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QUARTERLY REPORT ON THE SPANISH ECONOMY
OVERVIEW

During 2013 the Spanish economy moved on a gradually improving path that enabled it to
exit the contractionary phase dating back to early 2011. This came about against a
background of easing tensions on financial markets, the progressive normalisation of
external funding flows, and improved confidence and a better performance by the labour
market. Following a small rise in GDP in 2013 Q3 (of 0.1% in quarter-on-quarter terms), the
economy is estimated to have grown at a quarterly rate of 0.3% in Q4, making for a zero
rate of change compared with 2012 Q4. On the spending side, national demand is expected
to have posted a similar quarterly increase to that in Q3 (0.3%) and net external demand
is estimated to have risen slightly, with a zero contribution to output.

In light of the final stretch of the year, and despite its improving profile, GDP is expected to
have declined by 1.2% in 2013 as a whole, a rate which largely reflects the carryover effect
stemming from the marked fall-off in activity at the end of 2012. The decline in production
in 2013 on average was the outcome of the fall in national demand (-2.8%), despite the
fact the rate of contraction of this variable progressively diminished during the year, to the
point of posting small quarter-on-quarter increases as from the summer for the first time
since late 2010. All its components showed an improvement as the year unfolded, more
intensely so in the case of private consumption, for which positive rates of change were
recorded in Q3. The negative contribution of the public components of spending to activity
diminished following the European Council’s decision in June to relax the budgetary target
for 2013 from 4.5% to 6.5% of GDP under the new path set." For the sixth year running,
net external demand softened the impact of the contraction in domestic spending on
activity, with an estimated contribution of 1.6 pp to output. Underpinning this was the
expansion of exports, since imports stabilised after having fallen markedly the previous
year. The export performance was reflected in a far higher growth of sales to the rest of the
world than in that of export markets, and in an exceptionally favourable performance by
tourism exports. The contribution of net external demand nonetheless evidenced a
declining trajectory as exports progressively slowed, following the weakening of the
emerging economies, and purchases from the rest of the world rose owing to the incipient
recovery in final demand.

From the supply-side standpoint, the declines in the value added of the various productive
sectors in annual average terms were smaller than those of the previous year, and the
better performance over the course of 2013 was manifest in the small rises in industry and
in market services as from Q3. Employment also fell at a lower rate than in 2012, with an
estimated 3.3% decline in numbers employed. That said, and as in the case of GDP, this
annual figure reflects a notable carryover effect prompted by the adverse behaviour of
employment in the final stretch of 2012. Indeed, the pace of job destruction slackened as
the year unfolded, with limited job creation in net terms being estimated for the final quarter
for the first time since early 2008. The unemployment rate continued on a declining course
as from Q1, when it stood at 27.2% of the labour force, to 26% in Q3, set against the
improvement in job flows and the steeper decline in the labour force. Labour costs
continued in 2013 on the moderating path that had marked their course in 2012. For the

1 This decision was taken in June 2013 in a broader setting in which, following the end of the European Semester,
it was agreed to extend the term within which the budget deficit was to be placed below 3% for those economies
facing a greater macroeconomic downturn (in the case of the Spanish economy the extension was for two years,
to 2016).
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MAIN SPANISH MACROECONOMIC AGGREGATES (a) TABLE 1

2012 2013
2012 2013 Q1 Q2 Q3 Q4 Q1 Q2 Q8 Q4

National Accounts

Quarter-on-quarter rate of change, unless otherwise indicated

GDP -1.6 -1.2 -04 -05 -04 -08 -04 -0.1 0.1 0.3
Private consumption -2.8 2.4 02 -11 -07 -20 -06 00 04 0.4
Gross capital formation -6.9 -5.6 -14 -32 02 -30 -14 -21 0.1 1.1
Domestic demand -4 -2.8 -05 18 -10 -18 -04 -06 03 0.3
Exports 2.1 5.0 -3.1 06 65 06 -43 64 22 -06
Imports -5.7 0.3 -33 22 46 -26 -45 52 28 @ -06
Contribution of net external demand (b) 2.5 1.6 0.1 08 06 11 0.0 05 -0.1 0.0
Year-on-year rate of change
GDP -1.6 -1.2 -t2 16 -17 -214 -20 -16 -1.1 0.0
Employment -4.8 -3.3 -43 -51 -47 -50 -46 -39 -32 -15
GDP deflator 0.0 0.9 -0.1 -0.1 0.2 00 12 07 04 1.1
Price indicators (year-on-year rate of end-period data)
CPI 2.4 1.4 19 19 34 29 24 241 0.3 0.3
CPI excl. unprocessed food and energy 1.6 14 1.2 1.3 21 21 23 20 08 0.2
HICP 2.4 1.5 18 18 35 30 26 22 05 0.3
HICP difference vis-a-vis the euro area -0.1 0.2 -09 -06 09 08 09 06 -06 -05

SOURCES: INE and Banco de Espafia.

a Information available up to 17 January 2014.
b Contribution to the quarter-on-quarter rate of change in GDP in pp.

year on average, compensation per employee in the market economy is expected to
stabilise at the previous year’s levels, and to rise marginally in terms of the whole economy
(0.7%), a development stemming from the base effect of the decline in public-sector
wages in December 2012. Overall, unit labour costs underwent a fresh decline of 1.4%
(albeit for a lesser amount on average than the previous year owing to the slowdown in
productivity gains), which is expected to have provided for the continuation of the ongoing
recovery in competitiveness. In 2013 the economy is estimated to have posted net lending
capacity for the first time since 1997, the result above all of the improvement in the non-
energy goods trade balance. On Balance of Payments data to October, the nation’s net
lending stood at 1.4% of GDP (in 12-month cumulated terms).

In turn, the inflation rate slowed markedly in the second half of the year, as the base effects
of the rise in certain administered prices and the September 2012 hike in VAT were stripped
out. Besides these statistical effects, price stability prevailed throughout the year. At the
end of 2013 the CPI posted a year-on-year rate of 0.3% in December (0.2% in terms of the
CPI excluding unprocessed food and energy), leading to a negative inflation differential
with the euro area of 0.5 pp. This result suggests a limited pass-through of the indirect tax
rises to final prices, as was foreseeable given the cyclical weakness and the significant
progress in the ongoing deindexation of the economy.

On the international economic stage, economic activity firmed in the closing months of
2013 in the developed economies while the slowdown in the emerging economies
slackened following the poor figures the previous quarter, set against the easing of the
uncertainty that had prevailed since the spring. Contributing to this were favourable
financial conditions and inflation rates that held at low levels, foreshadowing the continued
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GROSS DOMESTIC PRODUCT (a) CHART 1

YEAR-ON-YEAR RATE OF CHANGE
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a Seasonally adjusted series.
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application of expansionary monetary policies by the main central banks for a prolonged
period of time. Commodities prices were stable, with oil moving on a moderately declining
trend. On the foreign exchange markets, the dollar depreciated against the main currencies,
with the exception of the yen.

In the euro area, the stabilisation of the financial situation continued. As a result, the stress
indicators fell to the levels in place before the start of the sovereign debit crisis in late 2009.
However, fragmentation continues to mark the area’s financial markets, which translates
into the persistence of excessively strict financing conditions for households and firms in
those countries where the cyclical recovery is more lagged, thereby countering the
expansionary stance of monetary policy. It should be stressed that in recent months there
has been significant progress in developing the legislative framework of the Banking
Union, which is the main course of action being pursued to counter the fragmentation of
the euro area financial markets.

The latest economic indicators point to a somewhat higher pace of activity in the euro area
than in Q3, building on the scenario of muted economic recovery initiated in the summer
months. Against this background, inflation continued to ease, ending the year at an annual
rate of 0.8% in terms of the HICP, practically on a par with core inflation (0.7%), which
excludes the more volatile components. Forecasts for the relevant monetary policy horizon
foresee inflation standing significantly below 2% in a setting in which the economy will
remain sluggish. In these circumstances, the ECB Governing Council stepped up its
expansionary monetary policy stance in November with a 25 bp cut in interest rates on
its main refinancing operations and on the marginal lending facility, which were set at
0.25% and 0.75%, respectively, and it held the rate on the deposit facility unchanged at 0%.
It further reiterated its intention to hold official interest rates at their current levels, or lower
if necessary, for a prolonged period of time. At the press conference following the January
Governing Council, President Draghi made clear the scenarios under which, should current
conditions continue, monetary policy would be made more accommodating (a possible
worsening in medium-term inflation projections or an unwarranted rise in short-term
money market interest rates). In respect of liquidity-providing measures, the Council had
decided in November last year to continue conducting the ECB’s main refinancing
operations as fixed-rate tender procedures with full allotment for as long as necessary, and
at least until mid-2015.
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SOURCE: European Commission.

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

In Spain, the Financial Assistance Programme for the recapitalisation of certain credit
institutions was successfully concluded on schedule in 2013 Q4, and the Spanish sovereign
debt rating outlook was upgraded (from negative to stable) by two credit rating agencies.
As regards non-financial economic policies, substantial fiscal policy measures were
approved. These included most notably the entry into force of the legislation creating the
Independent Fiscal Responsibility Authority, which completes the ongoing improvement of
the budgetary framework seen in recent years?, and the Organic Law regulating the Social
Security Pensions System Sustainability Factor and Revaluation Index, both of which are
necessary to secure the medium-term sustainability of the pensions system.® In the labour
market, changes were introduced that chiefly affected the regulation of part-time contracts,
aimed at promoting their more flexible use.

Spanish financial markets were party to the improvement recorded in the euro area.
Marked declines in yields on public debt and their spread over the German benchmark
were recorded, standing at levels slightly below 200 bp as at the cut-off date for this
Bulletin, and the risk premia on private credit also fell. Stock market prices also rose
sharply, taking IBEX-35 gains to 21% for the year as a whole, a trajectory that has continued
in 2014 to date.

The pass-through of this improvement to non-financial private-sector financing conditions
was, however, limited. Testifying to this were the interest rates on lending extended to
households and firms, which fell by a small amount and only for specific types of loans
(consumer loans in the case of households, and loans of limited amounts in the case of
corporations), meaning they remain at very high levels given the monetary policy stance.
Notwithstanding, the more favourable external environment, diminished uncertainty and

2 Organic Law 6/2013 of 14 November 2013 creating the Independent Fiscal Responsibility Authority, whose
mandate includes assessment of the macroeconomic projections of budgetary plans and analysis of fiscal policy
implementation and application.

