooperation. This Fund assumes and extends the functions of the Fund to Aid
Development, which was created by Royal Decree-Law 16/1976 of 24 August 1976, on economic regulation, fiscal
measures, promotion of exports and domestic trade.  38. See “Regulacion financiera: tercer trimestre de 1985”, Boletin
Econdmico, October 1985, Banco de Espafia, pp. 61-62. 39. See “Financial regulation: 2010 Q3”, Economic Bulletin,
October 2010, Banco de Espafa, pp.139-144.
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The percentage representation of entities representing collective interests on the governing
bodies of savings banks is modified. From now on it will be at least 5% of the voting rights in
each body (previously it was subject to a maximum of 10%).

Resolutions of the assembly must be adopted, as a general rule, by a simple majority of the
votes of those present (previously only the existence of a simple majority was specified).“°

Finally, a new exception is envisaged to the limit on the length of the terms of office of
members of the governing bodies of savings banks which, generally, cannot exceed 12
years. In those savings banks that resolve to combine with other institutions or to carry on
their financial activity indirectly, the appointments in force upon the entry into force of this
law may be extended beyond the limit of 12 years and until completion of the term of office
in question.

The following new legal provisions have been promulgated: CBE 5/2010 of 28 September
2070 (BOE of 11 October 2010) on the list of information which the potential acquirer of a
qualifying holding*! in a credit institution has to send to the Banco de Espana;*? CNMV Circu-
lar 5/2010 of 18 November 2010 (BOE of 6 December 2010) on information to be submitted
by the potential acquirer for the prudential assessment of purchases of qualifying holdings and
of increases in holdings in investment firms and in management companies of collective in-
vestment institutions;*® and Ministerial Order EHA/3241/2010 of 13 December 2010 (BOE of
17 December 2010) approving the list of information to be submitted in the event of acquisition
or increase of qualifying holdings and by those intending to hold administrative and manage-
ment posts in insurance and reinsurance companies and in firms engaging primarily in the
holding of ownership interests in such companies.*

The requirement for this information is extended to the cases in which such a holding is di-
rectly or indirectly increased such that the voting rights or capital held are equal to or more
20%, 30% or 50% or the target entity can be controlled.

40. The requirement for the attendance of general assembly members and, if applicable, non-voting equity unit holders
with a majority of the voting rights is maintained, and also the favourable vote of at least two thirds of the voting rights
of those attending is required for the approval and amendment of the articles of association and the internal rules of the
savings bank, for the winding-up and liquidation of the institution, its merger or integration with other institutions, its
transformation into a special foundation and the decision to carry on its activity indirectly, as provided for in Royal De-
cree-Law 11/2010. 41. A qualifying holding in an undertaking is one which represents 10% or more of the capital or
of the voting rights or which makes it possible to exercise a significant influence over the management of that undertak-
ing, defined as the ability to appoint or remove members of the Board of Directors.  42. Royal Decree 1817/2009 of 27
November 2009 amending Royal Decree 1245/1995 of 14 July 1995 on the creation of banks, cross-border activity and
other matters relating to the legal regime of credit institutions and Royal Decree 692/1996 of 26 April 1996 on the legal
regime of specialised credit institutions entrusted the Banco de Espafna with preparing, through a circular, a list of the
information to be provided by the potential acquirer of a qualifying holding in order to assess the latter’s suitability and
the financial soundness of the proposed acquisition. Also, it was stipulated that the Banco de Espafa had to make
public the content of that list on its website. See “Financial Regulation: 2009 Q4”, Economic Bulletin, January 2010,
Banco de Espafia, pp. 144-146. 43. In the collective investment institution (Cll) area, Royal Decree 1818/2009 of 27
November 2009, which amended the Regulations of Cll Law 35/2003 of 4 November 2003 approved by Royal Decree
1309/2005 of 4 November 2005, and, in the investment firm area, Royal Decree 1820/2009 of 27 November 2009,
which amended Royal Decree 361/2007 of 16 March 2007 implementing Securities Market Law 24/1988 of 28 July
1988 and Royal Decree 217/2008 of 15 February 2008, entrusted the CNMV with preparing, through a circular, a list of
the information to be provided by the potential acquirer for the prudential assessment of qualifying holdings and of the
increase in holdings in investment firms and in Cll management companies, respectively. Also, it was stipulated that the
CNMV had to make public the content of that list on its website.  44. In the insurance area, Royal Decree 1821/2009
of 27 November 2009, amending the Regulation on the Ordering and Supervision of Private Insurance approved by
Royal Decree 2486/1998 of 20 November 1998, on qualifying holdings entrusted the Ministry of Economic Affairs and
Finance with approving a list of the information to be provided by the potential acquirer of a qualifying holding in the
notification for prudential assessment of qualifying holdings and of the increase in holdings in insurance companies.
Also, it was stipulated that the Directorate General of Insurance and Pension Funds (DGSFP) had to make public the
content of that list on its website.
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The list of all the information to be provided by the potential acquirer, which is located in the
annexes of the respective legal provisions, is divided into two parts.

The first part consists of the following: 1) general information on the identity of potential ac-
quirers which, in the case of legal persons, includes a list of the members of the Board of
Directors or equivalent body and of the senior officers; 2) additional information to assess the
integrity of acquirers, including a description of their professional activities and of the compa-
nies they direct or control and, where appropriate, their links or relationships of a financial
nature (e.g. credit operations, guarantees, pledges) or of a non-financial type (family relation-
ships, among others) with the entity it is intended to acquire; 3) information on the acquisition
and on its basic purpose (strategic investment, portfolio investment, etc.); and 4) information
about the financing of the acquisition (i.e. the own and borrowed funds used to acquire the
holding).

The second part of the list is devoted to information on the level of holding it is intended to
acquire, specifying whether the acquisition of the holding will or will not entail a change in
control of the entity. If there is a change in control, the acquirer must submit to the relevant
supervisory authority,*® among other documentation, a business plan containing information
on the strategic development plan“® relating to the acquisition. If the acquisition does not give
rise to change in control of the entity, the potential acquirer should provide a document on
strategy with detailed information on his intentions and on the objectives and strategies pur-
sued through the proposed acquisition.

Potential acquirers shall give prior notice in writing of their decision to the supervisory author-
ity, indicating the amount of the proposed holding and shall include in that notification the in-
formation included in the list. In the event of the absence of any of the circumstances about
which information is requested, this shall be expressly confirmed by the person providing the
information. For its part, the supervisory authority may, if it sees fit, ask the direct acquirer to
provide information on one or more of the persons or entities through which the holding has
been acquired.

If the direct or indirect potential acquirer is another credit institution or a supervised financial
institution, it is exempted from submitting certain information contained in the first part of the
list, in application of the principle of proportionality.

Should the potential acquirer have been assessed in the previous two years, its notifications of
subsequent acquisitions should only furnish information constituting an update of that already
submitted, along with a declaration that the other information has not changed.

Should the acquisition have taken place involuntarily, for example as a result of the re-
purchase by the financial institution of its own shares held by other shareholders, or in
the event of an increase in capital in which existing shareholders do not participate, the
required notification must be made as soon as the shareholder becomes aware that
any of the aforementioned thresholds has been crossed (20%, 30% or 50% or the tar-
get entity can be controlled), even if it is intended to reduce the level of shareholding so

45. The Banco de Espafia, CNMV or Directorate General of Insurance and Pension Funds. 46. The strategic develop-
ment plan has to indicate the main objectives of the proposed acquisition and how to achieve them, including, among
other things: the detailed purpose of the acquisition, the medium-term financial goals (return on equity, cost-benefit ratio,
earnings per share, etc.), the main synergies to be pursued within the target financial institution, the possible redirection
of activities within the target institution; and general modalities for including and integrating the target institution in the
group structure of the acquirer.
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that it once again falls below the threshold leve so that its suitability can be as-

sessed.

A specific section of Ministerial Order EHA/3241/2010 details the information to be provided
to the Directorate General of Insurance and Pension Funds by the aforementioned natural or
legal persons intending to hold administrative or management posts in insurance and reinsur-
ance companies and in firms engaging primarily in the holding of ownership interests in such
companies. This information is specified in the list included as Annex Il to the Ministerial Or-
der.“® Should those persons be subjected to supervision by the Directorate General of Insur-
ance and Pension Funds, they would only have to provide the information that had not previ-
ously been submitted or that had to be updated.

CBE 5/2010 came into force on 31 October 2010; CNMV Circular 5/2010 came into force on 26
December 2010; and Ministerial Order EHA/3241/2010 came into force on 1 January 2011.

Royal Decree 1736/2010 of 23 December 2010 (BOE of 30 December 2010) amended the
chart of accounts for insurance companies approved by Royal Decree 1317/2008 of 24 July
2008% s0 as to include the changes made by Royal Decree 1159/2010 of 17 September 2010
establishing rules for the preparation of consolidated annual accounts.

As with credit institutions, the incorporation of the acquisition method is the keystone of con-
solidation, since it sets the general criteria for including the assets and liabilities of subsidiaries
in the consolidated accounts on the date that control is taken. The other changes are similar
to those described for credit institutions.

The content of the chart of accounts is adapted to Commission Regulation 1004/2008 amend-
ing Regulation 1725/20083 adopting certain international accounting standards and, in particu-
lar, the changes to IAS 39 and IFRS 7 approved by the International Accounting Standards
Board on 13 October 2008. The adaptation consists of a partial revision of Recording and
Valuation Rule 8 (financial instruments) as regards financial asset reclassification, including, in
this respect, additional supplementary disclosures in the notes to annual accounts.

The Royal Decree came into force on 31 December 2010 and is to be applied in preparing the
individual annual accounts for the accounting periods starting on or after 1 January 2010. If
the entities include comparative information from the previous accounting period adapted to
the new criteria, the date of first-time application would be that of the previous year, i.e. 1
January 2009.

Royal Decree 1282/2010 of 15 October 2010 (BOE of 16 October 2010) regulating the official
secondary markets for futures, options and other derivatives repealed the previous regulations
contained in Royal Decree 1814/1991 of 20 December 1991.%°

47. If the shareholder intends to reduce the level of shareholding so that it once again falls below the threshold level
within a period of less than three months, it should state how it intends to do so and expressly undertake not to exercise
the voting rights carried by the excess shares. 48. Basically, the list in Annex Il refers to the following information: iden-
tity of the natural or legal persons; detailed description of their activities; list, where applicable, of the members of the
Board of Directors or equivalent body and of the senior officers; relevant information for assessing integrity; description
of links or relationships of a financial nature (loans, guarantees and collateral) or of a non-financial nature (including fam-
ily relationships) and description of any other link, interest, relationship or activity which could give rise to a conflict of
interest with the insurance company, reinsurance company or the group of which it forms part; and, in this case, the
measures to be adopted to remedy that conflict of interest.  49. See “Financial Regulation: 2008 Q3”, Economic Bulle-
tin, October 2008, Banco de Espafia, pp. 137-139. 50. See “Regulacion financiera: cuarto trimestre de 1991”, Boletin
Econdémico, January 1992, Banco de Espana, pp. 63 and 64.
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The aims of this Royal Decree are: to bring Spanish regulation into line with the regulatory
standards prevailing in the relevant international markets; to promote the introduction of new
products, services and lines of business in the Spanish derivatives markets; to reduce the
systemic risk associated mainly with the clearing and settlement of derivatives contracts; and
to help deepen the single European market through the establishment of agreements and links
with other Union derivatives markets to promote interoperability, efficiency gains and the choice
of market infrastructure by users.

The main changes introduced by the Royal Decree are as follows:

The Royal Decree extends the range of products that can be traded and registered in these
markets, which are not limited to futures and options, but also include all the derivatives de-
fined in Securities Market Law 24/1988 of 28 July 1988,%" whatever the underlying asset may
be.

The Royal Decree provides that the market operator may offer trading, registration, clearing,
settlement and counterparty services. Also, the market operator may carry out central coun-
terparty activities in accordance with the provisions of the Securities Market Law, subject to
the specificities of and as may be provided by market regulations.®?

Further, it is provided that the market operator may carry out counterparty functions in respect
of contracts traded in markets or in trading systems not managed by the market operator,
when the latter has entered into the appropriate agreements to carry out the functions of a
central counterparty clearing house, in accordance with the provisions regulating that market
or trading system.

The content of the market regulations and of the general terms and conditions of contracts are
updated and certain references, such as those to order type and trading hours, are omitted.

The compulsory intervention of the operators of the markets in which the underlying assets of
futures and options are traded is discontinued.®® This intervention shall only be made at the
initiative of the CNMV when special circumstances may disrupt normal market operations or
such a measure is warranted to protect investors.

The market regulations provide for the division of the central register into various sub-registers
containing details of the contracts of customers of market members.5

Each futures and options market is no longer required to have its own market operator and the
definition thereof is updated as required by the Securities Market Law.

51. See “Regulacion financiera: tercer trimestre de 1988”, Boletin Econémico, October 1988, Banco de Espafia, pp. 61
and 62. 52. In the exercise of those activities, the market operator may establish agreements with other resident and
non-resident entities whose functions are similar or which manage securities clearing and settlement systems, are share-
holders of those entities or admit them as shareholders. Such agreements shall require the prior approval of the CNMV
or, where applicable, of the government. 53. Under the previous legislation, the Minister for Economic Affairs and Fi-
nance, for economic policy reasons and upon a prior report from or at the proposal of the CNMV, with a report from the
operators of the futures and options markets and of the markets in which the underlying assets of the futures or options
are traded, could suspend trading in one or more traded contracts or even temporarily suspend all activity in them in the
event of special circumstances which could seriously disrupt normal operations. 54. Thus the accounting register for
contracts will be made up of a central register (current system) kept by the market operator and of sub-registers kept by
the members authorised to do so. These have to comply with the requirements set in the market regulations for manag-
ing those registers, without prejudice to any obligations imposed on them by this Royal Decree for the keeping of such
registers.
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The own funds of market operators are strengthened. They must not be less than €18 million
(previously €9 million) or than the total collateral provided by the market operator. However, it
is provided that the Ministry of Economic Affairs and Finance or, with its express consent, the
CNMV may determine a lower minimum amount of own funds depending on the characteris-
tics of the market in question and on the adequacy of those own funds and their liquidity, in
accordance with the risks assumed at any time and the stress tests and other similar tech-
niques used.

The Royal Decree updates the entities eligible to become market members and the regulation
of access to such status, which will continue to be granted by the market operator. As a new
development, the conditions are specified for becoming a member with restricted trading and
registration-requesting capacity for counterparty purposes solely in futures and options and
other financial instruments with a non-financial underlying asset.®®

Also, should the market operator carry out central counterparty functions, it is provided that
the entities acting as central securities depository and other central counterparty clearing
houses may become market members. In any event, the market operator may reject the par-
ticipation of those entities that do not admit the participation, on a reciprocal basis, of the
market operator in their systems.

The regulations on collateral to be provided by members and by customers are updated. The
collateral depends on the open positions taken by them or for which they are liable, the type
of member in question and the functions carried out by those members in accordance with
market regulations.

Further, a collective collateral regime is established. This will be compulsory either for all mem-
bers or, where appropriate, for certain types of members. The market regulations must speci-
fy the criteria for determining the members required to make contributions, the criteria for de-
termining the amount of those contributions and the purpose thereof.%

Lastly, the basic principles of the regime governing non-compliance by members and custom-
ers, which will be included in the market regulations, are laid down. Specifically, the reasons
for non-compliance, the measures to be taken and the procedures and actions to be carried
out by the market operator or market members are specified. In the event of non-compliance,
the measures may consist of temporary suspension of the member or customer, termination
or transfer of registered contracts, realisation of collateral and, ultimately, loss of market mem-
ber or customer status.

The Royal Decree came into force on 17 October 2010, although the authorised financial fu-
tures and options markets have an adaptation period of six months from that date.

CNMV Circular 3/2010 of 14 October 2010 (BOE of 29 October 2010) on administrative pro-
cedures for the authorisation of venture capital entities (“ECRs” by their Spanish abbreviation)
and their management companies (“SGECRs” by their Spanish abbreviation), for amendment

55. Thus they have to: a) have recognised and accredited experience and professionalism in the sector of the related
non-financial underlying asset; b) have minimum own funds of €50,000; c) have the necessary organisational resources
to adequately perform the function of market member; and d) comply with any additional requirements of solvency, or-
ganisation and specialisation that may be set by the market operator.  56. It is also provided that the market regulations
may establish a regime governing the contribution of collateral by the market operator based on the functions performed
by it, on the nature of the contracts subjected to registration, trading, clearing and settlement and counterparty services,
on the types of members participating in the market and on the functions performed by them.

BANCO DE EsPaRA 147 Economic BULLETIN, JANUARY 2011 FINANCIAL REGULATION: 2010 Q4



Securitisation SPVs:
update of accounting
rules, annual accounts
and financial statements

of their internal rules and articles of association and for the communication of changes in direc-
tors and managers replaced CNMV Circular 4/1999 of 22 September 1999 in order to adapt
its content to the new legal framework established by Law 25/2005 of 24 November 2005°%7
regulating venture capital entities and their management companies.

The formal steps of the projects to set up ECRs and SGECRs must be submitted to the CNMV,
which, once it has verified that the proposed project complies with current legislation, will issue
the compulsory administrative authorisation. However, in the case of venture capital funds not
to be created under a public deed, the CNMV can be requested to combine in a single act the
authorisation of the fund and its registration in the related administrative register.%

The Circular updates and expands the information to be included in the management rules
and articles of association. Specifically, in addition to the information stipulated in previous
legislation, they must include the basic characteristics of the units/shares, indicating the re-
gime governing the issuance and redemption of units/shares, the frequency with which the
value of units/shares is to be calculated for subscription and redemption purposes, and the
reasons for winding up venture capital funds and how they are to be liquidated, stipulating how
the assets are to be distributed and the notification requirements to be met previously.

The standards of commercial, business or professional integrity for the people taking up senior
management positions (directors, general managers or similar officers) in venture capital com-
panies are strengthened, and an internal code of conduct is required.

As a new feature, the Circular requires a manual for the prevention of money laundering. For
this purpose, the CNMV draws on the compulsory report from the Executive Service of the
Commission for the Prevention of Money Laundering and Monetary Offences as regards the
suitability of the procedures included in that manual.*®

Amendments to the management rules or articles of association generally have to follow the
same procedure as that envisaged for their authorisation and require, among other things, an
explanation of the reasons for the requested changes to the articles of association or manage-
ment rules.

Unlike the previous circular, the new Circular lists a series of changes to the management rules
or articles of association of ECRs considered to be of minor importance and thus not requiring
prior authorisation, such as change of domicile, change of name, capital increases with a
charge to venture capital company reserves and asset increases at venture capital funds up to
the level of their commitment.

The Circular came into force on 30 October 2010.

CNMV Circular 4/2010 of 14 October 2010 (BOE of 5 November 2010) amended CNMV Cir-
cular 2/2009 of 25 March 2009%° on accounting rules, annual accounts, public financial state-
ments and confidential statistical returns of securitisation SPVs.

57. See “Financial Regulation: 2005 Q4”, Economic Bulletin, January 2006, Banco de Espafia, pp. 120-123. 58. Previ-
ously, in all cases, once the CNMV had verified that the proposed project complied with current legislation, it sent to the
Ministry of Economic Affairs and Finance the related report and authorisation proposal together with the documentation
submitted for that purpose.  59. Law 10/2010 of 28 April 2010 on the prevention of money laundering and terrorist financing
included SGECRs and those venture capital companies not managed by a management company among the entities subject
to the obligations established by this Law. They must therefore have procedures and bodies for the prevention of money
laundering.  60. See “Financial Regulation: 2009 Q1”, Economic Bulletin, April 2009, Banco de Espafa, pp. 197-198.
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The main new feature in this Circular is the amendment, for fiscal reasons, of Rule 13 on im-
pairment of securitised assets.

Until it was amended, Rule 13 on asset impairment of Circular 2/2009 stipulated that models
based on statistical methods could be used to determine impairment losses on financial as-
sets. The amendment by the CNMV specifies those statistical models, for which purpose it
establishes a methodology similar to that currently required by the Banco de Espana in Annex
IX of CBE 4/2004 in respect of specific provisioning for doubtful assets due to customer ar-
rears.%'

In this respect, a general treatment is introduced which consists in applying certain percent-
ages of impairment based on the age of the past-due outstandings® of any single loan, such
that the provision reaches 100% from the age of 12 months.

Specific treatments are stipulated for real estate mortgage loans, finance leases, loans se-
cured by certain collateral and available-for-sale financial assets. In the first, the impairment of
financial assets classified as doubtful will be estimated based on the nature of the asset sub-
ject to the right in rem.%® In the second, this same impairment estimation method shall be ap-
plied if the leased asset is real estate; if it is personal property, the loss shall be that estimated,
which shall, at a minimum, be the difference between the carrying amount of the financial as-
sets and 75% of the fair value of the leased assets.

To record provisions for the impairment of specific loans with partial cash collateral, the allow-
ance percentages listed in the general treatment shall be applied to the difference between the
amount at which they are recorded in assets and the present value of the deposits. The impair-
ment of loans with partial collateral consisting of holdings in monetary financial institutions or
government debt securities or other financial instruments quoted on active markets shall be
provisioned by applying these percentages to the difference between the amount at which
they are recorded in assets and 90% of the fair value of such financial instruments.

The amount of the impairment losses on securities included in the available-for-sale financial
asset portfolio shall be the positive difference between their acquisition cost, net of any princi-
pal repayment and amortisation, and their fair value, less any impairment loss previously rec-
ognised in the income statement.

Lastly, the new Circular updates certain annexes to Circular 2/2009 as a result of the amend-
ment of asset impairment rules, and makes certain changes to the public financial statements
sent to the CNMV in order to make them easier to complete.

The Circular came into force on 6 November 2010.

The Union adopted Regulation 1092/2010 of the European Parliament and of the Council of
24 November 2010 (OJ L of 15 December 2010) on European Union macro-prudential over-

61. The methodology is based on CBE 4/2004 of 22 December 2004 amended by CBE 3/2010 of 29 June 2009 in order
to allow a treatment consistent with that used by institutions with similar assets. 62. Specifically, 25% of the doubtful
asset when the first instalment is up to 6 months past-due, 50% when it is up to 9 months past-due, 75% when it is up
to 12 months past-due and 100% thereafter. 63. The estimate of the value of the financial claims received as security
will, at a maximum, be the appraisal value, weighted as follows: by 80% for completed housing constituting the bor-
rower’s principal residence; by 70% for rural property in use and completed multi-purpose offices and commercial and
industrial premises; by 60% for other completed housing; and by 50% for land parcels, building plots and other real es-
tate assets.
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sight of the financial system and establishing a European Systemic Risk Board (ESRB) and
Council Regulation 1096/2010 of 17 November 2010 (OJ L of 15 December 2010) conferring
specific tasks upon the European Central Bank (ECB) concerning the functioning of the
ESRB.

Also adopted were Regulation 1093/2010 of the European Parliament and of the Coun-
cil of 24 November 20710 (OJ L of 15 December 2010) establishing a European Super-
visory Authority (European Banking Authority); Regulation 1094/2010 of the European
Parliament and of the Council of 24 November 2010 (OJ L of 15 December 2010) es-
tablishing a European Supervisory Authority (European Insurance and Occupational
Pensions Authority); Regulation 1095/2010 of the European Parliament and of the
Council of 24 November 2010 (OJ L of 15 December 2010) establishing a European
Supervisory Authority (European Securities and Markets Authority); and Directive
2010/78/EU of the European Parliament and of the Council of 24 November 2010 (OJ L
of 15 December 2010) amending Directives 98/26/EC, 2002/87/EC, 2003/6/EC,
2003/41/EC, 2003/71/EC, 2004/39/EC, 2004/109/EC, 2005/60/EC, 2006/48/EC,
2006/49/EC and 2009/65/EC in respect of the powers of the European Supervisory
Authorities.

The main new feature of this raft of legislation is the creation of the European System of Finan-
cial Supervisors (ESFS). Its main aim is to ensure proper application of rules and regulations in
the financial sector, preserve its stability and confidence, and ensure that the consumers of
financial services are appropriately and sufficiently protected.

The ESFS will comprise the aforementioned three new European Supervisory Authorities
(ESAs), the ESRC, the Joint Committee of the European Supervisory Authorities (Joint Com-
mittee) and the competent supervisory authorities of the Member States.

The Joint Committee shall be composed of the ESAs and the ESRC. The former shall cooper-
ate regularly and closely with the ESRC to ensure cross-sectoral consistency of activities and
reach common positions in the supervision of financial conglomerates and in other cross-
sectoral matters.

The respective ESAs replace the Committee of European Banking Supervisors,®* the Commit-
tee of European Insurance and Occupational Pensions Supervisors®® and the Committee of
European Securities Regulators.®® Also, the authorities assume all the tasks and competences
of those committees including the continuation of ongoing work and projects, where appropri-
ate.

Their main aim is to ensure consistent application of financial sector rules and regulations with
the same objectives as the ESFS. They will especially contribute to: a) improving the function-
ing of the internal market, including in particular a sound, effective and consistent level of
regulation and supervision, b) ensuring the integrity, transparency, efficiency and orderly func-
tioning of financial markets, c) strengthening international supervisory coordination, d) pre-
venting regulatory arbitrage and promoting equal conditions of competition, €) ensuring the
taking of investment and other risks are appropriately regulated and supervised, and f) en-
hancing customer protection.

64. Created pursuant to Commission Decision 2009/78/EC. 65. Created pursuant to Commission Decision 2009/79/
EC. 66. Created pursuant to Commission Decision 2009/77/EC.
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In the exercise of their tasks, they shall pay particular attention to any systemic risk®” posed by
financial institutions, the failure or poor functioning of which may impair the operation of the
financial system or the real economy.

The ESAs were created on 1 January 201158 and will each comprise: a Board of Supervisors,
a Management Board, a Chairperson, an Executive Director and a Board of Appeal.

The respective regulations set out in detail the functions and competences of the ESAs. These
include most notably the following: a) to contribute to the establishment of high-quality common
regulatory and supervisory standards and practices, in particular by providing opinions to the
Union institutions; b) to develop guidelines, recommendations, and draft regulatory and imple-
menting technical standards; c) to contribute to the consistent application of legally binding Union
acts, in particular by contributing to a common supervisory culture; d) to monitor and assess
market developments in their areas of competence, including where appropriate trends in credit,
in particular, to households and SMEs; and e) to foster depositor and investor protection.

Regarding tasks related to consumer protection, they shall promote transparency, simplicity
and fairness in the market for consumer financial products or services across the internal mar-
ket, particularly by: a) collecting, analysing and reporting on consumer trends; b) reviewing
and coordinating financial literacy and education initiatives by the competent authorities; ¢)
developing training standards for the industry; and d) contributing to the development of com-
mon disclosure rules.

ESAs may adopt guidelines and recommendations addressed to competent authorities or fi-
nancial market participants with a view to promoting the safety and soundness of markets and
convergence of regulatory practice, and may establish consistent, effective and efficient su-
pervisory policies. They may temporarily prohibit or restrict certain financial activities that
threaten the orderly functioning and integrity of financial markets or the stability of the whole or
part of the Union’s financial system.

Regarding emergency action, in the case of adverse developments which may seriously jeop-
ardise the orderly functioning and integrity of financial markets or the stability of the whole or
part of the financial system in the Union, ESAs shall actively facilitate and coordinate any ac-
tions undertaken by the national competent supervisory authorities of Member States. In cer-
tain conditions, ESAs may urge the competent authorities to take the measures needed to
deal with the situation. If they do not take those measures, the ESAs may adopt decisions ad-
dressed to the financial institutions directly subject under Union law, including the cessation of
any financial practice when necessary to urgently remedy the situation.

The ERSB® will ensure the supervision of the Union’s financial system, assuming responsibil-
ity for the macro-prudential oversight of the financial system within the Union in order to pre-
vent or mitigate systemic risks and avoid periods of widespread financial distress.

The ESRB shall have a General Board, a Steering Committee, a Secretariat, an Advisory Sci-
entific Committee and an Advisory Technical Committee. The ESRB’s tasks will include the
following: a) determining and/or collecting and analysing all the relevant and necessary infor-

67. Systemic risk means a risk of disruption in the financial system with the potential to have serious negative conse-
quences for the internal market and the real economy. All types of financial intermediaries, markets and infrastructure may
be potentially systemically important to some degree. 68. The headquarters of the European Banking Authority will be
in London, those of the European Securities and Markets Authority in Paris and those of the European Insurance and
Occupational Pensions Authority in Frankfurt am Main.  69. The ESRC’s headquarters will be in Frankfurt am Mein.
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mation for achieving its objectives; b) identifying and prioritising systemic risks; c) issuing
warnings where such systemic risks are deemed to be significant and, where appropriate,
making those warnings public; d) issuing recommendations for remedial action in response to
the risks identified and, where appropriate, making those recommendations public; and g)
cooperating closely with all the other parties to the ESFS and, in particular, providing the ESAs
with the information on systemic risks required for the performance of their tasks.

When significant risks in the financial system are identified, the ESRB shall provide warnings
and, where appropriate, issue recommendations for remedial action , including, where appro-
priate, for legislative initiatives. These warnings or recommendations may be of either a gen-
eral or a specific nature and shall be addressed in particular to the Union as a whole or to one
or more Member States, or to one or more of the ESAs, or to one or more of the national su-
pervisory authorities.

The ESRB, in close cooperation with the other parties to the ESFS, shall elaborate a colour-
coded system corresponding to situations of different risk levels, so as to classify them by
seriousness.

The ECB shall carry out the functions of the ESRB Secretariat, providing analytical, statistical,
logistical and administrative support to the ESRB. Among others, the Secretariat’s tasks are as
follows: the collection and processing of information, including statistical information, deter-
mined by the ESRB; the preparation of the analyses necessary to carry out the tasks of the
ESRB; and making available to the ESAs the risk information required by them to carry out
their tasks.

The regulations came into force on 16 December 2010 (general application from 1 January
2011) and Directive 2010/78/EU came into force on 4 January 2011.

The Union adopted Directive 2010/73/EU of the European Parliament and of the Council of
24 November 2010 (OJ L of 11 December 2010) amending Directives 2003/71/EC of the
European Parliament and of the Council of 4 November 2003 on the prospectus to be pub-
lished when securities are offered to the public or admitted to trading and 2004/109/EC of the
European Parliament and of the Council of 15 December 2004 on the harmonisation of trans-
parency requirements in relation to information about issuers whose securities are admitted to
trading on a regulated market.

The changes to Directive 2003/71/EC are as follows. The threshold amount of securities in-
cluded in an offering above which the Directive is applicable is raised from €2.5 million to €5
million, offerings for lower amounts being outside its scope of application. Similarly, the thresh-
old total amount of the offering of non-equity securities issued in a continuous or repeated
manner by credit institutions above which the Directive is applicable is raised from €50 million
to €75 million.

The threshold above which it is required to publish a prospectus in an offer of securities ad-
dressed to individual investors is raised to an acquisition of €100,000 per investor (previously
the threshold was €50,000).

For the purposes of private placement of securities, the definition of “qualified investors” is
broadened to include existing professional clients considered as such in accordance with Di-
rective 2004/39/EC of the European Parliament and of the Council of 21 April 2004 on mar-
kets in financial instruments.
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The prospectus shall contain information concerning the issuer and the securities to be offered
to the public, along with a summary that concisely provides key information in the language in
which the prospectus was originally drawn up. However, where the prospectus relates to the
admission to trading on a regulated market of non-equity securities having a denomination of
at least €100,000 (previously €50,000), there shall be no requirement to provide a summary.

Where securities are guaranteed by a Member State, an issuer, an offeror or a person asking
for admission to trading on a regulated market shall be entitled to omit information about such
guarantor when drawing up the prospectus.

The changes to Directive 2004/109/EC are as follows. The exemptions from its scope of ap-
plication continue to include issuers that issue solely debt securities admitted to trading on a
regulated market, but the threshold denomination per unit is raised from €50,000 to €100,000;
also exempt are issuers of debt securities denominated in a currency other than euro where
the value of such denomination per unit is, at the date of the issue, equivalent to at least
€100,000 (previously €50,000). However, temporarily, the previous amounts remain in force for
those debt securities which had already been admitted to trading on a regulated market in the
Union before 31 December 2010.

Where only holders of debt securities whose denomination per unit amounts to at least
€100,000 (previously €50,000) or, in the case of debt securities denominated in a currency
other than euro whose denomination per unit is, at the date of the issue, equivalent to at least
€100,000 (previously €50,000), are to be invited to a meeting, the issuer may choose as venue
any Member State, provided that all the facilities and information necessary to enable such
holders to exercise their rights are made available in that Member State. Likewise, the previous
amounts temporarily remain in force for those debt securities which had already been admitted
to trading on a regulated market in the Union before 31 December 2010, for as long as such
debt securities are outstanding.

The Directive came into force on 31 December 2010 and the Member States shall bring into
force the laws, regulations and administrative provisions necessary to comply with this Direc-
tive by 1 July 2012.

The Union adopted Directive 2010/76/EU of the European Parliament and of the Council of
24 November 2010 (OJ L of 14 December 2010) amending Directives 2006/48/EC™ and
2006/49/EC™! as regards capital requirements for the trading book and for resecuritisations,
and the supervisory review of remuneration policies.

In order to address the potentially detrimental effect of poorly designed remuneration structures
on the sound management of risk and control of risk-taking behaviour by individuals, the re-
quirements of Directive 2006/48/EC to have in place systems, strategies, procedures and
mechanisms for effective risk management were reviewed and supplemented by an express
obligation for credit institutions and investment firms (hereafter “institutions”) to establish and
maintain, for categories of staff whose professional activities have a material impact on their risk
profile, remuneration policies and practices that are consistent with effective risk management.

70. Directive 2006/48/EC of the European Parliament and of the Council of 14 June 2006 relating to the taking up and
pursuit of the business of credit institutions. ~ 71. Directive 2006/49/EC of the European Parliament and of the Council
of 14 June 2006 on the capital adequacy of investment firms and credit institutions.
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Those categories of staff should include at least senior management, risk takers, staff engaged in
control functions and any employee whose total remuneration, including discretionary pension benefit
provisions, takes them into the same remuneration bracket as senior management and risk takers.

Having regard to the principle of proportionality, remuneration policies and practices should be
applied to all aspects of remuneration including salaries, discretionary pension benefits’? and
any similar benefits.

In application of said principle of proportionality, only institutions that are significant in terms of
their size, internal organisation and the nature, the scope and the complexity of their activities
are required to establish a remuneration committee as an integral part of their governance
structure and organisation.

The assessment of the performance-based components of remuneration should be based on
longer-term performance and take into account the outstanding risks associated with the
performance. The assessment of performance should be set in a multi-year framework of at
least three to five years, in order to ensure that the assessment process is based on longer
term performance and that the actual payment of performance-based components of remu-
neration is spread over the institutions’ business cycle.

A substantial portion of the variable remuneration component, such as 40% to 60%, should
be deferred over an appropriate period of time. Moreover, a substantial portion of the variable
remuneration component must consist of shares or other share-linked instruments, subject to
the legal structure of the institution concerned or, in the case of a non-listed institution, other
equivalent non-cash instruments and, where appropriate, other long-dated financial instru-
ments that adequately reflect the credit quality of the institution.

Institutions must ensure that the total variable remuneration does not limit their ability to strengthen
their capital base. If this occurs, Member States’ competent authorities are empowered to limit vari-
able remuneration, inter alia, as a percentage of total net revenue. Also, the authorities are empow-
ered to impose, whenever the situation so requires, qualitative or quantitative measures on the relevant
institutions that are designed to address problems that have been identified in relation to their remu-
neration policies. Qualitative measures available to the competent authorities include requiring the
institutions to reduce the risk inherent in their activities, products or systems, including by introducing
changes to their structures of remuneration or freezing the variable parts of remuneration. Quantitative
measures include a requirement to hold additional own funds. In the event of non-compliance, the
competent authorities shall have the power to impose or apply financial and non-financial penalties or
other measures. Those penalties or measures shall be effective, proportionate and dissuasive.

Lastly, institutions should disclose detailed information on their remuneration policies, prac-
tices and, for reasons of confidentiality, aggregated amounts for those members of staff whose
professional activities have a material impact on the risk profile of the credit institution or in-
vestment firm. That information should be made available to all stakeholders (shareholders,
employees and the general public).

The provisions on prudent valuation in Directive 2006/49/EC are extended to all instruments
measured at fair value, whether in the trading book or non-trading book of institutions. Where the

72. “Discretionary pension benefits” means enhanced pension benefits granted on a discretionary basis by a credit insti-
tution to an employee as part of that employee’s variable remuneration package, which do not include accrued benefits
granted to an employee under the terms of the company pension scheme.