3 Law 23/2013 of 23 December 2013 regulating the Sustainability Factor and the Revaluation Index of the Social
Security Pensions System. On 20 December, Organic Law 9/2013 on the control of trade debt in the public
sector was also approved. This legislation establishes indicators and procedures conducive to bringing payments
by the various public entities into line with legal limits. In the closing months of the year, moreover, the first
tranche of the third phase of the Supplier Payment Plan was implemented. According to information from the
Ministry of Finance and General Government, that would have entailed the payment of outstanding invoices of
the order of €5.4 billion to suppliers of general government.

4 Royal Decree-Law 16/2013 of 20 December 2013 on measures conducive to stable hiring and to improving the
employability of workers.
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PRICES AND COSTS CHART 3
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some change in the labour market outlook helped underpin somewhat more favourable
household and corporate spending figures.

Household consumption showed signs of recovering in the second half of 2013. This
followed two years of declines, which had been particularly acute in the final stretch of 2012
owing to the impact of a set of fiscal consolidation measures whose effect centred on
household income during those months. An increase in consumption of a similar amount to
Q3 is expected in 2013 Q4 and, if confirmed, it would mean a 2.4% decline in the attendant
annual average rate. The mild pick-up in consumption during the year came about against
the background of a slowing decline in disposable income, which was more pronounced in
real terms owing to the lesser increase in prices in 2013, and of the more favourable
performance of the financial component of household wealth. The saving rate held around
its end-2012 levels (10.5% of disposable income in 2013 Q3, in four-quarter cumulated
terms), in contrast to the markedly declining trajectory of this variable from its 2009 peak (of
17.8%), which may be indicative of the progressive tapering off of the resort to saving as a
means of smoothing consumption, used intensively in the preceding years.

Residential investment continued to fall in the closing months of the year, albeit at a slightly
lower rate than in the summer months, with an estimated annual average decline of 8%.
On the back of this result, investment in housing is expected to have fallen for the sixth
year running and its weight in GDP to have declined by somewhat more than 65% from its
end-2006 peak, to stand at 4.2% of GDP. Housing transactions followed a contractionary
pattern, as a result of the weakness of the underlying determinants (chiefly disposable
income and financing conditions) and the impact of less favourable tax arrangements,
following the raising of VAT and the elimination of the tax deduction for acquisition of the
main residence in January 2013. However, new housing transactions increased by 4% in
the first nine months of 2013, the result of the buoyancy of purchases by foreigners.
Construction permits fell once again in 2013 to historical lows, which may indicate that the
adjustment of the real estate sector will continue this year, although its impact on GDP will
be increasingly smaller. Finally, on more lagged information, the declining course of house
prices is expected to have eased during 2013. According to Spanish Ministry of
Development figures, house prices are estimated to have fallen in Q3 at a year-on-year
rate of 4.5%, entailing an adjustment from their 2008 Q1 peak of 28.8% (35.7% in real
terms).
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FINANCIAL INDICATORS OF THE SPANISH ECONOMY CHART 4

INTEREST RATES (a) FINANCING TO NON-FINANCIAL RESIDENT SECTORS
Year-on-year growth
% %
10 30 -
8 -
W 20 1
6 -
10
4
e — —
0
2 »_‘—N- N
0 L Il I J -10 L L L i
2010 2011 2012 2013 2010 2011 2012 2013
| ENDING TO COMPANIES (b) m— TOTAL
s ONE-YEAR EURIBOR s HOUSEHOLDS AND NPISHs
= 10-YEAR DEBT s \|ON-FINANCIAL CORPORATIONS
s HOUSEHOLD AND NPISHs' DEPOSITS s GENERAL GOVERNMENT (c)
s | ENDING FOR HOUSE PURCHASE
s CONSUMER LENDING AND FOR OTHER PURPOSES
FINANCIAL ASSETS OF NON-FINANCIAL CORPORATIONS AND OF NET FINANCIAL TRANSACTIONS (d)
HOUSEHOLDS AND NPISHs
Year-on-year growth
% % of GDP
25 8 -
20
15 4 r
10 /\ /—-
5 0
o /
-4 +
-5
-10 -8
_1 5 v
1 1 1 J /
-20 12 L L L )
2010 2011 2012 2013 2010 2011 2012 2013
m— CASH s ON-FINANCIAL CORPORATIONS s HOUSEHOLDS AND NPISHs
s DEPOSITS AND FIXED -INCOME SECURTIES ISSUED BY BANKS s GENERAL GOVERNMENT s NATION
MUTUAL FUNDS

SOURCE: Banco de Espana.

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 signifcance 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.
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.

Four-quarter cumulated data. GDP is seasonally adjusted.

Drawing on information from the institutional sectors accounts, the difference between
household saving and investment scarcely altered in 2013, resulting in net lending of 2.6%
of GDP in Q3 (in four-quarter cumulated terms), similar to that in 2012. Household financing
shows, on information to November, a similar year-on-year rate of decline to that at the
end of Q3, at 4.6%.

Business investment picked up moderately in the final stretch of the year, although the
behaviour of its two main components continued to differ. On one hand, a moderate rise
in investment in equipment is estimated, further to stronger confidence, the continuing
degree of dynamism in export orders (slacker in the closing months of the year) and the
incipient improvement in the outlook for domestic demand. On the other, investment in
other construction, largely linked to the execution of civil engineering projects, might be
expected to have fallen once more, albeit at a lesser pace than in the previous quarters.
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In 2013 the financial position of non-financial corporations improved substantially, as
evidenced by the upward course of the sector’s net lending capacity, which rose to 4.2%
of GDP in 2013 Q3 (in four-quarter cumulated terms), compared with 1.1% of GDP the
previous year. The generation of internal funds that this process (the surplus of saving over
investment) involves helps reduce the company’s dependence on external funding
sources, whereby it might be a relatively extended practice given the context of strict
financing conditions that has prevailed in recent years. In the most recent period, the rate
of contraction of debt in the corporations sector slackened, to a year-on-year rate of 5.2%
in November, compared with 5.9% two months earlier. The progressive reduction in the
pace of decline of lending to corporations observed since June with the aggregate data is
also discernible in the SMEs segment. By sector of activity, this change is more marked in
construction and real estate services than in the other sectors.

Turning to trade with the rest of the world, the latest information available for the closing
months of 2013 suggests that net external demand has made a zero contribution to
quarter-on-quarter GDP growth at the close of the year. This outcome has come about
owing to the moderation both in exports, since the improvement in euro area markets
would not have offset the slowdown in the emerging economies as a whole, and in imports,
whose pace of growth is expected to have slackened compared with their greater buoyancy
mid-year.

As regards fiscal consolidation, the overall general government sector posted a deficit of
4.4% of GDP (excluding assistance to financial institutions) in the January-September
2013 period, slightly worse than the figure of 4.3% for the same period a year earlier. In
four-quarter cumulated terms, the general government deficit stood at 7% of GDP.
Fulfilment of the deficit target of 6.5% of GDP for 2013 should therefore have entailed a
considerable improvement in public finances in Q4, greater than that observed in the same
quarter of 2012. As to general government debt, the cumulative volume at the end of Q3
amounted to 93.4% of GDP, marking a fresh quarterly increase, albeit at a more moderate
pace than in the recent past.

In terms of the application of European budgetary rules, the European Commission
published on 15 November its opinion on the documents submitted to it in October by the
Government. On the basis of its latest forecasts, the Commission considered that the
Spanish Government had taken effective measures in 2013 in line with fulfilment of the
recommendations made by the European Council of 21 June. With regard to 2014,
however, the Commission signalled downside risks to the economic growth projections
and the structural fiscal drive included in the Government’s plans.

The sectoral indicators available point to a firming during Q4 of the gradual pick-up in
activity, underpinned chiefly by the services sector and, to a lesser extent, manufacturing
industry. As indicated, a clear improvement was observed in employment, the figures for
which are estimated to be marginally positive in net terms, after having stabilised in Q3.
That would place the year-on-year rate of decline in employment at around 1.5% (-3.2%
in the previous quarter). These developments mark an intensification of the moderating
course of growth of apparent labour productivity observed since early 2013, which is
expected to stand at around 1.5%, compared with 3.1% at end-2012. The more favourable
performance of employment was across all sectors of activity, according to the information
available on Social Security registrations, with quarter-on-quarter declines being observed
in employment in industry and in construction, albeit at more moderate rates than in the
previous quarter, and a rise in employment in the market services sectors. In non-market
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services there was a year-on-year increase in registrations, following the declines in the
preceding quarters. Registered unemployment posted a year-on-year fall for the first time
since 2007 Q2, thanks to the better performance of employment and to the continuing
declining path of the labour force.

The labour costs indicators available for 2013 Q4 substantiate the pattern of wage restraint
observable since the beginning of the year. The average increase in wage rates to
December was 0.6% (1% to 2012), with smaller increases among newly signed collective
agreements (0.4%). Continuing wage moderation, which is expected to be already yielding
results in terms of job creation, is key to helping ensure that the recovery in activity under
way should translate into an appreciable reduction in the high rate of unemployment.

20.1.2014.
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THE DIS-INDEXATION OF THE SPANISH ECONOMY

In Spain, before the economic crisis broke, a large number of multi-
year contractual agreements, in the public and private spheres alike,
would generally be revised on the basis of the past performance of
the overall consumer price index. Significant examples of this
practice were the wage increases set under collective bargaining
agreements. This procedure, also known as indexation, means
increases in the overall price index prompted by temporary shocks,
e.g. that caused by a temporary rise in fuel prices, ultimately raise
the price of all indexed goods, irrespective of the demand for them
or of the costs associated with their production.

As a consequence, prices lose effectiveness in signalling changes
in relative demand or changes in the cost of different products and,
therefore, in helping reallocate productive resources in accordance
with efficiency criteria. In addition, this leads the behaviour of
inflation to become strongly inertial, since the presence of
indexation clauses in the prices of certain factors of production
determines, in the face of shocks emerging, direct increases in
production costs, indirect effects (those prompted by price rises in
the goods and services used by some of the inputs that have
become dearer) and second-round effects (those occurring when
the initial rise in prices induces an across-the-board revision of
inflation expectations that feeds through durably to final prices). In
an increasingly globalised world, the presence of indexation
clauses prompts a loss of competitiveness that has an adverse
bearing on activity and employment. This problem is compounded
in a single monetary area, where it is not possible to use the
exchange rate as a unilateral means to restore competitiveness.

The intensity of the economic crisis in Spain and its high cost in
terms of unemployment dramatically highlight the problems that
can be generated by insufficient flexibility in cost- and price-
setting, limiting their adaptation to changing cyclical conditions."