BANCO DE EsPaia 154 economic BULLETIN, JANUARY 2011 FINANCIAL REGULATION: 2010 Q4



Changes in the rules for
preparing consolidated

annual accounts and in

the chart of accounts

application of prudent valuation would lead to a lower carrying value than actually recognised in
the accounting, the absolute value of the difference has to be deducted from own funds.

The standards for internal models to calculate market risk capital requirements are strength-
ened. Similarly, the use of internal models to calculate securitisation risks in the trading book
has had limits placed on it and a standardised capital charge for securitisation positions in the
trading book is now required by default.

The Directive extends for a further year, i.e. until 31 December 2011, the transitional floors be-
ing applied to credit institutions which calculate risk-weighted exposures by the Internal Rat-
ings Based Approach (the IRB Approach) or Advanced Measurement Approaches.

Specific risk charges for securitisation positions have to be aligned with the capital require-
ments in the banking book since the latter provide for a more differentiated and risk-sensitive
treatment of securitisation positions.

In the field of securitisation, disclosure requirements of institutions have been considerably
strengthened. Institutions must particularly take into account the risks of securitisation posi-
tions in the trading book.

The term “resecuritisation” is introduced. It means a securitisation where the risk associated
with an underlying pool of exposures is tranched and at least one of the underlying exposures
is a securitisation position. Credit institutions investing in resecuritisations are required to exer-
cise due diligence also with regard to the underlying securitisations and the non-securitisation
exposures ultimately underlying the former.

Credit institutions must assess whether exposures in the context of asset-backed commercial
paper programmes constitute resecuritisation exposures, including those in the context of
programmes which acquire senior tranches of separate pools of whole loans where none of
those loans is a securitisation or resecuritisation exposure, and where the first-loss protection
for each investment is provided by the seller of the loans.

Institutions are permitted to choose whether to apply a capital requirement to or deduct from
own funds those securitisation positions that receive a 1,250% risk weight, irrespective of
whether the positions are in the trading or the non-trading book.

The powers granted to the Commission are broadened so that it can carry out the appropriate
technical adjustments to the two directives to ensure uniform application thereof and to take
account of developments on financial markets.

The Directive came into force on 15 December 2010.

Royal Decree 1159/2010 of 17 September 2010 (BOE of 24 September 2010) repealed Roy-
al Decree 1815/1991 of 20 December 1991, laid down rules for preparing consolidated an-
nual accounts and altered the Spanish general chart of accounts (Plan General de Contabili-
dad or “PGC” by its Spanish abbreviation) approved by Royal Decree 1514/2007 of 16
November 200772 and the general chart of accounts for small and medium-sized enterprises
approved by Royal Decree 1515/2007 of 16 November 2007.74

73. See “Financial Regulation: 2007 Q4”, Economic Bulletin, January 2008, Banco de Espafa, pp. 196-198. 74. See
“Financial Regulation: 2007 Q4”, Economic Bulletin, January 2008, Banco de Espana, pp. 198 and 199.
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The purpose of the Royal Decree is to transpose to Spanish law Commission Regulations
494/2009 and 495/2009 of 3 June 2009 amending Regulation 1126/2008 of 3 November
2008 adopting certain international accounting standards in accordance with Regulation
1606/2002 of the European Parliament and of the Council as regards, respectively, Interna-
tional Accounting Standard 27 (Consolidated and Separate Financial Statements) and Interna-
tional Financial Reporting Standard 3 (Business Combinations).

The new rules for the preparation of consolidated financial statements are structured, as previ-
ously, in six sections: i) parties to consolidation, ii) obligation to prepare consolidated financial
statements, consolidation methods and equity method, iii) full consolidation method, iv) pro-
portionate consolidation method and equity method, v) other rules applicable to consolidation,
and vi) rules for preparing consolidated financial statements.

It should be noted that the consolidation rules regulate the criteria used to account for elimina-
tion of investment and equity by reference to the acquisition method set forth in the PGC, with
such adaptations and clarifications as are needed for consolidated entities.

The acquisition method regulated in Recording and Valuation Rule 19 “Business Combina-
tions” of the PGC’® is the keystone of consolidation, since it sets the general criteria for includ-
ing the assets and liabilities of subsidiaries in the consolidated accounts on the date that
control is obtained. Once the criteria for recognising and measuring the financial statement
items of the group companies have been unified, the acquisition method requires those items
to be aggregated and subsequently eliminated from the standpoint of the group as the report-
ing entity, and not as a mere prolongation of the individual financial statements of the control-
ling company.

The Royal Decree came into force on 25 September 2010 and is to be applied in preparing the
consolidated financial statements for the first accounting period starting on or after 1 January
2010. If the entities include comparative information from the previous accounting period
adapted to the new criteria, the date of first-time application would be that of the previous year,
i.e. 1 January 2009.

Following the usual practice in December, Law 39/2070 of 22 December 2010 (BOE of 23
December 2010) on the State budget for 2011 was promulgated. Notable from the standpoint
of financial regulation were the following.

The government is authorised to increase the outstanding State debt in 2011, subject to the
condition that it shall not exceed the level at the beginning of the year by more than €43,626
million (the limit for last year’s budget was €78,136 million). This limit may be exceeded during
the course of the year with prior authorisation of the Ministry of Economic Affairs and Finance,
and those cases in which it shall be automatically revised are laid down.

In relation to State government guarantees, mention should be made of the authorisation of
government guarantees to back fixed-income securities issued by securitisation special pur-
pose vehicles, aimed at improving the financing of corporate productive activity, for which an
amount of €3 billion (the same as in the previous budget) has been established.

75. The PGC continues to set the acquisition method as the only possible alternative for accounting for business combi-
nations. The PGC explains how to identify the acquirer in accordance with IAS 27. The equity of the acquirer will con-
tinue to be recorded at the same carrying amount, unlike that of the acquiree, which must generally be recorded at fair
value.
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TAXES

With regard to personal income tax, the individual and household minimums and the employ-
ment income deduction remain unchanged. The tax rates applicable to incomes above €120,000
and €175,000 are raised moderately from 43% to 44% and from 43% to 45%, respectively.

The taxation of multi-year compensation was also changed, a limit of €300,000 being intro-
duced on the amount of gross income to which the 40% rebate will be applied.”®

The rebate for birth or adoption of children (set at €2,500) was struck down and the tax
credit for house purchase or rental changed. Thus, with effect from 1 January 2011 the per-
sonal income tax credit for investment in principal residence will only apply to taxpayers whose
taxable income is less than €24,107.20 per year, although it remains in place temporarily for
purchasers who bought their house before that date. The tax credit for rental of principal resi-
dence was also changed to put it on an equal footing with that for house purchase. In addition,
the reduction in the net income from renting out residential real estate is raised from 50% to
60%. This reduction will be 100% when the tenant is between 18 and 30 years of age (previ-
ously between 18 and 35 years of age).

The rebates to compensate for the loss of tax benefits affecting certain taxpayers under the
current personal income tax law, regulated by Law 35/2006 of 28 November 2006, remain in
place. The first establishes for 2010 a tax credit for purchase of principal residence for taxpay-
ers who purchased their principal residence before 20 January 2006. The amount is equal to
the difference between the tax credit resulting from application of the previous personal in-
come tax legislation (Legislative Royal Decree 3/2004 of 5 March 2004),”” in force until end-
2006, and that under Law 35/2006.7®

The second rebate will affect those receiving in 2010 certain income from capital arising over
a period exceeding two years. On one hand, income from capital obtained from transfer to
third persons of capital from financial instruments entered into prior to 20 January 2006 shall
qualify for a reduction of 40%, as it did under the previous personal income tax law. On the
other, income received in the form of deferred capital arising from life and disability insurance
policies taken out prior to 20 January 2006 shall qualify for a 40% or 75% reduction, as envis-
aged under the previous personal income tax law.

For transfers of real estate not used in business activities, the updated acquisition cost adjust-
ment coefficient of 1% remains in place.

Another change affects open-end investment companies. Specifically, a tax rate equal to that
on savings income (between 19% and 21%) will be levied on revenue derived from share
capital reductions with refund of shareholders’ contributions™ and on distributions of share

76. Previously a 40% rebate was generally applied to gross income arising over a period of more than two years not
obtained on a periodic or recurring basis and to that legally deemed to have been obtained manifestly irregularly over
time. 77. See “Financial Regulation: 2004 Q1”, Economic Bulletin, April 2004, Banco de Espana, pp. 99 and 100.
78. During 2010 a tax credit may be taken, in general, for 15% of the amounts paid for the purchase or renovation of the
principal residence, with a maximum of €9,015.18 per annum. In 2006, although the same tax credit was available, in
general, when the purchase was made using borrowed funds, in the two years following the purchase the tax credit was
for 25% of the first €4,507.59 and for 15% of the remainder up to €9,015.18. Subsequently, these percentages were
20% and 15%, respectively. 79. In this case a limit is set, which is the larger of the following amounts: a) the increase
in the net asset value of the shares from their acquisition or subscription date to the date of the capital reduction, and b)
when the capital reduction is carried out using undistributed earnings, the amount of those earnings. In this respect,
capital reductions, whatever their purpose, are deemed to affect first the portion of the share capital originating from
undistributed earnings, until it is cancelled. The excess over this limit shall reduce the acquisition cost of the shares in-
volved until they are cancelled. In turn, any resulting excess shall be included as investment income from share holdings
in any type of firm, as stipulated for the distribution of share premiums.
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premiums to shareholders (this measure is applied in an equivalent manner in corporate in-
come tax).

In corporate income tax, the main new measure is intended to allow SMEs to continue under
the applicable special regime for the three years immediately following that in which they ex-
ceed the threshold of €8 million of turnover.?% This measure is extended to firms that exceed
the threshold as a result of a corporate restructuring, provided that all the firms involved meet
the aforesaid condition. Furthermore, capital increases in 2011 and 2012 by firms eligible un-
der this measure are exempt from transfer tax under the “corporate transactions” heading.

Also, Spanish legislation is adapted to Community law in respect of the financial goodwill de-
duction, which will cease to apply for purchases of securities representing holdings in the own
funds of entities resident in another Union Member State made from 21 December 2007.

The tax on the income of non-residents is modified to adapt Spanish legislation to Union law.
To do this, the percentage of holding required for exemption of dividends distributed by sub-
sidiaries resident in Spain to parents resident in the European Union or to their permanent
establishments is made equal to the percentage of holding required under the corporate in-
come tax law in respect of the application of the 100% tax credit to avoid double domestic
taxation of dividend payments.

Other financial measures relate to the legal interest rate and the late-payment interest rate,
which are unchanged at 4% and 5%, respectively.

10.1.2011.

80. This amount has risen to €10 million under Royal Decree-Law 13/2010 of 3 December 2010 on fiscal, labour and
deregulatory actions to foster investment and job creation. This legislation has also improved the tax thresholds of that
special regime. Thus the tax rate is 25% on the portion of taxable income between €0 and €300,000 (previously that rate
applied to the portion between €0 and €120,202.41). The rate on the rest of taxable income is 30%.
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1.1. GROSS DOMESTIC PRODUCT. VOLUME CHAIN-LINKED INDICES, REFERENCE YEAR 2000=100. DEMAND COMPONENTS.
SPAIN AND EURO AREA (a)

m  Series depicted in chart.

Annual percentage changes

GDP Final consumption | General govern- Gross fixed Domestic Exports of Imports of Memorandum item:
of households ment final capital demand goods and goods and GDPmp (current
and NPISHs consumption formation services services prices) (g)
Euro Euro Euro Euro Euro Euro Euro Euro
Spain area Spain area Spain area Spain area Spain area Spain area Spain area Spain area
(b) (c) d (e) f f
1 - 2 - 3 - 4 - 5 6 - 8 - - 10 - 11 12 13 14 15 16
07 P 3.6 2.8 3.7 1.7 55 2.2 45 4.6 41 2.6 6.7 6.3 8.0 58 1054 9022
08 P 0.9 0.3 -0.6 0.4 5.8 2.3 -4.8 -1.0 -0.5 0.3 -1.1 0.8 -5.3 0.6 1088 9240
09 P -3.7 -4.0 -4.2 -1.0 3.2 24 -16.0 -11.3 -6.0 -34 -116 -130 -178 -11.7 1054 80952
07 Q4 P 3.2 2.2 3.6 1.3 5.4 2.3 3.9 3.0 3.9 2.0 3.3 4.4 5.6 4.0 269 2287
08 Q1 P 2.8 2.1 2.2 1.7 52 1.8 1.4 2.3 2.6 15 4.2 5.6 3.4 41 272 2316
Q2 P 1.9 1.2 0.8 0.6 5.7 2.4 -1.6 0.9 11 0.7 2.6 3.8 -0.2 25 273 2321
Q3 P 0.3 0.1 -1.5 -0.0 6.0 2.5 -6.5 -1.1 -1.5 -0.1 -3.4 0.9 -8.2 0.3 273 2315
Q4 P -1.4 -21 -3.9 -0.7 6.4 25 -121 -6.0 -4.3 -0.9 -7.8 =71 -15.6 -4.4 270 2287
09 Q1 P -3.5 -5.2 -4.9 -1.5 5.9 28 -153 -11.4 -5.8 -3.7 -165 -162 -21.5 -13.1 266 2234
Q2 P -4.4 -4.9 -5.4 -1.0 4.4 25 -180 -122 =71 -3.8 -158 -16.7 -222 -144 263 2230
Q3 P -3.9 -4.0 -4.1 -1.2 2.7 26 -164 -12.0 -6.1 -33 -11.0 -137 -172 -123 262 2241
Q4 P -3.0 -2.0 -2.6 -0.4 0.2 1.7  -140 -9.6 -5.0 -2.8 -2.1 -5.3 -9.2 =71 263 2247
10 Q1 P -1.4 0.8 -0.3 0.4 -0.5 11 -10.4 -5.0 -2.8 0.4 9.1 5.7 2.3 4.8 264 2262
Q2 P -0.0 2.0 2.2 0.6 0.1 0.6 -6.8 -0.8 -0.3 2.1 11.6 11.7 9.3 12.4 265 2293
Q3 P 0.2 1.9 1.4 1.0 -0.1 0.4 -7.0 0.2 -0.8 1.9 8.7 11.3 3.9 11.7 267 2310
GDP. AND DOMESTIC DEMAND. SPAIN AND EURO AREA DEMAND COMPONENTS. SPAIN AND EURO AREA
Annual percentage changes Annual percentage changes
=== GDP SPAIN === FINAL CONS. HOUS. AND NPISHs. SPAIN
=== GDP EURO AREA === FINAL CONS. HOUS. AND NPISHs. EURO AREA
DOMESTIC DEMAND SPAIN GFCF SPAIN
8% === DOMESTIC DEMAND EURO AREA % . 8% === GFCF EURO AREA % 8
6 16 6 - 16
4 14 4 14
21 {2 2t {2
0 0 0 0
2t {2 2| {2
-4+ 1 -4 -4 - 1 -4
-6 1-6 -6 - 1-6
-8 1-8 -8 - 1-8
-10 - 1-10 -10 + 1 -10
-12 1-12 -12 - 1-12
-14 1-14 -14 + 1-14
-16 1-16 -16 1-16
18 -18 18 18

2007

2008

2009

2010

Sources: INE (Quarterly National Accounts of Spain. Base year 2000) and Eurostat.
a. Spain: prepared in accordance with ESA95, seasonally- and working-day-adjusted series (see Economic bulletin April 2002); Euro area, prepared in accordance with

ESA95. b. Final consumption expenditure may take place on the domestic territory or abroad (ESA95, 3.75). It therefore includes residents’ consumption abroad, which is
subsequently deducted in Imports of goods and services. c. Euro area, private consumption.
d. Euro area, government consumption. e. Residents’ demand within and outside the economic territory.
f. Exports and imports comprise goods and services and include cross-border trade within the euro area. g. Billions of euro.

2007
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1.2. GROSS DOMESTIC PRODUCT. VOLUME CHAIN-LINKED INDICES. REFERENCE YEAR 2000=100. DEMAND COMPONENTS.
SPAIN: BREAKDOWN (a)

m  Series depicted in chart. Annual percentage changes
Gross fixed capital Exports of goods and services Imports of goods and services emorandum items:
formation
Change Final con- Final
in umption of onsumption
Total |Capital | Construc- Other Stocks Total | Goods |[non-resi- |Services Total | Goods [of residents |Services | Domestic | GDP
goods tion products (b) dents in in the rest demand
conomic lof the world (b) (c)
territory
1 2 3 4 5 6 7 8 9 10 11 12 13 14 15
- - - - -
07 P 45 10.4 3.2 0.8 -0.1 6.7 7.5 -0.7 10.6 8.0 7.7 7.2 9.4 4.4 3.6
08 P -4.8 -2.5 -5.9 -4.1 0.1 -1.1 -1.9 -4.3 4.6 -5.3 -6.0 -6.0 -1.6 -0.6 0.9
09 P -16.0 -24.8 -11.9 -16.2 -0.0 -11.6 -125 -9.6 -10.0 -17.8 -19.2 -13.4 -12.5 -6.4 -3.7
07 Q4 P 3.9 8.3 2.5 2.7 -0.1 3.3 3.9 0.4 3.2 5.6 6.0 2.7 41 4.2 3.2
08 Q1 P 1.4 52 -0.6 2.7 0.1 4.2 3.9 0.8 8.7 3.4 3.7 3.6 2.0 2.7 2.8
Q2 P -1.6 4.2 -4.3 -1.1 0.2 2.6 2.2 -3.1 9.5 -0.2 0.2 -2.6 -1.6 11 1.9
Q3 P -6.5 -4.6 -7.5 -6.0 0.2 -3.4 -2.8 -4.7 -4.2 -8.2 -9.3 -11.6 2.2 -1.6 0.3
Q4 P -121 -144 -11.41 -11.7 0.1 -7.8 -10.6 -10.1 54 -156 -18.0 -13.1 -4.6 -4.6 -1.4
09 Q1 P -153 -242 -12.2 -121 0.0 -16.5 -20.0 -13.9 -5.3 -215 -237 -19.5 -11.41 -6.2 -3.5
Q2 P -180 -315 -12.0 -16.9 -0.0 -15.8 -184 -94 -10.9 222 -244 -18.3 -12.0 -7.5 -4.4
Q3 P -164 -255 -11.7 -18.7 -0.0 -11.0 -11.5 -9.3 -10.2  -172 -18.4 -8.7 -13.5 -6.5 -3.9
Q4 P -140 -16.9 -11.9 -17.2 -0.1 -2.1 2.1 -5.4 -13.3 -9.2 -8.3 -5.6 -13.4 -5.3 -3.0
10 Q1 P -104 -4.4 -11.4 -15.4 0.0 9.1 145 -0.8 -0.1 2.3 3.5 -0.5 -1.6 -2.9 -1.4
Q2 P -6.8 8.7 -11.4 -11.2 0.1 11.6 16.0 -0.9 7.4 9.3 10.0 3.0 7.9 -0.3 -0.0
Q3 P -7.0 2.4 -11.6 -3.3 0.1 8.7 10.5 54 54 3.9 5.6 52 -25 -0.8 0.2
GDP. DOMESTIC DEMAND GDP. DEMAND COMPONENTS
Annual percentage changes Annual percentage changes
=== GDPmp : g;gg ;z)TNsCAPITAL GOODS
" === DOMESTIC DEMAND (b) " " IMPORTS "
20 ¢ 120 20 ¢ 120
10 + 1 10 10 + 1 10

a4
= | AN |

-10 -10 -10 -10
-20 -20 -20 -20
-30 -30 -30 -30
40 5007 2008 2000 o0 © 40 5007 2008 2000 o109

Source: INE (Quarterly National Accounts of Spain. Base year 2000).

a. Prepared in accordance with ESA95, seasonally- and working-day-adjusted series (see Economic bulletin April 2002).
b. Contribution to GDPmp growth rate.

c. Residents’ demand within and outside the economic territory.
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1.3. GROSS DOMESTIC PRODUCT. VOLUME CHAIN-LINKED INDICES. REFERENCE YEAR 2000=100. BRANCHES OF ACTIVITY. SPAIN (a)

m  Series depicted in chart. Annual percentage changes

Services
Gross
domestic Agriculture Net taxes Other
product and Energy Industry Construction VAT linked net taxes
at market fisheries Total Market Non-market | on products to imports on products
prices services services
1 2 3 4 5 6 7 8 9 10 11
- - - - -
07 P 3.6 71 0.9 0.8 25 4.8 4.9 4.8 2.8 3.3 -2.0
08 P 0.9 -2.1 5.8 -2.7 -1.6 2.3 1.7 4.7 -1.3 -1.0 -0.7
09 P -3.7 1.0 -6.4 -13.6 -6.2 -1.0 -1.9 2.1 -5.0 -9.9 -7.4
07 Q4 P 3.2 5.6 4.0 -0.0 2.7 4.7 4.6 5.1 1.9 3.8 =71
08 Q1 P 2.8 -0.1 8.2 -0.6 1.3 4.0 3.6 54 0.6 4.4 0.3
Q2 P 1.9 -1.1 7.3 -1.0 -0.6 3.3 2.6 5.6 -0.2 1.6 -0.6
Q3 P 0.3 -2.8 6.4 -2.6 -1.6 1.5 0.7 4.3 -2.0 -3.1 -1.2
Q4 P -1.4 -4.6 1.3 -6.6 -5.4 0.6 -0.2 3.6 -3.6 -6.7 -1.3
09 Q1 P -3.5 0.4 -55 -12.7 -6.1 -0.8 -1.8 25 -4.8 -10.6 -7.2
Q2 P -4.4 0.7 -6.5 -15.9 -6.3 -1.6 -2.6 2.2 -6.0 -12.3 -8.1
Q3 P -3.9 1.6 -7.3 -14.8 =71 -0.9 -1.7 2.0 -5.2 -10.7 -8.4
Q4 P -3.0 1.6 -6.3 -11.0 -5.4 -0.9 -1.6 1.6 -4.0 -5.7 -6.1
10 Q1 P -1.4 -1.5 0.2 -2.1 -6.5 -0.5 -0.8 0.5 -1.8 2.6 0.4
Q2 P -0.0 -2.0 0.8 2.3 -6.7 0.4 0.4 0.6 -0.1 11.3 4.0
Q3 P 0.2 2.2 4.6 1.7 -6.8 0.8 1.0 0.3 -0.2 20.4 1.4
GDP. BRANCHES OF ACTIVITY GDP. BRANCHES OF ACTIVITY
Annual percentage changes Annual percentage changes
=== GDPmp
— === GDPpm
RERCULI= === CONSTRUCTION
(NN SERVICES
% === |NDUSTRY % % %
10 T+ - 10 10 ¢ - 10
8 8 8 8
6 6 6 6

AN N
2| [ L . o 1
o \ \/ 14 o 1

6t % : 1-6 6| 1-6
8t . -8 8l -8
-10 % = -10 -10 -10
2 | s . 12 12 | 12
4| Lo 14 4L 14

" ‘.'
16 M M ik S B -16 16 M P B L -16
2007 2008 2009 2010 2007 2008 2009 2010

Source: INE (Quarterly National Accounts of Spain. Base year 2000).
a. Prepared in accordance with ESA95, seasonally- and working-day-adjusted series (see Economic bulletin April 2002).
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1.4. GROSS DOMESTIC PRODUCT. IMPLICIT DEFLATORS. SPAIN (a)

m  Series depicted in chart. Annual percentage changes
Demand components Branches of activity
Gross fixed capital formation Of which
Gross
General domestic
Final government Exports Imports product | Agricul-
consump- final of goods of goods |at market | ture Market
tion of consump- and and prices and Energy | Industry |Construc- |Services |services
households tion Capital |Construc-| Other | services services fisheries tion
and NPISHs goods tion  products
(b)
1 2 3 4 5 6 7 8 9 10 1 12 13 14
n n n n n n n n n n
07 P 3.3 3.3 1.6 3.0 3.2 2.5 1.9 3.4 3.8 6.3 3.8 3.3 3.6 3.5
08 P 3.5 3.7 0.9 1.4 1.4 2.8 4.5 2.4 -0.5 7.7 4.7 2.9 4.5 4.7
09 P 0.1 1.7 -0.8 -4.7 -2.9 -3.3 -6.7 0.6 -3.0 6.3 -0.1 -0.9 2.8 2.8
07 Q4 P 3.8 3.7 2.3 3.3 2.7 2.2 3.0 3.3 135 10.4 4.5 4.0 4.0 4.0
08 Q1 P 4.0 4.2 1.6 2.6 24 2.2 4.8 2.8 7.2 6.3 4.5 3.3 4.5 4.6
Q2 P 4.2 4.0 1.4 2.7 1.5 25 5.6 2.6 5.3 8.6 5.3 3.6 4.9 5.1
Q3 P 4.0 3.5 0.7 2.0 15 4.3 6.0 2.6 -4.9 9.1 5.6 4.0 4.6 4.9
Q4 P 2.0 3.1 0.3 -1.6 0.1 2.2 1.7 1.6 -8.3 6.7 3.4 0.9 4.0 41
09 Q1 P 0.8 2.3 -0.0 -2.8 -2.5 -1.9 -4.5 1.2 2.4 71 0.5 0.2 3.4 3.8
Q2 P -0.3 2.2 -1.0 -5.7 -3.4 -2.7 -7.8 0.8 2.5 7.0 0.4 0.2 3.6 3.6
Q3 P -0.5 1.4 -1.3 -5.9 -4.0 -4.7 -8.5 0.1 -4.3 55 -0.8 -2.3 2.3 2.2
Q4 P 0.6 0.9 -0.9 -4.4 -1.9 -3.8 -5.7 0.3 -3.0 5.6 -0.5 -1.7 1.8 1.7
10 Q1 P 1.7 0.9 1.1 -0.9 1.3 0.9 24 0.7 2.4 -0.4 -0.6 -1.8 0.6 0.6
Q2 P 25 0.7 2.1 1.0 4.8 2.2 7.3 0.6 0.4 0.6 -2.9 2.5 -1.4 -1.9
Q3 P 3.0 -0.9 3.0 2.1 55 41 71 1.4 2.0 0.5 2.5 -1.4 -1.8 -1.8
GDP. IMPLICIT DEFLATORS GDP. IMPLICIT DEFLATORS
Annual percentage changes Annual percentage changes
—— FINAL CONS. OF HOUSEHOLDS AND NPISHs = GDPmp
=== GENERAL GOVERNMENT FINAL CONSUMPTION === AGRICULTURE
CONSTRUCTION GROSS FIXED CAPITAL FORMATION INDUSTRY
= = = EXPORTS === ENERGY
o * IR % % ==+ CONSTRUCTION %
147 : 14
12 + 12
10 10
8 - 8
6 - 6
4 + 4
2+ 2
0 0
2t -2
-4 -4
6t -6
8t -8
10 10 10 10

2007 2008 2009 2010 2007 2008 2009 2010

Source: INE (Quarterly National Accounts of Spain. Base year 2000).

a. Prepared in accordance with ESA95, seasonally- and working-day-adjusted series (see Economic bulletin April 2002).

b. Final consumption expenditure may take place on the domestic territory or abroad (ESA95, 3.75). It therefore includes residents’ consumption abroad, which is
subsequently deducted in Imports of goods and services.
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2.1. INTERNATIONAL COMPARISON. GROSS DOMESTIC PRODUCT AT CONSTANT PRICES

m  Series depicted in chart. Annual percentage changes
OECD EU-27 Euro Germany Spain United France Italy Japan United
area States Kingdom
1 2 3 4 5 6 7 8 9 10
- - - - - - - -
07 2.7 3.0 2.8 2.8 3.6 1.9 2.3 1.4 2.3 2.7
08 0.3 0.4 0.3 0.7 0.9 - 0.1 -1.3 -1.2 -0.1
09 -3.4 -4.2 -4.0 -4.7 -3.7 -2.6 -25 -5.1 -6.3 -4.9
07 Q3 2.8 2.9 2.8 2.6 3.5 2.3 2.6 15 1.8 2.9
Q4 2.6 25 2.2 1.8 3.2 2.3 2.2 0.0 1.8 2.4
08 Q1 2.2 2.2 2.1 2.7 2.8 1.9 1.8 0.3 1.2 1.9
Q2 1.3 1.4 1.2 1.7 1.9 1.2 0.7 -0.5 -0.1 1.0
Q3 0.1 0.3 0.1 0.5 0.3 -0.3 -0.2 -1.8 -1.1 -0.4
Q4 -25 -2.1 -2.1 -2.0 -1.4 -2.8 -1.9 -3.3 -4.7 -2.7
09 Q1 -5.0 -5.1 -5.2 -6.6 -3.5 -3.8 -3.9 -6.5 -10.1 -5.4
Q2 -4.6 -5.1 -4.9 -55 -4.4 -4.1 -3.1 -6.1 -7.0 -5.9
Q3 -3.4 -4.3 -4.0 -4.4 -3.9 2.7 -2.7 -4.7 -6.2 -5.3
Q4 -0.6 2.2 -2.0 -2.0 -3.0 0.2 -0.5 -2.8 -1.8 -2.8
10 Q1 2.4 0.6 0.8 2.1 -1.4 2.4 1.2 0.5 55 -0.3
Q2 3.1 2.0 2.0 3.9 -0.0 3.0 1.6 1.2 3.5 1.6
Q3 2.2 1.9 3.9 0.2 3.2 1.7 11 5.0 2.7
GROSS DOMESTIC PRODUCT GROSS DOMESTIC PRODUCT
Annual percentage changes Annual percentage changes
=== SPAIN
=== UNITED STATES === UNITED KINGDOM
=== EURO AREA FRANCE
JAPAN sxs  |TALY
% % % === GERMANY %
6% * 6 6% * 6
4 14 4 14
2t / 2 2 2
0 / 0 0 0
2 -2 -2 1.2
-4 -4 -4 1-4
-6 1-6 -6 -6
-8 1-8 -8 -8
-10 -10 -10 -10
12 T s e T -12 -12 e T T o 12
2007 2008 2009 2010 2007 2008 2009 2010

Sources: ECB, INE and OECD.
Note: The underlying series for this indicator are in Table 26.2 of the BE Boletin Estadistico.
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2.2. INTERNATIONAL COMPARISON. UNEMPLOYMENT RATES

m  Series depicted in chart. Percentages
OECD EU-27 Euro Germany Spain United France Italy Japan United
area States Kingdom
1 2 3 4 5 6 7 8 9 10
- - - - - - - -
07 5.8 7.2 7.5 8.4 8.3 4.6 8.3 6.2 3.8 5.3
08 6.1 7.0 7.6 7.3 11.4 5.8 7.8 6.8 4.0 5.6
09 8.3 8.9 9.5 7.5 18.0 9.3 9.5 7.8 5.1 7.6
09 Jun 8.5 9.0 9.5 7.7 18.1 9.5 9.5 7.8 53 7.8
Jul 8.5 9.1 9.6 7.6 18.4 9.4 9.5 7.9 5.6 7.8
Aug 8.6 9.2 9.7 7.6 18.6 9.7 9.6 7.9 54 7.8
Sep 8.7 9.3 9.8 7.6 18.9 9.8 9.7 8.2 5.3 7.8
Oct 8.8 9.4 9.9 7.5 19.0 10.1 9.9 8.2 52 7.8
Nov 8.7 9.4 9.9 7.5 19.0 10.0 10.0 8.3 5.3 7.8
Dec 8.7 9.5 9.9 7.4 19.0 10.0 9.9 8.4 52 7.7
10 Jan 8.7 9.5 9.9 7.3 19.1 9.7 9.9 8.3 4.9 7.9
Feb 8.6 9.6 9.9 7.3 19.3 9.7 9.9 8.4 4.9 7.9
Mar 8.6 9.6 9.9 71 19.5 9.7 9.8 8.5 5.0 7.8
Apr 8.7 9.6 10.0 7.0 19.8 9.9 9.8 8.5 5.1 7.8
May 8.6 9.6 10.0 6.9 20.0 9.7 9.8 8.5 52 7.7
Jun 8.5 9.6 10.0 6.9 20.2 9.5 9.8 8.3 5.3 7.8
Jul 8.5 9.6 10.0 6.8 20.4 9.5 9.8 8.3 52 7.7
Aug 8.5 9.5 10.0 6.8 20.5 9.6 9.9 8.1 5.1 7.7
Sep 8.5 9.6 10.0 6.7 20.7 9.6 9.9 8.3 5.0 7.8
Oct 8.6 9.6 10.1 6.7 20.7 9.6 9.8 8.6 5.1
Nov 9.8 5.1
UNEMPLOYMENT RATES UNEMPLOYMENT RATES
== GERMANY
=== UNITED STATES
== SPAIN FRANCE
=== EURO AREA === |TALY
=== JAPAN
o o 9 UNITED KINGDOM o
2% %20 2% %20
20 | 120 20 - 120
18 + 118 18 118
16 + 116 16 116
14 + 114 14 + 114
12 + 112 12 + 112
10 + 110 110
8 8 18
6 6 16
4 14 4"'.-..0'.-‘0-"";"‘ 14
2 2 2 2
oLl T T el ] 0ol T T v 10
2007 2008 2009 2010 2007 2008 2009 2010

Source: OECD.
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2.3. INTERNATIONAL COMPARISON. CONSUMER PRICES (a)

m  Series depicted in chart. Annual percentage changes
OECD EU-27 Euro Germany Spain United France Italy Japan United
area States Kingdom
1 2 3 4 5 6 7 8 9 10
- - - - - - - -
06 2.6 2.3 2.2 1.8 3.6 3.2 1.9 2.2 0.2 2.3
07 2.5 2.4 2.1 2.3 2.8 2.9 1.6 2.0 0.1 2.3
08 3.7 3.7 3.3 2.8 4.1 3.8 3.2 3.5 1.4 3.6
09 0.6 1.0 0.3 0.2 -0.2 -0.3 0.1 0.8 -1.4 2.2
09 Jul -0.6 0.2 -0.6 -0.7 -1.3 -2.0 -0.8 -0.1 -2.2 1.7
Aug -0.2 0.6 -0.2 -0.1 -0.7 -1.5 -0.2 0.1 -2.2 1.5
Sep -0.3 0.3 -0.3 -0.5 -0.9 -1.3 -0.4 0.4 -2.2 11
Oct 0.3 0.5 -0.1 -0.1 -0.6 -0.2 -0.2 0.3 -2.5 1.5
Nov 1.3 1.0 0.5 0.3 0.4 1.8 0.5 0.8 -1.9 1.9
Dec 1.9 1.5 0.9 0.8 0.9 2.8 1.0 1.1 -1.7 2.8
10 Jan 2.0 1.7 1.0 0.8 1.1 2.7 1.2 1.3 -1.3 3.4
Feb 1.9 1.5 0.9 0.5 0.9 2.1 1.4 1.1 -1.1 3.0
Mar 2.1 1.9 1.4 1.2 1.5 2.3 1.7 1.4 -1.1 3.4
Apr 2.1 2.1 1.5 1.0 1.6 2.2 1.9 1.6 -1.2 3.7
May 2.0 2.0 1.6 1.2 1.8 2.0 1.9 1.6 -0.9 3.3
Jun 1.5 1.9 1.4 0.8 1.5 1.1 1.7 1.5 -0.7 3.2
Jul 1.6 2.1 1.7 1.2 1.9 1.2 1.9 1.8 -0.9 3.1
Aug 1.5 2.0 1.6 1.0 1.8 1.2 1.6 1.8 -0.9 3.1
Sep 1.7 2.2 1.8 1.3 2.1 1.2 1.8 1.6 -0.6 3.0
Oct 1.9 2.3 1.9 1.3 2.3 1.2 1.8 2.0 0.2 3.1
Nov 1.8 2.3 1.9 1.6 2.2 1.1 1.8 1.9 0.1 3.2
Dec 2.6 2.2 1.9 2.9 2.0 2.1 3.7
CONSUMER PRICES CONSUMER PRICES
Annual percentage changes Annual percentage changes
== SPAIN
== UNITED STATES === GERMANY
=== EURO AREA FRANCE
JAPAN === TALY
o o 9 === UNITED KINGDOM o
o* %6 o* %6

2006 2007 2008 2009 2010 2006 2007 2008 2009 2010

Sources: OECD, INE and Eurostat.
Note: The underlying series for this indicator are in Tables 26.11 and 26.15 of the BE Boletin Estadistico.
a. Harmonised Index of Consumer Prices for the EU countries.

BANCO DE EsPARA 1 3* ECONOMIC BULLETIN, JANUARY 2011 ECONOMIC INDICATORS



2.4. BILATERAL EXCHANGE RATES AND NOMINAL AND REAL EFFECTIVE EXCHANGE
RATE INDICES FOR THE EURO, US DOLLAR AND JAPANESE YEN

m  Series depicted in chart.

07
09

09 J-D
10 J-D

09 Oct
Nov
Dec

10 Jan

Mar
Apr
May

Jul
Aug

Oct
Nov
Dec

Exchange rates

Indices of the nominal effective
exchange rate vis-a-vis the (a)
developed countries 1999 QI=100

Average of daily data

Indices of the real effective exchange rate
vis-a-vis the developed countries (b)
1999 QI=100

US dollar
per
ECU/euro

1.3710
1.4707
1.3940

1.3940
1.3267

1.4816
1.4914
1.4614

1.4272
1.3686
1.3569
1.3406
1.2565
1.2209
1.2770
1.2894
1.3067
1.3898
1.3661
1.3220

EXCHANGE RATES

0.9

0.8

per
ECU/euro

161.26
152.31
130.30

130.30
116.42

133.91
132.97
131.21

130.34
123.46
123.03
125.33
115.83
110.99
111.73
110.04
110.26
113.67
112.69
110.11

Japanese yen |Japanese yen

per
US dollar

117.74
103.36
93.57

93.57
87.78

90.38
89.16
89.81

91.32
90.21
90.68
93.49
92.15
90.92
87.50
85.33
84.38
81.79
82.51
83.29

=== US DOLLAR PER ECU-EURO
=== JAPANESE YEN PER US DOLLAR/100
JAPANESE YEN PER ECU-EURO/100

2007

Sources: ECB and BE.
a. Geometric mean calculated using a double weighting system based on (1995-1997),(1998-2000), (2001-2003), and (2004-2006) manufacturing trade of changes in the
spot price of each currency against the currencies of the other developed countries. A fall in the index denotes a depreciation of the currency against those of

the other developed countries.
b. Obtained by multiplying the relative prices of each area/country (relation betwen its price index and the price index of the group) by the nominal effective exchange rate.
A decline in the index denotes a depreciation of the real effective exchange rate and, may be interpreted as an improvement in that area/country’s competitiveness.

2008

2009

Based on consumer prices Based on producer prices
Euro US dollar | Japanese
en
Y Euro US dollar |Japanese Euro US dollar  |Japanese
4 5 6 7 8 9 10 11 12
- - -
106.4 82.2 88.0 106.8 90.1 70.2 105.2 92.5 68.4
110.6 78.2 98.4 110.1 86.6 77.0 107.8 90.6 75.0
111.7 81.2 112.4 110.6 89.5 86.6 105.0 92.7 85.1
111.7 81.2 112.4 110.6 89.5 86.6 105.0 92.7 85.1
104.7 79.1 120.7 103.0 87.8 90.5 98.9 93.3 87.8
114.3 76.3 112.0 112.8 84.6 85.5 107.5 88.2 84.0
114.0 75.8 113.1 112.5 84.1 86.1 106.8 88.4 84.4
113.0 76.6 113.4 111.2 84.8 86.1 105.4 89.2 84.5
110.8 77.4 112.5 108.9 86.2 85.3 104.1 91.2 83.4
108.0 79.1 116.2 106.1 87.8 87.7 101.7 92.6 86.1
107.4 78.9 115.9 105.7 87.6 87.4 101.1 93.0 85.3
106.1 79.3 112.6 104.5 87.8 84.7 100.2 93.4 82.5
102.8 82.4 118.1 101.4 91.3 88.8 97.1 97.2 86.5
100.7 83.1 121.0 99.4 92.0 91.0 95.3 97.6 88.4
102.5 80.7 123.0 101.1 89.4 92.2 97.0 94.8 89.6
102.1 79.7 125.3 100.6 88.3 94.0 96.7 93.7 91.0
102.5 78.8 125.8 100.8 87.3 94.5 97.2 92.7 90.9
106.1 75.8 126.2 104.2 83.7 95.0 100.5 89.7 91.0
104.8 76.4 125.8 102.8 84.3 94.4 99.1 90.5 90.4
102.6 77.5 126.3 100.6 96.9
INDICES OF THE REAL EFFECTIVE EXCHANGE RATE BASED ON
CONSUMER PRICES VIS-A-VIS THE DEVELOPED COUNTRIES
= EURO
=== US DOLLAR
Indices JAPANESE YEN Indices
1.7 120 - 1 120
1.6
110 + 110
1.5
14 100 - 100
13 /
90 - f 190
1.2 t V/ 1
80 - 180
1.1
1.0 70 | 170
1 0.9
60 - 1 60
108
0.7 50 50

2010

2007 2008
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2.5. OFFICIAL INTERVENTION INTEREST RATES AND SHORT-TERM INTEREST RATES

m  Series depicted in chart. Percentages
Official intervention
interest rates 3-month interbank rates
Euro United States Japan | United | OECD EU-15 Euro Germany Spain United |France | ltaly Japan | United
area Kingdom area States Kingdom
Discount | Federal
rate funds
(a) (b) rate (c) (d)
1 2 3 4 5 6 8 9 10 11 12 13 14 15
- - - - - - - - -
07 4.00 4.75 5.00 0.75 5.50 4.23 4.51 4.28 - - 5.24 - - 07 5.93
08 2.50 0.50 1.87 0.30 2.00 3.45 4.75 4.63 - - 3.07 - - 077 5.41
09 1.00 0.50 0.25 0.30 0.50 0.93 1.19 1.22 - - 0.83 - - 027 1.01
09 Jul 1.00 0.50 0.25 0.30 0.50 0.75 0.94 0.98 - - 0.70 - - 0.18 0.80
Aug 1.00 0.50 0.25 0.30 0.50 0.66 0.81 0.86 - - 0.60 - - 015 0.55
Sep 1.00 0.50 0.25 0.30 0.50 0.56 0.71 0.77 - - 0.46 - - 014 0.39
Oct 1.00 0.50 0.25 0.30 0.50 0.56 0.68 0.74 - - 0.44 - - 0.16 0.38
Nov 1.00 0.50 0.25 0.30 0.50 0.53 0.67 0.72 - - 0.40 - - 014 0.45
Dec 1.00 0.50 0.25 0.30 0.50 0.50 0.67 0.71 - - 0.31 - - 013 0.45
10 Jan 1.00 0.50 0.25 0.30 0.50 0.48 0.64 0.68 - - 0.30 - - 01 0.45
Feb 1.00 0.75 0.25 0.30 0.50 0.48 0.62 0.66 - - 0.30 - - 01 0.45
Mar 1.00 0.75 0.25 0.30 0.50 0.48 0.61 0.65 - - 0.29 - - 010 0.48
Apr 1.00 0.75 0.25 0.30 0.50 0.51 0.62 0.65 - - 0.35 - - 010 0.50
May 1.00 0.75 0.25 0.30 0.50 0.61 0.66 0.69 - - 0.54 - - 01 0.55
Jun 1.00 0.75 0.25 0.30 0.50 0.70 0.74 0.73 - - 0.66 - - 012 0.64
Jul 1.00 0.75 0.25 0.30 0.50 0.75 0.83 0.85 - - 0.69 - - 012 0.65
Aug 1.00 0.75 0.25 0.30 0.50 0.64 0.86 0.90 - - 0.37 - - 012 0.64
Sep 1.00 0.75 0.25 0.30 0.50 0.63 0.84 0.88 - - 0.33 - - 013 0.60
Oct 1.00 0.75 0.25 0.30 0.50 0.64 0.93 1.00 - - 0.30 - - 0.09 0.60
Nov 1.00 0.75 0.25 0.30 0.50 0.69 0.98 1.04 - - 0.38 - - 0.08 0.60
Dec 1.00 0.75 0.25 0.30 0.50 0.69 0.98 1.02 - - 0.35 - - 0.10 0.65
OFFICIAL INTERVENTION INTEREST RATES 3-MONTH INTERBANK RATES
=== UNITED KINGDOM
—— UNITED STATES: DISCOUNT RATE — BE:;ES g;_’ﬁ';g“"
UNITED STATES: FEDERAL FUNDS RATE EURO AREA
=== EURO AREA: WEEKLY TENDERS
o, === JAPAN % . === JAPAN o
7% 37 7T 37
6 16 6 6
51 115 51 \1 115
4| {14 44 {14
3+ "3 30 -3
20 {12 2t {12
1+F 1 1t 11
..“0 --.‘---..““
0 | 0 0 .“..\""“‘“"‘0

2007 2008 2009 2010

Sorces: ECB, Reuters and BE.

a. Main refinancing operations.

b. As from January 2003, the Primary Credit Rate.
c. Discount rate.

d. Retail bank base rate.

2008 2009 2010
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2.6. 10-YEAR GOVERNMENT BOND YIELDS ON DOMESTIC MARKETS

Percentages

m  Series depicted in chart.

Euro Germany Spain United France Italy Japan United
States Kingdom

EU-15

OECD

area

10

4.2

3.6
10-YEAR GOVERNMENT BOND YIELDS

4.3
4.3
3.9

4.23
4.00
3.27

09 Jul
Aug
Sep
Oct
Nov
Dec

10 Jan
Mar
Apr
May
Jul
Aug
Oct
Nov
Dec

10-YEAR GOVERNMENT BOND YIELDS

07
09

= SPAIN

=== UNITED KINGDOM

=== UNITED STATES
=== EURO AREA

GERMANY
ITALY

JAPAN

s

FRANCE

2008 2009 2010

2007

6%

s

2008 2009 2010

2007

6%

Sources: ECB, Reuters and BE.
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2.7 INTERNATIONAL MARKETS. NON-ENERGY COMMODITIES PRICE INDEX.
CRUDE OIL AND GOLD PRICE.

m  Series depicted in chart. Base 2000 = 100
Non-energy commodity price index (a) Qil Gold
Euro index US dollar index Brent
North sea us
dollars Euro
Industrial products Index Index per per
b us (c) troy gram
General General Food dollars ounce
Total Non-food Metals per
agricul- barrel
tural
products
1 - 2 - 3 - 4 - 7 - 8 9 - 10 11
05 100.0 134.0 125.5 144.8 131.2 152.1 189.2 54.2 159.5 4451 11.53
06 125.6 170.8 139.3 211.6 147.3 246.4 227.8 64.9 216.7 604.6 15.45
07 136.4 202.3 175.1 237.4 162.4 278.4 252.1 73.0 249.8 696.7 16.32
08 142.2 227.4 232.4 221.0 176.0 2455 343.7 97.2 312.5 871.7 19.07
09 120.8 182.3 198.0 162.2 136.0 176.4 219.2 61.7 348.8 973.0 22.42
09 J-D 120.8 182.3 198.0 162.2 136.0 176.4 219.2 61.7 348.8 973.0 22.42
10 J-D 158.6 2131 207.9 220.2 211.2 225.9 79.9 439.2 12253 29.76
09 Nov 126.1 202.6 206.2 198.1 165.5 215.8 274.7 76.9 404.0 1127.0 24.28
Dec 134.4 210.9 211.6 212.6 177.2 231.9 265.2 74.4 406.8 1134.7 24.90
10 Jan 139.8 216.4 211.3 223.0 185.8 243.3 2731 76.4 400.6 1117.7 25.19
Feb 140.6 208.9 204.6 2145 190.8 227.4 264.6 741 392.7 1095.4 25.75
Mar 144.3 211.7 197.2 230.6 202.0 246.1 280.9 78.8 399.1 1113.3 26.37
Apr 150.6 218.7 197.0 246.7 219.3 261.7 298.1 84.5 411.8 1148.7 27.52
May 151.9 206.7 195.0 222.0 210.7 228.1 267.6 75.8 432.1 1205.4 30.96
Jun 152.4 2011 193.9 210.5 206.2 212.9 264.7 75.0 442.0 1232.9 32.45
Jul 150.4 208.1 205.4 211.4 198.1 218.7 263.8 76.4 427.6 1193.0 30.01
Aug 159.6 222.9 220.2 226.4 203.5 238.9 268.9 77.9 435.8 1215.8 30.31
Sep 166.1 235.2 231.7 239.6 223.0 248.8 269.7 78.4 455.6 1271.0 31.25
Oct 168.6 219.0 216.8 222.6 223.0 223.5 289.4 83.0 481.1 1342.0 31.04
Nov 180.1 196.8 203.2 190.1 223.5 175.7 85.7 491.1 1369.9 32.27
Dec 198.3 211.3 217.6 204.8 248.0 186.2 92.3 498.2 1389.7 33.80
NON-ENERGY COMMODITY PRICE INDEX PRICE INDICES FOR NON-ENERGY COMMODITIES, OIL AND GOLD
=== FOOD
=== |N US DOLLARS === |NDUSTRIAL PRODUCTS
=== |N EUROS OolL
Indices Indices Indices === GOLD Indices
280 1 280 500 500

240
400

220

200
300 -
180 |
160 |
200
140
120
100 |
100 | 0
80 180
o O I N NI Y oL g
2005 2006 2007 2008 2009 2010 2005 2006 2007 2008 2009 2010

Sources: The Economist, IMF, ECB and BE.

a. The weights are based on the value of the world commodity imports during the period 1999-2001.
b. Index of the average price in US dollars of various medium, light and heavy crudes.

c. Index of the London market’s 15.30 fixing in dollars.
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3.1 INDICATORS OF PRIVATE CONSUMPTION. SPAIN AND EURO AREA

m  Series depicted in chart. Annual percentage changes
Opinion surveys (net percentages) New car registrations and sales Retail trade indices (2005=100, NACE 2009) (Deflated indices)
Memoran- General index without petrol stations
Consumers Retail | Memorandum dum item: |General
trade |item: euro area of which euro area | retail
confi- trade of which |Large |Large |Small |Single- Memoran-
dence Regis- Estima- index retail |chain |chain | outlet |dum item:
Confi- | General | House- |index |Consu- |Retail | trations |Private | ted Registra- Total outlets |stores |stores | retail- |euro area
dence |economic| hold mer | trade use sales tions Food ers
index |situation: |economic| (a) confi- | confi- (b)
anticipa- |situation: dence |dence
ted anticipa- index |index
trend ted
trend (a)
1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18
- - -

07 -13.3 -12.1 -4.0 -12.6 -49 09 -1.6 2.2 -1.2 -0.8 28 24 1.3 1.8 62 32 0.5 1.9

08 -33.7 -32.6 -204 -27.3 -181 -6.9 -274 -30.0 -28.1 -8.0 -5.7 -57 -2.3 -5.2 11 -8.6 -8.0 -0.8

09 P -28.2 -26.2 -13.2 -243 -247 -155 -181 -10.7 -179 4.4 -5.7 -5.8 -3.4 60 -16 -71 -7.2 -2.0

09 J-D P -28.2 -26.2 -13.2 -243 -247 -155 -181 -10.7 -179 4.4 -5.7 -5.8 -3.4 60 -16 -71 -7.2 -2.0

10 J-D P -20.9 -18.0 -9.7 -170 -140 -33 3.0 -1.3 3.1 -8.2 .

10 Jan P -14.0 -8.4 -41 -205 -158 -5.0 174 16.6 18.1 17.3 -45 -3.2 -3.1 23 -0.8 -56 -4.7 -0.2
Feb P -18.8 -11.41 -47 -11.2 -174 -85 47.0 33.0 47.0 3.1 -09 02 0.9 16 42 -52 -1.4 0.7
Mar P -21.8 -17.1 -86 -11.8 -17.3 -6.3 64.2 534 63.1 3.5 36 53 4.9 73 96 1.5 2.1 2.4
Apr P -19.6 -13.3 -86 -95 -150 -1.3 40.7 38.3 393 -10.4 24 1.2 -25 -27 -03 -38 -1.3 -0.1
May P -245 -27.1 -123 -151 -17.8 -59 445 399 446 -14.4 -1.6 -0.6 -0.7 -33 06 -22 -1.4 1.3
Jun P -24.8 -25.0 -13.8 -144 -173 -56 247 221 256 -13.1 1.0 15 -1.1 02 08 26 1.9 1.7
Jul P -25.8 -27.2 -159 -21.2 -140 -42 -239 -31.0 -241 -18.4 22 -2.0 1.5 22 39 -42 -4.3 1.7
Aug P -19.9 -18.0 -11.9 -20.8 -114 -33 -229 -255 -23.8 -20.5 -1.3 1.2 -0.9 -5.4 1.3 -1.0 1.8 1.9
Sep P -19.0 -15.5 -84 -131 -11.0 -09 -271 -273 -27.3 -12.8 -3.0 -2.9 -0.8 -58 06 -6.3 -3.6 2.0
Oct P -19.7 -17.3 -84 -229 -109 -11 -379 -36.1 -37.6 -14.9 29 -2.6 -2.1 -1.0 04 -50 -5.1 1.9
Nov P -20.7 -16.3 -10.0 -20.5 94 -15 -258 -221 -255 -10.4 -1.0 -0.6 0.8 -0.8 33 -44 2.4 0.5
Dec P -22.8 -20.2 -98 224 -11.0 46 -240 -199 -239 -7.8

CONSUMER CONFIDENCE INDEX CAR SALES

Trend obtained with TRAMO-SEATS
=== SPAIN
% —— EURO AREA % % ESTIMATED SALES (SPAIN) %
50 1 5.0 50 1 50
-0.5 -0.5 40 40
-6.0 -6.0 30 30
-115 + 1 -11.5 20 + 120
-17.0 + 1-17.0 10 + 41 10
-225 -22.5 0 0
-28.0 | 1 -28.0 -10 + 1-10
-33.5 {-33.5 -20 + 4 -20
-39.0 1 -39.0 -30 1 -30
-445 1 -445 -40 + 1 -40
-50.0 T e e e -50.0 -50 T e e T -50
2007 2008 2009 2010 2007 2008 2009 2010

Sources: European Commission, European Economy, Supplement B, INE, Direccion General de Tréafico, Asociacion Nacional de Fabricantes de Automdviles y Camiones and
ECB.

a. To April 2010, NACE 1993. From May 2010, NACE 2009.

b. Data adjusted by working days.
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3.2. INVESTMENT IN INDUSTRY (EXCLUDING CONSTRUCTION): OPINION SURVEYS. SPAIN

m  Series depicted in chart. Annual percentage changes at current prices
ACTUAL INV. 1st FORECAST 2nd FORECAST 3rd FORECAST
1 - 2 . 3 - 4 .
05 27 26 9 4
06 5 19 3 -4
07 3 9 4 -6
08 0 13 19 7
09 -36 -12 -21 -33
10 -33 -23 -26
1 11

INVESTMENT IN INDUSTRY
Annual rates of change

I 1st FORECAST
[ 2nd FORECAST
[ 3rd FORECAST

30% I ACTUAL INV. % 50

2005 ‘ 2006 2007 2008 2009 ‘ 2010 ‘ 2011

Source: Ministerio de Industria, Turismo y Comercio.
Note: The first forecast is made in the autumn of the previous year and the second and third ones in the spring and autumn of the current year, respectively; the information relating
to actual investment for the year t is obtained in the spring of the year t+1.

BANCO DE EsPARA 1 9* ECONOMIC BULLETIN, JANUARY 2011 ECONOMIC INDICATORS



3.3. CONSTRUCTION. INDICATORS OF BUILDING STARTS AND CONSUMPTION OF CEMENT. SPAIN

m  Series depicted in chart. Annual percentage changes
Permits: buildable floorage Approvals: Government tenders (budget)
buildable floorage
of which of which Total Building Apparent
consumption
of cement
Non- of which Civil
Total |Residential residential Total Non- engineering
Housing Housing | Forthe | Yearto Total |Residential residential
month date Housing
1 2 3 4 5 6 7 8 9 10 11 12 13 14
- - - -
07 -10.9 -13.1 -13.3 -0.5 -22.3 -25.2 -15.0 -15.0 -17.7 -46.5 -33.3 -5.0 -13.9 0.2
08 P -48.5 -53.1 -53.8 -29.8 -52.1 -56.6 3.0 3.0 -7.5 8.5 13.4 -11.5 7.3 -23.8
09 P -43.4 -49.3 -49.2 -27.2 -51.4 -56.8 -8.2 -8.2 11 3.7 -19.9 0.3 -11.5 -32.3
09 J-D P -43.4 -49.3 -49.2 -27.2 -51.4 -56.8 -8.2 -8.2 11 3.7 -19.9 0.3 -11.5 -32.3
10 J-D P . . -15.1
09 Sep P -29.6 -40.5 -43.1 -5.4 -47.0 -52.5 -12.8 -5.1 -7.5 -44.8 -68.0 4.2 -14.5 -21.6
Oct P -53.0 -55.0 -54.4 -48.0 -42.4 -45.6 -35.1 -7.6 -8.6 -13.3 -24.7 -7.7 -41.8 -20.9
Nov P -30.8 -34.4 -31.8 -22.2 -37.1 -39.7 -32.3 -9.9 -35.3 -35.3 -96.7 -35.3 -30.9 -10.5
Dec P -36.3 -35.0 -37.2 -39.1 -42.4 -50.7 5.2 -8.2 -5.6 45.0 55.0 -19.7 7.4 -21.6
10 Jan P -10.0 -9.7 -13.0 -10.6 -29.5 -40.6 -55.0 -55.0 -46.4 -63.0 -48.2 -39.2 -59.3 -15.6
Feb P -42.5 -34.0 -34.1 -56.5 -20.9 -24.0 -54.7 -54.8 -38.5 -54.9 -50.8 -36.1 -61.5 -24.0
Mar P -42.4 -39.3 -39.2 -48.3 -24.5 -11.6 -42.8 -50.5 -11.3 93.8 80.6 -28.6 -56.7 -21.9
Apr P -48.7 -53.1 -53.4 -37.8 -23.7 -23.7 -9.0 -43.3 7.8 -67.3 -64.8 38.5 -16.3 -10.4
May P -44.1 -50.6 -51.1 -29.1 -15.1 -14.4 0.4 -38.2 26.6 -15.7 -41.0 42.2 -10.6 -10.1
Jun P -52.2 -39.5 -40.0 -67.6 3.0 9.0 -22.3 -36.1 -39.7 -36.2 -9.9 -40.3 -12.5 -9.4
Jul P -30.0 -28.2 -25.7 -34.4 -13.1 -23.6 -55.4 -39.0 -28.7 -56.9 -66.7 -11.4 -67.1 -15.1
Aug P -1.6 2.0 -28.9 -38.0 -30.0 -43.5 -46.3 -25.5 -28.4 -10.4
Sep P 1.4 -0.7 -13.4 -36.2 -25.4 206 1258 -33.1 -9.2 -16.1
Oct P -26.9 -30.5 0.1 -34.0 38.5 55.8 -49.7 35.2 -15.2 -16.6
Nov P -20.5
Dec P -9.6
CONSTRUCTION CONSTRUCTION
Trend obtained with TRAMO-SEATS Trend obtained with TRAMO-SEATS
== PERMITS
% —— APPROVALS % % === APPARENT CONSUMPTION OF CEMENT %
30 . 30 30 - 1 30
21 121 21 121
12 + 112 12 112
3 A 3 3 \ 3
-6 -6 -6 -6
-16 -16 -16 -16
-24 -24 -24 -24
-33 -33 -33 -33
42 -42 -42 -42
-51 -51 -51 -51
- L L L L L L L L L 1 L L L - L L L L L L 1 L n n n n n
& 2007 2008 2009 2010 & & 2007 2008 2009 2010 &

Sources: Ministerio de Fomento and Asociacién de Fabricantes de Cemento de Espana.
Note: The underlying series for this indicator are in Tables 23.7, 23.8, and 23.9 of the BE Boletin estadistico.
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3.4. INDUSTRIAL PRODUCTION INDEX. SPAIN AND EURO AREA (a)

m  Series depicted in chart.

Annual percentage changes

Overall Index By end-use of goods By branch of activity (NACE 2009) Memorandum item: euro area
of which By end-use of goods
Total Consumer | Capital Inter- Energy Mining Manufac- Electrity
goods goods | mediate and turing and gas
goods quarrying supply Inter-
Original | 12-month Total Manufac- [Consumer| Capital | mediate
series | %change turing goods goods goods
12
1 2 3 4 5 6 7 8 9 10 11 12 13 14
L] L] L] L] L]
07 MP 106.2 2.4 2.2 5.0 1.6 0.8 0.9 2.5 2.0 3.7 4.1 2.4 6.6 3.8
08 MP 98.6 -7.1 -4.6 -8.7 -11.0 1.6 -13.7 -7.8 1.1 -1.8 -1.9 -2.0 -0.2 -3.5
09 MP 82.6 -16.2 -8.8 -22.5 -21.4 -8.6 -24.3 -17.0 7.6 -14.9 -15.9 -5.0 -20.8 -19.2
09 J-N MP 82.9 -17.3 -9.6 -23.6 -22.9 -8.6 -24.5 -18.2 -7.7  -15.7 -16.8 -5.4 -21.6  -20.4
10J-N MP 83.6 0.8 0.6 -3.2 2.9 2.3 5.1 0.6 2.9 7.0 7.4 3.3 8.1 9.9
09 Aug P 61.8 -10.6 -5.7 -11.1 -16.9 -6.7 -16.9 -11.5 -3.5 -15.0 -16.1 -5.7 216  -19.6
Sep P 87.1 -12.7 -5.3 -17.5 -17.7 =71 -16.3 -13.6 -4.0  -12.7 -13.1 -3.0 -182 -15.6
Oct P 88.0 -12.8 -9.8 -16.4 -14.9 -8.0 -20.3 -13.2 -6.3  -11.1 -11.8 -4.7 -17.2  -12.2
Nov P 87.3 -4.0 1.3 -8.0 -3.7 -10.2 -4.3 -3.3 -9.8 -6.9 7.2 2.2 -12.9 -5.7
Dec P 791 -1.5 0.9 -8.4 4.8 -8.1 -20.9 -0.4 -6.8 -3.6 -4.2 -0.8 -10.7 -0.1
10 Jan P 76.7 -5.0 -5.1 -7.0 -3.3 -5.7 -71 -5.1 -3.5 1.9 1.9 1.4 -0.8 4.7
Feb P 80.8 -1.9 -3.1 -3.5 1.1 -3.6 4.1 -2.5 2.6 4.2 4.3 2.0 3.2 7.2
Mar P 91.2 6.8 8.5 2.0 8.0 7.7 7.8 6.4 11.0 7.7 8.0 5.8 4.8 11.8
Apr P 82.2 3.0 4.4 -4.8 8.4 -0.3 7.7 2.9 4.0 9.1 9.3 2.7 8.8 15.5
May P 86.1 5.1 4.0 0.7 9.7 2.0 15.4 5.0 3.8 9.8 9.7 4.2 9.1 14.5
Jun P 89.0 3.2 2.1 1.9 4.6 4.1 7.4 3.6 -0.3 8.2 8.8 4.3 8.9 11.8
Jul P 89.7 -2.3 -3.2 -5.9 -2.5 6.0 3.4 -2.9 2.5 7.4 7.8 3.9 9.5 9.7
Aug P 63.9 3.4 5.7 -7.4 6.5 3.9 14.8 3.6 1.5 8.5 9.5 4.4 12.4 11.5
Sep P 86.1 -1.1 -0.3 -6.7 0.1 2.5 4.6 -1.5 2.2 5.6 6.1 1.7 8.3 7.6
Oct P 84.7 -3.8 -3.7 -8.8 -3.3 2.9 4.7 -4.6 2.7 71 7.7 3.3 12.2 7.8
Nov P 89.7 2.7 -0.7 1.9 4.5 7.8 -5.7 2.5 6.4 7.5 7.8 2.5 12.2 7.9
INDUSTRIAL PRODUCTION INDEX INDUSTRIAL PRODUCTION INDEX
Trend obtained with TRAMO-SEATS Trend obtained with TRAMO-SEATS
=== SPAIN === CONSUMPTION GOODS
—— EURO AREA === |INVESTMENT GOODS
% % % INTERMEDIATE GOODS %
10 T+ - 10 10 ¢ - 10
‘.~\\‘\; [T,
0 N 0 0 \ 0
-10 - -10 -10 + -10
-20 1-20 -20 1-20
-30 . -30 -30 -30

Sources: INE and BCE.

2007

2008 2009

2010

Note: The underlying series for this indicator are in Table 23.1 of the BE Boletin estadistico.
a. Spain 2005 = 100; euro area 2000 = 100.

2007
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3.5. MONTHLY BUSINESS SURVEY: INDUSTRY AND CONSTRUCTION. SPAIN AND EURO AREA (NACE 2009)

m  Series depicted in chart.

Percentage balances

Industry, excluding construction Construction lemorandum item:euro area (b,
Business climate Trend Industry, excluding
Business |Produc- | Trend | Total |Foreign | Stocks indicator Business |Produc- |Orders construction Construc-
climate | tion in pro- |orders |orders of climate tion tion
indi- over |duction finished indicator climate
cator- |the last products [Con- | In- In- Other Produc- |Orders |Business |Order | indicator
three sum- |vest- | ter- | sec- tion climate |Book
months ption {ment |me- tors indicator
diate
(a) (a) (a) (a) (@ | (@) g(zo;is (a)
a
1 - 2 3 4 5 6 7 8 9 10 11 - 12 14 15 16 - 17 18 -
07 M -0 7 6 3 -0 9 -2 6 -2 -1 9 20 11 18 21 5 5 -0
08 M -18 -16 -8  -24 -17 21 -12 -8 -28 -3 -23 -2 -20 -16 -16 -9 -15 -13
09 M -29 -34 -11 -55 -52 23 -19 -26 -37 -44 -31 -20 -32 -13 -19 -28 -56 -31
09JD M -29 -34 -11 -55 -52 23 -19 -26 -37 -44 -31 -20 -32 -13 -19 -28 -56 -31
10J-D M -16 -8 -1 -37 -29 11 -10 -14 -18 -52 -32 -19 -31 -26 -33 -5 -25 -27
09 Sep -26 -26 -6 -53 -45 20 -20 -283 -27 -54 -20 -22 -27 9 -23 -24 -56 -30
Oct -23 -20 -3 -51 -47 16 -17 -19 -27 -54 -38 -23 -47 -25 -21 -21 -53 -29
Nov -24 -20 -3 -2 -49 18 -17 21 -29 -72 -21 -15 -23 -32 -13 -19 -51 -26
Dec -25 -22 -6 -51 -49 17 14 -26 -29 -60 -27 2 -29 -23 -20 -16 -47 -28
10 Jan -22 -25 0 -51 -47 16 -15 -24 -23 -56 -34 -48 -26 -40 -26 -14 -44 -29
Feb -21 -26 -1 -49 -44 15 -12 -22 -26 -54 -43 -35 -41 -36 -41 -13 -42 -29
Mar -18 -21 2  -44 -36 1 -12 -15 -20 -57 -14 -57 -20 12 -28 -10 -39 -25
Apr -15 -9 5 -40 -30 11 -10 -12 -17 -52 -18 9 -25 6 -12 -7 -32 -25
May -17 -4 -1 -37 -33 14 11 11 -21 -52 -21 11 -27 -8 -7 -6 -28 -28
Jun -15 -1 1 -36 -27 11 -10 -17 -14 -55 -28 9 -39 -26 -37 -6 -26 -30
Jul -16 7 -1 -34 -29 12 9 -11 -18 -55 -28 0 -30 -6 -4 -4 -21 -29
Aug -16 1 -3 -33 -22 11 -6 -13 -17 -58 -31 1 -18 -46 -47 -3 -18 -29
Sep -15 1 -4 -32 -22 9 9 -12 -20 -22 -19 -34 -21 -2 -43 -2 -16 -26
Oct -14 -7 -3 -30 -9 10 -9 -14 -14 -37 -43 -25 -32 -55 -55 - -13 -25
Nov -14 -7 -4 29 -24 8 -9 -13 -15 -68 -47 -29 -43 -56 -44 1 -12 -26
Dec -12 -7 2 27 -26 10 -7 -7 -156  -57 -54 -29 -51 -51 -48 4 -7 -26
INDUSTRIAL BUSINESS CLIMATE CONSTRUCTION BUSINESS CLIMATE
Percentage balances Percentage balances
=== SPAIN === SPAIN
% === EURO AREA % % === EURO AREA %
30 - 5 30 30 5 30
20 120 20 120
10 + 10 10 1 10
0 J\/:\\\\ / 0 0 L 0
-10 - -10 -10 + -10
-20 -20 -20
-30 1 -30 -30
-40 1 -40 -40
-50 1 -50 -50
-60 et e e et -60 -60 et e e et -60
2007 2008 2009 2010 2007 2008 2009 2010

Sources: Ministerio de Industria, Turismo y Comercio and ECB.

a. Seasonally adjusted.

b. To April 2010, NACE 1993; from May 2010, NACE 2009.
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3.6. BUSINESS SURVEY: CAPACITY UTILISATION. SPAIN AND EURO AREA (NACE 2009)

m  Series depicted in chart.

07
08
09

09 Q1-Q4
10 Q1-Q4

08 @2
Q3
Q4

09 Q17
Q2
Q3
Q4

10 Q1
Q2
Q3
Q4

Percentages

96

92

88 -

84 |

80

76

72 |

68

64 |

100"@

Percentages and percentage balances

Total industry Consumer goods Investment goods Intermediate goods Other sectors (a) Mergo-
ramdum
item:
Capacity Capacity Capacity Capacity Capacity euro
utilisation utilisation utilisation utilisation utilisation area
Installed Installed Installed Installed Installed |capacity
capacity capacity capacity capacity capacity | utilisa-
tion
Over last (Per- Over last (Per- Over last (Per- Over last (Per- Over last (Per-
three  |Forecast| centage | three |Forecast|centage | three |Forecast|centage | three |Forecast|centage | three |Forecast| centage
months balan- | months balan- | months balan- | months balan- | months balan- (b)
(%) ces) (%) ces) (%) ces) ces) ces)
(%) (%) (%) (%) (%)
(%) (%) (%)
1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16
- - - - - -
82.1 83.3 1 77.0 78.6 3 83.9 84.8 -0 83.2 84.5 1 95.1 96.0 - 84.3
80.1 80.4 7 76.2 77.3 8 83.4 83.3 6 79.6 79.7 7 94.0 94.5 -0 83.0
71.2 71.4 26 69.6 70.7 18 73.3 73.6 25 69.0 68.5 34 93.1 94.3 1 71.4
71.2 71.4 26 69.6 70.7 18 73.3 73.6 25 69.0 68.5 34 93.1 94.3 1 71.4
72.0 72.8 22 69.8 70.5 18 73.0 72.5 23 71.4 72.9 24 88.6 90.5 18 75.7
80.7 81.8 5 76.7 79.0 6 83.4 83.3 4 80.7 81.7 5 93.6 94.1 - 83.8
80.4 80.8 6 77.4 78.1 11 85.0 84.7 5 78.7 79.3 4 94.3 94.1 - 82.7
77.6 76.5 12 73.6 73.5 12 80.5 78.8 7 77.2 75.6 16 93.4 94.1 -0 815
73.4 72.9 22 721 71.8 9 77.8 76.2 17 70.3 70.1 36 90.4 92.7 - 74.6
70.9 71.4 26 68.1 69.8 20 73.9 73.9 22 68.8 68.7 35 96.2 96.7 - 70.2
69.8 70.7 30 69.3 70.8 19 69.9 70.6 38 67.6 68.4 36 94.8 95.8 3 69.6
70.6 70.4 24 69.0 70.4 23 71.4 73.7 22 69.2 66.7 28 90.9 91.9 - 71.0
69.5 70.7 25 66.4 67.1 20 70.0 71.0 26 69.2 70.9 30 92.1 92.8 0 72.3
71.8 73.9 21 69.0 70.1 19 73.9 74.3 22 70.6 74.3 24 92.8 93.6 - 75.5
73.9 74.6 15 72.6 73.6 10 741 74.5 19 72.9 73.8 18 90.6 90.9 0 77.2
72.9 721 26 711 71.3 21 73.9 70.3 25 73.0 72.4 24 78.8 84.5 73 77.6
CAPACITY UTILISATION. TOTAL INDUSTRY CAPACITY UTILISATION. BY TYPE OF GOOD
Percentages
=== |NVESTMENT GOODS
=== TOTAL INDUSTRY (SPAIN) === CONSUMPTION GOODS
=== TOTAL INDUSTRY (EURO AREA) INTERMEDIATE GOODS
% % === OTHER SECTORS %
- 100 100 - - 100
196 96 - 196
192 92 | 192
188 88 188
184 84 | 184
180 80 - 180
176 76 - 176
172 72 + 172
168 68 - 168
164 64 | 164
60 60 60

2007 2008

2009

Sources: Ministerio de Industria, Turismo y Comercio and ECB.
a. Includes mining and quarrying, manufacture of coke and refined petroleum products, and nuclear fuels.
b. To April 2010, NACE 1993; from May 2010, NACE 2009.