1 See the articles “Una aproximacion al impacto del precio de petréleo
sobre la economia espafnola y la de la zona del euro” in the March 2009
Boletin Econémico, and “The functioning of the labour market and
unemployment growth in Spain” in the July 2009 Economic Bulletin.

BOX 4

In response to this, various mechanisms have been considered in
recent years to reduce the Spanish economy’s high degree of
indexation. Specifically, there have been three significant
developments since 2012:

— The “ll Agreement for Employment and Collective Bargaining:
2012-2014”, signed by the social agents, recommended a new
framework for defining multi-year wage indexation clauses.
The agreement suggested activating these clauses only if
inflation exceeded 2% at the end of the year. It further
recommended that the payment resulting from this clause
should not be built into wage levels, which would considerably
reduce the nominal inertia of wages. It was likewise suggested
that if inflation in Spain were higher than that of the euro area,
the latter should be the indicator used as a benchmark to
calculate the impact of the clauses and that significant
international oil price rises should be stripped out from price
indices. The data available infer these recommendations were
widely followed. Of all the newly signed agreements in 2012
incorporating an indexation clause, 70% adhered to the
parameters of the Agreement. That has made for a significant
reduction in the impact of indexation on compensation per
employee. Specifically, the impact of the estimated clause for
2013 would be 0.2 pp, compared with the increase of around 1
pp which, in the absence of the agreement, would have
resulted from considering the difference between the December
2012 CPI and the wage settlements agreed for that year (a
difference of close to 2 pp).

— Further, on 20 December 2013, the Council of Ministers
approved the draft law on dis-indexation in respect of the CPI.
This legislation will be applicable for all public-sector agreements,
while in the private sector it will only be so in the absence of an
agreement stating otherwise. The general rule for the public
sector will be that there can be no form of indexation, meaning
that price increases may be justified solely by changes in
determinants directly related to the cost of the service. This will
be applicable not only to certain general government expenditure

COMPETITIVENESS GUARANTEE (IGC) AND CONSUMER PRICE (CPI) INDICES

Year-on-year rates of change
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THE DIS-INDEXATION OF THE SPANISH ECONOMY (cont’d)

items, but also to revenue items, such as the re-setting of
specific electricity-system costs, urban transport charges,
excise duties and fixed charges. In the private sector, such
revaluation will be subject to the free will of the parties and, if
there is no explicit agreement, a new index will be used, namely
the “Competitiveness Guarantee Index” (IGC by its Spanish
abbreviation), to be published monthly by INE. The change in
the IGC will be equal to inflation in the euro area minus a
correction factor that will reflect the loss of competitiveness
that has occurred since 1999, when EMU was launched. This
index will have a ceiling of 2% and a floor of 0%. As the
accompanying chart shows, the use of this indicator would
have entailed significantly lower price revaluations than those
actually implemented in agreements in recent years. Likewise,
its use will foreseeably restrict the number of revaluations in
the near future.

Finally, the pensions reform approved late last year replaced
the automatic revaluation based on the year-on-year rate of the
CPI in November with the “annual revaluation factor”. With this
factor, the annual revaluation of pensions depends on the
growth of several variables: the system’s revenues, the number
of pensions, the difference between the average pension of

BOX 4

incoming and outgoing pensioners (substitution effect) and the
system’s current shortfall. Also, floor and ceiling clauses are
established, standing at 0.25% and at CPI growth plus 0.5%,
respectively. Following the entry into force of this measure, the
budgeted increase in pensions for 2014 is at 0.25%. It should
in any event be stressed that the main aim of this reform is to
ensure the sustainability of the pensions system, linking pension
revaluation to potential expenditure/revenue shortfalls in the
system. The reform is particularly important in light of foreseeable
population ageing in Spain, which will exert growing pressure
on pension spending, among other items.

In sum, these significant changes provide for progress in overcoming
one of the biggest handicaps to the Spanish economy’s ability to
adapt to the requirements arising from membership of an area of
monetary integration and price stability. They will foreseeably give
rise to a widespread change in behaviour that will substantially
reduce the Spanish economy’s degree of indexation, so that price-
setting is in step with the associated supply- and demand-side
fundamentals. The upshot should be a substantial improvement in
the determinants of competitiveness and of job creation, which
would prevent some of the imbalances that have compounded the
current crisis in Spain from re-emerging.
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Introduction

SURVEY OF HOUSEHOLD FINANCES (EFF) 2011: METHODS, RESULTS AND CHANGES
SINCE 2008

The Spanish Survey of Household Finances (“EFF” by its Spanish acronym) is a survey by
the Banco de Espafa which allows the linking of income, assets, debt and spending of
each household unit. The fourth edition of the EFF (EFF2011), referring to December 2011,
has been designed to give continuity to this statistical source, from which data were
collected for the first time in 2002 and subsequently in 2005 and 2008. The EFF2011
updates the information on household finances and thus allows an assessment of the
changes in the financial position of Spanish households in the period from the end of the
first quarter of 2009 (2009 Q1) to end-2011, while offering a more up-to-date picture of the
composition of household assets and debts.’

An important characteristic of the four editions of the EFF is that a large number of high-
wealth households have been surveyed. The distribution of assets is heavily skewed and,
moreover, some of them are only held by a small fraction of the population. Therefore, if a
very large number of households cannot be interviewed, it is important to oversample the
wealthiest households, as indeed the EFF does, to ensure that the sample is representative
not only of the population as a whole, but also of the aggregate wealth of the economy, in
order to facilitate the study of financial behaviour at the top of the wealth distribution.

Another important characteristic of the EFF is that, from the second edition onwards,
some of the households that participated in previous editions have been re-interviewed.
Thus the EFF2002, EFF2005, EFF2008 and EFF2011 samples contain a common sub-set
of households that can be observed at various points in time and, in some cases, over a
period of nearly ten years. This expands the possibilities for analysing the behaviour of
income, wealth and consumption over the household life cycle.

These characteristics (which are highly desirable for a survey of this kind) have been
obtained by means of a system of blind collaboration with the National Statistics Institute
(“INE” by its Spanish acronym) and the tax authorities (TA), which respects strict tax
confidentiality requirements and response anonymity. However, first and foremost, we are
most grateful for the generosity of the households that have participated in this project,
especially those that have participated in various waves of the EFF.

This article describes the results of the EFF2011 and the changes observed in the financial
position of households between the first quarter of 2009 Q1 and the end of 2011.2 It also
contains a box summarising the main methodological characteristics of the EFF2011 (see
Box 1), which are described in more detail in Bover (2014). The first section reviews some
important aspects of the socio-economic background in the period from 2009 to 2011.
The second section presents the results for household income and net wealth. The third

1 The usefulness of the information contained in a survey such as the EFF prompted the system of euro area
central banks to decide to conduct a household finance and consumption survey (HFCS) following a methodology
similar to that of the EFF, the results of which were published in early 2013. The HFCS provides detailed,
harmonised information on households in 15 euro area countries based on a sample of more than 62,000
households. The main results of the first wave of European surveys, in which the data for Spain are those of the
EFF2008, can be found on the ECB website at http://www.ecb.europa.eu/pub/pdf/other/ecbsp2en.pdf.

2 For this purpose the tables referring to the financial position of households in 2011 and at the end of 2009 Q1
have been included, the variables relating to the value of assets, debt, income and spending being expressed in
2011 euro in both cases. Tables 1.A and 1.B on income and net wealth provide, in addition, information relating
to 2005 expressed in 2011 euro.
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THE DATA USED: EFF2011 METHODS

Questionnaire

The EFF questionnaire is divided into nine main sections, reflecting
the variables studied, which are as follows:

Demographics

Real assets and their associated debts

Other debts

Financial assets

Pension plans and insurance

Labour market status and related income

Non-labour income in the previous calendar year (2010)
Means of payment

Consumption and savings

© 0o N O WN =

The questions on assets and debts refer to the household as a
whole, while those on labour market status and related income are
for each household member over the age of 16. Most of the
information relates to the time of the interview, although information
is also collected on all pre-tax income in the calendar year prior to
the survey, i.e., in this case, 2010. The information was collected
by means of personal interviews with the households, conducted
between October 2011 and April 2012. Owing to the complexity of
the questionnaire, the interviews were computer-assisted.

Sample design

As in the third edition of the EFF, the design of the fourth edition
had two main objectives. First, to maintain the same quality
characteristics and, in particular, to provide a representative
sample of the population with oversampling of wealth. Second,
there was a desire that part of the 2011 sample should be
longitudinal, i.e. that it should include households that participated
in previous editions of the EFF. To achieve these aims, a
refreshment sample was designed to supplement the longitudinal
component (in order to make a total sample of 7,000 households)
and to ensure that, when used in combination with the longitudinal
one, the overall sample should satisfy the representativeness and
oversampling requirements. This sample was achieved thanks to
the collaboration of the National Statistics Institute (INE) and the
tax authorities (TA), through a complex coordination mechanism
that enabled strict confidentiality and anonymity requirements to
be observed at all times. Specifically, the TA devised a wealth
strata-based random sample, additional to the longitudinal
sample, drawing on the Padrdn Continuo (a continuously updated
municipal population census) provided by the INE, following the
guidelines of the sample design prepared by the latter. This
ensures the representativeness of the information obtained, while
securing accurate information on the behaviour of the richest
household segment and including a longitudinal component. A
complex procedure for replacing non-respondent households
was incorporated into the sample design, thus ensuring the
maintenance of the sample’s desirable characteristics.

BOX 1

Interviews

The total number of valid interviews was 6,106, of which 3,711
corresponded to households who participated in the EFF2008. Of
these 3,711 households, 1,666 have participated since 2002, 1,182
since 2005 and 863 since 2008. The percentage of households that
could not be contacted accounted for 2% of the total, and the
cooperation rate was, overall, 50.8%." This rate decreases with
increasing wealth. However, for the longitudinal component of the
sample, the collaboration rate is 78.1%, with no significant reductions
as household wealth rises. Overall, the degree of oversampling in the
final sample is satisfactory. For example, the highest percentile of the
wealth distribution is represented in the EFF2011 sample by 693
households. In the absence of oversampling, and if the response
rate were uniform across the different wealth strata, scarcely 61
households might be expected at best in this percentile, which
would hamper statistical analysis of the population segment in which
the most complex financial decisions are concentrated. Finally, the
quality tests carried out using the information contained in other
national statistics and similar surveys carried out in other countries
give satisfactory results.

Weights and imputation

To obtain magnitudes representative of the population, use is
made of weights, i.e. the frequency with which households in the
sample are to be found in the total household population. To
calculate the weights, account is taken mainly of the characteristics
of the sample design, but various adjustments are made, in
particular to reflect the different response rate by income and
wealth level.