2010

2007 2008 2009
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3.7. TOURISM AND TRANSPORT STATISTICS. SPAIN

m  Series depicted in chart. Annual percentage changes
Hotel stays (a) Overnight stays Visitors entering Spain Air transport Maritime transport Rail transport
Passengers
Total Foreig- Total Foreig- | Total Tourists | Day-trip-
ners ners pers Interna- | Freight Passen- | Freight | Passen- | Freight
Total Domestic | tional gers gers
flights flights
1 2 3 4 5 6 7 8 9 10 11 12 13 14 15
- - - -
07 3.1 4.0 1.7 2.1 2.9 1.1 5.5 9.1 9.0 9.2 4.2 5.2 4.7 -1.3 -1.5
08 -1.7 -0.1 -1.2 0.2 -1.3 -2.5 0.6 -3.0 -7.5 0.3 0.0 -1.5 -2.1 -0.7 -10.3
09 P =71 -10.6 -6.8 -9.5 -5.9 -8.8 -1.9 -8.0 -8.0 -8.0 -9.6 -2.2 -12.9 -5.7 -24.8
09 J-D P -6.6 -9.9 -6.6 -9.1 -5.9 -8.8 -1.9 -8.0 -8.0 -8.0 -9.6 -2.2 -12.9 -5.7 -24.8
10 J-D P 6.1 11.2 5.9 8.1 2.0 1.0 3.3 . . .
09 Sep P -6.5 -10.0 -6.9 -9.1 -7.6 -9.7 -4.0 -5.1 -1.3 -7.3 -2.9 -3.6 -10.8 -5.8 -19.1
Oct P -0.6 -4.8 -2.8 -6.7 1.8 -3.6 10.5 -2.7 -0.2 -4.1 0.1 4.3 -10.4 -6.6 -27.6
Nov P -3.6 -4.9 -3.9 -6.2 -0.1 -3.1 3.3 -0.8 1.2 -2.3 4.0 5.4 -0.5 -2.1 -3.4
Dec P 2.2 -0.5 0.0 -1.5 0.9 -3.7 5.5 2.1 3.8 0.6 17.9 -0.4 -1.2 -4.3 22.0
10 Jan P 1.4 1.7 0.3 -1.5 2.4 1.1 3.7 3.3 6.4 1.0 13.6 25.6 4.8 -6.5 7.7
Feb P 4.0 7.0 4.3 4.8 -0.1 -3.8 4.1 1.4 1.8 1.1 19.5 -5.5 -1.7 -4.1 -14.0
Mar P 7.5 6.9 7.5 5.9 8.1 3.2 14.4 5.5 5.4 5.6 29.8 10.7 1.9 -3.2 -9.2
Apr P 3.6 8.4 1.0 0.1 -5.4 -13.3 6.2 -8.6 -3.3 -12.4 40.7 -5.3 2.7 3.6 2.3
May P 5.8 9.4 5.7 6.1 -1.3 1.1 -4.9 3.2 1.9 4.1 30.6 3.6 3.6 -4.2 10.7
Jun P 6.9 9.2 5.4 5.4 4.5 1.7 9.4 3.4 1.0 4.9 17.6 4.5 3.5 -3.6 4.7
Jul P 8.8 16.0 7.2 11.1 2.9 4.5 0.6 3.8 -1.6 7.0 10.0 4.4 71 -3.4 5.3
Aug P 7.0 15.6 9.3 16.3 2.8 4.0 1.4 3.8 -1.5 7.0 10.6 -0.4 3.7 -1.6 -0.9
Sep P 71 15.0 8.3 13.5 8.0 4.2 14.1 5.8 2.4 7.9 4.1 9.8 2.7 0.0 -14.4
Oct P 9.3 14.3 9.9 12.5 3.6 4.2 2.7 8.9 6.5 10.4 6.7 1.5 7.7 -2.0 -3.7
Nov P 5.2 15.1 7.2 15.3 0.2 2.7 -25 -1.5 .
Dec P -4.9 -4.6 -5.1
TOURISM TRANSPORT
Trend obtained with TRAMO-SEATS Trend obtained with TRAMO-SEATS
=== OVERNIGHT STAYS === AIR TRANSPORT
% === \/|SITORS ENTERING SPAIN % % === RAIL TRANSPORT %
10 ¢ - 10 10 . 10
8 8 8 8
6 6 6 6
4 4 4 4
2+ /\ 2 2 r 12
0 0 0 \ 0
2t {2 2| {2
-4+ 1 -4 -4 - 1 -4
-6 1-6 -6 - 1-6
-8 -8 -8 -8
-10 -10 -10 -10
12 -12 -12 -12
-14 -14 -14 -14
16 T e e e -16 -16 T e e T -16
2007 2008 2009 2010 2007 2008 2009 2010

Sources: INE and Instituto de Estudios Turisticos, Estadistica de Movimientos Turisticos en Frontera.
Note: The underlying series for this indecator are in Table 23.15 of the BE Boletin estadistico .
a. Information from hotel directories. Since January 2008, the frequency of data collection has been increased to every day of the month.
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4.1. LABOUR FORCE. SPAIN

m  Series depicted in chart. Thousands and annual percentage changes
Population over 16 years of age Labour force
Annual change (b)
Participation
rate Due to change | Due to change
Thousands Annual 4-quarter (%) Thousands Total in population in partici- 4-quarter
change % change (a) over 16 years pation rate % change
(a) of age
1 2 3 4 5 6 7 8 9
- - - - -
07 M 37 663 655 1.8 58.92 22190 605 386 219 2.8
08 M 38 208 545 1.4 59.80 22 848 658 326 333 3.0
09 M 38 432 224 0.6 59.95 23 037 189 134 55 0.8
09 Q7-Q3M 38 428 269 0.7 60.01 23 059 849 485 364 1.2
10 Q1-Q3M 38 468 40 0.1 60.01 23 084 73 73 1 0.1
08 Q1 38 043 614 1.6 59.35 22 577 651 364 287 3.0
Q2 38 162 570 1.5 59.76 22 807 679 340 339 3.1
Q3 38 271 537 1.4 59.95 22 945 643 322 321 2.9
Q4 38 357 460 1.2 60.13 23 065 660 276 384 2.9
09 Q1 38 409 366 1.0 60.15 23102 525 220 305 2.3
Q2 38 432 271 0.7 60.06 23 082 276 162 113 1.2
Q3 38 443 172 0.4 59.81 22 994 48 103 -54 0.2
Q4 38 443 87 0.2 59.76 22 973 -92 52 -144 -0.4
10 Q1 38 451 42 0.1 59.83 23 007 -95 25 -120 -0.4
Q2 38 468 36 0.1 60.11 23122 40 22 18 0.2
Q3 38 485 43 0.1 60.08 23122 128 26 102 0.6
LABOUR FORCE SURVEY LABOUR FORCE
Annual percentage change Annual changes
= TOTAL
— Efggbﬂg';% —— DUE TO CHANGE IN POPULATION
% % DUE TO CHANGE IN PARTICIPATION RATE
47 *y "o thousapgs
[ 1 600 1 600
3t 13
500 1 500
400 + 4 400
| |, TN |
300 1 300
200 1 200
1+F 11 L |
100 + 4 100
L . 1
0 0
0 \_/ 0
L | -100 + 4 -100
Al T T T e i 200 L T T 1200
2007 2008 2009 2010 2007 2008 2009 2010

Source: INE (Labour Force Survey: 2005 methodology).

a. the new definition of unemployment applies from 2001 Q1 onwards, entailing a break in the series. (See www.ine.es).

b. Col.7 = (col.5/col.1)x annual change in col.1. Col. 8 = (annual change in col.4/100) x col.1(t-4).

General note to the tables: As a result of the change in the population base (2001 Census), all the series in this table have been revised as from 1996. In addition, since 2005
Q1 the new obligatory variables referred to in Regulation (EC) 2257/2003 (on the adaptation of the list of labour force survey characteristics) have been included, a centralised
procedure for telephone interviews has been set in place and the questionnaire has been modified. Thus, in 2005 Q1, there is a break in the series of some variables. For further
information, see www.ine.es
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4.2. EMPLOYMENT AND WAGE-EARNERS. SPAIN AND EURO AREA

m  Series depicted in chart.

Thousands and annual percentage changes

Memorandum item:
Employment Unemployment euro area
Total Wage-earners Other
Employ-
Unem- | ment Unem-
Annual | 4-quarter Annual | 4-quarter Annual | 4-quarter Annual | 4-quarter | ployment| 4-quarter | ployment
Thousands| change |% change [Thousands| change |% change [Thousands| change |% change [Thousands| change |% change | rate % change rate
(a) (a)
1 2 3 - 4 5 6 - 7 8 9 - 10 11 12 - 13 14 15
07 M 20 356 608 3.1 16760 552 3.4 3 596 56 1.6 1834 -3 -0.2 8.26 1.8 7.52
08 M 20 258 -98 -0.5 16681 -79 -0.5 3576 -20 -0.5 2 591 757 413 11.33 0.8 7.57
09 M 18888 -1370 -6.8 15681 -1001 -6.0 3207 -369 -10.3 4150 1559 60.2 18.01 -1.8 9.45
09 Q7-Q3M 18969 -1423 -7.0 15743 -1062 -6.3 3225 -360 -10.1 4091 1706 715 17.74 -1.8 9.30
10 Q1-Q3M 18 473 -496 -2.6 15358 -386 -2.4 3115 -110 -3.4 4611 520 127  19.98 -0.6 9.98
08 Q1 20 402 333 1.7 16817 303 1.8 3585 30 0.8 2174 318 171 9.63 15 7.23
Q2 20 425 58 0.3 16853 74 0.4 3572 -16 -0.4 2382 622 35.3 10.44 1.2 7.39
Q3 20 346 -164 -0.8 16746 -124 -0.7 3 600 -41 -1.1 2599 807 450 11.33 0.5 7.61
Q4 19 857 -620 -3.0 16308 -568 -3.4 3 549 -52 -1.4 3208 1280 66.4 13.91 -0.1 8.04
09 Q1 19091 -1312 -6.4 15843 -974 -5.8 3248 -337 -9.4 4011 1837 845 17.36 -1.3 8.84
Q2 18945 -1480 -7.2 15737 -1116 -6.6 3208 -364 -10.2 4138 1756 73.7 17.92 -1.9 9.37
Q3 18870 -1476 -7.3 15650 -1096 -6.5 3220 -380 -10.6 4123 1525 58.7 17.93 2.2 9.70
Q4 18646 -1211 -6.1 15493 -816 -5.0 3153 -395 -11.41 4327 1119 349 18.83 -21 9.87
10 Q1 18 394 -697 -3.6 15253 -590 -3.7 3141 -107 -3.3 4613 602 15.0 20.05 -1.2 9.92
Q2 18 477 -468 -2.5 15363 -373 -2.4 3113 -95 -3.0 4 646 508 12.3  20.09 -0.6  10.00
Q3 18 547 -323 -1.7 15456 -194 -1.2 3090 -130 -4.0 4 575 451 109 19.79 -0.1 10.02
EMPLOYMENT LABOUR FORCE: COMPONENTS
Annual percentage changes Annual percentage changes
=== \WAGE-EARNERS
=== SPAIN
=== OTHER EMPLOYMENT
% — EURDGR % % UNEMPLOYED %
4 54 90 ¢ 1 90
3 13 80 | 1 80
2+ 2 70 | 41 70
1+ 1
60 - 1 60
0 0
50 - 1 50
-1 1 -1
40 1 40
2t {2
30 - 1 30
-3 1-3
20 120
-4+ -4
10 + 1 10
5 -5
-6 -6
7 |k -7
-8 T e e e -8 -20 T e e T 20
2007 2008 2009 2010 2007 2008 2009 2010

Sources: INE (Labour Force Survey: 2005 methodology), and ECB.
a. the new definition of unemployment applies from 2001 Q1 onwards, entailing a break in the series. (See www.ine.es).
General note to the tables: As a result of the change in the population base (2001 Census), all the series in this table have been revised as from 1996. In addition, since 2005
Q1 the new obligatory variables referred to in Regulation (EC) 2257/2003 (on the adaptation of the list of labour force survey characteristics) have been included, a centralised
procedure for telephone interviews has been set in place and the questionnaire has been modified. Thus, in 2005 Q1, there is a break in the series of some variables. For further

information, see www.ine.es.
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4.3. EMPLOYMENT BY BRANCH OF ACTIVITY. SPAIN (a)

m  Series depicted in chart. Annual percentage changes
Memorandum
Total Agriculture Industry Construction Services item:
Propor- Propor- Propor- Propor- Propor- | Employment
tion of tion of tion of tion of tion of in
Employ-| Wage- |tempora | Employ-| Wage- |tempora | Employ-| Wage- |tempora | Employ-| Wage- |tempora | Employ-| Wage- |tempora-| branches
ment | earners | ry em- ment | earners | ry em- ment | earners | ry em- ment | earners | ry em- ment | earners | ry em- other
ploy- ploy- ploy- ploy- ployment than
ment ment ment ment agriculture
1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16
L] L] L] L] L] L] L]
07 M 3.1 3.4 31.7 -2.0 2.0 58.6 -0.9 -0.5 22.8 6.0 6.7 54.3 3.8 3.8 28.4 3.3
08 M -0.5 -0.5 29.2 -5.1 -8.0 58.0 -1.3 -1.3 20.7 -104 -12.2 48.9 2.0 2.3 27.0 -0.3
09 M -6.8 -6.0 25.4 -4.0 -0.1 59.0 -13.3 -13.1 15.8 -23.0 -25.0 42.6 -2.5 -1.3 24.0 -6.9
09 Q7-Q3M -7.0 -6.3 255 -4.5 0.4 59.0 -13.7 -13.6 156.8 -24.7 -27.0 421 -2.3 -1.1 24.2 -7.3
10 Q1-Q3M -2.6 -2.4 24.9 0.2 4.6 58.4 =71 -6.7 15.8 -125 -14.8 41.9 -0.4 -0.2 23.6 -1.9
08 Q1 1.7 1.8 30.1 -6.4  -10.2 61.3 2.3 3.1 21.9 -1.4 -2.0 51.3 2.7 2.8 27.0 2.0
Q2 0.3 0.4 29.4 -4.4 -8.7 56.6 0.8 1.1 214 -7.5 -8.8 49.8 2.0 2.5 26.8 0.5
Q3 -0.8 -0.7 29.5 -4.6 -9.5 54.2 -1.4 -1.6 208 -126 -14.1 48.7 2.0 2.4 27.7 -0.6
Q4 -3.0 -3.4 27.9 -4.8 -3.4 59.8 -6.7 -7.7 18.7 -20.2 -23.8 45.7 1.4 1.7 26.3 -3.0
09 Q1 -6.4 -5.8 25.4 -3.0 3.3 63.0 -125 -12.0 16.6 -259 -29.9 40.5 -1.3 0.0 23.9 -6.6
Q2 -7.2 -6.6 25.2 -4.2 0.8 571 -13.7 -14.0 156 -246 -26.4 42.8 -2.7 -1.6 23.9 -7.4
Q3 -7.3 -6.5 25.9 -6.4 -3.5 56.9 -149 -15.0 156.3 -23.3 -245 43.0 -2.8 -1.7 24.9 -7.3
Q4 -6.1 -5.0 251 -2.6 -1.5 592 -119 -114 155 -17.3 -17.6 43.9 -3.3 -1.8 235 -6.2
10 Q1 -3.6 -3.7 24.4 -0.3 2.4 62.7 -104 -10.9 15.0 -159 -17.2 411 -0.6 -0.5 22.8 -3.8
Q2 -2.5 -2.4 24.9 -1.1 1.1 57.1 -6.4 -5.6 159 -11.6 -14.8 42.2 -0.4 -0.2 23.6 -2.5
Q3 -1.7 -1.2 25.6 2.3 11.2 55.4 -4.4 -3.2 16.5 -9.8 -123 42.3 -0.3 0.2 245 -1.9
EMPLOYMENT TEMPORARY EMPLOYMENT
Annual percentage changes Percentages
— oy i
— gggaggm'o” CONSTRUCTION
% % % === SERVICES %
10 ¢ - 10 60 1 60
y\ 50 - 150
0 / 0 F 1
40 - 140
-10 1 -10 30 - 130
20 - 120
-20 1 -20 F 1
10 110
-30 T e e e 30 0 T e e T 0
2007 2008 2009 2010 2007 2008 2009 2010

Source: INE (Labour Force Survey: 2005 methodology).

a. Series re-calculated drawing on the transition matrix to NACE 2009 published by INE. The underlying series of this indicator are in Tables 24.4 and 24.6 of the BE Boletin
Estadistico.

General note to the tables:As a result of the change in the population base (2001 Census), all the series in this table have been revised as from 1996. In addition, since 2005

Q1 the new obligatory variables referred to in Regulation (EC) 2257/2003 (on the adaptation of the list of labour force survey characteristics) have been included, a centralised
procedure for telephone interviews has been set in place and the questionnaire has been modified. Thus, in 2005 Qf1, there is a break in the series of some variables. For further
information, see www.ine.es.
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4.4. WAGE-EARNERS BY TYPE OF CONTRACT AND UNEMPLOYMENT BY DURATION. SPAIN. (a)

m  Series depicted in chart.

07
08
09

09 Q7-Q3M
10 Q7-Q3M

08 Q17
Q2
Q3
Q4

M
M
M

09 Q17
Q2
Q3
Q4

10 Q1
Q2
Q3

Thousands, annual percentage changes and %

WAGE-EARNERS

Annual percentage changes

Source: INE (Labour Force Survey: 2005 methodology).
a. The new definition of unemployment applies from 2001 Q1 onwards, entailing a break in the series. (See www.ine.es).
General note to the tables: As a result of the change in the population base (2001 Census), all the series in this table have been revised as from 1996. In addition, since 2005

Q1 the new obligatory variables referred to in Regulation (EC) 2257/2003 (on the adaptation of the list of labour force survey characteristics) have been included, a centralised
procedure for telephone interviews has been set in place and the questionnaire has been modified. Thus, in 2005 Q1, there is a break in the series of some variables. For further
information, see www.ine.es.
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Wage-earners Unemployment
By type of contract By duration of working day By duration
Less More
Permanent Temporary Full-time Part-time than one year than one year
Annual 4-quar- | Annual 4-quar- | Proportion Annual 4-quar- Annual 4-quar- | As % for | Unem- 4-quar- | Unem- 4-quar-
change ter % change ter % of tempo- change ter % change ter % wage ployment | ter % ployment | ter %
change change | rary em- change change | earners rate change rate change
ployment
Thousands Thousands Thousands Thousands (a) (a)
1 2 3 4 5 6 7 8 9 10 11 12 13 14
- - - - -
762 71 -210 -3.8 31.67 495 3.5 57 2.9 12.07 5.14 1.5 1.96 -7.6
348 3.0 -426 -8.0 29.25 -112 -0.8 33 1.6 12.33 7.75 55.5 2.41 27.0
-102 -0.9 -898 -18.4 25.40 -1 036 =71 36 1.7 13.34 11.83 53.8 5.13 114.0
-87 -0.7 -975  -19.5 25.50 -1136 -7.7 34 1.6 13.16 11.98 72.2 467 1123
-202 -1.7 -184 -4.6 24.94 -266 -2.0 58 2.8 13.87 10.56 -11.8 8.27 771
509 4.5 -207 -3.9 30.15 321 2.2 -18 -0.9 12.33 6.36 26.2 2.15 2.1
465 4.1 -391 -7.3 29.39 62 0.4 11 0.5 12.36 7.09 50.0 2.20 15.7
320 2.8 -444 -8.2 29.53 -175 -1.2 52 2.7 11.72 7.67 59.5 2.34 36.3
96 0.8 -664 -12.7 27.93 -656 -4.4 88 4.3 12.92 9.86 83.6 2.97 56.8
70 0.6 -1045 -20.6 25.41 -996 -6.8 22 1.1 13.22 12.42 99.7 4.01 91.0
-135 -1.1 -981 -19.8 25.24 -1155 -7.8 39 1.9 13.48 12.11 72.9 472 117.2
-197 -1.7 -899 -18.2 25.85 -1136 -7.7 40 2.0 12.79 11.42 49.2 529 127.2
-148 -1.3 -668 -14.7 25.08 -857 -6.0 42 2.0 13.87 11.37 14.8 6.50 117.8
-285 -2.4 -305 -7.6 24.39 -628 -4.6 39 1.8 13.99 11.36 -8.9 7.77 93.0
-224 -1.9 -149 -3.8 24.88 -436 -3.2 62 2.9 14.21 10.40 -14.0 8.51 80.6
-98 -0.8 -96 -2.4 25.56 -266 -2.0 73 3.6 13.42 9.92 -12.7 8.52 61.9
UNEMPLOYMENT
Unemployment rate
— i:;“:égigi =—— LESS THAN ONE YEAR
PART-TIME % % === MORE THAN ONE YEAR "
r - 10 137 113
I 18 12| 112
L 4 6 B 7
r 1 11+ {11
L 14 L ]
L 1 10 | 4110
[ \ 12 L 1
I | 0 9r 19
: \/\/ 1. N s
L 1.4 t ]
L 1 7r 17
L 4 .6 L 4
[ 1 6 - 16
L 1-8 | |
: TS 5t 15
r 1-12 41 14
L |44 r ]
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4.5. REGISTERED UNEMPLOYMENT BY BRANCH OF ACTIVITY. CONTRACTS AND PLACEMENTS. SPAIN

m  Series depicted in chart.

Thousands, annual percentage changes and %

Registered unemployment Contracts Placements
Total First time Previously employed (a) Total Percentage of total Total
job-seekers(a)
12-month
% change
Annual 12 12 12 12
change | month month month month
Thou- % % Branches other than agriculture Thou- % |Perma-| Part |Tempo-| Thou- %
sands | Thou- |change| change sands |change| nent | time rary sands |change
sands Total | Agri-
culture | Total | Industry [Construc-| Services
tion
1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17
- - - - - -
07 M 2039 -0 -0.0 -0.7 0.1 1.9 -0.0 -4.3 5.7 -0.0 1552 0.5 11.88 23.90 88.12 1505 2.0
08 M 2540 501 24.6 79 26.6 306 26.5 17.0 711 20.1 1383 -109 11.39 25.61 88.61 1358 -9.8
09 M 3644 1104 435 35.7 453 499 452 47.7 62.5 40.0 1168 -155 9.41 2797 9059 1165 -14.2
09JD M 3644 1104 435 35.7 453 499 452 47.7 62.5 40.0 1168 -155 9.41 2797 9059 1165 -14.2
10J-D M 4061 417 114 35.1 99 274 9.4 3.1 5.7 121 1201 28 855 29.26 91.45 1191 2.3
09 Nov 3869 880 29.4 46.2 282 444 278 291 245 28.6 1204 3.6 892 29.75 91.08 1189 4.8
Dec 3924 795 25.4 49.0 239 396 234 231 18.9 252 1138 1.8 7.54 2834 9246 1106 1.1
10 Jan 4048 721 217 538 19.7 322 194 16.9 16.3 21.0 1050 -6.7 9.01 25.01 90.99 1030 -7.3
Feb 4131 649 18.6 509 16.6 320 16.2 11.6 13.0 18.4 1028 1.1 9.84 26.74 90.16 1024 2.5
Mar 4167 561 15.6 443 13.7 288 132 7.6 10.3 156 1189 121 9.92 28.08 90.08 1178 125
Apr 4142 498 137 400 118 308 113 4.5 7.4 14.3 1079 46 955 28.66 90.45 1069 3.7
May 4066 446 12.3 36.1 106 326 10.0 2.7 6.9 12.8 1182 6.5 9.16 28.97 90.84 1198 7.9
Jun 3982 417 117 35.3 9.9 30.6 9.3 1.8 6.3 122 1298 1.8 7.61 29.42 0239 1244 -1.2
Jul 3909 364 10.3 32.3 8.6 28.6 8.0 0.5 5.0 108 1397 -04 6.86 31.51 93.14 1386 0.3
Aug 3970 341 9.4 30.1 7.8 27.3 7.2 0.0 3.9 10.0 1010 6.9 6.62 2859 93.38 1021 6.0
Sep 4018 308 8.3 26.3 6.9 23.1 6.4 -0.7 2.8 9.2 1390 2.6 8.78 31.88 91.22 1442 3.1
Oct 4086 278 7.3 23.9 59 224 5.4 -1.4 1.1 84 1346 -09 880 3312 91.20 1295 -6.1
Nov 4110 241 6.2 241 48 215 4.2 2.4 -0.4 7.2 1257 44 860 30.86 91.40 1243 4.5
Dec 4100 176 4.5 24.7 29 195 2.4 -3.4 -3.7 58 1190 46 7.83 2824 9217 1165 5.4
REGISTERED UNEMPLOYMENT PLACEMENTS
Annual percentage changes Annual percentage changes (Trend obtained with TRAMO-SEATS)
== TOTAL
=== AGRICULTURE
INDUSTRY == TOTAL
oo CONSTRUCTION
o " SERVICES o % %
% % 6% %6
4 I 4
2 r 2
0 0
2| {2
-4 - 1 -4
-6 - -6
-8 - -8
-10 + -10
-12 - -12
-14 + -14
-16 -16
-18 -18
-20 1-20
-22 4-22
-24 1 -24
10 v e b Co 10 26 L e b 1 .26
2007 2008 2009 2010 2007 2008 2009 2010

Source: Instituto de Empleo Servicio Publico de Empleo Estatal (INEM).
Note: The underlying series for this indicator are in Tables 24.16 and 24.17 of the BE Boletin estadistico.
a. To December 2008, NACE 1993; from January 2009, NACE 2009.
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4.6. COLLECTIVE BARGAINING AGREEMENTS

m Series depicted in chart.

Em-
ployees
affec-
ted
1
07 11 606
08 11 968
09 11078
09 Jul 10 944
Aug 10 946
Sep 11 070
Oct 11077
Nov 11077
Dec 11078
10 Jan 6 741
Feb 6 746
Mar 6 782
Apr 7 053
May 7 057
Jun 7 091
Jul 7 092
Aug 7 092
Sep 7 093
Oct 7 093
Nov 7 093
Dec 7 093
EMPLOYEES AFFECTED

As per month
economic effects
come into force(a)

As per month recorded

Thousands and %

Employees affected (a)

Average wage settlement (%)

January-December

thousands
00

8000

7000

6000

5000

4000
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2000

1000 |

TOTAL

Average
wage
settle-
ment

(b)

NN
NN Do
ONNNOO 0O =

1.29
1.29
1.29

1.30
1.30
1.30
1.30
1.30
1.30
1.30
1.30

1.30

Automa-| Newly-
tic signed
adjust- | agree-
ment | ments
3 4
5778 2634
7069 1733
7611 1064
7 069 367
7 070 376
7 350 478
7 491 895
7537 1052
7611 1064
1154 -
1393 0
1754 126
2625 156
2890 194
3 396 208
3548 224
3 766 290
4786 344
5381 821
6 047 917
6071 1023
[ 2009
[ 2010

INDUSTRY

AGRICULTURE

Total

8412
8 802
8 676

7 436
7 446
7 828
8 386
8 589
8 676

1154
1393
1879
2781
3083
3 604
3771
4 056
5130
6202
6 964
7 093

Annual | Agricul-

change| ture
(©)
6
-
-509 510
390 406
-126 483
-30 445
-207 447
-162 455
19 480
4 481
-126 483
-2 340 131
-4 590 151
-4 355 152
-3 993 224
-3915 234
-3 781 234
-3 665 235
-3 391 236
-2 698 238
-2 183 429
-1625 520
-1 583 557
thousands
1 900!
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1 4000
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1 1000
0

SERVICES

CONSTRUCTION

Indus- |Construc-
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2419
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-
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(c)
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-
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4971
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4287
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4913
4971
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1321
1802
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2229
2371
2435
2628
3153
3 696
3753
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matic

adjust-
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1.32
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12
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WWWNOO WD
S ON 0%

1.04
1.06
1.06
1.13
1.10
1.09
1.10
1.09
1.20

AVERAGE WAGE SETTLEMENT

January-December

%

TOTAL

Agricul-
Total ture
(©)
13 14
- -

2.90 3.35
3.54 3.21
2.59 2.39
2.67 2.44
2.67 2.45
2.64 2.44
2.59 2.40
2.60 2.40
2.59 2.39
1.62 1.30
1.52 1.20
1.36 1.20
1.27 1.46
1.31 1.59
1.30 1.59
1.29 1.58
1.28 1.58
1.31 1.58
1.30 1.39
1.29 1.32
1.30 1.35

I 2009

[ 2010

INDUSTRY

AGRICULTURE

Source: Ministerio de Trabajo e Inmigracion (MTIN), Estadistica de Convenios Colectivos de Trabajo. Avance mensual.
a. Cumulative data.
b. Includes revisions arising from indexation clauses, except in 2010.
c. To December 2008, NACE 1993; from January 2009, NACE 2009.
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4.7. QUARTERLY LABOUR COSTS SURVEY

m  Series depicted in chart.

Labour costs

Per worker and per month Per hour
worked
Total Industry Construc- | Services
tion
1 2 3 4 5
-
07 M 4.0 3.6 4.9 41 4.6
08 M 4.8 4.4 6.3 4.9 4.6
09 M 3.5 3.1 5.4 3.5 5.6
09 Q7-Q3M 3.8 3.2 5.9 3.9 5.8
10 Q1-Q3M 0.6 2.2 0.1 0.5 0.4
08 Q1 4.6 3.6 5.4 4.9 8.6
Q2 4.8 5.5 6.0 4.6 1.8
Q3 4.8 3.9 5.7 5.2 54
Q4 5.0 4.6 7.9 5.0 3.0
09 Q1 4.2 3.8 6.5 41 3.7
Q2 4.0 3.1 6.3 4.1 9.6
Q3 3.4 2.9 5.0 3.5 4.2
Q4 25 2.7 41 25 5.1
10 Q1 1.0 2.1 0.7 1.0 2.1
Q2 1.2 25 0.4 1.1 0.8
Q3 -0.3 2.1 -0.9 -0.6 -1.4
PER WORKER AND MONTH
Annual percentage change
=== | ABOUR COSTS
% === WAGE COSTS %

6 1 6

5 |F 4 5

4 14

3 13

2+ 12

1+ 11

0 \ 0

= [k q-1

-2 -2

2007

2008 2009

2010

Total

NWAN HOIOIOT =W WON

SO N=moo owohd wh M=o

[ ey

Annual percentage change

Wage costs Other memoramdum item:
costs total hourly costs
per (a)
Per worker and per month Per hour | worker
worked and
month Spain Euro
(b) area (c)
Industry | Construc- | Services
tion
7 8 9 10 11 12 13
- -
3.4 4.6 4.2 45 41 4.9 25
4.8 6.3 5.0 4.9 4.1 45 3.4
2.1 52 3.2 5.3 4.3 5.0 2.9
1.9 5.1 3.5 5.4 5.1 5.3 3.2
2.9 0.8 0.9 1.1 -1.1 0.6 1.5
5.3 5.5 5.1 9.3 2.9 4.9 3.5
4.9 71 4.7 2.0 41 4.0 2.7
4.6 6.1 5.4 6.0 3.5 4.5 3.3
4.5 6.6 4.7 2.7 5.8 4.7 4.2
1.2 4.6 3.0 2.4 7.8 5.0 3.2
2.4 5.8 4.3 9.8 3.5 5.7 3.4
2.0 4.9 3.2 3.9 3.9 5.2 2.9
2.5 5.3 2.5 5.3 1.9 4.0 2.0
2.8 1.9 1.6 2.9 -1.1 1.9 2.0
3.0 1.4 1.6 1.4 -0.6 1.2 1.6
2.9 -0.9 -0.4 -0.9 -1.5 -1.1 0.8
PER HOUR WORKED
Annual percentage change
=== | ABOUR COSTS PER HOUR. SPAIN
6% === | ABOUR COSTS PER HOUR. EURO AREA o, g
5 |r 4 5
4 14
3 r 13
2 r 12
1t 11
0 0
-1 1 -1
-2 . -2

2007 2008

Sources: INE (Quarterly Labour Costs Survey and Harmonised Labour Costs Index) and Eurostat.

Note:
a. Working day adjusted.

b. Harmonised Labour Costs Index.
c. Whole economy, excluding agriculture, public administration, education, health and services not classified elsewhere.

The underlying series for this indicator are in Tables 24.25, 24.26 and 24.27 of de BE Boletin estadistico.
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4.8. UNIT LABOUR COSTS. SPAIN AND EURO AREA (a)

m  Series depicted in chart. Annual percentage changes
Memorandum item:
Whole-economy unit Compensation per Productivity unit labour costs in
labour costs employee manufacturing
Output Employment
Euro Euro Euro Euro
Spain area Spain area Spain area Spain area
b Euro Euro (c) (d)
Spain area Spain area
(b)
1 - 2 - 3 4 5 6 7 8 9 10 11 - 12 -
07 P 4.0 1.5 4.8 25 0.7 1.0 3.6 2.8 2.8 1.8 41 -0.0
08 P 4.9 3.6 6.4 3.2 1.4 -0.4 0.9 0.3 -0.5 0.8 6.9 5.7
09 P 1.0 3.9 41 1.5 3.1 2.2 -3.7 -4.0 -6.6 -1.8 2.8 9.6
07 Q4 P 4.3 2.3 5.2 2.8 0.8 0.5 3.2 2.2 2.3 1.7 53 0.1
08 Q1 P 5.3 2.7 6.3 3.3 1.0 0.6 2.8 2.1 1.7 1.5 7.0 2.3
Q2 P 5.1 3.1 6.7 3.2 15 0.1 1.9 1.2 0.4 1.2 8.0 2.9
Q3 P 52 3.8 6.3 3.4 1.1 -0.4 0.3 0.1 -0.8 0.5 6.8 5.8
Q4 P 4.2 4.8 6.2 2.7 2.0 -2.0 -1.4 -2.1 -3.3 -0.1 5.8 11.7
09 Q1 P 1.9 6.0 4.8 1.7 2.9 -4.0 -3.5 -5.2 -6.2 -1.3 45 15.8
Q2 P 1.7 4.7 45 15 2.8 -3.1 -4.4 -4.9 =71 -1.9 45 13.5
Q3 P 0.3 3.5 3.9 1.6 3.6 -1.8 -3.9 -4.0 -7.2 2.2 1.7 8.1
Q4 P 0.0 1.4 3.2 1.4 3.1 0.0 -3.0 -2.0 -6.0 -2.1 0.4 11
10 Q1 P -0.8 -0.5 1.8 1.5 2.6 2.1 -1.4 0.8 -3.8 -1.2 -5.3 -6.5
Q2 P -1.0 -0.6 1.5 1.9 2.6 25 -0.0 2.0 -2.5 -0.6 -6.3 -6.5
Q3 P -1.4 -0.5 0.5 15 1.9 2.1 0.2 1.9 -1.7 -0.1 -4.2 -4.2
UNIT LABOUR COSTS: TOTAL UNIT LABOUR COSTS: MANUFACTURING
Annual percentage changes Annual percentage changes
= SPAIN = SPAIN
% === EURO AREA % % === EURO AREA %
16 5 16 16 ¢ 1 16
14 + 1 14 14 1 14
12 112 12 112
10 + 1 10 10 + 1 10
8 8 8 - 8
6 6 6 - 6
4 4 4 4
2 2 2 r 2
0 0 0 /\ 0
\\ 7 N\
) -2 -2 -2
-4+ 1 -4 -4 - 1 -4
-6 -6 -6 - -6
-8 -8 8 -8

2007 2008 2009 2010 2007 2008 2009 2010

Sources: INE (Quarterly National Accounts of Spain. Base year 2000) and ECB.

a. Spain: prepared in accordance with ESA95. SEASONALLY- AND WORKING-DAY-ADJUSTED SERIES (see economic bulletin April 2002).
b. Full-time equivalent employment.

c. Industry.

d. Industry and energy.
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5.1. CONSUMER PRICE INDEX. SPAIN (2006=100)

m  Series depicted in chart. Indices and annual percentage changes
Memorandum item:prices for
Total (100%) Annual percentage change (12-month % change) agricultural products
(2005=100)
Industrial
Month-on- | 12-month | Cumulative goods Original 12-month
Original month % change | % change | Unprocessed |Processed excl. Energy | Services |IPSEBENE series % change
series % change during year food food energy (c)
(a) (b) products
1 2 3 4 5 6 7 8 9 10 11 12
L} L} L} L} L} L} L}
07 M 102.8 _ 2.8 4.2 4.8 3.7 0.7 1.8 3.8 2.7 103.8 5.7
08 M 107.0 _ 41 1.4 4.0 6.5 0.3 121 3.9 3.2 107.0 3.1
09 M 106.7 _ -0.3 0.8 -1.3 0.9 -1.3 -8.7 2.4 0.8 94.9 -11.3
09JD M 106.7 0.1 -0.3 -0.2 -1.3 0.9 -1.3 -8.7 2.4 0.8 95.7 -11.1
10J-D M 108.6 0.3 1.8 0.8 0.0 1.0 -0.4 12.6 1.3 0.6
09 Sep 106.4 -0.2 -1.0 -0.4 -25 0.5 -2.1 -10.2 1.8 0.1 90.4 -14.0
Oct 107.2 0.7 -0.7 0.3 -2.6 0.4 -2.1 -6.6 1.6 0.1 91.4 -12.2
Nov 107.8 0.5 0.3 0.8 -2.7 0.5 -1.7 1.9 1.6 0.2 92.2 -9.3
Dec 107.8 - 0.8 0.8 -3.1 0.7 -1.7 7.5 1.6 0.3 95.0 -5.5
10 Jan 106.7 -1.0 1.0 -1.0 -3.2 0.5 -1.7 11.4 1.2 0.1 95.4 -5.5
Feb 106.5 -0.2 0.8 -1.2 -3.8 0.5 -1.5 9.9 11 0.1 103.9 1.0
Mar 107.3 0.7 1.4 -0.5 2.2 0.6 -1.5 13.9 1.3 0.2 111.4 5.6
Apr 108.4 11 1.5 0.6 -1.3 0.5 -1.5 16.7 0.8 -0.1 110.9 2.8
May 108.7 0.2 1.8 0.8 -0.8 0.9 -1.1 16.4 1.0 0.2 115.8 13.7
Jun 108.9 0.2 1.5 1.0 0.5 1.2 -0.8 10.9 1.0 0.4 101.8 8.6
Jul 108.4 -0.4 1.9 0.6 11 0.7 -0.1 11.8 1.4 0.8 87.0 4.5
Aug 108.6 0.3 1.8 0.8 1.6 0.8 0.2 8.9 1.5 1.0 88.5 5.1
Sep 108.7 0.1 21 0.9 1.3 11 0.4 111 1.5 11 97.6 8.0
Oct 109.7 0.9 2.3 1.8 21 11 0.6 12.6 1.5 11
Nov 110.3 0.5 2.3 2.4 2.2 1.3 0.8 11.7 1.5 1.2
Dec 111.0 0.6 3.0 3.0 2.6 2.6 0.9 15.6 1.6 1.5
CONSUMER PRICE INDEX. TOTAL AND COMPONENTS CONSUMER PRICE INDEX. COMPONENTS
Annual percentage changes Annual percentage changes
L =—— PROCESSED FOOD
oo (=4 —— UNPROCESSED FOOD
INDUSTRIAL GOODS EXCL. ENERGY PRODUCTS
=== SERVICES ENERGY
% % % %
6 - 1 6 30 - 1 30
5 |r 5
20 - 1 20
4 4
3 - 3
10 | 110
2+ 2

B obm\/\—-—oﬂ 0
| e

2007 2008 2009 2010 2007 2008 2009 2010

Sources: INE, Ministerio de Medio Ambiente y Medio Rural y Marino.

Note: The underlying series for this indicator are in Tables 25.2 and 25.8 of the BE Boletin estadistico.
a. For annual periods: average growth for each year on the previous year.

b. For annual periods: December-on-December growth rate.

c. Index of non-energy processed goods and service prices.

BANCO DE ESPANA 33* ECONOMIC BULLETIN, JANUARY 2011 ECONOMIC INDICATORS




5.2. HARMONISED INDEX OF CONSUMER PRICES. SPAIN AND EURO AREA (2005=100) (a)

m  Series depicted in chart. Annual percentage changes
Total Goods Services
Food Industrial
Euro Euro Total Processed Unprocessed Euro Non-energy Energy Euro
Spain | area Spain | area Spain | area Spain | area
Euro Euro Euro Euro Euro
Spain | area Spain | area Spain | area Spain | area Spain | area
1 - 2 - 3 - 4 - 5 6 7 8 9 10 11 12 13 14 15 16 17. 18.
07 M 2.8 2.1 2.2 1.9 41 2.8 3.9 2.8 4.3 3.0 1.0 1.4 0.7 1.0 1.7 2.6 3.9 25
08 M 41 3.3 4.2 3.8 57 5.1 7.4 6.1 3.9 3.5 3.3 3.1 0.4 08 119 103 3.9 2.6
09 M -0.2 0.3 -1.8 -0.9 0.2 0.7 1.0 11 -0.7 0.2 -2.9 -1.7 -0.9 0.6 -9.0 -8.1 2.2 2.0
09J-D ™M -0.2 0.3 -1.8 -0.9 0.2 0.7 1.0 11 -0.7 0.2 -2.9 -1.7 -0.9 0.6 -9.0 -8.1 2.2 2.0
10J-D MP 1.8 1.6 2.2 1.8 0.7 1.0 1.4 0.9 -0.1 1.2 3.0 2.1 -0.3 04 125 7.4 11 1.4
09 Sep -0.9 -0.3 -2.5 -1.8 -0.5 -0.2 0.7 0.5 -1.8 -1.3 -3.7 -2.6 -1.5 05 -10.1 -11.0 1.6 1.8
Oct -0.6 -0.1 -1.8 -1.4 -0.5 -0.4 0.8 0.3 -2.0 -1.6 -2.6 -1.9 -1.5 0.3 -6.5 -8.5 1.4 1.8
Nov 0.4 0.5 -0.2 -0.3 -0.5 -0.1 1.0 0.5 -2.1 -1.3 -0.2 -0.4 -1.2 0.3 1.9 2.4 1.4 1.6
Dec 0.9 0.9 0.5 0.5 -0.5 -0.2 1.3 0.7 2.4 -1.6 11 0.8 -1.1 0.4 7.4 1.8 1.4 1.6
10 Jan 11 1.0 11 0.7 -0.6 -0.1 11 0.6 -25 -1.3 2.0 11 -1.2 0.1 11.3 4.0 11 1.4
Feb 0.9 0.9 0.9 0.6 -0.9 -0.1 1.1 0.6 -2.9 -1.2 1.8 0.9 -1.1 0.1 9.8 3.3 0.9 1.3
Mar 15 1.4 1.7 1.3 -0.3 0.3 1.2 0.5 -1.8 -0.1 2.8 1.8 -1.1 0.1 13.8 7.2 11 1.6
Apr 1.6 1.5 2.2 1.8 -0.1 0.7 0.9 0.6 -1.2 0.7 3.5 2.3 -1.1 0.2 16.6 9.1 0.6 1.2
May 1.8 1.6 2.4 1.9 0.4 0.7 1.4 0.9 -0.7 0.4 3.6 25 -0.8 0.3 16.3 9.2 0.8 1.3
Jun 1.5 1.4 1.9 1.5 1.0 0.9 1.8 0.9 0.2 0.9 2.4 1.8 -0.6 04 10.8 6.2 0.9 1.3
Jul 1.9 1.7 2.3 2.0 0.8 1.3 0.9 0.9 0.8 1.9 3.1 2.4 -0.1 05 117 8.1 1.2 1.4
Aug 1.8 1.6 2.0 1.7 11 15 11 1.0 11 2.4 25 1.8 0.1 0.4 8.9 6.1 1.4 1.4
Sep 2.1 1.8 25 2.1 1.2 1.6 1.4 1.0 1.0 25 3.1 2.3 0.3 06 11.0 7.7 1.4 1.4
Oct 2.3 1.9 2.9 2.3 1.4 1.7 1.3 1.2 1.5 2.4 3.6 2.6 0.4 0.7 126 8.5 1.3 1.4
Nov 2.2 1.9 2.8 2.3 1.6 1.8 1.4 1.3 1.7 2.7 3.5 2.6 0.6 08 117 7.9 1.4 1.3
Dec P 2.9 2.2 3.9 29 2.6 2.1 3.1 1.5 2.1 3.2 4.6 3.3 0.6 0.7 156 11.0 1.4 1.3
HARMONISED INDEX OF CONSUMER PRICES. TOTAL HARMONISED INDEX OF CONSUMER PRICES. COMPONENTS
Annual percentage changes Annual percentage changes
=== GOODS (SPAIN)
=== TOTAL (SPAIN) === GOODS (EURO AREA)
=== TOTAL (EURO AREA) SERVICES (SPAIN)
o o 9 === SERVICES (EURO AREA o
7% * 7 7% ( ’ * 7
6 6 6 6
5 5 5 5
4 {4 4 14
3 13 3 13
2 2 2 2
1 1 1 1
0 0 0 0
- = -1 -1
-2 -2 -2 -2
-3 -3 -3 -3
4 P PSS S /] 4l P TR
2007 2008 2009 2010 2007 2008 2009 2010

Source: Eurostat.

a. Compliance with the Regulation on the treatment of price reductions is now complete with the inclusion of sales prices in the Italian and Spanish HICP.
The Spanish HICP has included a new basket of goods and services since January 2001. In accordance with the related regulations,the series for the year
2001 have been revised. More detailed methodological notes can be consulted on the Eurostat Internet site (www.europa.eu.int).
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5.3. PRODUCER PRICE INDEX. SPAIN AND EURO AREA (2005 = 100)

m  Series depicted in chart.

Annual percentage changes

Total Consumer Capital Intermediate Energy Memorandum item: euro area
goods goods goods
Consumer | Capital |Intermediate|
Total goods goods goods Energy
Month- | 12- Month- 12- Month 12- Month- 12- Month- | 12-
Original | on - month on - month on - month | on - month | on- |month
series | month % month % month % month % month % 12- 12- 12- 12- 12-
% change % change % change | % change | % change | month month month month month
change change change change change % % % % %
change | change | change change | change
1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16
- - - - -
07 MP 109.2 _ 36 _ 2.4 _ 34 _ 59 _ 1.6 2.7 2.2 2.2 4.6 1.2
08 MP  116.3 _ 65 _ 4.4 _ 25 _ 55 _ 143 6.1 3.9 2.1 3.9 14.3
09 MP 1124 -3.4 -0.6 0.8 -5.4 -6.8 -5.1 -2.1 0.5 52 -115
09J-N MP 1123 _ =37 _ -0.6 _ 09 _  -57 -79 -53 -2.1 0.5 54  -121
10J-N MP 1157 _ 30 _ 0.1 _ 02 _ 26 _ 95 2.7 0.2 0.2 3.2 6.0
09 Aug P 113.0 06 -55 0.5 -0.9 -0.2 0.3 04 -77 16 -115 -75 -2.6 -0.1 75  -1741
Sep P 1125 -04 -54 0.1 -0.7 0.2 0.4 -0.1 76 22 -115 7.7 -2.8 -0.4 74 -175
Oct P 1124 -0.1 -4.3 -0.4 -0.7 -0.1 0.2 -0.1 -6.3 06 -84 -6.6 -2.9 -0.6 -6.5 -14.5
Nov P 1124 - -1.8 -0.3 -0.6 - 0.2 -04 -46 08 -0.7 -4.4 2.4 -0.6 -4.9 -8.7
Dec P 1125 0.1 0.4 -0.1 -0.5 -0.1 0.1 0.1 -2.7 0.2 6.3 -29 -2.0 -0.5 -3.5 -5.0
10 Jan P 113.6 1.0 0.9 0.3 -0.5 02 -03 06 -0.9 3.2 6.3 -1.0 -0.7 -0.6 -1.5 -1.5
Feb P 113.8 0.2 11 - -0.6 0.2 - 03 -04 0.4 6.8 -04 -0.5 -0.5 -0.4 -0.5
Mar P 1146 0.7 2.3 0.1 -0.1 -0.1 - 0.4 0.4 22 1041 0.9 -0.4 -0.3 0.8 3.1
Apr P 1158 1.0 3.7 - 0.1 - -041 1.3 2.4 24 131 2.8 -0.3 -0.0 2.7 7.9
May P 116.0 0.2 3.8 -0.1 0.2 - 01 0.8 3.5 0.2 120 3.1 -0.0 0.3 3.9 7.4
Jun P 1161 0.1 3.2 0.1 0.3 0.1 0.1 - 3.7 0.2 8.7 3.1 0.2 0.4 4.3 6.2
Jul P 116.0 -0.1 3.3 - 0.2 - 0.2 -0.3 32 -0.1 9.8 4.0 0.4 0.6 4.5 9.6
Aug P 1161 0.1 2.7 0.3 - 0.2 0.5 0.6 34 -09 7.0 3.6 0.5 0.7 4.7 7.4
Sep P 116.3 0.2 3.4 0.3 0.2 0.1 0.5 0.5 40 -0.2 9.1 4.3 0.8 0.7 5.1 9.4
Oct P 117.0 0.6 41 0.1 0.6 - 0.5 0.2 4.3 1.9 105 4.4 1.2 0.8 5.5 8.8
Nov P 117.4 0.3 4.4 - 0.9 0.1 0.6 0.4 5.1 09 10.6 4.5 1.5 0.8 5.8 8.8
PRODUCER PRICE INDEX. TOTAL PRODUCER PRICE INDEX. COMPONENTS
Annual percentage changes Annual percentage changes
—— TOTAL (SPAIN) === CONSUMPTION
—— TOTAL (EURO AREA) — [EsulE
% % % INTERMEDIATE GOODS %
12 ¢ 212 8 18
10
6 - 6
18
4 4
16
14 2l 2
’ ﬁ& 7
0 0
Vi
0 \/’
ol o 2t -2
-4+ -4
-4 - -4
-6 -6
-6 - -6
-8 -8
10 T e e e -10 -8 T e e T -8
2007 2008 2009 2010 2007 2008 2009 2010

Sources: INE and ECB.

Note: The underlying series for this indicator, for Spain, are in Table 25.3 of the BE Boletin estadistico.
a. For annual periods: average growth for each year on the previous year.
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Non-energy

12

Annual percentage changes

Intermediate goods
Energy

Total

Imports/arrivals

Capital
goods

goods

Consumer

Total

Non-energy

Intermediate goods
Energy

Total

Exports/dispatches
Capital

goods

Consumer
goods

Total

5.4. UNIT VALUE INDICES FOR SPANISH FOREIGN TRADE
m  Series depicted in chart.
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Note: The underlying series for this indicator are in the Tables 18.6 and 18.7 of the Boletin Estadistico.
BANCO DE ESPANA

a. Annual percentage changes (trend obtained with TRAMO-SEATS).

Sources: ME and BE.



6.1.

m  Series depicted in chart.

Net
lending
(+) or
borro-
wing
Q]
1=2-8
-
05 1590
06 5005
07 12 098
08 -30 642
09 P -99 258
09 J-N P -71573
10 J-N A -38 902
09 Nov  P-12226
Dec P -27 685
10 Jan A -719
Feb A 3971
Mar  A-11940
Apr A 2886
May  A-13082
Jun A-10910
Jul A 3928
Aug A -9084
Sep A -1526
Oct A 5088
Nov A -7514

Current and capital resources

STATE RESOURCES ANS USES ACCORDING TO THE NACIONAL ACCOUNTS. SPAIN

Total

2=3a7
-

130 171
147 220
165010
135 104
105 827

97 286
123 360

5132
8 541

9217
18 302
4278
17 362
2529
5090
21121
3952
14 284
19 562
7 663

Value
added
tax
(VAT)

3
L]
31542
34 929
33 332
26 065
18 767

19 093
39 505

-19
-326

-496
12 454
562
5097
710
787

9 606
-1 965
4931
6173
1646

imports

4

11 068
11 331
12938
12715
11 563

10 633
10 811

1020
930

1006
945
697

1099
914

1108
993
975

1084

1004
986

Inter-
est
and

other

income

on

pro-
perty

4401
5328
6 645
7 006
8 144

4 868
5111

202
3276

330
220
1220
439
264
416
546
522
625
306
223

Income

wealth
taxes

70 986
82 528
99 240
76 927
58 234

55 325
60 004

2447
2909

9477
2 946
2690
10 181
-229
597

9 346
3767
6 366
11 369
3494

STATE. NET LENDING OR BORROWING AND CASH-BASIS DEFICIT

(Lastest 12 months)

a0’ ™
20000 :

10000

=== Net lending or borrowing
=== Cash-basis deficit

Other

12174
13104
12 855
12 391
9119

7 367
7 929

1482
1752

-1100
1737
-891
546
870
2182
630
653
1278
710
1314

EUB éBOOO

0
f/
-10000

-20000 :
-30000 :
-40000 :
-50000 :
-60000 :
-70000 :
-80000 :
-90000 :

-100000

-110000 L

2005

2006

2007

2008

Source: Ministerio de Economia y Hacienda (IGAE).

2009

2010

4 20000

4 10000

0

: -10000
: -20000
: -30000
: -40000
: -50000
: -60000
: -70000
: -80000
: -90000
: -100000

-110000

EUR millions
Current and capital uses Memorandum item:
cash-basis deficit
Compen- Current | Invest- Cash- Expendi-
sation and ca- | ment Other | basis ture
of pital grants deficit | Revenue
emplo- | Inter- trans- and
Total yees est fers other
within capital
general | trans-
govern- | fers
ment
8=9a13 |9 10 11 12 13 14=15-16 (15 16
L] - - L]
128581 15665 14343 60311 5122 33140 6022 128777 122 755
142215 16839 13820 69588 5808 36160 11471 141847 130375
152912 18006 14024 77833 6092 36957 20135 159 840 139 704
165746 19179 14147 85333 5911 41176 -18747 129 336 148 082
205085 20141 16318 119693 5988 42945 -87281 102038 189 319
168 859 17 349 14889 101 097 2515 33009 -68 508 95092 163 601
162262 17362 16288 97325 1572 29715 -43047 119210 162 257
17358 1476 1371 9796 598 4117 -10907 5575 16482
36226 2792 1429 18596 3473 9936 -18773 6946 25719
9936 1418 1453 4921 120 2024 -3590 10725 14315
14 331 1451 1259 8322 98 3201 -4169 16805 20974
16218 1479 1430 10651 18 2640 -7787 5229 13016
14476 1602 1408 8517 405 2544 3153 16801 13648
15611 1521 1479 9877 88 2646 -10485 1746 12231
16000 2695 1464 8690 -57 3208 -7916 4080 11996
17193 1395 1568 11471 187 2572 1114 20944 19831
13036 1409 1539 7525 108 2455 -7374 2599 9973
15810 1470 1509 9850 162 2819 -885 13747 14632
14474 1460 1602 8512 270 2630 3090 19220 16131
15177 1462 1577 8989 173 2976 -8198 7313 15511
STATE. RESOURCES AND USES ACCORDING TO THE NATIONAL ACCOUNTS
(Latest 12 months)
=== Total resources
VAT
Income and wealth taxes
= = = Total uses
=== |Interest
Current and capital transfers within general government
2200687 ™ EUR Bo000
.* ”-
200000 - = **+ 4 200000
180000 | D { 180000
160000 | 1 160000
140000 | 1 140000
120000 | 1 120000
100000 | 1 100000
80000 1 80000
60000 ¢ 1 60000
40000 1 40000
20000 “>od. . .. 720000
0 ! ! 0

2005
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6.2. STATE FINANCIAL TRANSACTIONS. SPAIN

m  Series depicted in chart. EUR millions
Net acquisi- Net incurrence of liabilities Net
tion of incurren-
financial ce of
assets Of which By instrument By counterpart sector liabili-
Net ties
lending (exclu-
(+) or Of which In cur- Short- | Goverment | Banco | Other Other Held by resident sectors Rest ding
net rencies term bonds de marketa- |accounts of the other
borro- other securi- and Espafa | ble payable world accounts
wing(-) than the ties assumed | loans liabili- payable)
Total peseta/ debt ties Monetary | Other
euro (a) Total financial | resident
institu- sectors
Total tions
1 2 5 6 7 8 9 10 11 12 13 14 15
- - - - - - -
05 1590 2292 0 702 -1910 -3771 7 526 -486 -3 411 844 1460 -8257 9717 -758 -142
06 5005 1917 -200 -3088 -1197 -2198 -4 348 -486 -418 4361 -13445 -18000 4555 10357 -7 449
07 12 098 5 382 65 -6716 -120 1206 -6 477 -519 -2 495 1569 13867 5342 8525 -20 582 -8 285
08 -30 64222 314 4337 52 956 1175 19355 30817 -520 -40 3344 40724 22233 18490 12232 49612
09 P -99 25817 125 -4 197 116 383 1503 34043 86 813 -535 -412  -3527 71081 50819 20262 45302 119910
09 J-N P-7157332 158 2932 103 731 1500 33632 79 593 -535 -69 -8890 60425 48116 12309 43306 112621
10 J-N A -38 90217 274 -10 56 176 -884 5732 51530 -544 480 -1023 21132 5250 15882 35044 57199
09 Nov P-12226 -910 -2563 11316 2 4190 10 655 - -1 -3528 2272 4977 -2706 9044 14844
Dec P -27 68515033 -7129 12652 2 411 7 221 - -343 5363 10656 2703 7953 1996 7 289
10 Jan A -719 6902 1176 7621 3 -591 -11 818 - 16 20014 -1088 -11267 10179 8709 -12393
Feb A 3971-10984 -1280 -14955 2 -2128 9925 - -17 22734 -8163 -3947 -4216 -6792 7 780
Mar A-11940 479 -2 12419 -62 947 12 489 - 22 -1039 8185 9 085 -899 4234 13458
Apr A 2886 4329 -100 1443 -15  -3070 3173 -544 -32 1916 5664 3467 2198 -4221 -472
May A-13082 -4 889 100 8193 2 597 7 886 - 4 -295 9626 7 807 1819 -1434 8 487
Jun A-10910 3133 20 14043 2 1222 9090 - 19 3712 12463 -106 12 569 1580 10332
Jul A 3928 7599 257 3671 -818 2500 -8 528 - 175 9523 5157 -10456 15614 -1487 -5 853
Aug A -9 084 -7 088 23 1996 2 249 4967 - -6 -5459 -3979 -1035 -2944 5975 7 455
Sep A -1526 5173 -1 6 699 2 644 8 864 - -33 -2776 -131 5548 -5679 6830 9475
Oct A 508817265 2497 12177 -4 5037 7102 - 190 -152 -1 695 567 -2262 13872 12329
Nov A -7514 -4645 -2700 2869 2 -1919 8 379 - 142 -3733 -4909 5588 -10497 7778 6 602
STATE. NET INCURRENCE OF LIABILITIES. BY INSTRUMENT STATE. NET INCURRENCE OF LIABILITIES. BY COUNTERPART SECTOR
(Latest 12 months) (Latest 12 months)
=== Net incurrence of liabilities. By instrument === Net incurrence of liabilities
=== Short-term securities === Held by monetary financial institutions
Goverment bonds and assumed debt Held by other resident sectors
U = = = Other marketable liabilities B U === Held by the rest of the world B
130060°F ™ - M30000 140060"7 ™ - M40000
120000 4 120000
110000 | 1" 110000 TSR [ | B
100000 4 100000
r 1 100000 + 4 100000
90000 - 1 90000
80000 - 1 80000
L | 80000 1 80000
70000 - 1 70000
60000 - 1 60000 60000 T 1 60000
50000 - 1 50000
40000 I ] 40000 40000 1 40000
30000 - 1 30000
[ 1 20000 1 20000
20000 - 1 20000
10000 4 10000
J 0 0
0 0
10000 | gec -20000 { -20000
-20000 1 -20000
30000 Ll L L L L] -30000 40000 bl L L L L 140000
2005 2006 2007 2008 2009 2010 2005 2006 2007 2008 2009 2010
Source: BE.

a.Includes other loans, non-negotiable securities, coined money and Caja General de Depésitos (General Deposit Fund).
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6.3. STATE: LIABILITIES OUTSTANDING. SPAIN

m  Series depicted in chart. EUR millions
Liabilities outstanding (excluding other accounts payable) Memorandum item:
State of which By instrument By counterpart sector Guarantees
debt given
accor- (contin-
ding to Short-term | Government Banco Other Held by resident sectors Rest Deposits gent lia-
the me- In securities bonds and de marketable of the at the bilities).
todolofy curren- assumed Espafa liabili- world Banco de | Outstand-
of the cies debt loans ties Espafa ing
exce- other (a) Total General Other level
ssive than the government | resident
deficit peseta/ sectors
proce- euro
dure
1 2 3 4 5 6 7 8 9 10 11 12
- - - - - - -
05 299 656 2154 31647 254 442 6 902 6666 178476 22810 155666 143 990 300 6 020
06 294 419 515 31 060 250 702 6416 6242 163799 21897 141902 152517 100 5794
07 286 090 355 31644 243 246 5832 5367 171398 25551 145847 140243 165 6 162
08 327 938 63 50 788 266 334 5249 5567 200670 34511 166 159 161779 4502 8 152
09 Nov P 426 923 66 83 554 333 205 4 665 5498 258770 46469 212301 214622 7 434 53 565
Dec P 433093 68 84 303 338 969 4 665 5155 262957 46105 216852 216241 305 58 854
10 Jan A 424935 69 83 697 331 401 4 665 5172 245942 46 105 199837 225098 1481 60 667
Feb A 429 506 67 81 306 338 380 4 665 5155 256776 48386 208391 221116 201 61278
Mar A 440375 0 82 276 348 256 4 665 5177 263708 49533 214175 226200 200 61 326
Apr A 440071 0 79 233 351 611 4082 5145 269 388 51648 217740 222331 99 62 765
May A 446838 0 79 922 357 684 4082 5150 278 836 52145 226691 220 147 199 64 284
Jun A 453 874 0 80 076 364 547 4082 5169 287771 54580 233191 220683 219 65418
Jul A 453 181 0 81658 362 097 4082 5344 280603 54623 225980 227 202 476 63 794
Aug A 454 894 0 83 082 362 392 4082 5338 280670 58952 221718 233176 500 64 760
Sep A 462 742 0 83 952 369 403 4082 5304 281885 59102 222783 239959 499 65 267
Oct A 476 034 0 89 354 377 104 4082 5494 281 361 59344 222017 254017 2 996 65 183
Nov A 480449 0 87 787 382 944 4082 5636 278710 60244 218465 261984 296 69 311
STATE. LIABILITIES OUTSTANDING STATE. LIABILITIES OUTSTANDING
By instrument By counterpart sector

=== State debt

=== Short-term securities == State debt
Goverment bonds === QOther resident sectors
=== Banco de Espafia loans Rest of the world
UR = = = Other marketable liabilities EUR UR EUR
s0006°F ™ +'800000 50006’ ™ +' 800000
450000 4 450000 450000 4 450000
400000 4 400000 400000 4 400000
350000 r 1 350000 350000 [ 1 350000
300000 r 1 300000 300000 [ 1 300000
250000 1 250000 250000 [ 1 250000
200000 1 200000 200000 [ 1 200000
150000 4 150000 150000 K 4 150000
100000 4 100000 100000 + 4 100000
50000 - 1 50000 50000 1 50000
gLt tepussnepnnncspunpuunprapnapannasg 0 | | | 0

2005 2006 2007 2008 2009 2010 2005 2006 2007 2008 2009 2010

Source: BE.
a. Includes other loans, non-negotiable securities, coined money and Caja General de Depésitos (General Deposit Fund).

BANCO DE ESPANA 39* ECONOMIC BULLETIN, JANUARY 2011 ECONOMIC INDICATORS




7.1. SPANISH BALANCE OF PAYMENTS VIS-a-VIS OTHER EURO AREA RESIDENTS AND THE REST OF THE WORLD.

CURRENT ACCOUNT
m  Series depicted in chart. EUR millions
Current account (a)
Goods Services Income Capital | Current |Financial
ICurrent pccount| account | account | Errors
trans- plus and
Total |Balance | Receipts |Payments |Balance Receipts Payments Balance |Receipts| Pay- | fers capital |(balance)| omis-
(balance) ments | (bal- | (bal- |account (b) sion
ance) | ance)
Of which Of which
Total Total
Travel Travel
1=2+5+ 10= 17=-
10+13  [2=3-4 3 4 5=6-8 6 7 8 9 11-12 11 12 13 14 15=1+14 |16 (15+16)
- - L] - - - - -
07 -105 266 -91 116 192 685 283 801 23 051 93 306 42 061 70 25514 360 -30 055 57 961 88 016 -7 146 4 577 -100 689 101 004  -315
08 P-105 973 -86 724 192 740 279 464 26 144 97 437 41 901 71 29313 834 -36 034 54 034 90 067 -9 360 5474 -100 499 101 975 -1 477
09 P -58 299 -45 111 160 546 205 657 25 328 88 057 38 125 62 72912 086 -30 536 40 679 71215 -7 980 4 057 -54 241 57 580 -3 339
09 J-O P -49 070 -36 965 132 382 169 347 22731 75149 33719 5241810 116 -25 781 32 542 58 324 -9 055 2 872 -46 197 49 694 -3 497
10 J-O P -41 083 -37 980 154 346 192 326 24 734 78 139 34 990 53 40610 596 -18 655 30 771 49 426 -9 182 5096 -35987 44800 -8 813
09 Jul P -2056 -2820 14659 17479 3573 9629 4709 6056 1230 -2388 4561 6949 -420 162 -1895 2947 -1053
Aug P -3344 -4236 10206 14442 3535 8539 4906 5004 1280 -1650 2218 3869 -992 431 -2913 3330 -417
Sep P -4671 -4981 14051 19033 2489 7942 4006 5453 1222 -1472 3263 4734 -706 69 -4602 4951 -349
Oct P -4923 -3499 15211 18710 2302 7928 3595 5626 1131 -2006 2650 4657-1720 -4 -4927 6415 -1489
Nov P -5166 -4437 14316 18753 1218 6132 2365 4914 1020 -2637 2438 5076 690 396 -4770 5531 -761
Dec P -4063 -3710 13847 17557 1379 6777 2041 5397 951 -2117 5698 7815 384 789 -3274 2355 919
10 Jan P -5330 -4097 12237 16334 1237 6312 2433 5075 877 -1116 3078 4193-1354 1293 -4037 3239 798
Feb P -6260 -3009 14193 17202 1148 6089 2087 4941 910 -2054 2217 4270-2345 253 -6007 6547 -540
Mar P -4665 -3723 16864 20588 1540 7182 2552 5642 899 -1803 2513 4316 -679 350 -4315 7159 -2844
Apr P -4622 -4395 14837 19232 1395 6505 2400 5110 860 -1031 4023 5054 -591 -236 -4859 3327 1532
May P -4785 -3625 16432 20057 2490 7779 3236 5289 660 -3106 3791 6897 -544 1832 -2952 5485 -2533
Jun P -3417 -4086 16460 20545 2837 8527 3846 5690 1207 -2250 3179 5428 81 124 -3293 3403 -111
Jul P -2436 -3822 16522 20344 3864 9673 5006 5809 1246 -1784 3794 5578 -694 564 -1872 4399 -2527
Aug P 2979 -4048 13062 17110 4000 9217 5269 5217 1378 -1947 1994 3941 -984 237 -2742 3122 -380
Sep P -3876 -3931 16080 20011 3241 8804 4299 5563 1349 -2089 3137 5226-1097 557 -3319 5107 -1788
Oct P 2713 -3244 17659 20902 2981 8052 3861 5071 1209 -1475 3046 4521 -975 122 -2591 3012 -421
SUMMARY CURRENT ACCOUNT
[ JANUARY 2009 - OCTOBER 2009 [ JANUARY 2009 - OCTOBER 2009
JANUARY 2010 - OCTOBER 2010 JANUARY 2010 - OCTOBER 2010
soofgnm = EUR o000 soodRm = EUR o000
40000 + 4 40000 40000 + 4 40000
30000 4 30000 30000 + 4 30000
20000 4 20000 20000 + 4 20000
10000 4 10000 10000 4 10000
0 i—‘ m 0 0 u 0
-10000 - 4 -10000 -10000 4 -10000
-20000 - 4 -20000 -20000 4 -20000
-30000 4 -30000 -30000 4 -30000
-40000 - 4 -40000 -40000 4 -40000
30000 CURRENT ACC.  FINANGIAL ACC. 50000 30000 T 556DS  SERVICES  INCOME  TRANGFERS 0°°°
CAPITAL ACC. ERR. & OMISS.

Sources: BE. Data compiled in accordance with the IMF Balance of Payments Manual (5th edition).

a. A positive sign for the current and capital account balances indicates a surplus (receipts greater than payments) and, thus, a Spanish net loan abroad (increase in the
creditor position or decrease in the debtor position).

b. A positive sign for the financial account balance (the net change in liabilities exceeds the net change in financial assets) means a net credit inflow, i.e. a net foreign
loan to Spain (increase in the debtor position or decrease in the creditor position).
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7.2. SPANISH BALANCE OF PAYMENTS VIS-a-VIS OTHER EURO AREA RESIDENTS AND THE REST OF THE WORLD.
FINANCIAL ACCOUNT (a)

m  Series depicted in chart.

EUR millions

Total, excluding Banco de Espana Banco de Espana
Financial Direct investment Portfolio investment Other investment (d) Net
account Net claims Other
Total finan- |Balance Re- with net
'Spanish |Foreign Spanish | Foreign 'Spanish |Foreign | cial serves | the assets
Balance |invest- |invest- | Balance |invest- | invest- [Balance |invest- | invest- |deriva- Euro-
(NCL- (NCL- (NCL- ment |mentin | (NCL- ment | mentin |(NCL- ment |mentin | tives (NCL- system | (NCL-
NCA) NCA) NCA) |abroad | Spain NCA) |abroad | Spain NCA) |abroad | Spain |(NCL- NCA) NCA)
(NCA) | (NCL) (NCA) | (NCL) (NCA) | (NCL) | NCA) (e) (e)
1= 2=3+6+ (b) (c) 13=14+
2+13. 9+12. 3=5-ﬁ 4 5 6=8-7. 7 9=11-_10 10 11 12 - 15+1§ 14 15 16
07 101 004 86 682 -53 181100 135 46 954 104 264 -8 746 95517 39693 56 134 95827 -4094 14322 -164 28 329 -13 843
08 P 101975 71757 -1067 51102 50 036 378-21928 -21 550 78903 12781 91684 -6457 30218 -645 31713 -850
09 P 57580 47116 -1103 6227 5124 44921 4580 49501 8964 797 9761 -5666 10464 -1563 6146 5882
09 J-O P 49694 38639 2781 8276 11056 29757 4795 34552 10357 -6368 3988 -4255 11055 -1191 6228 6018
10 J-O P 44800 35690 -1053 12720 11667 36211-52405 -16194 -4821 12132 7312 5353 9109 -7783 1903 7979
09 Jul P 2947 -584 -1464 480 -984 8838 -3707 5131 -6639 -7852-14492 -1319 3531 -348 4015 -136
Aug P 3330 -2828 1903 695 2597 6568 -144 6424 -9186 7093 -2093 -2 112 6158 -220 6099 279
Sep P 4951 3295 1379 -858 521 3304 4008 7311 -399 7165 6766 -988 1657 6 2001 -351
Oct P 6415 12607 403 -416 -13 11916  -321 11595 448  -383 65 -160 -6191 -38 -6 159 6
Nov P 5531 16834 -2395 2628 233 15453 848 16301 4747 -6885 -2139 -971 -11302 71 -11 663 289
Dec P 2355 -8357 -1489 -4677 -6165 -289 -1063 -1352 -6139 14051 7911 -441 10712  -444 11581 -425
10 Jan P 3239 6558 -1244 -11 -1255 13698 -3283 10415 -6251 7243 992 355 -3319 -2 -3730 413
Feb P 6547 1858 8239 -7269 970 -20636 -702 -21338 13575-12348 1227 680 4689 -113 4298 504
Mar P 7159 5383 1066 441 1507 817 3806 4623 928 -2557 -1629 2572 1776 1 1603 172
Apr P 3327 10359 1562 -1202 361 4777 -8407 -3630 3476 1037 4513 544 -7 032 -6 -7 566 540
May P 5485 -34452 -2401 3887 1486 -9840 -6966 -16805 -23205 10 040-13 164 993 39937 -413 42402 -2051
Jun P 3403 -31692 -63 -978 -1040 -5076 -8997 -14073 -29217 1685-27531 2663 35096 -9 27477 7627
Jul P 4399 6664 -709 2251 1542 7315 -9854 -2539 -1188 -299 -1487 1246 -2265 -52 -3552 1338
Aug P 3122 21026 -5823 6090 267 13166 -3753 9414 14167 5345 19512 -484 -17 904 32 -17 970 34
Sep P 5107 29969 -4614 9804 5189 8864 -5245 3618 26542-14952 11589 -822 -24 862 -2 -24 966 106
Oct P 3012 20018 2934 -294 2640 23125 -9005 14120 -3647 16938 13291 -2393 -17007 -212 -16 092 -703
FINANCIAL ACCOUNT FINANCIAL ACCOUNT, EXCLUDING BANCO DE ESPANA. Breakdown.
(NCL-NCA) (NCL-NCA)
[ JANUARY 2009 - OCTOBER 2009 [ JANUARY 2009 - OCTOBER 2009
JANUARY 2010 - OCTOBER 2010 JANUARY 2010 - OCTOBER 2010
soodgRm = EUR Bo000 soodrm EUR Bo000
40000 + 4 40000 40000 4 40000
30000 - 4 30000 30000 4 30000
20000 4 20000 20000 4 20000
10000 4 10000 10000 - 4 10000
0 0 0 0
710000 TOTAL BANCO DE ESPANA '00%° 10000 G REGTIN. OTHER INV. o
TOTAL EXCL. B.E. PORT.INV. FIN.DERIVATIVES

Sources: BE. Data compiled in accordance with the IMF Balance of Payments Manual (5th edition).

a. Changes in assets (NCA) and changes in liabilities (NCL) are both net of repayments. A positive (negative) sign in NCA columns indicates an outflow (inflow) of foreign

financing. A positive (negative) sign in NCL columns implies an inflow (outflow) of foreign financing.

b. This does not include direct investment in quoted shares, but does include portfolio investment in unquoted shares.
c. This includes direct investment in quoted shares, but does not include portfolio investment in unquoted shares. d. Mainly, loans, deposits and repos.
e. A positive (negative) sign indicates a decrease (increase) in the reserves and/or claims of the BE with the Eurosystem.
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7.3. SPANISH FOREIGN TRADE WITH OTHER EURO AREA COUNTRIES AND WITH THE REST OF THE WORLD

EXPORTS AND DISPATCHES
m  Series depicted in chart.