The lack of a reply to certain questions is an inherent characteristic
of wealth surveys. This type of non-response arises when a
household agrees to reply to the survey but leaves one or several
questions unanswered, owing to a lack of knowledge or to other
reasons. Any analysis based exclusively on cases with fully
completed questionnaires might bias the results substantially.
Consequently, the Banco de Espafna has devised a system of
imputations for the non-observed values to facilitate data analysis.
These imputations are based on advanced statistical techniques,
with several estimates being obtained for each non-observed
value so as to take into account the uncertainty associated with
the imputation.? The statistics of interest are obtained by
combining the information on these multiple imputations.®

1 The cooperation rate is defined as the ratio of the number of completed
interviews to the sum of the number of completed interviews and the
number of refusals to participate.

Five imputations are provided in the EFF for each non-observed value.

3 The data presented in this report will foreseeably be revised slightly
upon conclusion of the process of imputation of the EFF variables not
used in the compilation of the report.
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Socio-economic
background

section analyses households’ holdings of real and financial assets. The fourth section
provides information on the debt and debt burden of households, while the fifth section
focuses on aspects relating to spending. Finally, the sixth section contains some concluding
remarks.

The distributions of most of the important variables, such as those relating to the various
assets and debts, have very high values for a relatively small number of households.
Typical values of the distribution are therefore better approximated by the median than by
the mean, so this is the statistic included in the tables. All the variables relating to income,
wealth, debt and spending levels are expressed in 2011 euro using the consumer price
index (CPI) as deflator.®

In mid-2008 Spain moved into a sharp recession which continued in 2009 and was followed
by a slight upturn in activity throughout 2010 and early 2011. However, the exacerbation
of tensions in the euro area, against a background of marked imbalances in the Spanish
economy, truncated this fragile recovery at the end of 2011 and prompted a second
recession, less serious but longer lasting than the first. Thus, although the annual average
growth of GDP in 2011 was positive (0.1%), the fourth quarter of the year ended with a
year-on-year growth rate of -0.6% and in 2012 the average fall in output was 1.6%. The
economic crisis had a severe impact on the labour market in this period and caused
considerable job losses: in 2011 the number of unemployed reached 5.3 million and the
unemployment rate stood at 22.9%, well above the 13.9% recorded at the end of 2008.
Despite the marked weakness of the economy, the inflation rate measured in terms of the
CPI was 1.6% on average for the period 2009-2011, with rates above 3% at mid-2011.

Following the downward path initiated at end-2008, interest rates rose slightly from the
start of 2010 to the end of 2011, thereafter showing a sustained downward trend.
Household wealth decreased significantly as a result of the fall-off in financial asset values
and, basically, real estate values: the IBEX35, against a background of high volatility, lost
34% from end-2010 to mid-2012 and housing market values fell by 7% in 2011 and,
cumulatively, by nearly 20% since 2008. The persistence of tight credit conditions and the
fall in employment, together with the slowdown in demographic factors such as population
growth and new household formation, gave rise to a moderation in the growth rate of the
stock of housing in the period 2008-2011, which in these years grew by 680,000 units, well
below the 2.55 million houses added in the preceding five years.

Some demographic factors present in the expansionary phase have acted in the opposite
direction in the last few years. Until 2009 population growth (2.2% in the period 2008-
2011) was basically a result of the inflow of foreigners, but from 2010 this process has
reversed.* Indeed, in early 2012 the outflow of foreign residents quickened: based on
census figures, the net number of foreigners decreased by around 15,000 (-0.3%), while
that of Spaniards increased by 90,000 (0.2%). Even so, the population of foreign residents
in Spain continues to account for more than 12% of residents and numbers 5.7 million.

In addition, the economic recession has had a substantial effect on the pace of household
creation. The return of many immigrants to their countries of origin and the departure of

3 To adjust assets and debts to 2011 euro, the EFF2008 data were multiplied by 1.0741 and the EFF2005 data by
1.1534. To adjust household income for the calendar year prior to the survey to 2011 euro, the factors applied
were 1.965 for 2005, 1.0780 for 2008 and 1.0238 for 2011.

4 According to the EFF2011, the percentage of households headed by a foreigner decreased to 5.9%, compared
with 6.6% per the EFF2008, thus breaking the growing trend observed in the previous editions of the EFF.
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Household income
and wealth®

INCOME

NET WEALTH'®

Spaniards are factors which seem to be behind the moderation in the number of households.
Also, the decrease in the number of marital separations seems to be another factor
explaining the lower growth of household formation: between 2008 and 2011 there was an
average of 143,000 separations and divorces per year, well below the 143,000 seen in the
period 2005-2008. Furthermore, in line with these changes, the EFF shows that at end-2011
the percentage of households in which offspring above age 35 lived stood at 4.9%, only
slightly above the 4.7% recorded in 2009 Q1. According to the Encuesta de Condiciones de
Vida (Survey of Income and Living Conditions ), the rate of new household creation in recent
years has been considerably lower than between 2005 and 2008: whereas in 2008 the
number of new households exceeded 450,000, in 2011 they numbered 165,000. Looking at
the rate of change in the period 2008-2011 the number of households increased by 4.2%,
which is less than half the increase of 9.5% recorded between 2005 and 2008.

Regarding the composition of households, the most notable change was the substantial increase
in the number of single-member households, which, according to EFF data, amounted to
330,000 units between 2009 Q1 and 2011, i.e. 11%, raising their number to 3.5 million (compared
with 17.5 million households in total). The increase in households of this type is explained by the
increasingly more numerous elderly population due to the rising life expectancy. In fact nearly
60% of single-member households consist of persons above age 65 (only 16% of single-member
households consist of individuals below age 45). The EFF also shows that younger households
(10.5% of total households) continue to lose relative weight, the proportion having dropped five
percentage points (pp) below the 2005 level and 2.8 pp below the 2008 level.

According to the EFF2011, the average income of Spanish households as at end-2010 is
€34,700 while their median income is €25,400° (see Table 1.A). The patterns in the income
distribution are as one would expect. Average and median income vary according to the
life cycle, increasing with age, peaking for households within the 55 to 64-year-old
segment, and declining thereafter for the older groups. Income also increases with level of
education, being substantially higher in the case of households whose heads have a
university education. As regards labour market status, households whose heads are self-
employed have the highest average incomes.

Compared with the EFF2008 figures,” household real median income has decreased by
8.5%, while average income is down by 3.1%.%° This fall is apparent in all income brackets
except for the highest decile of the distribution. There are also increases in other groups of
households: those in which the head is above age 64, those in which the head is a university
graduate, those in which the head is retired, those in which three or more members are
working and those belonging to the highest decile of the wealth distribution. The sharpest
decreases are in the households whose head is self-employed.

In 2011 the median net wealth of households was €153,300 (see Table 1.B), while the
average was €266,700. By age group, the distribution conforms to the expected life-cycle

5 The measure of household income used in this report is the total gross income of the household (including the
income from employment and other income of all its members), i.e. before taxes and social-security contributions,
for the whole of the calendar year prior to the survey, which for the EFF2011 is 2010 and for the EFF2008 is 2007.

6 That is to say, 50% of households have an income of more than €25,400 and 50% less.

7 In this respect it should be kept in mind that the household annual income in the EFF2008 relates to 2007.

8 The difference in average income is within the survey’s error margin, which is defined as twice the standard
error.

9 The change in average income between the EFF2011 and the EFF2008 is consistent with that deriving from the
comparison of National Accounts data for these years.

10 Net wealth is defined as the total value of assets (real and financial) less the amount of debts. The value of cars

and other vehicles is not included.
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HOUSEHOLD INCOME
Distribution by household characteristics TABLE 1.A

% and thousands of 2011 euro

EFF2005 EFF2008 EFF2011

Household characterictics hou(?esgl ds Median Mean houzoeﬁgl ds Median Mean hou‘?eﬁf)l ds Median Mean
ALL HOUSEHOLDS 100.0 26.5 36.4 100.0 27.8 35.8 100.0 25.4 34.7

0.5) () 0.9 (0.6) 0.9 0.6) 0.9
INCOME PERCENTILE
Less than 20 20.0 7.9 75 20.0 8.6 8.7 20.0 8.6 8.0
Between 20 and 40 20.0 16.8 16.9 20.0 17.9 18.0 20.0 15.9 16.0
Between 40 and 60 20.0 26.4 26.4 20.0 27.8 27.7 20.0 25.3 25.3
Between 60 and 80 20.0 39.2 39.8 20.0 39.4 39.8 20.0 37.9 38.3
Between 80 and 90 10.0 58.8 59.1 10.0 55.9 56.5 10.0 56.1 56.1
Between 90 and 100 10.0 97.5 122.9 10.0 86.5 112.5 10.0 88.3 114.6
AGE OF HOUSEHOLD HEAD (b)
Under 35 15.3 26.5 32.9 13.3 28.5 33.4 10.5 26.4 34.0
35-44 21.5 30.7 41.3 22.1 32.0 37.8 21.8 28.4 33.9
45-54 20.1 35.6 45.9 20.5 33.3 44.7 21.2 30.2 40.1
55-64 16.2 32.3 45.5 16.4 34.2 45.5 17.5 30.7 45.8
65-74 16.5 18.1 25.4 15.0 20.3 271 14.7 20.7 29.8
Over 74 10.4 1.7 16.2 12.7 12.9 18.0 14.2 13.2 19.6
LABOUR MARKET SITUATION OF HOUSEHOLD HEAD
Employee 47.4 33.0 42.6 43.9 33.9 42.0 40.2 325 42.3
Self-employed 10.6 39.5 57.2 10.9 39.2 56.6 10.5 324 494
Retired 25.5 18.1 25.3 24.2 19.2 27.5 27.8 19.4 27.8
Other inactive or unemployed 16.5 13.8 22.3 20.9 15.6 21.5 21.5 14.5 22.2
LEVEL OF EDUCATION OF HOUSEHOLD HEAD
Below secondary education 57.6 20.5 25.8 58.4 21.0 25.9 57.2 18.5 23.6
Secondary education 25.2 32.5 40.5 25.4 32.6 40.1 24.3 30.6 37.7
University education 17.2 49.8 65.8 16.2 48.4 64.6 18.5 49.7 65.3
STATUS OF MAIN RESIDENCE
Ownership 81.3 28.2 39.1 82.7 28.9 37.5 83.1 27.1 36.5
Other 18.7 19.7 24.7 17.3 22.7 27.3 16.9 18.0 25.7
NUMBER OF HOUSEHOLD MEMBERS WORKING
None 29.1 12.9 17.9 324 14.0 18.2 35.7 13.5 18.9
One 325 23.8 30.7 30.6 27.9 33.7 34.1 26.2 34.0
Two 30.8 39.8 53.5 31.1 39.8 49.8 26.4 39.7 49.3
Three or more 7.6 51.4 62.3 5.9 49.8 69.2 3.9 59.7 86.2
NUMBER OF HOUSEHOLD MEMBERS
One 16.6 1.4 16.5 18.3 1.1 16.7 19.8 11.8 17.7
Two 27.8 21.8 29.3 29.5 23.9 32.3 29.8 24.0 32.1
Three 23.9 32.7 1.7 25.3 32.2 38.7 24.3 31.0 39.9
Four 24.9 36.2 48.7 21.3 37.8 50.4 20.6 33.1 455
Five or more 6.8 42.6 52.3 5.4 41.0 47.8 5.4 35.0 46.6
NET WEALTH PERCENTILE
Less than 25 25.0 17.7 21.6 25.0 20.8 24.4 25.0 18.0 23.1
Between 25 and 50 25.0 225 27.1 25.0 23.0 26.3 25.0 20.2 25.2
Between 50 and 75 25.0 28.0 34.9 25.0 28.2 33.6 25.0 27.3 32.3
Between 75 and 90 15.0 38.7 45.9 15.0 38.9 46.1 15.0 36.5 43.6
Between 90 and 100 10.0 59.9 85.9 10.0 52.9 77.9 10.0 52.6 79.6