Eur millions and annual percentage changes

Total By product (deflated data) (a) By geographical area (nominal data)
Intermediate EU 27 OECD Newly
EUR |Nom- De- Con- Other industri-
millions | inal flated | sumer Capital Amer- alised
(a) Total Energy Non- of which: OPEC | ican China coun-
energy Euro coun- tries
Total | Area Total tries
United
States
1 2 3 4 5 7 8 9 10 11 12 13 14 15 16
- - - - - - - -
03 138 119 3.6 5.2 4.2 11.9 4.8 24.7 3.9 45 5.1 3.8 -1.7 -5.9 2.2 38.2 -23.4
04 146 925 6.4 5.3 2.2 13.1 6.6 10.2 6.4 5.0 5.0 5.9 2.0 12.5 3.3 5.6 4.7
05 155 005 5.5 0.8 -0.9 5.3 1.4 -8.9 2.0 2.6 2.3 4.2 10.2 9.1 11.8 31.4 145
06 170439 10.0 5.0 3.0 12.5 5.1 -5.0 5.6 8.1 7.8 8.4 17.7 6.0 345 12.8 16.5
07 185 023 8.6 5.9 3.3 5.2 7.8 8.6 7.7 8.0 8.4 7.0 -1.1 223 -125 23.5 -0.8
08 189 228 2.3 0.5 2.2 -6.6 0.5 17.0 -0.2 -0.1 -0.5 -0.4 1.4 301 1.0 1.2 4.2
09 159890 -15.5 -9.4 -4.1 -13.3 -12.5 -21.0 -121 -155 -13.2 -15.2 244 -114 -179 -7.7 8.5
09 Oct P 14918 -10.5 -4.2 0.1 -18.2 -4.4 -5.8 44 -93 -7.0 -8.7 -27.0 -29.7 -184 16.9 -8.6
Nov P 14068 -1.5 7.7 7.7 -4.8 9.7 -10.9 11.0 1.7 3.0 0.1 -32.1 -26.3 -7.3 37.6 8.4
Dec P 13 661 4.0 11.4 10.8 9.6 12.2 -11.2 13.5 4.4 5.0 1.8 -29.0 -23.7 -8.0 13.0 200.9
10Jan P 12 092 9.0 12.3 5.1 1.8 19.6 -1.6 20.8 8.7 71 7.9 -24.8 2.7 295 47.9 43.6
Feb P 13986 12.8 14.8 1.5 16.6 25.6 -16.6 276 11.8 13.0 11.7 -3.7 -185 301 41.2 168.8
Mar P 16652 214 238 0.0 42.2 42.3 28.9 429 193 21.8 19.9 11.4 178 222 46.8 12.4
Apr P 14623 10.8 10.5 -8.9 249 24.3 29.9 24.0 71 4.6 9.0 10.0 12.0 13.5 18.9 17.0
May P 16213 25.7 20.7 -4.1 88.7 30.7 10.2 31.8 229 234 23.2 3.3 59 25.1 24.4 35.5
Jun P 16203 16.6 13.5 -4.4 40.3 23.3 2.5 242 141 135 16.1 17.0 109 522 15.2 36.0
Jul P 16379 13.2 9.0 -8.3 -4.5 25.6 38.8 25.0 11.2 12.8 12.7 5.3 3.9 323 48.3 47.9
Aug P 12874 27.8 19.7 3.0 31.2 29.5 39.5 28.9 234 19.4 25.4 486 278 618 69.1 38.7
Sep P 15902 14.6 8.6 -3.9 4.9 18.7 7.4 19.3 10.8 10.2 12.5 29.1 16.7 493 35.7 48.8
Oct P 17393 16.6 11.0 -55 27.2 20.7 11.7 211 16.8 15.2 15.3 26.0 16.9 29.9 10.9 31.9
Nov P 17525 24.6 19.2 1.7 36.5 30.9 34.2 30.8 20.1 20.4 21.9 35.7 538 50.0 50.6 33.4
BY PRODUCT BY GEOGRAPHICAL AREA
Annual percentage changes (trend obtained with TRAMO-SEATS method) Annual percentage changes (trend obtained with TRAMO-SEATS method)
== TOTAL == QOECD
=== CONSUMER === EURO AREA
CAPITAL UNITED STATES
% === INTERMEDIATE % % === NEWLY INDUSTR. COUNTRIES %
12 ¢ 212 40 1 40
10 &
56 Iz
" 30 . 1 30
5 ’ 8 j‘. :. .:.:
/e B H A
HN \: N
o 1 a - Yy
g 10 | = 110
2
0 0
0
|
2 12 -0 | -10
41 B -4
-20 1 -20
-6 -6
-8 : . : . : . : . : . -8 -30 : ; : . : . : . : . -30
2000 2002 2004 2006 2008 2010 2000 2002 2004 2006 2008 2010

Sources: ME 'y

BE.

Note: The underlying series for this indicator are in Tables 18.4 and 18.5 of the Boletin estadistico.
The monthly series are provisional data, while the annual series are the final foreign trade data.
a. Series deflated by unit value indices.
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7.4. SPANISH FOREIGN TRADE WITH OTHER EURO AREA COUNTRIES AND WITH THE REST OF THE WORLD
IMPORTS AND ARRIVALS

m  Series depicted in chart. Eur millions and annual percentage changes
Total By product (deflated data) (a) By geographical area (nominal data)
Intermediate EU 27 OECD Newly
EUR |Nom- De- Con- Other industri-
millions | inal flate sumer Capital Amer- alised
(a) Total Energy Non- of which: OPEC | ican China coun-
energy Euro coun- tries
Total | Area Total tries
United
States
1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16
- - - - - - - -
03 185114 5.6 71 9.6 12.9 4.8 1.0 5.7 5.8 53 5.8 -4.8 -1.0 12.9 16.6 11
04 208411 12.6 9.9 13.5 14.4 7.3 10.6 6.5 9.9 10.0 11.3 9.3 17.9 7.9 26.8 14.6
05 232954 11.8 6.4 8.4 17.6 3.4 10.9 1.5 5.6 53 6.1 -0.1 40.8 293 37.3 11.2
06 262687 12.8 9.2 7.4 5.9 10.6 4.8 12.2 8.4 8.0 8.5 147 253 241 22.7 28.6
07 285 038 8.5 7.4 6.8 7.5 7.5 4.1 8.3 105 11.0 9.8 16.4 -6.3 -6.8 28.7 -3.7
08 283388 -0.6 -4.1 -7.4 -13.7 -1.1 8.2 29 -82 -8.8 -7.4 129 374 16.6 10.8 -16.1
09 206 116 -27.3 -18.6 -12.4 -32.0 -19.1 -13.4 -20.7 -23.8 -25.6 -24.6 -25.1 -386 -31.1 -29.5 -31.6
09 Oct P 18828 -19.3 -6.4 6.5 -25.1 -8.9 -7.0 -93 -145 -175 -15.7 -11.3 -340 -324 -20.8 -31.1
Nov P 18923 -6.5 6.8 11.1 -5.3 6.8 0.6 84 -49 -6.7 -5.5 -55 -145 -20.8 -10.2 -28.2
Dec P 17733 -11.7 -4.8 -6.0 -18.2 -1.7 -16.3 3.0 -76 -7.7 -12.3 -342 -15.8 -6.3 -10.8 -21.7
10Jan P 16 601 6.5 8.1 -9.1 -10.3 19.4 8.0 22.7 7.9 3.2 6.0 -12.0 4141 -3.6 0.0 -6.0
Feb P 17548 -3.9 -3.2 -24.5 -2.6 8.2 -18.5 174 -86 -15.0 -9.1 -31.6 12.8 4.0 8.5 -2.8
Mar P 20945 206 22.0 2.9 8.3 33.8 11.2 40.2 17.0 12.6 15.6 6.1 492 36.4 47.0 47.2
Apr P 19628 16.6 15.4 -0.2 111 23.6 6.7 28.4 8.6 59 9.9 -1.8 796 252 22.9 13.0
May P 20378 26.1 19.9 11.8 9.2 25.4 1.0 324 193 10.1 19.9 172 271 64.3 52.6 8.4
Jun P 20914 221 14.7 2.4 19.4 22.7 13.8 249 1241 10.0 13.3 10.1 719 4141 441 26.7
Jul P 20666 16.7 11.0 -13.4 15.8 22.9 9.9 26.4 9.1 10.5 11.3 495 557 35.1 442 -18.2
Aug P 17334 18.8 5.8 -11.9 111 14.3 -0.4 19.2 8.2 8.1 7.9 218 415 575 41.8 4.0
Sep P 20 248 4.9 -1.6 -22.1 -5.3 9.5 11 114 -33 -1.9 2.2 13.5 19.0 1.6 40.9 9.3
Oct P 21093 12.0 2.8 -20.4 145 13.4 3.1 16.0 3.1 3.9 6.7 176 325 385 28.4 -5.6
Nov P 21405 131 2.8 -141 4.0 11.0 7.6 11.8 4.2 29 6.1 172 209 693 26.7 9.9
BY PRODUCTS BY GEOGRAPHICAL AREA
Annual percentage changes (trend obtained with TRAMO SEATS method) Annual percentage changes (trend obtained with TRAMO-SEATS method)
= TOTAL == OECD
=== CONSUMER === EURO AREA
CAPITAL UNITED STATES
% === INTERMEDIATE % % === NEWLY INDUSTR. COUNTRIES %
20 1 20 30 . 30

-20

-20 -30

-30

2000 2002 2004 2006 2008 2010 2000 2002 2004 2006 2008 2010

Sources: ME y BE.

Note: The underlying series for this indicator are in Tables 18.2 and 18.3 of the Boletin estadistico.
The monthly series are provisional data, while the annual series are the final foreign trade data.

a. Series deflated by unit value indices .
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7.5. SPANISH FOREIGN TRADE WITH OTHER EURO AREA COUNTRIES AND WITH THE REST OF THE WORLD.
TRADE BALANCE. GEOGRAPHICAL DISTRIBUTION

EUR millions
European Union (EU 27) OECD
Euro area Other EU 27 Of which: Other Newly
World /American indus-
total Total OPEC | coun- China trialised
tries countries
Of which: Of which: Total
United | Japan
Total Total States
Germany | France Italy United
Kingdom
1 2=3+7 3 4 5 6 7 8 9 10 11 12 13 14 15
04 -61486 -25991 -25267 -16282 -3353 -5671 -724 472 -36 990 -1 692 -4583 -8325 -1784 -7369 -3104
05 -77 950 -30703 -29422 -16749 -3112 -6938 -1281 -210-41592 -1 092 -4769-12938 -3089-10 182 -3 411
06 -92249 -33547 -32172 -18 689 -1625 -7184 -1375 294 -45 357 -1 062 -4652-17031 -3316-12647 -4 564
07 -100015 -40176 -38176 -23 752 -214  -8375 -2000 133 -53745 -2555 -4779-14682 -3477-16 366 -4 347
08 -94 160 -26262 -26264 -19612 3019 -6608 1 356 -39 284 -3 739 -3663-20561 -4971-18 340 -3 296
09 -46 227 -9068 -6762 -9 980 6787 -1847 -2306 187 -15547 -2742 -1958-10 701 -2 641 -12 471 -1532
09 Oct P -3 909 -939 -533 -839 497 -146  -406 94 -1311 -269 -209 -1227 -149 -1083 -153
Nov P -4 855 -1 202 -902 -879 389 -308 -299 47 -1910 -294 213 -1177 -259 -1101 -159
Dec P -4 071 -1 341 -978 -879 338 -285 -363 20 -1865 -140 -142 1191 -205 -1104 129
10Jan P -4 510 -489 -292 -656 540 -59 -198 44 -1141 -293 -187 -1314 -239 -1218 -128
Feb P -3 562 -393 -15 -713 874 -89 -378 50 -757 -195 -157 -1324 -109 -1172 133
Mar P -4 292 -242 75 -874 808 -77 -317 57 -813 -263 -225 -1434 -534 -1279 -239
Apr P -5 004 -1 040 -868 -891 665 -201 -172 69 -1665 -234 -181 -1570 -368 -1094 -169
May P -4 165 -620 42 -652 757 78 -662 -119 -1030 -229 -221 -1252 -430 -1257 -114
Jun P -4 711 -728 -372 -859 753 -48 -356 114 -1089 -225 -177 -1599 -291 -1 330 -128
Jul P -4 288 -258 -121 -760 567 -118 -137 240 -596 -151 -111 -1610 -201 -1 551 -75
Aug P -4 460 -510 -460 -553 156 8 -50 -18 -688 -106 -133 -1457 -342 -1503 -74
Sep P -4 346 -134 62 -817 934 -10 -197 46  -404 -256 -179 -1196 -408 -1695 -102
Oct P -3 700 422 401 -564 843 153 21 257 -388 -276 -148 -1 484 -246 -1 427 -87
Nov P -3 880 314 478 -548 873 189 -164 64 -268 -261 -180 -1174 -522 -1 355 -139
CUMULATIVE TRADE DEFICIT CUMULATIVE TRADE DEFICIT
[ JANUARY 2009 - NOVEMBER 2009 [ JANUARY 2009 - NOVEMBER 2009
EUR ] JANUARY 2010 - NOVEMBER 2010 EURm EUR [ ] JANUARY 2010 - NOVEMBER 2010 EURm
50000 [ 1 50000 50000 - 1 50000
40000 | { 40000 40000 | { 40000
30000 { 30000 30000 + { 30000
20000 | { 20000 20000 | { 20000
10000 | h L 1 10000 10000 | 1 10000
0 N | , 0 m |,
0000 T OECD  EU25  USA  JAPAN 10000 10000 R AREA FRANCE —UkiNGbom 100

GERMANY ITALY

Source: ME.
Note: The underlying series for this indicator are in Tables 18.3 and 18.5 of the Boletin Estadistico.
The monthly series are provisional data, while the annual series are the final foreign trade data.
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7.6. SPANISH INTERNATIONAL INVESTMENT POSITION VIS-a-VIS OTHER EURO AREA RESIDENTS AND THE REST OF THE WORLD

SUMMARY
m  Series depicted in chart. End-of-period stocks in EUR billions
N Total excluding Banco de Espana Banco de Espafa
et
interna-
tional Net Direct investment Portfolio investment Other investment Financial Net
invest- | position derivat-  Banco de assets | Other
ment excluding ives Espafa vis-a-vis net
position [Bancode | Net |Spanish |Foreign Net  |Spanish |Foreign Net  |Spanish |Foreign Net Net eserves| the assets
(assets- | Espafa |position | invest- |invest- |position | invest- | invest- |position | invest- |invest- | position | position Euro- |(assets-
liabil.) | (assets - |(assets- | ment |mentin |(assets- | ment |mentin |(assets- | ment |mentin | (assets- |(assets- system liabil.)
liabil.) liabil.) |abroad | Spain liabil.) |abroad | Spain liabil.) | abroad | Spain liabil.) liabil.)
(assets) | (liabil.) (assets) | (liabil.) (assets) | (liabil.) (a)
2=3+6+ 13=
1=2+13 [9+12 3=4-5 4 5 6=7-8 7 8 9=10-11 [10 11 12 14to 16 [14 15 16
- L] - - L] -
02 R -303.1 -363.7 -89.2 156.0 2452 -105.7 256.8 3625 -168.9 1974 366.3 60.6 38.4 22.7 -0.4
03 -354.3 -410.3 -93.9 175.0 268.9 -102.3 319.8 422.0 -214.2 204.0 418.1 56.1 21.2 18.3 16.6
04 -436.4 -5045 -91.9 2072 299.1 -203.2 359.3 5625 -209.4 2222 431.6 68.1 145 31.9 21.7
05 -505.5 -577.2 -67.1 258.9 326.0 -273.6 4547 7284 -236.5 268.2 504.7 71.7 14.6 171 40.1
06 -648.2 -743.9 -19.3 331.1 350.4 -508.9 455.7 964.6 -206.1 324.9 530.9 -9.6 95.7 14.7 29.4 51.6
07 Q3 -771.4 -861.1 -2.8 364.4 367.2 -640.1 453.7 1093.9 -200.3 384.5 584.8 -17.9 89.6 12.5 14.8 62.4
Q4 -822.8 -901.7 -2.6 3954 398.0 -648.5 438.4 10869 -231.8 3795 611.3 -18.8 78.9 12.9 11 64.9
08 Q1 -846.5 -927.1 -16.2 393.8 409.9 -607.6 4142 1021.9 -282.6 381.2 663.8 -20.7 80.6 13.0 2.8 64.8
Q2 -859.8 -927.0 -12.3 4084 420.7 -6184 395.7 1014.1 -272.8 4170 689.8 -23.4 67.2 12.7 -7.5 62.0
Q3 -859.1 -916.1 0.1 4232 4231 -631.8 382.3 1014.1 -272.7 4229 695.6 -11.7 57.0 13.8 -19.6 62.8
Q4 -864.0 -914.9 -1.1 4244 4255 -603.5 3545 958.0 -303.9 386.4 690.4 -6.4 50.9 145 -30.6 67.0
09 Q1 -860.6 -912.9 141 4281 414.0 -591.3 3426 933.8 -3358 3744 710.2 0.0 52.3 15.7 -27.4 64.0
Q2 -926.6 -972.0 -154 4385 453.9 -608.6 363.7 9722 -340.8 3705 711.3 -7.3 45.4 15.1  -30.5 60.7
Q3 -949.5 -986.4 0.7 446.1 4454 -656.2 377.51033.7 -326.1 364.6 690.7 -4.9 36.9 18.3 -42.6 61.2
Q4 -959.3 -1 003.4 9.2 448.0 438.8 -686.1 380.6 1066.7 -325.6 370.2 695.8 -1.0 441 19.6 -36.4 60.9
10 Q1 -950.0 -992.3 13.0 454.0 441.0 -667.8 387.0 1054.8 -343.3 364.0 707.3 5.7 42.4 20.9 -38.5 60.0
Q2 -908.3 -884.9 23.7 467.4 443.6 -606.5 360.3 966.8 -314.1 373.0 687.1 12.0 -23.4 24.4 -100.8 53.1
Q3 -967.5 -987.7 28.1 479.7 4515 -666.9 341.4 1008.3 -353.2 355.2 708.4 4.3 20.2 226 -54.3 51.9
INTERNATIONAL INVESTMENT POSITION COMPONENTS OF THE POSITION
=== TOTAL NET POSITION === D|RECT INVEST. NET POSITION
=== TOTAL EXCLUDING BANCO DE ESPANA === PORTFOLIO INVEST.EXC.BE. NET POSITION
BANCO DE ESPANA OTHER INV. EXCLUDING BE. NET POSITION
EURm EURm
200000 | 200000 100063°7 ™ EUR o000
100000 | 4 100000 [ 1
r 9 0 A\ / 0
0 0 ,f_/'\/' v
-100000 | 1 -100000
-100000 4 -100000
-200000 | 1 -200000
-300000 -300000 HELD \ |
-400000 | 1 -400000 I
-300000 4 -300000
-500000 |- - -500000
LTS |- 1 Sy -400000 |- 1 -400000
-700000 | 1 -700000
-500000 4 -500000
-800000 |- - -800000
-900000 |- - -900000
-600000 4 -600000
-1000000 - 4 -1000000
41100000 b Lo Lo Lo Lo 1 41100000 -700000 b Lo 1w L L 1 1700000
2005 2006 2007 2008 2009 2010 2005 2006 2007 2008 2009 2010
Source: BE.

Note: As from December 2002, portfolio investment data have been calculated using a new information system (see Banco de Espana Circular 2/2001 and note on changes
introduced in the economic indicators). The incorporation of the new data under the heading ’shares and mutual funds’ of other resident sectors entails a very significant
break in the time series, both in the financial assets and the liabilities, so that the series have been revised back to 1992. This methodological change introduced by the
new system also affects the rest of the headings, to some extent, but the effect does not justify a complete revision of the series.

a. See note b to table 17.21 of the Boletin Estadistico.
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7.7. SPANISH INTERNATIONAL INVESTMENT POSITION VIS-a-VIS OTHER EURO AREA RESIDENTES AND THE REST OF THE WORLD
BREAKDOWN BY INVESTMENT

m  Series depicted in chart.

End-of-period stocks in EUR millions

Direct investment Portfolio investment, including Banco de Espafna Other investment, Financial derivatives
including Banco de Espafa including BE
Spanish investment Foreign investment Spanish investment Foreign investment
abroad in Spain abroad in Spain
Spanish Foreign Spanish Foreign
investment | investment [investment |investment
Shares and |ntercompany | Shares and |ntercompany (Shares and Debt Shares and Debt abroad in Spain abroad in Spain
other debt other debt mutual funds | securities |mutual funds| securities
equities  |transactions equities  |transactions (a)
1 2 3 4 5 6 7 8 9 - 10 - 11 12
02 R 139178 16815 194711 50 456 50712 206 581 116 967 245492 220 483 367 646 - -
03 160 519 14 477 207 096 61 828 62677 273344 147878 274166 222670 418 202 - -
04 189 622 17 627 231 649 67 501 78 053 302067 183211 379279 254 992 431 651 - -
05 236 769 22133 250 641 75322 104157 388472 197347 531035 287 551 504 831 - -
06 307 902 23206 271313 79125 133193 373001 245683 718897 355621 531 211 32973 42 569
07 Q3 342 733 21695 284973 82250 142096 373186 269798 824065 400443 585 099 44 181 62 069
Q4 368 306 27086 307 278 90696 132955 369758 282 331 804 609 384714 614 829 44 642 63 487
08 Q1 367 154 26 624 322 384 87559 103793 374 981 235984 785876 386 110 665 607 53 297 74 001
Q2 380 787 27 597 329 361 91 363 97664 360046 216 631 797 428 421 832 702 168 58 579 82016
Q3 392 496 30670 324 109 98 941 82946 362029 200218 813893 427 684 719 855 70 066 81757
Q4 393 450 30963 320 784 104 746 62823 357842 170143 787812 391224 725592 108278 114027
09 Q1 395 602 32486 308 022 105 940 54657 351435 142151 791674 379 881 742693 111670 111538
Q2 407 386 31138 332183 121 740 62356 361619 177670 794571 375 925 746 870 92879 100032
Q3 417 770 28336 325417 119 940 73709 364469 218943 814718 370070 738 269 85 194 90 098
Q4 419 421 28596 324 970 113 823 81059 360142 223162 843508 375647 737 181 77 449 78 498
10 Q1 425 341 28623 328 409 112573 91843 354988 199893 854885 369459 750 950 93 867 88 286
Q2 438 799 28554 331019 112 626 90003 323228 170790 796025 378 497 793008 118304 106 522
Q3 449 558 30109 334610 116 920 92774 300130 196108 812218 360603 767 832 121434 117 049
SPANISH INVESTMENT ABROAD FOREIGN INVESTMENT IN SPAIN
=== DIRECT INVESTMENT === DIRECT INVESTMENT
=== PORTFOLIO INVESTMENT, INC. BE === PORTFOLIO INVESTMENT, INC. BE
EURm OTHER INVESTMENT, INCLUDING BE  EURm EURm OTHER INVESTMENT, INCLUDING BE  gyr
560000 - 560000 1100000 [ ~ 1100000
520000 1 520000 1000000 | 1 1000000
480000 |- 1 480000
900000 [ - 900000
440000 | 1 440000
800000 [ - 800000
400000 | / 1 400000
~
700000 [ 4 700000
360000 |- 1 360000
600000 | - 600000
320000 | 1 320000
500000 | - 500000
280000 |- 1 280000
400000 1 400000
240000 | 1 240000
200000 | 1 200000 Y |- | STy
160000 Lol Lo L L L] 160000 200000 L Lo Lo L L 1200000
2005 2006 2007 2008 2009 2010 2005 2006 2007 2008 2009 2010

Source: BE.

Note: See footnote to Indicator 7.6
a. See note b to table 17.21 of the Boletin Estadistico.
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7.8. SPANISH RESERVE ASSETS

m  Series depicted in chart. End-of-period stocks in EUR millions
Reserve assets Memorandum item:
gold
Reserve
Total Foreign position in Monetary Financial Millions of
exchange the IMF SDRs gold derivatives troy ounces
1 2 3 4 5 6 7
L] L] L] L] L]
04 14 505 7 680 1156 244 5411 15 16.8
05 14 601 7 306 636 281 6 400 -21 14.7
06 14 685 7 533 303 254 6 467 127 13.4
07 12 946 7 285 218 252 5145 46 9.1
08 14 546 8292 467 160 5627 - 9.1
09 Jul 15 454 8 693 693 51 6017 - 9.1
Aug 18 106 8 860 692 2531 6 023 - 9.1
Sep 18 301 8 644 682 2785 6191 - 9.1
Oct 18 402 8578 678 2767 6 379 - 9.1
Nov 18 946 8 570 533 2761 7 083 - 9.1
Dec 19578 8 876 541 3222 6 938 - 9.1
10 Jan 20 047 9177 554 3296 7 020 - 9.1
Feb 20 859 9 456 662 3 344 7 396 - 9.1
Mar 20918 9473 661 3332 7 452 - 9.1
Apr 21 657 9 627 644 3 352 8 034 - 9.1
May 23870 10 444 1078 3509 8 839 - 9.1
Jun 24 353 10 555 1091 3537 9169 - 9.1
Jul 22 626 10 029 1055 3412 8130 - 9.1
Aug 23717 10 368 1018 3 466 8 865 - 9.1
Sep 22 641 9 629 995 3320 8 697 - 9.1
Oct 22754 9 696 990 3302 8 766 - 9.1
Nov 24 351 10279 1024 3416 9632 - 9.1
Dec 23 905 9958 995 3 396 9 555 - 9.1
RESERVE ASSETS RESERVE ASSETS
END-OF-YEAR POSITIONS END-OF-MONTH POSITIONS
I FINANCIAL DERIVATIVES I FINANCIAL DERIVATIVES
[ MONETARY GOLD [ MONETARY GOLD
[ sbr [ sbr
= I MF RESERVE POSITION = = I MF RESERVE POSITION =
m m m m
70000 - [ FOREIGN EXCHANGE 70000 70000 . [ FOREIGN EXCHANGE 70000

60000 60000 60000 1 60000

50000 50000 50000 1 50000

40000 40000 40000 1 40000

30000 30000 30000 1 30000

20000 20000 20000 20000

10000 10000 10000 10000

0 1996 1998 2000 2002 2004 2006 2008 0 Q4 Qi Q2 Q3 Q4
2009 2010

Source: BE.

Note: From January 1999 the assets denominated in euro and other currencies vis-a-vis residents of other euro area countries are not considered reserve assets. To December
1998, data in pesetas have been converted to euro using the irrevocable euro conversion rate. Since January 1999, all reserve assets are valued at market prices. As of January
2000 reserve assets data have been compiled in accordance with the IMF’s new methodological guidelines published in the document ’International Reserves and Foreign
Currency Liquidity

Guidelines for a Data Template’, October 2001 (http://dsbb.imf.org/Applications/web/sddsguide). Using this new definition, total reserve assets as at 31.12.99 would

have been EUR 37835 million instead of the ammount of EUR 37288 million published in this table.
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7.9. SPANISH EXTERNAL DEBT VIS-A-VIS OTHER EURO AREA RESIDENTS AND THE REST OF THE WORLD. SUMMARY

End-of-period positions EUR millions
General government Other monetary financial institutions
Short-term Long-term Short-term Long-term
Total
Total Total
Money Loans Bonds and Loans Trade Money Deposits |Bonds and | Deposits
market notes credits market notes
instru- instru-
ments ments
1 2 5 6 7 8 10 11 12
06 Q3 1308130 214 181 6 070 1472 188 569 18 070 - 602 379 5274 267227 225647 104 232
Q4 1370277 215585 4 836 665 191871 18 213 622 836 6252 277193 236038 103 352
07 Q1 1462506 219 394 4901 40 195781 18 672 - 658 096 11 331 295528 252211 99 027
Q2 1523843 215134 5446 443 190 503 18 742 - 684742 11316 294402 269682 109 341
Q3 1542085 207 145 4 820 1329 182455 18 541 - 707016 15079 308889 273907 109 140
Q4 1563730 197835 4 653 878 173 266 19 038 - 724116 21248 327391 261177 114300
08 Q1 1596258 200 163 6 329 558 173 668 19 607 - 768529 20424 380522 256302 111281
Q2 1650936 202 266 5594 162 177 009 19 501 - 794 086 22729 399932 258374 113051
Q3 1689698 217 754 9722 494 187 624 19914 - 792 491 21269 400051 258393 112778
Q4 1672855 233756 12 480 2099 198 366 20812 - 766 311 12224 400691 249210 104 187
09 Q1 1695 251 242 470 15 801 480 204 659 21530 - 783746 15198 411446 248405 108 696
Q2 1723765 255944 21125 978 211201 22 640 - 785211 14200 409692 250957 110363
Q3 1736787 275 051 31 005 709 219 327 24010 - 769701 14217 391123 256689 107 671
Q4 1758160 298 932 44 479 532 229481 24 440 - 782587 14873 384509 260047 123157
10 Q1 1789113 317677 51915 117 240280 25 365 790 534 16642 392162 257003 124728
Q2 1774296 295 760 40 680 195 227 970 26 915 - 743559 12157 379077 240925 111400
Q3 1767557 308 036 41 676 934 237 884 27 542 - 757 808 11057 396539 242273 107 939
7.9. (CONT.) SPANISH EXTERNAL DEBT VIS-A-VIS OTHER EURO AREA RESIDENTS AND THE REST OF THE WORLD. SUMMARY
End-of-period positions EUR millions
Monetary authority Other residents sectors Direct investment
Short-term Short-term Long-term Vis-a-vis
Total Total
Deposits Money Loans Other Bonds and | Loans Trade Other Total Direct Subsidia-
market liabilities notes credits liabilities investors ries
(a) instru-
ments
13 14 15 16 17 18 19 20 21 22 23 24 25
06 Q3 316 316 374113 4641 22224 838 244 071 101073 348 918 117 140 51141 65 999
Q4 281 281 411407 4786 22 967 702 275114 106 946 338 555 120 168 49 588 70 581
07 Q1 322 322 456 149 5303 21653 550 317258 109 572 334 1479 128 544 50 040 78 504
Q2 423 423 482 312 5418 27 035 1066 336291 110523 331 1647 141233 50 464 90 769
Q3 277 277 494727 2 553 22 020 854 345252 122 021 339 1688 132920 52 206 80714
Q4 3550 3550 493937 701 20981 314 343564 126473 331 1573 144 292 55 165 89 128
08 Q1 1855 1855 480937 927 19 625 473 328226 129235 320 2132 144774 56 001 88 773
Q2 12 326 12 326 490919 6217 20613 1465 327505 132753 317 2047 151339 61219 90 120
Q3 24 276 24 276 499 227 18 093 22 846 1342 318792 135965 323 1865 155950 62 435 93515
Q4 35233 35233 478 104 13 329 20939 2668 302204 136 854 333 1777 159 452 66 137 93 315
09 Q1 32 491 32491 475 661 20 066 17 457 3275 287545 144 669 366 2283 160 885 70 858 90 027
Q2 35 596 35596 464 691 18 962 15 879 2416 278126 146 391 359 2557 182 324 91 874 90 449
Q3 47 538 47 538 460 697 13 242 14 633 2322 280237 147183 393 2687 183 800 91 110 92 690
Q4 41 400 41400 457 771 17 975 12 303 2052 276653 145579 393 2816 177471 75030 102 441
10 Q1 43 673 43 673 453 951 14 634 12 967 2895 274411 145094 399 3550 183278 70163 113114
Q2 105 881 105 881 443 832 13015 15 620 4033 261277 145533 406 3949 185264 67 257 118 007
Q3 59 477 59 477 454 729 14 342 15 046 4337 264987 151673 395 3949 187 507 69740 117767
Source: BE.

a. See note b to table 17.21 of the Boletin Estadistico.
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8.1.a CONSOLIDATED BALANCE SHEET OF THE EUROSYSTEM. NET LENDING TO CREDIT INSTITUTIONS AND ITS COUNTERPARTS

Average of daily data, EUR millions

Net lending in euro Counterparts
Open market operations Standing Autonomous factors Actual
facilities reserves
Total of
credit
Main Longer- Fine- Structu- Marginal | Deposit Total Bank- Deposits | Gold and Other institu-
refinan- term tuning ral re- lending facility notes to net as- assets tions
cing refinan- reverse verse facility general sets in (net)
opera- cing opera- opera- govern- foreign
tions opera- tions tions ment currency
tions (net) (net)
1=2+3+4 8=9+10
+5+6-7 3 4 5 6 7 -11-12 9 10 11 12 13
09 Jul 603 864 99510 705934 -11999 - 359 189939 379226 768836 133472 435791 87291 224638
Aug 568 759 78 661 660858 -11 350 - 313 159724 359004 770627 121583 428744 104462 209 755
Sep 583 939 83418 607 221 -8 868 - 453 98285 366742 767611 138331 423839 115361 217196
Oct 586 961 58 731 637 669 -7713 - 250 101977 373107 770074 146353 416440 126880 213854
Nov 580 453 52295 604677 -9113 - 698 68 104 367577 772428 148924 409556 144220 212876
Dec 575 400 58 968 623 882 -5 640 - 349 102 159 355555 794597 128705 402181 165567 219 846
10 Jan 541 473 61899 664650 -12329 - 406 173153 334353 789929 118932 427124 147384 207 120
Feb 534 339 72624 647 446 -13 528 - 930 173132 319842 783511 116580 426226 154023 214497
Mar 521 898 79925 644676 -12804 - 500 190400 303560 788465 109183 429090 164999 218 338
Apr 518 251 72798 663740 -13286 - 183 205184 306870 795902 117289 457309 149012 211 381
May 518 635 97 546 692289 -24 199 - 1178 248178 293449 803187 117440 461565 165612 225187
Jun 496616 129940 713202 -58 607 - 304 288223 275553 808910 133527 463359 203525 221063
Jul 447 504 197804 418108 -43 633 - 261 125035 245431 817565 103637 543196 132575 202074
Aug 428 464 156 847 436 311 -69 674 - 569 95589 220146 817 554 81380 543363 135425 208318
Sep 447722 154228 432260 -67 794 - 547 71520 223098 813964 97 492 543285 145074 224624
Oct 400207 184986 327 455 -64 198 - 662 48 697 202036 813259 95670 511143 195750 198 171
Nov 409 030 179522 338925 -68 984 - 1776 42207 193808 813937 91614 511275 200469 215222
Dec 404 267 194560 333046 -69 023 - 819 55135 175471 832289 82373 512369 226822 228797

8.1.b BALANCE SHEET OF THE BANCO DE ESPANA. NET LENDING TO CREDIT INSTITUTIONS AND ITS COUNTERPARTS

Average of daily data, EUR millions

Net lending in euro Counterparts
Open market operations Standing Intra-ESCB Autonomous factors Actual
facilities reserves
Total of
credit
Main Longer- | Fine- Struc- Margi- Deposit | Target Rest Total Bank-  |Deposits | Gold Other institu-
refinan- | term tuning | tural nal facility notes to and net | assets tions
cing refinan- |reserve |reserve | lending general | assets (net)
opera- cing opera- |opera- | facility govern- in
tions opera- tions tions ment foreign
tions (net) (net) curren-
cy
14=15+16 t
+17+18 P3=24+25
+19-20 15 16 17 18 19 20 21 22 -26-27 24 25 26 27 28
09 Jul 73283 14765 78806 -940 - - 19347 31501 -5447 21655 80103 27471 15336 70583 25574
Aug 74820 10000 78007 -845 - 2 12345 42474 -5447 11760 79228 18251 15110 70609 26 033
Sep 79591 11743 72170 =722 - 4 3604 48155 -5447 10457 77716 18261 15040 70481 26427
Oct 82534 5940 82025 -579 - - 4852 44070 -5447 16653 77235 23601 14900 69283 27257
Nov 79 011 6453 74472 -755 - - 1159 32264 -5447 27120 76566 40008 14921 74533 25073
Dec 76105 2801 78640 -495 - - 4841 33623 -5447 21154 78779 33805 14918 76513 26775
10 Jan 77 318 591 88649 -1383 - 3 10543 38790 -5447 17774 78093 31878 16160 76037 26201
Feb 76269 1118 87564 -1254 - 2 11161 40278 -5447 15831 76555 32241 16195 76770 25607
Mar 81 881 1504 88688 -759 - 0 7552 47978 -5447 13216 76922 30454 16266 77895 26134
Apr 74603 1351 89436 -861 - - 15323 41475 -5447 12505 76714 30938 17390 77757 26070
May 85618 7984 97566 -1785 - 2 18150 53407 -5447 10853 76313 30862 17638 78683 26805
Jun 126 300 30 119 106 371 -607 - 55 9638 92411 -5447 13914 76968 31662 17802 76914 25422
Jul 130209 31057 108 960 -305 - - 9503 102620 -5447 8311 78104 21305 20533 70565 24725
Aug 109793 15500 110128 -5902 - - 9933 88651 -5447 3398 77088 17100 20528 70262 23191
Sep 97682 7334 104423 -5454 - - 8620 77026 -5447 -368 75443 15414 20479 70746 26471
Oct 67947 13512 57773 662 - 1 4002 49480 -5447 -170 74449 18195 19186 73628 24084
Nov 61138 13352 51105 -235 - - 3084 42571 -5447 -520 73297 20212 19224 74805 24534
Dec 66 986 22197 47538 241 - - 2990 50767 -5465 -6565 75356 14283 19258 76945 28249

Sources: ECB for Table 8.1.a and BE for Table 8.1.b.
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8.2 CASH AND CASH EQUIVALENTS, OTHER LIABILITIES OF CREDIT INSTITUTIONS AND MUTUAL FUNDS SHARES
OF NON-FINANCIAL CORPORATIONS, HOUSEHOLDS AND NPISHS RESIDENT IN SPAIN (a)

m  Series depicted in chart.