SOURCE: Banco de Espana.

a Bootstrap standard errors in brackets.

b This report designates a household head as a means of organising the data consistently. The reference person designated by the household for the purposes of
replying to the survey is defined as the household head if the reference person is a man, or the partner if the reference person is a woman and her partner lives
in the household.
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HOUSEHOLD NET WEALTH TABLE 1.B
Distribution by household characteristics

Thousands of 2011 euro

EFF2005 EFF2008 EFF2011

Household characteristics Median Mean Median Mean Median Mean
ALL HOUSEHOLDS 203.8 296.4 191.9 304.9 153.3 266.7

6.7) (@) (8.9) (5.5) 9.4) (4.9 (9.6)
INCOME PERCENTILE
Less than 20 107.0 148.4 121.0 149.2 95.9 128.3
Between 20 and 40 139.5 180.3 147.8 188.3 119.5 156.8
Between 40 and 60 179.8 224.2 170.3 229.1 138.6 185.7
Between 60 and 80 243.2 303.2 231.0 303.9 206.5 290.1
Between 80 and 90 306.8 420.7 281.4 383.8 251.4 345.9
Between 90 and 100 474.0 827.6 498.8 919.2 410.4 7941
AGE OF HOUSEHOLD HEAD
Under 35 84.7 147.8 80.1 1451 69.7 106.4
35-44 189.6 235.8 166.9 218.8 117.3 174.0
45-54 261.3 378.1 218.2 347.4 165.1 256.3
55-64 279.7 474.6 294.0 466.7 235.0 410.5
65-74 211.8 278.8 213.6 352.0 196.6 365.3
Over 74 167.7 232.6 166.3 289.3 1569.8 264.0
LABOUR MARKET SITUATION OF HOUSEHOLD HEAD
Employee 181.2 242.8 1741 237.5 134.2 196.1
Self-employed 425.7 712.7 333.6 663.9 313.7 594.0
Retired 218.2 283.0 227.4 355.8 202.7 328.2
Other inactive or unemployed 126.1 205.0 127.3 200.1 101.8 158.8
LEVEL OF EDUCATION OF HOUSEHOLD HEAD
Below secondary education 167.7 2221 159.5 218.8 130.0 191.8
Secondary education 208.5 312.0 210.2 317.0 167.0 260.5
University education 332.0 522.4 322.0 595.3 281.2 508.2
STATUS OF MAIN RESIDENCE
Ownership 243.4 354.8 221.9 354.4 182.5 308.2
Other 2.3 42.3 1.7 68.2 4.3 62.6
NUMBER OF HOUSEHOLD MEMBERS WORKING
None 174.6 231.8 165.7 254.4 150.7 239.5
One 182.1 283.2 181.1 310.9 139.1 255.7
Two 237.6 354.6 202.1 334.0 165.9 281.5
Three or more 235.0 364.1 259.5 397.3 277.9 512.4
NUMBER OF HOUSEHOLD MEMBERS
One 132.8 196.4 133.6 219.3 121.2 189.1
Two 190.1 269.2 196.7 331.9 179.3 322.0
Three 2161 307.7 193.5 300.3 166.3 245.3
Four 240.8 366.5 216.0 346.5 155.5 278.5
Five or more 220.2 354.4 148.3 305.4 142.7 298.0
NET WEALTH PERCENTILE
Less than 25 7.0 19.3 6.9 16.9 7.4 14.2
Between 25 and 50 137.8 137.7 130.4 133.0 110.7 109.3
Between 50 and 75 265.2 268.0 253.4 255.2 209.9 214.3
Between 75 and 90 435.9 447.6 448.7 458.4 375.6 391.7
Between 90 and 100 856.0 1,228.5 932.2 1,346.9 844.2 1,230.5

SOURCE: Banco de Espana.

a Bootstrap standard errors in brackets.
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Assets

REAL ASSETS

profile, peaking for households whose head is aged between 55 and 64. Average and
median wealth both increase with education and are higher for households whose head is
self-employed. Net wealth also increases with income, reflecting the fact that highest-
income households obtain more income from their asset portfolio and have greater saving
possibilities.

Between 2009 Q1 and end-2011 household median net wealth decreased more sharply
than household average net wealth (20.1%, compared with 12.5%). The falls in average
and median wealth are across-the-board, except for households which do not own their
main residence and those belonging to the bottom quartile of the wealth distribution.

98.9% of households possess some type of real or financial asset (see the last column of
Table 3). The median value of these households’ assets is €188,900. With respect to the
EFF2008, the percentage of households possessing some type of asset increased slightly
and the median value of their assets decreased by 14.9%.

Real assets account for 84.4% of the total value of household assets (see Table 2). This
proportion is similar at different income levels and is only lower for the top decile. However,
even at these high income levels, real assets still represent a substantial proportion of the
value of household assets (76.2%). By level of wealth, real assets are relatively less
important at the upper end of the distribution, although their weight exceeds 78%.

Housing is the most important asset held by households, representing 60.3% of the total
value of households’ real assets and 50.9% of the total value of all their assets. The two
next most important assets are other real-estate properties,'! which represent 29.3% of
real assets and 24.8% of all assets, and businesses related to activities engaged in by
self-employed household members,'? which account for 9.3% of real assets and 7.9% of
total assets. The relative weight of housing declines with income, in favour of other real-
estate property and businesses. For the self-employed, the value of their businesses
represents 32.2% of the total value of their real assets.

Between 2009 Q1 and 2011 the value of real assets as a proportion of the value of total
assets decreased from 89.1% to 84.4% for total households. However, there were some
appreciable differences across real asset types. Specifically, the main residence and
businesses related to self-employment lost weight (-4.3% and -1.3%, respectively, relative
to total assets), while other real-estate properties gained slightly in weight (0.5%). In total,
real estate assets constitute 75.7% of the total value of household assets, against 79.5%
in 2009 Q1. By household group, there were increases in the weight of businesses related
to self-employment for households in the bottom quintile of the income distribution and in
that of other real-estate properties for households in the upper decile.

In 2011, 90% of households have some type of real asset (see Table 3) and the median
value of the real assets of such households was €182,000.

With respect to 2009 Q1, the percentage of households with some type of real asset
increased for total households, although this development reflects a sharp increase for
households headed by a person below age 35 and smaller increases or even decreases for

11 “Other real-estate properties” includes dwellings, building plots and rural land, garages (except when they form
part of the main residence), industrial buildings, shops, commercial premises, offices and hotels.

12 The value of the businesses includes the value of their land and buildings, provided these have not been
included by the household as part of the real estate owned by it.
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DISTRIBUTION OF THE VALUE OF HOUSEHOLDS' REAL ASSETS TABLE 2
By type of asset and household characteristics

%

EFF2008
o Main Other real Businesses Jewellery, itgﬂrrewnz;j]r;iigs
Household characteristics residence przzt:;?es r(zlra:slc:) to self- workg of art, Total as % of total
yment antiques assets
ALL HOUSEHOLDS 61.9 27.2 10.3 0.5 100.0 89.1
INCOME PERCENTILE
Less than 20 83.9 14.8 1.0 0.2 100.0 92.2
Between 20 and 40 73.0 21.2 5.4 0.3 100.0 93.2
Between 40 and 60 70.0 231 6.5 0.3 100.0 92.8
Between 60 and 80 63.4 28.3 7.9 0.4 100.0 90.4
Between 80 and 90 63.4 26.2 9.8 0.6 100.0 87.5
Between 90 and 100 43.0 36.2 19.9 0.9 100.0 84.2
AGE OF HOUSEHOLD HEAD
Under 35 73.4 17.7 8.7 0.2 100.0 94.4
35-44 69.1 20.8 9.7 0.4 100.0 90.0
45-54 58.9 27.7 13.0 0.5 100.0 88.3
55-64 55.5 30.5 18.2 0.8 100.0 86.1
65-74 58.7 34.6 6.1 0.6 100.0 89.9
Over 74 65.7 26.5 7.3 0.4 100.0 90.6
LABOUR MARKET SITUATION OF HOUSEHOLD HEAD
Employee 75.6 21.3 2.6 0.5 100.0 89.3
Self-employed 35.7 31.8 31.8 0.7 100.0 88.2
Retired 61.8 32.7 4.9 0.6 100.0 88.2
Other inactive or unemployed 69.8 25.2 4.6 0.3 100.0 91.9
NET WEALTH PERCENTILE
Less than 25 83.9 18.7 1.9 0.5 100.0 90.3
Between 25 and 50 88.4 9.6 1.6 0.4 100.0 93.7
Between 50 and 75 82.0 15.1 2.6 0.3 100.0 92.0
Between 75 and 90 66.1 28.6 4.9 0.4 100.0 89.6
Between 90 and 100 38.0 401 211 0.7 100.0 85.9

SOURCE: Banco de Espania.

Main residence

Other real-estate properties

other age groups. For those households possessing some type of real asset, the median
value of such assets decreased by 19.5%. The sharpest decrease was for the households
whose head is aged between 35 and 64.

The percentage of households who own their main residence (83.1%) increases with
income and, age-wise, reaches a peak in households whose head is aged between 65 and
64. The median value of the main residence of households who own it is €150,300. This
value increases with income and is highest for households whose head is aged between
55 and 64 (€178,000).

Between 2009 Q1 and 2011 the percentage of households who own their main residence
increased slightly from 82.7% to 83.1%. This figure reflects basically an increase in the
percentage of households owning their main residence among younger households (from
65.8% t0 69.8%). For households owning their main residence, its median value decreased
by 22.4%. These losses in median value took place at all income levels and in all household
groups.

40.2% of households own real-estate assets other than their main residence. In particular,
26.7% own a residence other than their main one, followed by 11.1% who own building
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DISTRIBUTION OF THE VALUE OF HOUSEHOLDS' REAL ASSETS (cont.) TABLE 2 (cont.)
By type of asset and household characteristics

%

EFF2011
o Main Other real Businesses Jewellery, itgﬂrrew?:(;:llr;i:;s
Household characteristics residence prizt:rtt(iaes r(j;tslc(j) to self- workg of art, Total as % of total
yment antiques assets
ALL HOUSEHOLDS 60.3 29.3 9.3 1.0 100.0 84.4
INCOME PERCENTILE
Less than 20 74.8 23.0 1.7 0.5 100.0 91.3
Between 20 and 40 73.3 23.6 2.5 0.6 100.0 89.1
Between 40 and 60 69.2 25.6 4.4 0.7 100.0 88.1
Between 60 and 80 60.4 26.4 12.3 0.9 100.0 87.4
Between 80 and 90 59.9 31.7 7.3 1.1 100.0 84.4
Between 90 and 100 43.7 38.0 16.6 1.6 100.0 76.2
AGE OF HOUSEHOLD HEAD
Under 35 71.4 20.7 7.4 0.5 100.0 88.4
35-44 66.9 18.6 14.0 0.5 100.0 87.0
45-54 59.0 28.3 1.4 1.3 100.0 85.8
55-64 53.5 33.9 11.6 1.1 100.0 83.1
65-74 59.7 34.9 4.0 1.3 100.0 79.9
Over 74 62.1 33.4 3.6 0.9 100.0 85.7
LABOUR MARKET SITUATION OF HOUSEHOLD HEAD
Employee 71.8 23.7 3.3 1.2 100.0 85.2
Self-employed 34.8 32.1 32.2 0.9 100.0 83.1
Retired 62.0 35.0 2.0 1.0 100.0 82.7
Other inactive or unemployed 71.2 25.9 2.1 0.8 100.0 88.6
NET WEALTH PERCENTILE
Less than 25 87.0 9.7 2.3 1.0 100.0 89.9
Between 25 and 50 84.2 14.0 1.4 0.5 100.0 911
Between 50 and 75 80.4 16.2 2.4 1.0 100.0 89.5
Between 75 and 90 62.2 30.4 6.5 0.9 100.0 85.9
Between 90 and 100 38.0 42.9 17.9 1.2 100.0 78.9

SOURCE: Banco de Espafia.

Businesses related
to self-employment

plots and rural land. These proportions increase with income, but even in the lower part of
the income distribution a considerable percentage of households possess real-estate
assets other than their main residence (25.1%). By age, the highest percentage is seen
among households whose head is aged between 55 and 64. The median value of these
properties is €105,800, which increases with income and wealth. As regards labour market
status, households whose heads are self-employed have the highest median value.

Compared with 2009 Q1, the percentage of households owning other real-estate properties
increased in all the income deciles. By contrast, the median value of these properties
(calculated for the total households owning them) decreased by 18%.

12.3% of households own assets in businesses related to the activities of self-employed
members of the household. This figure increases with income and wealth and is higher for
the group of households headed by a person between age 35 and 44. The median value
of these businesses is €43,000 and increases with increasing income and wealth.

The proportion of households with these businesses is similar to that found in the EFF2008.
By age, the households for which this proportion increased are those headed by a person
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HOLDINGS OF REAL ASSETS BY HOUSEHOLDS TABLE 3
By type of asset and household characteristics
% and thousands of 2011 euro
EFF2008
. Other real Businesses Jewellery,

Household characteristics Mam estate related to self-  works of?a/rt, Some type of - Some type of

residence properties employment antiques real asset asset

Percentage of households owning asset
ALL HOUSEHOLDS 82.7 36.1 12.0 17.2 88.2 98.3
INCOME PERCENTILE
Less than 20 77.6 20.3 2.4 10.0 81.8 96.2
Between 20 and 40 79.0 29.6 6.7 13.5 83.2 99.0
Between 40 and 60 83.7 32.8 12.0 14.3 88.8 98.5
Between 60 and 80 83.5 42.5 16.4 18.7 92.1 98.7
Between 80 and 90 87.6 48.3 19.9 26.2 93.6 98.3
Between 90 and 100 91.8 62.3 25.0 32.5 97.0 100.0
AGE OF HOUSEHOLD HEAD
Under 35 65.8 18.8 11.8 10.8 73.5 96.7
35-44 78.1 29.7 156.8 156.7 85.9 98.4
45-54 86.0 411 15.5 19.5 90.7 98.6
55-64 89.3 51.4 16.0 23.2 94.7 98.7
65-74 88.5 451 6.4 19.5 92.0 98.2
Over 74 87.8 271 1.7 12.4 90.9 99.2
LABOUR MARKET SITUATION OF HOUSEHOLD HEAD
Employee 81.5 32.0 4.8 18.9 87.4 98.5
Self-employed 83.9 56.8 77.5 19.8 96.1 99.6
Retired 90.7 431 4.8 16.9 93.2 99.4
Other inactive or unemployed 75.3 25.9 1.3 12.6 80.0 96.0
NET WEALTH PERCENTILE
Less than 25 421 9.5 3.6 8.3 53.3 93.3
Between 25 and 50 94.7 24.6 6.1 174 99.6 100.0
Between 50 and 75 96.9 37.8 9.6 15.9 100.0 100.0
Between 75 and 90 97.0 65.1 211 22.7 99.9 100.0
Between 90 and 100 96.8 83.9 401 34.5 100.0 100.0
Median of the asset value for households owning such asset

ALL HOUSEHOLDS 193.7 129.1 81.4 3.2 225.9 221.9
INCOME PERCENTILE
Less than 20 129.1 54.2 21.4 11 132.8 129.6
Between 20 and 40 161.4 96.8 48.6 2.1 189.7 169.5
Between 40 and 60 193.7 108.7 62.6 3.2 210.6 214.0
Between 60 and 80 198.3 135.8 69.9 3.2 256.8 266.7
Between 80 and 90 257.0 145.9 89.2 3.2 319.7 356.3
Between 90 and 100 324.5 279.5 145.6 9.5 503.4 560.7
AGE OF HOUSEHOLD HEAD
Under 35 193.6 107.4 47.8 1.4 193.7 164.6
35-44 193.7 121.5 38.1 3.2 2251 220.2
45-54 193.7 129.1 110.9 3.2 243.4 251.9
55-64 219.5 178.7 121.4 3.2 293.4 318.2
65-74 193.6 129.1 92.7 3.2 214.4 224.0
Over 74 161.4 117.5 218.5 2.4 167.8 169.8
LABOUR MARKET SITUATION OF HOUSEHOLD HEAD
Employee 193.7 118.9 471 3.2 225.9 226.4
Self-employed 213.8 175.6 84.8 3.4 351.7 377.8
Retired 193.7 129.1 111.5 3.3 225.9 234.3
Other inactive or unemployed 161.4 106.9 112.7 2.0 174.5 166.3
NET WEALTH PERCENTILE
Less than 25 75.7 24.3 14.7 2.1 64.6 28.4
Between 25 and 50 129.1 40.0 27.7 1.3 145.8 168.7
Between 50 and 75 216.8 96.8 46.5 3.2 258.1 270.3
Between 75 and 90 290.5 185.9 78.2 3.6 429.2 471.7
Between 90 and 100 425.4 402.8 300.3 12.9 869.2 988.2

SOURCE: Banco de Espana.
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HOLDINGS OF REAL ASSETS BY HOUSEHOLDS (cont.) TABLE 3 (cont.)
By type of asset and household characteristics

% and thousands of 2011 euro

EFF2011
. Other real Businesses Jewellery,

Household characteristics Mam estate related to self-  works ofr;/n, Some type of Some type of

residence properties employment antiques real asset asset

Percentage of households owning asset
ALL HOUSEHOLDS 83.1 40.2 12.3 22.6 90.0 98.9
INCOME PERCENTILE
Less than 20 72.4 25.1 6.0 15.2 80.5 96.4
Between 20 and 40 80.1 32.4 4.7 19.5 86.7 98.8
Between 40 and 60 84.2 36.1 14.2 21.4 91.6 99.8
Between 60 and 80 88.1 49.0 16.2 25.6 94.6 99.6
Between 80 and 90 92.0 50.6 17.0 26.1 96.2 100.0
Between 90 and 100 89.3 65.7 23.3 36.7 96.9 100.0
AGE OF HOUSEHOLD HEAD
Under 35 69.8 23.3 16.1 121 82.0 97.3
35-44 78.2 29.6 16.7 23.5 87.0 98.7
45-54 83.4 43.8 15.5 24.8 90.6 99.1
55-64 87.8 55.6 151 24.4 92.9 98.9
65-74 89.1 45.5 4.5 24.3 93.5 99.8
Over 74 88.0 38.9 2.5 221 92.5 99.2
LABOUR MARKET SITUATION OF HOUSEHOLD HEAD
Employee 82.8 35.7 5.1 22.6 89.7 99.2
Self-employed 83.7 59.4 82.6 28.1 98.0 99.8
Retired 89.3 47.2 3.3 22.5 92.9 99.6
Other inactive or unemployed 75.4 30.1 3.0 20.4 82.9 97.1
NET WEALTH PERCENTILE
Less than 25 47.7 10.4 4.4 15.0 61.3 95.7
Between 25 and 50 92.2 31.2 7.0 16.8 99.1 100.0
Between 50 and 75 96.4 44.0 10.3 26.2 99.7 100.0
Between 75 and 90 95.6 65.8 23.9 25.8 99.8 100.0
Between 90 and 100 97.0 89.0 32.8 42.7 100.0 100.0
Median of the asset value for households owning such asset