07
09

09 Aug
Sep
Oct
Nov
Dec

10 Jan
Mar
Apr
May

Jul
Aug

Oct
Nov

TTUVTUTTTO

Other liabilities of credit institutions

Mutual funds shares

EUR millions and %

Memorandum items

Cash and cash equivalents
12-m. % change
12-
Stocks month Stocks
% Depo-
change | Cash sits
(b)
1 2 3 4 5
n
497 886 -2.9 2.3 -4.1 462 466
481724 -3.2 0.6 -4.2 546746
522 693 8.5 0.5 10.6 530639
501 010 4.8 3.9 5.0 541938
505 291 5.6 3.8 6.0 536424
506 846 8.9 -0.5 11.4 526 418
508 253 6.8 -0.0 8.6 525 386
522 693 8.5 0.5 10.6 530639
518 415 9.6 1.0 11.9 527 414
519 032 9.0 0.8 11.1 521 886
512 629 7.5 1.0 9.2 527762
509 239 7.0 -0.2 8.9 526752
515 854 5.2 0.4 6.4 531310
534 480 5.8 0.9 7.0 537678
526 671 4.8 0.4 5.9 544958
519 974 3.8 -0.2 4.8 546 258
512 998 1.5 -0.4 2.0 552498
508 198 0.3 -1.3 0.6 556 563
505 786 -0.5 -1.9 -0.2 562 066

NON-FINANCIAL CORPORATIONS, HOUSEHOLDS AND NPISHs
Annual percentage change

Source: BE.
a. This concept refers to the instruments included in the headings of the table, issued by resident credit institutions and mutual funds. The exception is column 9, which
includes deposits in Spanish bank branches abroad.
b. Current accounts, savings accounts and deposits redeemable at up to 3 months’ notice.
c. Deposits redeemable at over 3 months’ notice and time deposits.
d. The series includes the old categories of Money market funds and Fixed income mutual funds in euros.
e. Defined as cash and cash equivalents, other liabilities of credit institutions and Fixed income mutual funds shares in euros.

%
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2007

2008

2009

2010

12-month % change 12-month % change |12-month % change
12-
Stocks month
Other Repos + | Depo- % Fixed Other AL Contri-
depo- credit sits change | income (e) bution
sits insti- in in EUR of the
(c) tutions’ bran- (d) MFls
securi- ches resid.
ties abroad to M3
7 8 9 10 11 12 13 14 15
n n n
29.8 1.3 -10.7 213263 -5.2 -2.3 -7.3 7.5 14.7
24.3 -19.1 -8.9 148107 -30.6 -16.7 -41.3 5.0 8.0
-1.3 -12.1 -39.8 146214 -1.3 0.5 -3.2 2.3 0.3
4.2 -14.8 -42.0 145748 -15.7 9.7 219 1.8 1.9
2.6 -182 -352 145654 -13.0 -5.9 -20.5 1.8 1.6
-0.3 -22.3  -31.2 144387 -8.0 25 -13.9 2.0 0.5
-1.4 -16.9 -282 144514 -4.7 -0.1 -9.7 1.3 -0.1
-1.3 -12.1 -39.8 146214 -1.3 0.5 -3.2 2.3 0.3
-1.2 -7.6 -29.8 144932 -3.3 -3.2 -3.4 2.9 -1.2
2.2 -8.8 -38.5 143869 -2.6 -5.4 0.7 1.9 2.4
-1.4 -4.0 -40.3 143517 -0.7 -7.5 7.3 1.6 -2.7
-1.8 -10.5  -30.2 142177 -3.6 -10.4 4.5 0.8 -3.9
-0.1 -18.2 -40.7 137385 -6.5 -13.2 1.4 0.2 -4.1
1.4 -17.5 -22.1 133721 -6.9 -16.4 4.2 1.1 -4.4
2.7 -16.9 -30.8 133429 -7.7 -20.9 8.0 0.9 -5.2
2.7 -14.0 -29.3 132952 -8.8 -22.7 8.0 0.5 -5.1
4.9 -10.0 -36.3 131753 -9.5 -25.7 10.5 0.3 -3.8
7.2 -3.9 -33.3 130529 -9.6 -26.3 10.8 1.0 -2.6
7.5 6.3 -249 125809 -12.9 -28.8 6.4 1.0 -1.4
NON-FINANCIAL CORPORATIONS, HOUSEHOLDS AND NPISHs
Annual percentage change
=== CONTRIBUTION OF THE MFIs RESID. TO M3
% %
21 21
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8.3 CASH AND CASH EQUIVALENTS, OTHER LIABILITIES OF CREDIT INSTITUTIONS AND MUTUAL FUNDS SHARES
OF NON-FINANCIAL CORPORATIONS RESIDENT IN SPAIN (a)

m  Series depicted in chart. EUR millions and %
Cash and cash equivalents (b) Other liabilities of credit institutions Mutual funds shares
Annual Annual growth rate
growth rate
Stocks Annual Stocks Annual Stocks Annual
growth growth Repos + growth Fixed Other
rate rate Other credit rate income
depo- instit.” in EUR
sits securit.+ (d)
(c) dep. in
branches
abroad
1 2 3 4 5 6 7 8 9 10
n n n
07 133 469 -2.8 101 538 221 37.4 0.8 25188 -5.0 2.2 -7.1
08 121783 -8.8 118 154 16.4 25.1 -0.3 11 959 -52.5 -42.7 -60.1
09 119182 -2.1 113 047 -4.3 9.2 -36.7 11 475 -4.0 -6.4 -1.4
09 Aug 114 472 -5.0 118 423 -0.3 12.3 -26.4 11 860 -38.9 -34.7 -43.4
Sep 116 115 -7.8 117 057 2.2 13.2 -32.1 11 847 -36.8 -31.1 -42.6
Oct 114176 -1.6 112 319 -7.4 7.9 -38.6 11 265 -28.6 -27.0 -30.4
Nov 117 057 -3.2 111 084 -5.1 9.3 -37.0 11 304 -18.0 -17.2 -18.8
Dec 119182 -2.1 113 047 -4.3 9.2 -36.7 11 475 -4.0 -6.4 -1.4
10 Jan 118 079 2.0 109 039 -2.1 9.6 -33.5 11 443 -5.1 -8.8 -0.8
Feb 117 446 0.1 104 530 -6.3 4.9 -38.1 11 376 -4.4 -10.8 3.3
Mar 116 153 0.8 107 890 -3.4 6.3 -33.4 11 368 2.4 -12.5 10.2
Apr 114 573 4.9 108 450 -6.0 4.0 -34.8 11 585 2.0 -2.4 6.9
May 119 406 4.8 108 495 -8.5 3.4 -41.7 11195 -2.7 -8.3 3.8
Jun 125 742 9.0 111 433 -4.4 59 -34.7 10 897 -3.2 -11.8 6.7
Jul P 120 530 7.2 112 492 -4.2 6.9 -38.0 10 875 -7.5 -20.7 8.0
Aug P 121 877 6.5 110 357 -6.8 2.5 -36.4 10 836 -8.6 -22.5 8.0
Sep P 118 642 2.2 113 165 -3.3 5.8 -32.9 10739 -9.4 -25.5 10.5
Oct P 115495 1.2 112 982 0.6 8.6 -28.1 10 640 -5.5 -20.1 10.8
Nov P 115 648 -1.2 116 755 5.1 9.6 -12.2 10 255 -9.3 -23.2 6.4
NON-FINANCIAL CORPORATIONS
Annual percentage change
=== CASH AND CASH EQUIVALENTS
=== OTHER LIABILITIES OF CREDIT INSTITUTIONS
% MUTUAL FUNDS SHARES %
50 50
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Source: BE.

a. This concept refers to the instruments included in the headings of the table, issued by resident credit institutions and mutual funds. The exception is column 6, which
includes deposits in Spanish bank branches abroad.

b. Cash, current accounts, savings accounts and deposits redeemable at up to and including 3 months’ notice.

c. Deposits redeemable at over 3 months’ notice and time deposits.

d. The series includes the old categories of Money market funds and Fixed income mutual funds in euros.
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8.4 CASH AND CASH EQUIVALENTS, OTHER LIABILITIES OF CREDIT INSTITUTIONS AND MUTUAL FUNDS SHARES
OF HOUSEHOLDS AND NPISHS RESIDENT IN SPAIN (a)

m  Series depicted in chart. EUR millions and %
Cash and cash equivalents Other liabilities of credit institutions Mutual funds shares
Annual growth rate Annual Annual growth rate
growth rate
Stocks Annual Stocks Annual Stocks Annual
growth Cash Depo- growth Repos + growth Fixed Other
rate sits rate Other credit rate income
(b) depo- instit.” in EUR
sits securit.+ (d)
(c) dep. in
branches
abroad
1 2 3 4 5 6 7 9 10 11 12
n n n
07 364 417 -2.9 2.9 -4.6 360 928 24.7 28.4 -2.8 188 075 -5.2 -2.3 -7.3
08 359 941 -1.2 3.4 -2.7 428 592 18.7 24.2 -35.6 136 148 -27.6 -13.3 -38.7
09 403 512 12.1 2.7 15.3 417 592 -2.6 -3.5 14.7 134 738 -1.0 1.1 -3.4
09 Aug 386 538 8.1 6.3 8.7 423 516 1.5 2.5 -11.6 133 888 -12.7 -6.5 -19.1
Sep 389 176 10.3 6.1 11.7 419 367 0.1 0.5 -5.3 133 807 -10.1 -2.8 -17.7
Oct 392 670 12.3 1.8 16.0 414 099 -2.0 -2.0 -0.6 133 122 -5.7 0.2 -12.1
Nov 391 196 10.2 2.2 13.0 414 302 -2.7 -3.5 10.5 133210 -3.3 1.6 -8.8
Dec 403 512 12.1 2.7 15.3 417 592 -2.6 -3.5 14.7 134 738 -1.0 1.1 -3.4
10 Jan 400 336 12.1 3.0 15.1 418 375 -2.1 -3.3 21.1 133 489 -3.1 -2.7 -3.6
Feb 401 586 11.9 2.8 15.0 417 356 -2.5 -3.6 19.8 132 493 -2.5 -4.9 0.4
Mar 396 476 9.6 2.9 11.9 419 872 -1.9 -3.0 19.2 132 148 -0.6 -7.0 71
Apr 394 666 7.6 1.5 9.6 418 302 -2.1 -3.0 13.4 130 592 -4.1 -11.0 4.3
May 396 449 5.3 2.0 6.3 422 815 -0.6 -0.9 3.2 126 190 -6.8 -13.6 1.2
Jun 408 738 4.8 2.3 5.6 426 245 0.3 0.4 -0.4 122 824 -7.2 -16.8 4.0
Jul P 406 142 4.1 1.7 4.9 432 466 1.8 1.7 2.0 122 554 -7.7 -20.9 8.0
Aug P 398 097 3.0 0.9 3.6 435 901 2.9 2.8 5.5 122 116 -8.8 -22.7 8.0
Sep P 394 356 1.3 0.5 1.6 439 333 4.8 4.7 6.2 121 014 -9.6 -25.7 10.5
Oct P 392 703 0.0 -0.6 0.2 443 581 71 6.9 11.0 119 889 -9.9 -26.8 10.8
Nov P 390 138 -0.3 -1.3 0.0 445 311 7.5 7.0 14.8 115 554 -13.3 -29.2 6.4
HOUSEHOLDS AND NPISH
Annual percentage change
=== CASH AND CASH EQUIVALENTS
=== OTHER LIABILITIES OF CREDIT INSTITUTIONS
% MUTUAL FUNDS SHARES %
30 30
25 25
20 20
15 18
\/\,_/\
10 10
5] 5]
0 N~ 0
\/ \/\'\/\/J NA
-5 -5
-10 -10
-15 -15
-20 -20
-25 -25
.30\\\\\\\\\ oot aallaalloatoatlaaloalloniloailaal | I | L b b b b by | -30
2004 2005 2006 2007 2008 2009 2010

Source: BE.

a. This concept refers to the instruments included in the headings of the table, issued by resident credit institutions and mutual funds. The exception is column 6, which
includes deposits in Spanish bank branches abroad.

b. Current accounts, savings accounts and deposits redeemable at up to 3 months’ notice.

c. Deposits redeemable at over 3 months’ notice and time deposits.

d. The series includes the old categories of Money market funds and Fixed income mutual funds in euros.
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8.5. FINANCING OF NON-FINANCIAL SECTORS RESIDENT IN SPAIN (a)

m  Series depicted in chart. EUR millions and %
Total Annual growth rate Contribution to col. 3
Non-financial corp. and households and NPISHs Non-financial corp. and households and NPISHs
Stocks Effec- | Annual | Gene- Gene-
tive growth | ral ral
flow rate go- By sectors By instruments go- By sectors By instrumentss
vern- vern-
ment ment
(b) Non- |House- | Credit |Securi- |Exter- (b) Non- |House- | Credit |Securi- |Exter-
finan- | holds | institu- | ties nal finan- | holds | institu- | ties nal
cial and tions’ other loans cial and tions’ other loans
corpo- [NPISHs | loans & |than corpo- [NPISHs | loans & |than
rations securit. | shares rations securit. | shares
funds funds
1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17
- - - - - - -
07 2470505 270478 12.3 23 1565 17.7 125 159 184 124 -04 127 8.3 4.4 111 0.3 1.4
08 2649 433 186 684 76 137 6.4 7.9 4.4 56 121 10.9 2.1 5.4 3.9 1.6 4.0 0.2 1.3
09 2773580 105 406 40 295 -1.0 -1.5 -0.3 2.0 36.9 -0.3 4.8 -0.8 -0.7 -0.1 -1.4 0.6 -0.0
09 Aug 2728905 -8095 55 312 1.0 1.7 -0.0 -0.6  25.1 7.4 4.7 0.8 0.9 -0.0 -0.4 0.4 0.9
Sep 2741619 16758 53 320 0.5 0.8 -0.1 -1.0  26.6 6.1 4.9 0.4 0.4 -0.0 -0.7 0.4 0.7
Oct 2754741 11076 53 353 -0.1 -0.0 -0.2 1.5 29.2 4.8 5.4 -0.1 -0.0 -0.1 -1.1 0.4 0.6
Nov 2774192 20177 49 328 -0.3 -0.3 -0.2 -1.7 33.6 3.9 5.2 -0.3 -0.2 -0.1 -1.2 0.5 0.5
Dec 2773580 -5763 40 295 -1.0 -1.5 -0.3 2.0 36.9 -0.3 4.8 -0.8 -0.7 -0.1 -1.4 0.6 -0.0
10 Jan 2759185 -13452 3.5 277 -1.3 -2.1 -0.1 2.3 334 -0.3 4.5 -1.1 -1.0 -0.0 -1.6 0.5 -0.0
Feb 2763 691 5770 3.0 245 -1.3 -2.3 0.1 2.2 297 -0.9 4.1 -1.1 -1.1 0.0 -1.5 0.5 -0.1
Mar 2781677 18162 3.0 239 -1.4 2.4 0.1 21 326 -2.0 4.2 -1.1 -1.2 0.0 -1.4 0.6 -0.2
Apr 2787 811 5237 23 203 -1.5 -2.7 0.2 -2.3 398 -2.8 3.6 -1.3 -1.3 0.1 -1.6 0.7 -0.3
May 2801995 12726 2.7 20.6 -1.2 -2.3 0.5 2.0 43.0 -2.5 3.7 -0.9 -1.1 0.2 -1.4 0.7 -0.3
Jun 2825332 24474 3.1 19.1 -0.5 -1.5 0.9 -1.0 437 -3.5 3.5 -0.4 -0.7 0.3 -0.7 0.7 -0.4
Jul P 2821803 -2502 3.1 18.9 -0.5 -1.2 0.5 -1.0 258 -1.7 3.5 -0.4 -0.6 0.2 -0.7 0.5 -0.2
Aug P 2814620 -6958 3.1 18.0 -0.3 -0.9 0.6 -0.8 26.6 -1.4 3.4 -0.2 -0.4 0.2 -0.5 0.5 -0.2
Sep P 2825593 17926 3.2 16.3 0.1 0.0 0.1 -0.7 281 -0.2 3.1 0.1 0.0 0.0 -0.4 0.5 -0.0
Oct P 2841801 16961 3.4 164 0.2 0.2 0.1 -0.6 264 0.5 3.2 0.2 0.1 0.0 -0.4 0.5 0.1
Nov P 2854450 14213 3.1 14.2 0.4 0.7 -0.1 -0.3 178 1.3 2.8 0.3 0.3 -0.0 -0.2 0.4 0.2
FINANCING OF NON-FINANCIAL SECTORS FINANCING OF NON-FINANCIAL SECTORS
Annual percentage change Contributions to the annual percentage change
=== GENERAL GOVERNMENT I GENERAL GOVERNMENT
=== NON-FINANCIAL CORPORATIONS ] NON-FINANCIAL CORPORATIONS
HOUSEHOLDS AND NPISHS ] HOUSEHOLDS AND NPISHS
7 = TOTAL 7 7 = TOTAL 7
38 ;38 38 7 ;38
36 36 36 36
34 34 34 34
32 32 32 32
30 30 30 30
28 28 28 28
26 26 26 26
24 24 24 24
22 22 22 22
20 20
18 18
16 16
14 14
12 12
10 10
8 8
6 6
4 4
2 'V\ 2
0 < 0
2 \/ 2
-4 -4
-6 -6
8 2007 2008 2009 2010 8 8 2007 2008 2009 2010 8

Source: BE.
a. The annual percentage changes are calculated as the effective flow of the period / the stock at the beginning of the period.
b. Total liabilities (consolidated). Inter-general government liabilities are deduced.
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8.6. FINANCING OF NON-FINANCIAL CORPORATIONS RESIDENT IN SPAIN (a)

m  Series depicted in chart. EUR millions and %
Resident credit institu-

Total tions’ loans and Securities other External loans Memoran-
off-balance-sheet than shares (b) dum items:
securitised loans off-

balance-
sheet
Stocks Effec- |Annual | Stocks |Annual Contri- of which Annual Contri- Stocks  |Annual Contri- securi-
tive growth growth bution growth bution growth bution tised loans
flow rate rate to Stocks rate to rate to
col.3 Issues col.3 col.3
by re-
sident
financ.
subsid.
1 2 3 4 5 6 7 8 9 10 11 12 13 14
L] L] L] L] L]
07 1215441 181829 17.7 895668 19.5 143 36636 23056 18.4 0.6 283137 122 2.9 2678
08 1305918 95981 7.9 954134 6.8 50 41063 25648 12.1 0.4 310721 10.8 2.5 2 060
09 1309201 -19512 -1.5 916 361 -3.5 26 56199 40095 36.9 1.2 336 642 -0.3 -0.1 1256
09 Aug 1316545 -9530 1.7 926 641 -1.0 -0.8 49400 35444 251 0.8 340 504 7.3 1.7 1465
Sep 1312271 -890 0.8 924 951 -1.9 -1.4 49278 35363 26.6 0.8 338 041 6.1 1.4 1447
Oct 1312650 -1998 -0.0 922 856 -2.8 2.0 50739 35330 29.2 0.9 339 055 4.8 1.1 1406
Nov 1310944 -1302 -0.3 918 859 -3.1 23 55029 39262 33.6 1.1 337 056 3.8 0.9 1418
Dec 1309201 -7856 -1.5 916 361 -3.5 26 56199 40095 36.9 1.2 336 642 -0.3 -0.1 1256
10 Jan 1302686 -5844 -2.1 909 624 -4.3 -3.1 57569 41388 334 1.1 335492 -0.3 -0.1 1220
Feb 1300915 -785 -2.3 908 079 -4.3 -3.1 57812 41445 297 1.0 335023 -1.0 -0.2 1187
Mar 1303978 2745 -2.4 907 617 -4.2 -3.0 60093 43130 32.6 1.1 336 268 -2.1 -0.5 1140
Apr 1308492 3294 -2.7 904 876 -4.7 -3.4 63855 45873 39.8 1.4 339761 -2.8 -0.7 1187
May 1312059 1850 -2.3 906 048 -4.4 -3.1 64350 46658 43.0 1.5 341662 -2.5 -0.6 1351
Jun 1314 261 2037 -1.5 907 970 -2.8 2.0 63777 46358 437 1.5 342514 -3.6 -0.9 1856
Jul P1316400 2856 -1.2 907 752 -2.4 -1.7 62602 45523 258 1.0 346 047 -1.7 -0.4 1783
Aug P1311108 -5384 -0.9 900 944 -2.1 -1.5 62520 45826 26.6 1.0 347643 -1.5 -0.4 1697
Sep P1315917 10800 0.0 904 900 -1.4 -1.0 63136 45941 28.1 1.1 347 881 -0.2 -0.1 1493
Oct P1316 583 826 0.2 904 310 -1.3 -0.9 64109 46973 26.4 1.0 348 164 0.4 0.1 1589
Nov P1320019 4532 0.7 905797 -0.6 -0.4 64808 47763 17.8 0.7 349415 1.3 0.3 1553
FINANCING OF NON-FINANCIAL CORPORATIONS FINANCING OF NON-FINANCIAL CORPORATIONS
Annual percentage change Contributions to the annual percentage change
[ LOANS AND SECURITISATION FUNDS
=== | OANS AND SECURITISATION FUNDS [ SECURITIES OTHER THAN SHARES
=== TOTAL ] EXTERNAL LOANS
% 7 == TOTAL
317 ;31
29 29
27 27
25 25
23 23
21 21
19 19
17 17
15 15
13 13
11 11
9 9
7 7
5 5
3 3
1
P 1
-1 -1
-3 -3
B 5 Pl L L 3
2007 2008 2009 2010 2007 2008 2009 2010

Source: BE.

a. The annual percentage changes are calculated as the effective flow of the period / the stock at the beginning of the period.

b. Includes issues of resident financial subsidiaries of non-financial corporations, insofar as the funds raised in these issues are routed to the parent company as loans. The issuing
institutions of these financial instruments are classified as Other financial intermediaries in the Boletin Estadistico and in the Financial Accounts of the Spanish Economy.
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8.7. FINANCING OF HOUSEHOLDS AND NPISHS RESIDENT IN SPAIN (a)

m Series depicted in chart. EUR millions and %
Resident credit institu- Resident credit institu-
Total tions’ loans and tions’ loans and External loans Memorandum items:
off-balance-sheet off-balance-sheet off-balance-sheet
securitised loans. Housing securitised loans. Other securitised loans
Contri- Contri- Contri-
Stocks Effective | Annual Stocks Annual | bution Stocks Annual | bution Stocks Annual | bution Housing Other
flow growth growth to growth to growth to
rate rate col.3 rate col.3 rate col.3
1 2 3 4 5 6 7 8 9 10 11 12 13 14
L} L} L} L} L} L}
07 874 405 97 497 125 650116 13.0 9.6 222510 10.9 2.8 1778 51.4 0.1 26 576 5625
08 910 537 38 386 4.4 678 448 4.5 3.3 229712 3.9 1.0 2376 33.6 0.1 23 304 4 436
09 903 756 -2726 -0.3 678552 0.2 0.1 221824 -1.9 -0.5 3 381 11.0 0.0 23 986 2986
09 Aug 903 763 -2 323 -0.0 676883 0.5 0.4 223520 -1.8 -0.5 3 361 13.0 0.0 24 599 3424
Sep 903 646 543 -0.1 676739 0.3 0.2 223538 -1.2 -0.3 3370 13.0 0.0 24 305 3310
Oct 904 199 884 -0.2 677 498 0.2 0.1 223319 -1.4 -0.4 3 382 12.2 0.0 24 155 3210
Nov 909 509 5631 -0.2 678 402 0.1 0.1 227716 -1.3 -0.3 3 390 12.0 0.0 24 623 3 040
Dec 903 756 -4 790 -0.3 678552 0.2 0.1 221824 -1.9 -0.5 3 381 11.0 0.0 23 986 2 986
10 Jan 902 421 -1 065 -0.1 678682 0.2 0.2 220 331 -1.3 -0.3 3409 5.1 0.0 23798 2894
Feb 901 351 -793 0.1 678908 0.4 0.3 219020 -0.8 -0.2 3423 4.8 0.0 23 564 2784
Mar 899 768 -1 090 0.1 678919 0.4 0.3 217 407 -0.9 -0.2 3442 3.3 0.0 23 445 2705
Apr 900 953 1507 0.2 678955 0.4 0.3 218546 -0.6 -0.1 3452 3.1 0.0 23175 2603
May 902 715 2022 0.5 680525 0.8 0.6 218728 -0.5 -0.1 3462 3.0 0.0 22777 2488
Jun 911 169 9757 0.9 680328 1.0 0.8 227 379 0.3 0.1 3462 2.5 0.0 19 891 2407
Jul P 904 987 -5 872 0.5 680760 1.0 0.7 220755 -1.0 -0.2 3471 2.4 0.0 19 834 2311
Aug P 903219 -1451 0.6 679 165 0.8 0.6 220 542 -0.2 -0.1 3512 3.4 0.0 19 271 2 156
Sep P 898 411 -3 845 0.1 678448 0.7 0.6 216448 -1.9 -0.5 3515 3.1 0.0 19216 2070
Oct P 899 000 1180 0.1 677985 0.6 0.4 217 439 -1.3 -0.3 3575 4.5 0.0 19 021 2019
Nov P 902 057 3527 -0.1 675838 0.1 0.1 222632 -0.8 -0.2 3587 4.6 0.0 17 041 1743
FINANCING OF HOUSEHOLDS AND NPISHs FINANCING OF HOUSEHOLDS AND NPISHs
Annual percentage change Contributions to the annual percentage change
I LOANS AND SECURITISATION FUNDS. HOUSING
=== | OANS AND SECURITISATION FUNDS. HOUSING
— [ LOANS AND SECURITISATION FUNDS. OTHER
_I;—g:':f AND SECURITISATION FUNDS. OTHER ] EXTERNAL LOANS
= TOTAL
20 % % o
20 20
18 18
16 16
14 14
12 12
10 10
8 8
6 6
4 4
2 2
0 \/*'\//‘V\/ 0
2007 2008 2009 2010

Source: BE.
a. The annual percentage changes are calculated as the effective flow of the period / the stock at the beginning of the period.
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8.8. GROSS FINANCING OF SPAIN’S GENERAL GOVERMENT

m  Series depicted in chart.

Short-term securities

Gross financing

EUR millions and %

Medium and long term securities

Non Comercial Loans and Others (b)

Contribu-
EDP Monthly | 12 Total Monthly 12 tion to
Debt change |month change | month 2-month
(a) % % %
change change |change
1=4+8+12|2=5+9+13|3 4 5 6
L] L] L]
06 389507 -1575 -0.4 32574 -770 -2.3 -0.2
07 380660 -8847 -2.3 33397 823 2.5 0.2
08 432978 52318 13.7 52876 19479 58.3 5.1
09 P 560 622 127 644 29.5 86003 33127 62.7 7.7
09 Jun P 503702 16643 30.7 71808 1446 116.6 10.0
Jul P 504 840 1137 304 74013 2206 124.9 10.6
Aug P 508597 3757 312 76512 2499 120.0 10.8
Sep P 525702 17105 32.0 78476 1964 110.3 10.3
Oct P 537892 12191 353 81328 2852 94.3 9.9
Nov P 553739 15847 32.8 85523 4195 75.6 8.8
Dec P 560622 6883 29.5 86003 480 62.7 7.7
10 Jan P 554078 -6544 27.7 85772 -231 46.8 6.3
Feb P 561425 7347 245 83533 -2238 38.6 5.2
Mar P 577864 16440 23.9 84644 1111 31.4 4.3
Apr P 578 300 436 20.3 81354 -3290 16.7 2.4
May P 587154 8854 20.6 81750 397 16.2 2.3
Jun P 599835 12681 19.1 81616 -135 13.7 1.9
Jul A 600 349 514 18.9 83409 1793 12.7 1.9
Aug A 600 226 -123  18.0 84768 1359 10.8 1.6
Sep A 611198 10972 16.3 86110 1342 9.7 1.5
Oct A 626 152 14954 16.4 90 961 4 852 11.8 1.8
Nov A 632306 6154 142 89194 -1768 4.3 0.7

GROSS FINANCING OF GENERAL GOVERNMENT
Annual percentage changes

%

SHORT-TERM SECURITIES

MEDIUM AND LONG-TERM SECURITIES
NON-COMMERCIAL LOANS AND OTHER
TOTAL

%

130 % 130
115 | 1 115
100 | 1 100
85 | 1 85
70 | 1 70
55 | 1 55
40 ¢ 140
25 | 1 25

ey J YN

5 o, 8t | 5
20 1 20
35 5007 2008 2000 2010 °

FUENTE: BE.

a.Debt according to Excessive Deficit Procedure (EDP).Consolidated nominal gross debt.
b.Including coined money and Caja General de Depositos

8

Total

288 873
279 872
302 656
385 561

346 582
344 480
345 121
359 155
367 883
379 926
385 561

377 661
385513
399 788
402 724
409 152
417 901
414 997
415 245
422179
431 168
439 888

Contribu- Contribu-
Monthly 12 tion to Total Monthly 12 tion to
change |month [2-month change |month [12-month
% % % %
change |change chage | change
9 10 11 12 13 14 15
L] L] L] L]
-1217 -0.4 -0.3 68 061 412 0.6 0.1
-9 001 -3.1 -2.3 67 392 -669 -1.0 -0.2
22784 8.1 6.0 77446 10055 14.9 2.6
82 905 27.4 19.1 89058 11612 15.0 2.7
11707 23.0 16.8 85313 3490 21.0 3.8
-2 102 20.9 15.4 86 346 1034 245 4.4
641 215 15.8 86 963 617 26.0 4.6
14 033 235 17.2 88071 1108 25.8 4.5
8729 291 20.9 88681 610 255 4.5
12 043 28.0 20.0 88290 -391 23.4 4.0
5635 27.4 19.1 89058 768 15.0 2.7
-7 900 26.7 18.4 90645 1587 16.8 3.0
7 852 235 16.3 92378 1733 17.4 3.0
14 274 24.0 16.6 93432 1054 17.5 3.0
2936 21.7 14.9 94223 790 17.9 3.0
6 428 222 156.3 96252 2029 17.6 3.0
8 749 20.6 14.2 100319 4 067 17.6 3.0
-2 904 20.5 14.0 101 943 1624 18.1 3.1
248 20.3 13.8 100213 -1730 15.2 2.6
6 934 17.5 12.0 102909 2696 16.8 2.8
8 989 17.2 11.8 104 023 1114 17.3 2.9
8720 15.8 10.8 103 225 -798 16.9 2.7

GROSS FINANCING OF GENERAL GOVERNMENT
Contributions to the annual percentage change

50

45

40

35

30

25 |

20 |

I SHORT-TERM SECURITIES
I MEDIUM AND LONG-TERM SECURITIES

] NON-COMMERCIAL LOANS AND OTHER

% %

2009 2010
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8.9 LENDING BY CREDIT INSTITUTIONS TO OTHER RESIDENT SECTORS.
BREAKDOWN BY END-USE.

m  Series depicted in chart.

07
08
09

06 Q2
Q3
Q4

07 Q1
Q2
Q3
Q4

08 Q17
Q2
Q3
Q4

09 Q17
Q2
Q3
Q4

10 Q1
Q2
Q3

Total
(a)

1
L]
1760213
1869 882
1837 038

1350 190
1419973
1508 626

1569 169
1652 352
1706 126
1760213

1793 356
1838 174
1852 563
1869 882

1861734
1861 005
1846 010
1837 038

1827 087
1850 230
1840 820

CREDIT BY END-USE
Annual percentage changes (c)

SOURCE: BE.

30

20

10

-20

40"/3

Financing of productive activities

Financing of individuals

EUR millions and percentages

Agricul-
ture
and
fish-
eries

Total

2 3

L]
943 086 25 245
1016 948 26 244
991 363 23 123

681 307 21 946
728 058 22 460
781644 23014

816 098 23 436
869 174 24 294
910 001 25 085
943 086 25 245

962 331 25003
991 307 25 727
1005 670 26 593
1016 948 26 244

1018902 24 472
1007 492 23 732
996 650 23 576
991 363 23 123

985 197 22 791

994 441 23 366
991 373 23 456

TOTAL

Cons-
truc-
tion

Industry

excluding

construc-
tion

4 5

141 571 153 453
156 141 151 848
152 199 130 438

109 856 116 195
115 266 127 420
119 488 134 317

121 148 137 836
132 145 144 552
140 332 150 341
141 571 153 453

143 816 154 237
148 218 155 600
155 481 156 363
156 141 151 848

158 905 143 515
158 800 134 690
153 070 134 045
152 199 130 438

149 368 126 464
152 413 124 054
152 031 121 514

PRODUCTIVE ACTIVITIES

INDIVIDUALS

CONSTRUCTION AND HOUSING (d)

Services

Total

6

622 818
682 716
685 602

433 311
462 911
504 825

533678
568 184
594 243
622 818

639 275
661 762
667 233
682716

692 011
690 271
685 959
685 602
686 574

694 607
694 373

40

1 30

41 20

2006

2007 2008

2009

2010

-20

Of which

Real
estate
activities

7

303 514
318 032
322 984

198 998
216 642
244 050

264 653
282 081
292 599
303 514

311272
313176
315 444
318 032

324 222
324 664
324 439
322 984

322 820
321 946
320 089

Total

8
L]
789 250
819 412
813 939

642 697
666 972
700 294

726 179
754 726
768 197
789 250

802 258
817 074
816 755
819 412

808 715
815 068
810 149
813 939

811242
821 460
810 037

Home purchases and
improvements

Total

9

623 540
655 145
654 566

502 002
523 184
548 740

570 989
593 655
609 791
623 540

635010
645 286
651 958
655 145

651 495
651 564
652 434
654 566

655 474
660 436
658 552

Of which

Purchases

10

L]
595 929
626 620
624 755

478 158
498 793
523 595

545 190
567 062
582 505
595 929

606 807
616 487
623 101
626 620

621 811
620 920
622 122
624 755

625 856
630 104
628 016

consumer

Other
(b)

Pur-
chases
of

durables

11

12

56 576 109 133
54176 110 092
49273 110 101

49 161 91535
50552 93236
51461 100 094

52713 102 477
53 898 107 174
54 035 104 371
56 576 109 133

57 357 109 891
57 726 114 062
55 859 108 938
54176 110 092

50 560 106 660
49 583 113 922
49 840 107 875
49273 110 101

47 716 108 053
44712 116 312
40 259 111 225

CREDIT TO INDIVIDUALS BY END-USE
Annual percentage changes (c)

407

30 -

20 -

-20

TOTAL

=== HOME PURCHASES
PURCHASE OF CONSUMER DURABLES

%

Finan- |Unclas-
cingof | sified
private

non-

profit

institu-

tions

13 14

6089 21788 1
6091 27 4311
5523 26213 1

5109 21 077
5359 19 584
5704 20 983

5743 21 149

5955 22 497 1
6106 21 822 1
6089 21788 1

5804 22 962 1
5952 23840 1
6063 24 075 1
6091 27 4311

5125 28 991 1
5382 33063 1
5457 337541
5523 26213 1

5372 25276 1
5840 28 489 1
5743 33667 1

2006

2007

2008

2009

2010

Memo-
randum
item:
cons-
truction
and
housing
(d)

15
L]
080 507
125 024
107 988

817 195
867 247
927 107

973 479
020 287
052 731
080 507

100 519
114 062
123 765
125 024

119 231
110917
110918
107 988

104 758
106 436
100 155

40

-20

a. Series obtained from information in the accounting statement established for the supervision of resident institutions. See the changes introduced in the October 2001 edition
of the Boletin estadistico and Tables 4.13, 4.18 and 4.23 of the Boletin estadistico, which are published at www.bde.es.
b. Includes loans and credit to households for the purchase of land and rural property, the purchase of securities, the purchase of current goods and services not considered to
be consumer durables (e.g. loans to finance travel expenses) and for various end-uses not included in the foregoing.
c. Asset-backed securities brought back onto the balance sheet as a result of the entry into force of Banco de Espana Circular BE 4/2004 have caused a break in the series in

June 2005. The rates depicted in the chart have been adjusted to eliminate this effect.
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8.10. PROFIT AND LOSS ACCOUNT OF BANKS, SAVINGS BANKS AND CREDIT CO-OPERATIVES RESIDENT IN SPAIN

m  Series depicted in chart.