ALL HOUSEHOLDS 150.3 105.8 43.0 3.0 182.0 188.9
INCOME PERCENTILE
Less than 20 111.3 54.6 24.0 2.0 120.1 106.9
Between 20 and 40 120.2 64.0 25.8 2.7 139.8 138.7
Between 40 and 60 150.0 90.8 24.0 3.0 171.2 177.7
Between 60 and 80 180.3 103.9 61.6 3.0 233.7 247.9
Between 80 and 90 183.8 135.8 87.1 4.5 2711 312.9
Between 90 and 100 244 1 207.1 116.1 7.5 389.1 470.1
AGE OF HOUSEHOLD HEAD
Under 35 150.3 118.5 26.4 2.0 167.9 157.3
35-44 152.7 90.2 24.9 2.0 180.0 175.8
45-54 160.0 90.3 49.5 3.0 184.1 196.7
55-64 178.0 120.2 108.0 6.0 240.3 254.6
65-74 156.0 120.2 29.0 41 199.1 205.5
Over 74 124.4 100.2 87.4 3.0 152.7 163.1
LABOUR MARKET SITUATION OF HOUSEHOLD HEAD
Employee 162.3 98.5 25.6 3.0 180.7 192.2
Self-employed 180.2 151.4 48.6 4.2 305.1 352.8
Retired 150.3 120.2 42.6 3.4 201.7 209.4
Other inactive or unemployed 129.8 7.7 40.3 2.8 149.8 131.9
NET WEALTH PERCENTILE
Less than 25 68.6 17.4 12.0 1.5 60.1 31.6
Between 25 and 50 116.2 40.9 16.3 2.0 120.2 127.5
Between 50 and 75 180.3 67.7 31.2 3.0 207.6 232.4
Between 75 and 90 237.1 156.0 63.5 4.6 354.7 404.5
Between 90 and 100 360.4 348.6 236.3 9.6 737.5 876.4

SOURCE: Banco de Espana.
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DISTRIBUTION OF THE VALUE OF HOUSEHOLDS' FINANCIAL ASSETS
By type of asset and household characteristics

%

EFF2008
Accounts not usable
Household characteristics Accounts and deposits for payments and Listed shares Investment funds Fixed—in'c'ome
usable for payments house-purchase securities
savings accounts
ALL HOUSEHOLDS 23.4 26.4 8.8 7.4 1.8
INCOME PERCENTILE
Less than 40 31.0 28.3 6.5 11.4 4.3
Between 40 and 60 32.6 30.0 7.0 8.7 1.5
Between 60 and 80 27.7 29.7 8.1 5.8 1.3
Between 80 and 90 20.4 27.2 8.1 4.3 1.1
Between 90 and 100 18.0 23.4 10.6 7.6 1.5
NET WEALTH PERCENTILE
Less than 50 42.8 28.7 3.2 4.3 0.8
Between 50 and 75 36.4 29.1 3.2 3.6 3.1
Between 75 and 90 24.2 27.8 8.3 7.3 1.8
Between 90 and 100 15.5 24.7 11.8 9.2 1.6
SOURCE: Banco de Espana.
DISTRIBUTION OF THE VALUE OF HOUSEHOLDS' FINANCIAL ASSETS (cont.)
By type of asset and household characteristics
%
EFF2011
Accounts not usable
Household characteristics AS(S:ZE‘Z t?o?npdajriﬁf;ts fs;s:g_rgi?;:;: Listed shares Investment funds FZ%%:E;ZSG
savings accounts
ALL HOUSEHOLDS 17.7 22.6 9.0 5.4 1.7
INCOME PERCENTILE
Less than 40 31.6 28.2 5.4 71 1.0
Between 40 and 60 22.7 33.2 5.2 4.3 1.5
Between 60 and 80 21.2 26.7 6.4 5.0 1.8
Between 80 and 90 21.6 28.3 11.2 3.9 2.0
Between 90 and 100 9.8 14.9 11.5 5.8 1.8
NET WEALTH PERCENTILE
Less than 50 42.4 238.1 3.5 1.7 1.7
Between 50 and 75 32.6 28.0 3.4 2.8 0.6
Between 75 and 90 23.4 31.5 5.3 4.0 1.2
Between 90 and 100 8.3 18.4 12.5 7.1 2.1

SOURCE: Banco de Espana.

FINANCIAL ASSETS

below age 35. In the period 2009 Q1-2011 the median value fell sharply overall (-47.1%).
The largest decrease in this median value was in the group of households headed by a
person above age 64. Those whose head is self-employed saw a decrease of 42.7% in the
median value of their businesses related to self-employment.

For households as a whole, bank accounts make up nearly 40.3% of the value of their
financial assets, followed, in order of importance, by pension plans (18.4%), unlisted
shares and other equity (17.2%), listed shares (9%), investment funds (5.4%) and fixed-
income securities (1.7 %) (see Table 4). Included in the “other financial assets” category are
outstanding loans extended by households and portfolios under management, which
represent 6.9% and 0.9%, respectively, of the total value of households’ financial assets.
By income and wealth level, the composition of the portfolio tends to be similar, except in
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TABLE 4

EFF2008
LieiCifl:aZC:re;wniiZc? :fi Unlisted shargs and Other financial Total mz:s;;:sgslt;n F;l Household characteristics
insurance other equity assets % of total assets

17.7 7.5 6.8 100.0 10.8 ALL HOUSEHOLDS
INCOME PERCENTILE

11.2 1.5 5.7 100.0 7.2 Less than 40

16.2 0.4 4.5 100.0 7.2 Between 40 and 60

19.8 1.3 6.5 100.0 9.3 Between 60 and 80

21.4 4.7 12.8 100.0 12.5 Between 80 and 90

18.3 14.7 5.9 100.0 15.6 Between 90 and 100
NET WEALTH PERCENTILE

15.0 0.2 5.0 100.0 71 Less than 50

17.0 0.6 71 100.0 8.0 Between 50 and 75

23.5 2.3 4.8 100.0 10.5 Between 75 and 90

16.3 12.9 7.9 100.0 13.8 Between 90 and 100

TABLE 4 (cont.)
EFF2011
Li\?:ﬁlnol:ezcgreziiz; rl:Se Unlisted shargs and Other financial Total mz:s;;gzgslt:sm é Household characteristics
insurance other equity assets % of total assets

18.4 17.2 7.9 100.0 15.6 ALL HOUSEHOLDS
INCOME PERCENTILE

14.8 2.1 9.8 100.0 9.9 Less than 40

15.9 4.1 13.0 100.0 11.9 Between 40 and 60

25.4 1.8 1.7 100.0 12.6 Between 60 and 80

20.8 5.3 6.8 100.0 15.6 Between 80 and 90

16.4 35.0 4.7 100.0 23.8 Between 90 and 100
NET WEALTH PERCENTILE

16.0 1.0 10.6 100.0 9.2 Less than 50

23.0 1.1 8.5 100.0 10.5 Between 50 and 75

21.5 0.7 12.4 100.0 141 Between 75 and 90

16.8 29.0 5.8 100.0 21.1 Between 90 and 100

the case of households belonging to the highest decile of these distributions, which have
a larger percentage of unlisted shares.

Compared with 2009 Q1, bank accounts and investment funds have lost, and unlisted
shares and other equity have gained, relative weight. These changes in the relative weights
of financial assets are observed for nearly all types of households, although more markedly
for the households belonging to the upper deciles of the income and wealth distributions.
Moreover, these groups of households show the most noticeable increase in the weight of
their financial assets with respect to the total value of assets held by them.

In 2011, 95.8% of households held some type of financial asset (see Table 5), although this
figure decreases considerably if bank accounts are excluded. This percentage increases
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HOLDINGS OF FINANCIAL ASSETS BY HOUSEHOLDS
By type of asset and household characteristics

% and thousands 2011 euro

EFF2008
Accounts not usable
Household characteristics Accounts and deposits - for payments and Listed shares  Investment funds F|><ed—|n’c'ome
usable for payments house-purchase securities

savings accounts

Percentage of households owning asset

ALL HOUSEHOLDS 90.6 24.2 10.4 5.6 1.4
INCOME PERCENTILE
Less than 20 83.1 1561 3.5 21 1.5
Between 20 and 40 89.6 19.3 5.7 3.0 1.2
Between 40 and 60 90.7 21.3 6.5 3.3 0.6
Between 60 and 80 92.3 27.9 10.4 5.8 1.2
Between 80 and 90 96.3 33.3 16.1 8.3 1.9
Between 90 and 100 98.5 40.8 35.5 191 3.3
AGE OF HOUSEHOLD HEAD
Under 35 88.0 14.6 5.6 2.7 0.9
35-44 91.2 24.6 8.4 5.0 0.8
45-54 90.9 23.9 12.2 71 1.7
55-64 93.5 24.3 15.0 8.0 2.0
65-74 88.8 29.4 12.6 6.6 1.5
Over 74 90.3 27.5 7.5 2.7 1.6
LABOUR MARKET SITUATION OF HOUSEHOLD HEAD
Employee 92.8 24.7 1.7 6.5 1.5
Self-employed 94.0 23.5 121 5.4 1.7
Retired 90.3 29.1 12.3 6.4 1.5
Other inactive or unemployed 84.7 17.6 4.4 2.6 0.9
NET WEALTH PERCENTILE
Less than 25 81.6 11.6 1.9 0.6 0.0
Between 25 and 50 88.9 18.5 41 2.4 1.0
Between 50 and 75 94.2 27.8 9.7 5.8 1.6
Between 75 and 90 97.5 35.8 19.1 10.7 2.5
Between 90 and 100 98.1 42.9 35.9 17.6 3.8
Median of the asset value for households owning such asset
ALL HOUSEHOLDS 3.2 16.4 6.5 14.9 20.6
INCOME PERCENTILE
Less than 20 1.3 10.0 7.3 32.2 16.8
Between 20 and 40 2.1 11.6 6.3 5.0 59.1
Between 40 and 60 2.6 12.5 5.9 20.5 35.1
Between 60 and 80 3.9 18.1 3.9 16.1 12.9
Between 80 and 90 5.4 211 8.8 12.5 12.9
Between 90 and 100 10.0 32.5 9.8 16.1 32.2
AGE OF HOUSEHOLD HEAD
Under 35 2.2 10.5 1.8 12.9 (@)
35-44 2.7 11.0 4.3 6.4 12.9
45-54 3.2 15.9 3.2 16.1 40.8
55-64 3.4 27.6 14.6 16.1 161
65-74 3.2 20.0 12.5 24.9 59.1
Over 74 2.3 16.8 14.7 21.5 38.7
LABOUR MARKET SITUATION OF HOUSEHOLD HEAD
Employee 3.2 12.9 4.3 12.9 12.9
Self-employed 5.5 25.8 6.4 16.1 64.5
Retired 3.2 24.3 13.8 20.7 59.1
Other inactive or unemployed 1.5 12.5 6.6 25.8 41.0
NET WEALTH PERCENTILE
Less than 25 1.1 5.4 6.4 10.5 ()
Between 25 and 50 2.1 9.4 2.9 20.4 (@)
Between 50 and 75 3.2 13.8 3.2 9.5 51.1
Between 75 and 90 6.2 23.6 7.2 1.4 14.1
Between 90 and 100 10.5 42.3 17.3 271 43.0