As a percentage of the adjusted average balance sheet Percentages
Return Average |Average |Average
Inte- on Of Other | Adjus- Other return return cost of
Inte- rest Net in- equity Gross Opera- which: opera- | ted net Profit on own on lend- | borrow-
rest expen- | terest instru- income ting ting net income before funds ing ing
income ses income ments expen- Staff income |income tax opera- opera-
and non ses: costs (a) tions tions
interest (b) (b)
income
1 2 3 5 6 7 8 9 10 11 12 13 14
- - - - - - -
07 4.7 3.5 1.2 1.3 25 1.1 0.7 0.6 0.9 0.4 1.0 20.8 4.6 3.6
08 4.8 3.6 1.2 1.0 2.1 1.0 0.6 11 0.1 0.3 0.2 125 5.1 4.2
09 2.8 1.4 1.4 0.9 2.2 1.0 0.6 0.8 0.5 0.8 -0.2 8.0 3.6 2.3
07 Q3 4.5 3.2 1.3 0.8 2.1 1.1 0.6 0.3 0.7 0.1 0.8 23.7 4.4 3.3
Q4 4.7 3.5 1.2 1.3 25 1.1 0.7 0.6 0.9 0.4 1.0 20.8 4.6 3.6
08 Q1 4.8 3.5 1.2 1.1 2.4 1.0 0.6 0.3 1.0 0.0 1.0 20.1 4.8 3.8
Q2 4.9 3.6 1.2 1.3 2.5 1.0 0.6 0.6 0.9 0.1 1.0 16.9 5.0 3.9
Q3 5.0 3.8 1.2 0.9 2.1 1.0 0.6 0.5 0.6 0.1 0.7 16.1 5.1 41
Q4 4.8 3.6 1.2 1.0 2.1 1.0 0.6 11 0.1 0.3 0.2 125 5.1 4.2
09 Q1 41 2.7 1.4 0.7 2.1 0.9 0.6 0.5 0.6 0.3 0.8 11.4 5.0 3.9
Q2 3.5 2.1 1.5 0.9 2.4 0.9 0.6 0.8 0.7 0.2 0.6 10.0 4.7 3.5
Q3 3.0 1.6 1.4 0.7 2.1 0.9 0.6 0.6 0.5 0.3 0.7 9.9 4.2 2.9
Q4 2.8 1.4 1.4 0.9 2.2 1.0 0.6 0.8 0.5 0.8 -0.2 8.0 3.6 2.3
10 Q1 2.5 1.3 1.2 0.8 2.0 0.9 0.6 0.6 0.5 0.1 0.4 6.6 3.2 1.9
Q2 2.5 1.3 1.2 1.1 2.3 0.9 0.6 0.8 0.5 0.2 0.4 5.7 2.9 1.6
Q3 2.4 1.4 1.0 0.9 1.9 0.9 0.6 0.6 0.4 0.2 0.3 4.0 2.7 1.6
PROFIT AND LOSS ACCOUNT PROFIT AND LOSS ACCOUNT
Percentages of the adjusted average balance sheet and returns Per ges of the adj d average bal sheet
=== GROSS INCOME
=== GROSS INCOME (c)
=== RETURN ON OWN FUNDS (c) NET INTEREST INCOME
=== |NTEREST INCOME (c) = = 1 NET INTEREST INCOME (c)
INTEREST EXPENSES (c) = =+ ADJUSTED NET INCOME
= = = DIFF. BETWEEN AVERAGE RETURN AND COST ADJUSTED NET INCOME (c)
—— PROFIT BEFORE TAX
24 % % o4 4 % ~——  PROFIT BEFORE TAX (c) %
22 122 | |
20 120
L 1 3 1
18 + 118
16 - 116
14 | {14 2 il
12 + 112 t 4
10| 110 1L |
8| 18 -
6 16
L 1 0
| V
2 - ) r 1
oL v 1 1 L P O B P
2006 2007 2008 2009 2010 2006 2007 2008 2009 2010
Source: BE.

Note: The underlying series for this indicator are in Table 4.36 of the BE Boletin estadistico.
a. Profit before tax divided by own funds.

b. Only those financial assets and liabilities which respectively give rise to financial income and costs have been considered to calculate the averge return and cost.

c. Average of the last four quarters.
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8.11. MUTUAL FUNDS RESIDENT IN SPAIN

m  Series depicted in chart. EUR millions
Others
Total Money-market funds Fixed-income funds (a) Equity funds (b) fu(nc)is
c
Of which Of which Of which Of which
Net Monthly Return | Net Monthly Return | Net Monthly Return | Net onthly Return Net
asset change over asset change over asset change over asset rhange over asset
value last value last value last value last value
12 12 12 12
months months months months
1 2 4 5 6 8 9 10 12 13 14 16 17
- - - - - - - -
05 262201 26 113 14270 5.1 54751 -3237 -3881 1.2 143047 15312 12 061 2.8 40672 8649 20.0 23730
06 270 407 8 206-10 861 5.4 106 -54 645-55 113 2.0 191 002 47 954 39 212 2.8 45365 4693 18.2 33934
07 256 055 -14 352-22 008 2.6 - -106  -106 ... 185963 -5039 -8287 2.6 39449 -5916 3.6 30643
07 Aug 275016 -19 242 5.3 - - - ... 193565 3073 2697 3.3 46 136 -2 060 14.7 35314
Sep 270736 -4279 -5439 4.8 - - - .. 192289 -1277 -1624 3.1 44560 -1576 12.1 33887
Oct 267586 -3 151 -6 069 4.8 - - - ... 189387 -2902 -3 907 3.1 44816 255 12.5 33383
Nov 261331 -6255 -4 310 3.8 - - - ... 188057 -1330 -1536 2.9 41620 -3 196 8.3 31654
Dec 256 055 -5276 -4 537 2.6 - - - . 185963 -2094 -1919 2.6 39449 -2171 3.6 30643
08 Jan 244286 -11769 -6863 -0.3 35111 35111 1027 ... 151 093 -34 870 531 2.0 30184 -9265 -9.4 27 898
Feb 240462 -3824 -4123 0.0 36169 1058 -10 ... 148946 -2147 -1376 2.0 28813 -1 371 -8.0 26 534
Mar 235174 -5288 -3933 -1.1 37340 1171 -369 ... 147530 -1415 -1658 1.5 27214 -1 599 -12.0 23090
Apr 231723 -3451 -5458 -0.7 36428 -912  -909 ... 145511 -2019 -2512 1.4 27622 409 -9.5 22161
May 226535 -5187 -5542 -1.3 35029 -1400 -1590 .. 142921 -2590 -2 562 1.0 27159 -464 -12.0 21427
Jun 215574 -10961 -7355 -2.8 33849 -1180 -1569 ... 137444 -5476 -3 950 0.4 24008 -3 150 -19.1 20273
Jul 208593 -6982 -7186 -2.4 32589 -1260 -1628 .. 135012 -2433 -2798 0.7 22309 -1699 -19.0 18683
Aug 205707 -2886 -7138 -1.8 32125 -464  -549 .. 134723 -289  -711 0.8 21922 -388 -17.6 16 938
Sep 198665 -7042 -5892 -3.3 30927 -1198 -1176 .. 131932 -2791 -2 863 0.3 19242 -2680 -24.7 16 564
Oct 185428 -13237-11680 -5.2 29165 -1762 -1796 .. 126590 -5342 -7323 -0.2 15756 -3 486 -36.5 13917
Nov 180835 -4593 -4363 -4.6 28810 -355  -427 . 124111 2479 -2 854 0.1 14708 -1048 -36.5 13207
NET ASSET VALUE RETURN OVER LAST 12 MONTHS
= TOTAL = TOTAL
=== F|XED-INCOME FUNDS (a) === F|XED-INCOME FUNDS (a)
MONEY-MARKET FUNDS MONEY-MARKET FUNDS
=== EQUITY FUNDS (b 9 === EQUITY FUNDS (b o
280000°F ™ S EUR 880000 30" | L] % 30
L 4 -
260000 1 260000 .‘, .:'_ t‘
240000 . 1 240000 20 f e - - '-_ 120
220000 | 1 220000 , Lo '-‘
200000 1 200000 10 + 41 10
180000 4 180000
160000 4 160000 0 0
140000 4 140000
120000 4 120000 -10 -10
100000 4 100000
80000 - 1 80000 -20 1 -20
60000 - 1 60000
40000 | ean? Ceawertt "0, 1 40000 -30 1-30
20000 | ‘v, 20000
0 0 -40 -40

2005

SOURCES: CNMV and Inverco.

2006 2007

2005

2006 2007

a. Includes short and long-term fixed-income funds in euros and international, mixed fixed-income funds in euros and international and guaranteed funds.
b. Includes equity funds and mixed equity funds in euros, national and international.

c. Global funds.
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8.12. SHARE PRICE INDICES AND TURNOVER ON SECURITIES MARKETS. SPAIN AND EURO AREA

m  Series depicted in chart. Indices, EUR millions and thousands of contracts
Share price indices Turnover on securities markets
Financial options Financial futures
General Dow Jones Stock market AIAF (thousands of (thousands of
Madrid EURO STOXX indices Book-entry fixed- contracts) contracts)
Stock IBEX government | income
Exchange 35 debt market
Shares Shares
Broad 50 Equities Bonds Fixed- and other Fixed- and other
income equities income equities
1 2 3 4 5 6 7 8 9 10 11 12
- - - - - - -
08 1262.61 11738.25 309.67 3277.70 1245129 79578 2178310 2403 160 - 19 146 - 7 605
09 1055.69 10 107.91 235.02 2529.03 898 195 75103 2448 490 3699 008 - 33 946 - 5752
10 P 1053.39 10203.05 262.36 2737.05 1038259 67 454 4594 232 3660 872 - 37 904 - 6 639
09 Sep 1229.35 11 756.10 269.14 2872.63 65772 7 226 215553 241874 4 438 469
Oct 1194.17 11 414.80 256.63 2 743.50 91 389 6713 241093 250 942 3 648 495
Nov 1215.11 11 644.70 260.35 2797.25 84 933 5151 245 345 251937 1455 475
Dec 1241.72 11 940.00 274.78 2966.24 82 938 6319 240634 319010 3727 423
10 Jan 1140.57 10947.70 261.87 2776.83 86 985 5193 313732 240235 3461 482
Feb 1074.18 10 333.60 256.81 2728.47 76 836 9121 396 603 121 869 3158 545
Mar 1123.08 10 871.30 277.00 2931.16 65 520 4 485 326695 211340 3283 528
Apr 1086.68 10 492.20 269.34 2816.86 100 108 5352 406 736 204 246 2088 667
May 966.64 9 359.40 249.82 2610.26 118 350 4176 442 094 261 511 3036 872
Jun 960.79 9 263.40 246.38 2573.32 80 641 5013 349 054 253 096 3 866 642
Jul 1088.62 10 499.80 261.65 274214 98 411 4761 383009 242812 2610 532
Aug 1052.73 10 187.00 251.15 2622.95 53 667 4420 351521 308 542 2280 415
Sep 1085.03 10514.50 264.43 2747.90 63 353 5259 342963 342 945 3296 450
Oct 1111.28 10812.90 274.34 284499 107 818 4759 381546 396 506 2 359 454
Nov 944.91 9 267.20 260.19 2650.99 114931 10 151 449 857 500 240 4 053 570
Dec P 1003.73 9859.10 27445 2792.82 71638 4765 450423 577 528 4412 481
SHARE PRICE INDICES TURNOVER ON SECURITIES MARKETS

JAN 1994 = 100

=== MADRID STOCK EXCHANGE INDEX BOOK-ENTRY GVT. DEBT

=== |BEX-35
DJ EURO STOXX BROAD iaﬁlTlES
Indices === DJEURO STOXX 50 Indices EURM EURM
500 - 1 500 600000 - 1 600000
500000 - 1 500000
400000 1 400000
300000 1 300000
200000 1 200000
100 | 1 100
100000 | 1 100000
0 1 L L L L L L L L L L L L 0 0 1 L L L L L L L L L L L L 0
2007 2008 2009 2010 2007 2008 2009 2010

Sources: Madrid, Barcelona, Bilbao and Valencia Stock Exchanges (columns 1, 2, 5 and 6); Reuters (columns 3 and4); AIAF (column 8) and Spanish Financial Futures
Market (MEFFSA) (columns 9 to 12)
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9.1. INTEREST RATES. EUROSYSTEM AND MONEY MARKET. EURO AREA AND SPAIN

m  Series depicted in chart. Averages of daily data. Percentages per annum

Eurosystem monetary policy Money market
operations
Main Longer Standing Euro area: deposits Spain
refinan- term facilities (Euribor) (a)
cing ope- | refinan-
rations: |cing ope-
weekly | rations: Non-transferable deposits Govermment-securities
tenders | monthly Margin- repos
tenders al Over-
lending |Deposit | night {-month 8-month 6-month |1-year
EONIA) Over- f-month F-month %month 1-year | Over- ‘1-month F-month 1-year
night night
1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18
- - - - - -
08 2.50 2.50 3.00 2.00 3.863 427 4.63 472 481 385 426 462 466 478 371 374 371 3.47
09 1.00 1.00 1.75 025 0.714 089 122 143 162 067 094 123 141 162 061 063 067 0.84
10 1.00 1.00 1.75 0.25 0.437 057 0.81 108 135 046 071 087 104 136 039 057 074 0.98
09 Sep 1.00 1.00 1.75 0.25 0.363 046 0.77 1.04 126 032 051 080 108 126 029 030 038 0.74
Oct 1.00 1.00 1.75 0.25 0.359 043 0.74 1.02 124 030 043 0.75 1.00 - 027 029 042 0.81
Nov 1.00 1.00 1.75 0.25 0.362 044 0.72 099 123 033 044 072 097 123 031 034 041 0.82
Dec 1.00 1.00 1.75 0.25 0.355 048 0.71 1.00 124 032 050 070 096 124 027 032 040 0.70
10 Jan 1.00 1.00 1.75 0.25 0.344 044 068 098 123 030 042 067 098 123 026 029 031 0.81
Feb 1.00 1.00 1.75 0.25 0.341 042 066 097 123 031 042 065 094 133 027 031 036 0.80
Mar 1.00 - 175 0.25 0.348 041 064 095 122 032 040 061 087 117 026 029 0.36 -
Apr 1.00 1.00 1.75 0.25 0.353 040 064 096 123 032 042 064 084 121 026 027 033 0.79
May 1.00 1.00 1.75 0.25 0.344 042 069 098 125 038 046 0.69 0.97 - 030 0.38 0.50 -
Jun 1.00 1.00 1.75 0.25 0.354 045 0.73 1.01 128 055 0.80 1.07 1.00 127 042 072 0.97 -
Jul 1.00 1.00 1.75 0.25 0.481 058 085 1.10 137 048 0.77 1.12 110 139 041 0.78 0.99 -
Aug 1.00 1.00 1.75 0.25 0.426 064 090 1.15 142 038 085 1.00 1.16 143 033 065 087 1.50
Sep 1.00 1.00 1.75 0.25 0.454 062 0.88 1.14 142 044 087 093 1.14 141 037 055 0.82 -
Oct 1.00 1.00 1.75 0.25 0.701 0.78 1.00 122 150 069 1.01 095 120 148 064 078 1.11
Nov 1.00 1.00 1.75 0.25 0593 083 1.04 127 154 060 1.08 1.03 - 154 056 0.79 0.90 -
Dec 1.00 1.00 1.75 0.25 0.498 081 1.02 125 153 067 1.04 108 125 152 057 1.00 1.31 -
EUROSYSTEM: MONETARY POLICY OPERATIONS INTERBANK MARKET: EURO AREA
AND EURO AREA OVERNIGHT DEPOSITS 3-MONTH AND 1-YEAR RATES
=== MARGINAL LENDING FACILITY
=== EURO AREA OVERNIGHT (EONIA) === EURO AREA 12 MONTHS
MAIN REFINANCING OPERATIONS === EURO AREA 3 MONTHS
% === DEPOSIT FACILITY % % %
6 16 6 - 16
5 |r 15
4 I 14
3 13
2 r 2
1t 1
o X ! 0 o 0

2007

2008

Source: ECB (columns 1 to 8).
a. To December 1998, synthetic euro area rates have been calculated on the basis of national rates weighted by GDP

2009
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9.2. INTEREST RATES: SPANISH SHORT-TERM AND LONG-TERM SECURITIES MARKETS

m  Series depicted in chart. Percentages per annum
Short-term securities Long-term securities
One-year Treasury One-year commercial
bills paper Central Government debt
Private
bonds with
Marginal | Secondary Rate Secondary Secondary market. a maturity
rate at market: at market: Book-entry debt. of over
issue outright issue outright Marginal rate at issue Outright spot two years
spot spot purchases between traded on
purchases purchases market members the AIAF
between
market
members 3-year 5-year 10-year 15-year 30-year At At
bonds bonds bonds bonds bonds 3-years 10-years
1 2 3 4 11 12
- - - - -
08 3.78 3.71 4.82 4.89 3.93 4.10 4.48 4.92 4.76 3.89 4.36 5.25
09 1.04 0.99 1.67 1.67 2.30 2.98 3.99 4.45 4.86 2.23 3.97 3.46
10 1.80 1.70 1.32 1.62 2.79 3.20 4.46 5.04 5.11 2.64 4.25 3.74
09 Sep 0.73 0.78 1.24 1.32 1.53 2.80 3.88 - 4.70 1.90 3.80 3.26
Oct 0.94 0.86 1.32 1.25 2.28 2.87 3.88 - - 1.92 3.77 3.79
Nov 0.87 0.85 1.30 1.24 - 2.76 - 4.26 - 1.93 3.79 3.17
Dec 0.95 0.88 1.40 1.19 2.15 - 3.90 - - 2.02 3.80 2.80
10 Jan 0.86 0.81 1.24 1.15 - 2.86 4.10 - 4.86 2.16 3.99 3.23
Feb 0.90 0.83 1.26 1.17 2.66 - - - 4.81 2.23 3.98 3.30
Mar 0.85 0.74 1.34 1.17 - 2.84 3.86 - 4.77 1.90 3.83 3.04
Apr 0.90 1.08 1.44 1.18 2.03 - - 4.45 - 2.11 3.90 2.67
May 1.70 1.58 1.30 1.24 - - 4.08 - - 2.51 4.08 3.74
Jun 2.45 2.27 - 1.32 3.39 - 4.91 - 5.94 3.30 4.56 4.25
Jul 2.25 2.10 - 1.92 - 3.73 - 5.15 - 2.82 4.43 4.44
Aug 1.90 1.73 - 1.89 2.31 - - - - 2.34 4.04 4.45
Sep 1.94 1.79 - 2.05 - 3.00 4.17 - 5.08 2.59 4.09 3.57
Oct 1.86 1.83 - 2.32 2.55 - - 4.55 4.79 2.49 4.04 3.64
Nov 2.45 2.30 - 1.93 - 3.60 4.63 - 5.50 3.28 4.69 4.13
Dec 3.52 3.26 - 2.1 3.80 - 5.49 5.99 - 3.90 5.37 4.36
PRIMARY MARKET SECONDARY MARKET

=== ONE-YEAR COMMERCIAL PAPER

=== ONE-YEAR TREASURY BILLS

oL

2007 2008 2009

Sources: Main issuers (column 3); AIAF (columns 4 and 12).

2010

=== 3-YEAR CENTRAL GOVERNMENT DEBT
=== 10-YEAR CENTRAL GOVERNMENT DEBT
PRIVATE BONDS WITH MATURITY OVER 2 YEARS

%

%

7 7
6 16
5t 15
* \/\J\/\ ¢
B
3 13
2t {12
1t {1
0 H 0

2007
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9.3. INTEREST RATES ON NEW BUSINESS. CREDIT INSTITUTIONS. (CBE 4/2002)

SDDS (a)
m  Series depicted in chart. Percentages
Loans (APRC) (b) Deposits (NDER) (b)
Syn- Households and NPISH Non-financial Syn- Households and NPISH Non-financial corporations
thetic corporations thetic
rate rate
(d) (d) ) )
Syn-  |House | Con- Syn- Up to Over Syn- Over- Time Repos Syn- Over- Time | Repos
thetic pur- sump- | thetic |EUR1 EUR 1 thetic night thetic night
rate chase tion rate million million rate and re- rate
and (c) deema-
other ble at
notice
1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16
- - - - - -
08 5.70 6.61 5.83 8.83 4.87 5.91 4.42 2.72 2.79 0.69 4.18 2.20 2.50 1.77 3.47 2.29
09 3.32 3.71 2.62 6.96 2.95 4.24 2.47 1.28 1.39 0.36 2.21 0.33 0.92 0.55 1.44 0.41
10 A 3.53 3.72 2.79 6.47 3.35 4.41 2.83 1.65 1.76 0.29 2.82 0.65 1.32 0.58 2.14 0.62
09 Apr 3.87 4.63 3.55 7.82 3.18 4.69 2.56 1.58 1.66 0.49 2.46 0.74 1.31 0.87 1.90 0.76
May 3.84 4.51 3.36 7.90 3.23 4.62 2.57 1.49 1.58 0.46 2.38 0.64 1.21 0.79 1.77 0.70
Jun 3.74 4.32 3.16 7.62 3.22 4.69 2.67 1.41 1.52 0.42 2.34 0.67 1.06 0.65 1.60 0.70
Jul 3.65 4.26 3.07 7.72 3.08 4.56 2.48 1.40 1.52 0.41 2.37 0.35 1.00 0.62 1.50 0.33
Aug 3.56 4.30 2.99 8.16 2.87 4.44 2.26 1.36 1.50 0.42 2.31 0.35 0.91 0.64 1.31 0.28
Sep 3.55 4.13 2.82 8.01 3.01 4.60 2.27 1.25 1.37 0.37 2.13 0.37 0.88 0.54 1.34 0.32
Oct 3.44 3.99 2.78 7.59 2.91 4.50 2.21 1.26 1.39 0.35 2.19 0.34 0.86 0.54 1.30 0.28
Nov 3.39 3.91 2.70 7.40 2.91 4.39 2.26 1.31 1.42 0.40 2.22 0.33 0.94 0.58 1.42 0.35
Dec 3.32 3.71 2.62 6.96 2.95 4.24 2.47 1.28 1.39 0.36 2.21 0.33 0.92 0.55 1.44 0.41
10 Jan 3.32 3.87 2.60 7.68 2.79 4.36 2.08 1.24 1.35 0.31 2.18 0.29 0.87 0.53 1.34 0.27
Feb 3.29 3.84 2.67 7.37 2.76 4.29 2.06 1.18 1.27 0.31 2.04 0.30 0.88 0.54 1.33 0.31
Mar 3.27 3.70 2.60 7.04 2.86 4.21 2.27 1.30 1.37 0.31 2.19 0.33 1.05 0.57 1.68 0.25
Apr 3.22 3.66 2.55 7.00 2.80 4.22 2.1 1.36 1.45 0.29 2.34 0.32 1.08 0.59 1.70 0.34
May 3.16 3.61 2.50 6.98 2.73 4.33 2.07 1.30 1.37 0.27 2.21 0.39 1.08 0.57 1.74 0.40
Jun 3.17 3.31 2.39 5.99 3.03 4.08 2.56 1.37 1.48 0.28 2.43 0.57 1.04 0.53 1.71 0.48
Jul 3.26 3.45 2.53 6.25 3.06 4.19 2.59 1.51 1.58 0.29 2.57 0.62 1.28 0.58 2.12 0.54
Aug 3.38 3.63 2.60 6.73 3.13 4.23 2.61 1.46 1.55 0.30 2.50 0.43 1.18 0.55 1.97 0.43
Sep 3.38 3.66 2.66 6.68 3.12 4.22 2.57 1.61 1.70 0.30 2.73 0.42 1.33 0.54 2.27 0.45
Oct 3.57 3.69 2.70 6.70 3.46 4.37 2.93 1.63 1.71 0.29 2.75 0.68 1.34 0.56 2.19 0.69
Nov P 3.53 3.72 2.79 6.47 3.35 4.41 2.83 1.65 1.76 0.29 2.82 0.65 1.32 0.58 2.14 0.62
LOANS DEPOSITS
SYNTHETIC RATES SYNTHETIC RATES
== TOTAL = TOTAL
=== HOUSEHOLDS === HOUSEHOLDS
% 80 - NON-FINANCIAL CORPORATIONS ) /§‘0 % 340 - NON-FINANCIA)L CORPORATIONS ) /‘%‘40
3.20 - 13.20
7.0 - 170 3.00 - 1 3.00
2.80 2.80
6.0 - 16.0 2.60 - 42.60
240 | 12.40
5.0 - 15.0 2.20 12.20
2.00 | 12.00
4.0 - 14.0 1.80 | 11.80
1.60 | 1 1.60
3.0 - 13.0 1.40 11.40
1.20 + 1 1.20
2.0 - 120 1.00 + 4 1.00
0.80 - 10.80
10 ke el 5| (g 0.60 ————— TN et ————1 0.60
2007 2008 2009 2010 2007 2008 2009 2010
Source: BE.

a. This table is included among the IMF’s requirements to meet the Special Data Dissemination Standards (SDDS)

b. APRC: annual percentage rate of charge. NEDR: narrowly defined effective rate, which is the same as the APRC without including commissions.

c. Calculated by adding to the NDER rate, which does not include commissions and other expenses, a moving average of such expenses.

d. The synthetic rates of loans and deposits are obtained as the average of the interest rates on new business weighted by the euro-denominated stocks included in the balance
sheet for all the instruments of each sector.

e. Up to the reference month May 2010, this column includes credit granted through credit cards (see the ‘Changes’ note in the July-August 2010 Boletin Estadistico).
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9.4 INDICES OF SPANISH COMPETITIVENESS VIS-a-VIS THE EU-27 AND THE EURO AREA

m  Series depicted in chart.

Base 1999 QI = 100

Vis-a-vis the EU-27 Vis-a-vis the euro area
Total (a) Price component (c) Based on [Based on |Based on |Based on |Based on
Nominal producer [consumer | total unit manufactu | export
component prices prices labour ring unit unit
Based on |Based on |Based on |Based on b Based on |Based on |Based on |Based on costs labour values
producer |consumer | total unit export producer |consumer | total unit export costs
prices prices labour unit prices prices labour unit (d)
costs values costs values
1 3 4 5 6 7 8 9 10 11 12 13 14
- - - - - -
07 105.4 108.1 110.7 103.0 100.0 105.4 108.2 110.8 103.2 1059 109.1 113.0 121.8 104.4
08 107.7 1105 113.8 103.1 101.3 106.3 109.0 112.3 101.8 1071 110.2 114.6 123.1 104.4
09 108.3 1116 112.2 103.9 103.2 105.0 108.1 108.7 100.7 1071 109.6 110.9 114.7 105.2
08 Q4 1075 1114 112.9 102.8 102.2 105.2  109.1 110.6 100.7 106.5 110.3 112.7 116.4 103.6
09 Q1 108.8 111.7 112.6 104.1 103.7 1049 107.7 108.6 1004 107.0 109.0 110.7 111.9 105.0
Q2 108.2 1116 1121 103.2 103.2 104.8 108.1 108.6 100.0 107.2 109.6 110.9 114.0 104.5
Q3 108.1 111.0 111.6 104.3 102.8 105.1 108.0 108.5 101.5 107.3 109.5 110.9 115.9 105.8
Q4 108.3 1122 112.4 104.0 103.2 1049 108.7 108.9 100.8 107.1 110.2 111.2 116.7 105.5
10 Q1 108.3 110.6 110.8 103.2 102.8 105.3 1075 107.7 1004 1072 109.2 110.1 114.6 105.1
Q2 107.8 110.7 110.7 103.4 102.4 105.3 108.1 108.1 101.1 107.2 109.8 110.4 116.1 105.6
Q3 107.1 110.3 109.3 102.1 1049 108.1 107.0 .. 106.7 109.8 109.3 117.2
10 Mar 108.4 110.3 103.7 102.9 105.4 107.2 100.8 107.2 108.9 105.6
Apr 108.2 110.7 102.2 102.5 105.5 108.0 99.7 107.4 109.7 104.4
May 107.9 110.7 103.9 102.5 105.3 108.1 101.4 1072 109.8 106.0
Jun 107.4 1106 104.1 102.2 105.1 108.3 102.0 107.0 110.0 106.4
Jul 107.2 1105 103.8 102.2 1049 108.1 101.6 106.7 109.9 105.8
Aug 106.9 110.2 103.5 102.0 1049 108.1 101.6 106.7 109.9 105.7
Sep 107.1 110.3 102.1 104.9 108.0 .. 106.7 109.8
Oct 1074 1115 102.5 104.7 108.7 106.5 1105
Nov 107.2 1117 102.3 104.8 109.2 106.6 111.0
Dec .. 1116 102.2 .. 109.2 .. 111.0
INDICES OF SPANISH COMPETITIVENESS VIS A VIS THE EU-27 INDICES OF SPANISH COMPETITIVENESS VIS A VIS THE EURO AREA
=== WITH PRODUCER PRICES === \WITH PRODUCER PRICES
=== WI|TH CONSUMER PRICES === WI|TH CONSUMER PRICES
Indices WITH EXPORT UNIT VALUES Indices Indices WITH EXPORT UNIT VALUES Indices
113 1 113 112 4 112
112 112 111 | 111
U9 7% 110 | {110
110 1 110
109 + 4 109
109 4 109
108 4 108
108 4 108
107 + 4107
107 + 1107
106 + 1 106
106 1 106
105 4 105
105 4 105
104 + 4 104
104 + 1 104
103 | 1103 103 ¢ 1103
102 1102 102 | 1102
101 L—— . P F—— 1101 101 L—— . P F—— 1101
2007 2008 2009 2010 2007 2008 2009 2010
Source: BE.

a. Outcome of multiplying nominal and cost/price components. A decline in the index denotes an improvement in the competitiveness of Spanish products.
b. Geometric mean calculated using a double weighting system based on (1995-1997), (1998-2000), (2001-2003),
and (2004-2006) manufacturing foreign trade figures.

c. Relationship between the price indices of Spain and of the group.
d. The index obtained drawing on Manufacturing Labour Costs has been compiled using base year 2000 National Accounts data.
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9.5 INDICES OF SPANISH COMPETITIVENESS VIS-a-VIS THE DEVELOPED COUNTRIES AND INDUSTRIALISED COUNTRIES

m  Series depicted in chart.

Base 1999 QI = 100

Vis-a-vis developed countries Vis-a-vis industrialised countries
Total (a) Prices component (c) Total (a) Prices component(c)
Nominal Nominal
compon- compon-
Based on |Based on |Based on |Based on ent Based on |Based on |Basedon |Basedon |Basedon|Basedon| ent |Basedon Basedon
producer |consumer | manufac - |export unit (b) producer |consumer | manufac - |export unit | producer |consumer| (b) producer [consumer
prices prices turing unit values prices prices | turing unit values prices prices prices prices
Iabou(; costs Iabou(; costs
1 2 3 4 5 6 7 8 9 10 1 12 13 14
L ! L ! L ! n L ! n n
07 109.7 1124 126.2 1055 101.8 107.8 1104 124.0 103.7 1105 113.7 1028 107.5 110.6
08 1124 1153 130.4 105.7 103.4 108.7 1115 126.1 102.3 1132 116.7 104.8 1080 111.3
09 111.3 1149 122.7 105.5 103.7 107.3 110.8 118.4 1019 1117 1158 1048 106.6 1105
08 Q4 1105 1147 123.3 1043 1027 1076 1117 120.2 101.7 1106 1152 1034 1069 1114
09 Q1 111.0 114.0 119.4 105.0 103.3 1074 1104 115.6 101.7 11141 1144 104.0 106.8 110.0
Q2 111.0 1148 122.6 104.7 1035 107.2 110.9 118.4 101.2 111.3 1155 1045 106.6 110.6
Q3 1114 1148 123.8 106.3 103.7 107.4  110.7 119.4 1026 1121 1159 105.1 106.7 110.3
Q4 1116  116.0 125.0 106.1 104.1 107.2 111.4 120.0 1019 1122 1172 1056 106.3 111.0
10 Q1 111.0 1137 120.8 1046  103.1 1076 110.3 117.2 1015 110.7 1141 1039 106.6 109.8
Q2 109.7 1129 120.6 104.0 101.7 107.8 111.0 118.6 1023 1086 1124 101.7 106.8 110.6
Q3 108.8 1124 121.0 101.2 1075 111.0 119.5 1079 1120 1014 1065 1105
10 Mar 1109 1133 1049 103.0 107.7 11041 102.0 1104 1135 1035 106.7 109.6
Apr 110.7 113.8 103.4 102.6 1079 110.9 1009 11041 113.7 1029 1069 1105
May 109.6 1128 104.2 101.7 107.8 111.0 1026 1084 1122 1015 106.8 1105
Jun 108.7 1122 104.4 100.9 107.7  111.2 1035 1074 1114 100.6 106.7 110.7
Jul 108.8 1125 1044 101.3 1075 11141 103.2 1079 1120 1014 1064 1105
Aug 108.7 1123 104.1 101.1 1075 111.0 103.0 1078 1119 101.3 1064 1105
Sep 1089 1124 101.3 1076 110.9 108.1 1120 1015 1065 110.4
Oct 109.7 1142 102.3 107.3 1117 109.3 1142 1028 106.3 111.1
Nov 109.5 1143 101.9 1074 1122 1089 1142 1023 1064 111.6
Dec 113.8 101.3 112.3 113.3 101.4 111.7
INDICES OF SPANISH COMPETITIVENESS VIS-A-VIS THE DEVELOPED COUNTRIES INDICES OF SPANISH COMPETITIVENESS VIS-A-VIS THE INDUSTRIALISED COUNTRIES
=== WITH PRODUCER PRICES
T CONEER PR === \WITH PRODUCER PRICES
=== WITH CONSUMER PRICES
’ WITH EXPORT UNITS VALUES ] ] ]
Indices s s NOMINAL COMPONENT Indices Indices = = = NOMINAL COMPONENT Indices
118 1 118 120 1 120
116 ¢ 1116 18 ¢ 1118
114 | 1114 116 ¢ 1116
114 1114
112 | 1112
112 | 1112
110 1 110
110 1 110
108 1 108
108 1 108
106 1 106
106 | oo = {106
104 | {104 CE ot
O L LS 104 | " 2 o = {104
el - - i. PE .. - '. 1‘
102 K £ - ~ | 102 D000 v . 0,
21 e o] 0 102 |, +° Loroq102
100 |- 1 100 100 | 1100
98 L. T T 198 98 L T T 198
2007 2008 2009 2010 2007 2008 2009 2010
Source: BE.

a. Outcome of multiplying nominal and cost/price components. A decline in the index denotes an improvement in the competitiveness of Spanish products.

b. Geometric mean calculated using a double weighting system based on (1995-1997), (1998-2000), (2001-2003),

and (2004-2006) manufacturing foreign trade figures.
c. Relationship between the price indices of Spain and of the group.
d. The index obtained drawing on Manufacturing Labour Costs has been compiled using base year 2000 National Accounts data.
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