SOURCE: Banco de Espana.

a Fewer than eleven observations.
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TABLE 5

EFF2008
Pgnglon schemles ar?d Unlisted shares and Other financial Some type of financial -
unit-linked or mixed life ) Household characteristics
insurance other equity assets asset
Percentage of households owning asset
25.6 1.3 6.8 93.7 ALL HOUSEHOLDS
INCOME PERCENTILE
7.4 0.2 3.2 87.0 Less than 20
14.3 0.5 5.2 94.0 Between 20 and 40
24.2 0.4 7.5 93.4 Between 40 and 60
31.1 1.0 6.2 95.4 Between 60 and 80
47.0 3.0 10.9 97.5 Between 80 and 90
55.1 6.0 13.0 99.3 Between 90 and 100
AGE OF HOUSEHOLD HEAD
16.5 0.3 8.6 89.5 Under 35
31.9 2.0 10.5 94.0 35-44
39.2 2.1 7.4 93.9 45-54
41.8 1.3 6.8 96.5 55-64
8.6 1.2 3.6 92.7 65-74
1.7 0.2 1.3 94.5 Over 74
LABOUR MARKET SITUATION OF HOUSEHOLD HEAD
35.5 1.3 6.3 95.3 Employee
43.9 4.4 19.7 96.5 Self-employed
11.5 0.7 3.0 94.5 Retired
1.7 0.5 5.6 87.8 Other inactive or unemployed
NET WEALTH PERCENTILE
10.4 0.0 6.2 86.3 Less than 25
19.1 0.1 5.1 92.3 Between 25 and 50
27.7 1.6 6.7 97.0 Between 50 and 75
40.4 1.6 7.2 98.8 Between 75 and 90
52.7 6.6 12.4 99.2 Between 90 and 100
Median of the asset value for households owning such asset
8.3 12.9 7.0 7.6 ALL HOUSEHOLDS
INCOME PERCENTILE
7.7 (@) 5.8 2.1 Less than 20
5.8 (@) 4.2 4.0 Between 20 and 40
5.0 4.0 6.4 6.3 Between 40 and 60
7.4 12.7 6.6 12.3 Between 60 and 80
9.7 18.1 10.8 21.3 Between 80 and 90
21.5 13.9 211 46.7 Between 90 and 100
AGE OF HOUSEHOLD HEAD
3.8 () 2.1 4.4 Under 35
4.6 12.2 8.3 6.8 35-44
10.9 12.9 12.9 10.7 45-54
16.6 12.9 13.7 141 55-64
10.3 12.9 6.5 8.7 65-74
9.7 27.8 16.1 5.2 Over 74
LABOUR MARKET SITUATION OF HOUSEHOLD HEAD
7.3 12.9 6.4 8.7 Employee
9.3 12.9 14.6 16.1 Self-employed
16.2 13.4 14.2 9.0 Retired
8.0 6.5 3.2 2.5 Other inactive or unemployed
NET WEALTH PERCENTILE
3.2 (@) 2.7 1.6 Less than 25
4.9 (@) 3.5 4.4 Between 25 and 50
6.4 6.5 7.9 9.8 Between 50 and 75
13.8 12.9 14.5 26.9 Between 75 and 90
22.8 28.0 30.9 70.2 Between 90 and 100
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HOLDINGS OF FINANCIAL ASSETS BY HOUSEHOLDS (cont.)
By type of asset and household characteristics

% and thousands of 2011 euro

EFF2011
Accounts not usable
Household characteristics Accounts and deposits - for payments and Listed shares  Investment funds F|xed—|n'c'ome
usable for payments house-purchase securities

savings accounts

Percentage of households owning asset

ALL HOUSEHOLDS 93.9 23.6 11.0 5.7 2.1
INCOME PERCENTILE
Less than 20 90.0 121 3.2 2.7 0.8
Between 20 and 40 90.1 19.2 5.6 1.8 0.7
Between 40 and 60 94.2 22.3 6.5 4.4 2.3
Between 60 and 80 96.1 27.0 13.2 6.8 2.0
Between 80 and 90 98.9 34.7 22.0 8.3 2.7
Between 90 and 100 98.9 39.5 30.7 171 6.9
AGE OF HOUSEHOLD HEAD
Under 35 92.3 15.0 4.5 3.2 0.8
35-44 93.0 22.9 7.9 5.4 11
45-54 93.7 21.5 10.4 6.4 2.2
55-64 92.4 26.7 17.7 6.4 2.6
65-74 95.2 28.1 14.4 8.0 3.6
Over 74 97.2 25.6 9.6 3.8 2.4
LABOUR MARKET SITUATION OF HOUSEHOLD HEAD
Employee 95.7 23.4 11.2 6.6 2.2
Self-employed 96.7 25.9 9.1 5.8 2.0
Retired 97.1 29.7 15.4 6.5 3.2
Other inactive or unemployed 84.9 15.0 5.8 3.0 0.7
NET WEALTH PERCENTILE
Less than 25 87.5 9.4 1.6 1.8 0.5
Between 25 and 50 93.1 17.9 6.5 3.2 1.5
Between 50 and 75 96.8 27.7 8.7 4.7 1.4
Between 75 and 90 98.1 37.0 19.2 9.7 3.5
Between 90 and 100 98.3 42.8 38.8 18.3 7.2
Median of the asset value for households owning such asset
ALL HOUSEHOLDS 3.0 18.4 7.0 10.0 12.0
INCOME PERCENTILE
Less than 20 1.2 16.8 6.0 18.8 12.0
Between 20 and 40 2.1 17.0 5.4 12.8 12.3
Between 40 and 60 2.5 15.8 6.0 7.7 8.0
Between 60 and 80 41 19.2 6.4 6.1 18.9
Between 80 and 90 6.3 214 7.2 71 19.0
Between 90 and 100 9.1 34.6 14.4 20.0 15.7
AGE OF HOUSEHOLD HEAD
Under 35 1.5 14.0 4.6 2.0 (a)
35-44 2.7 9.7 6.0 6.0 10.0
45-54 2.7 21.2 6.0 10.0 12.0
55-64 3.9 19.2 9.2 24.8 15.0
65-74 4.0 25.0 121 12.6 22.0
Over 74 4.0 24.6 10.1 15.6 8.0
LABOUR MARKET SITUATION OF HOUSEHOLD HEAD
Employee 3.0 15.0 6.0 7.2 11.0
Self-employed 4.0 20.2 13.6 23.0 24.5
Retired 4.0 24.6 12.0 15.6 14.4
Other inactive or unemployed 1.5 12.0 5.0 13.8 8.0
NET WEALTH PERCENTILE
Less than 25 1.0 6.6 2.2 2.0 (@
Between 25 and 50 2.2 11.2 4.3 4.3 7.0
Between 50 and 75 4.0 16.0 5.3 6.2 8.6
Between 75 and 90 6.0 30.0 6.4 10.8 20.0
Between 90 and 100 9.9 60.0 27.2 34.4 21.1

SOURCE: Banco de Espana.

a Fewer than eleven observations.
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EFF2011

Pension schemes and

TABLE 5 (cont.)

unit-linked or mixed life Unlisted shargs and Other financial Some type of financial Household characteristics
insurance other equity assets asset
Percentage of households owning asset
26.5 1.8 11.9 95.8 ALL HOUSEHOLDS
INCOME PERCENTILE
6.9 0.2 6.9 91.7 Less than 20
16.4 1.3 8.6 92.6 Between 20 and 40
24.5 1.0 14.3 97.4 Between 40 and 60
34.6 2.2 14.3 98.1 Between 60 and 80
44.3 2.6 12.3 99.3 Between 80 and 90
55.1 5.9 18.4 99.4 Between 90 and 100
AGE OF HOUSEHOLD HEAD
20.3 2.2 14.7 93.5 Under 35
30.5 1.4 16.7 95.2 35-44
40.4 2.1 15.0 96.8 45-54
41.0 2.1 14.4 95.7 55-64
10.2 21 5.8 95.8 65-74
3.1 1.0 2.7 97.4 Over 74
LABOUR MARKET SITUATION OF HOUSEHOLD HEAD
38.1 1.6 9.9 97.4 Employee
41.2 3.4 34.8 98.5 Self-employed
11.0 1.6 5.9 97.6 Retired
17.6 1.6 12.2 89.3 Other inactive or unemployed
NET WEALTH PERCENTILE
12.6 0.4 10.3 90.9 Less than 25
23.0 1.0 9.0 95.0 Between 25 and 50
27.9 2.0 10.3 98.0 Between 50 and 75
40.2 1.4 15.5 99.2 Between 75 and 90
45.5 7.3 21.7 99.7 Between 90 and 100
Median of the asset value for households owning such asset
8.2 12.0 8.0 9.3 ALL HOUSEHOLDS
INCOME PERCENTILE
5.0 (a) 8.9 2.0 Less than 20
5.3 12.0 4.9 5.1 Between 20 and 40
6.5 25.0 6.0 7.4 Between 40 and 60
7.7 8.6 12.4 15.6 Between 60 and 80
10.3 29.8 8.9 24.6 Between 80 and 90
18.2 39.8 13.9 53.9 Between 90 and 100
AGE OF HOUSEHOLD HEAD
9.3 (@) 6.5 4.2 Under 35
5.0 12.0 6.0 7.3 35-44
8.8 6.0 7.5 10.0 45-54
14.4 45.0 12.0 15.9 55-64
13.4 15.6 1.3 12.0 65-74
11.1 100.2 21.1 8.3 Over 74
LABOUR MARKET SITUATION OF HOUSEHOLD HEAD
8.0 8.0 4.2 9.0 Employee
10.0 9.4 13.9 20.3 Self-employed
17.6 60.0 17.0 124 Retired
3.6 12.0 6.0 3.1 Other inactive or unemployed
NET WEALTH PERCENTILE
2.9 (a) 3.6 2.0 Less than 25
4.9 (a) 5.1 5.9 Between 25 and 50
8.0 9.0 10.2 12.2 Between 50 and 75
13.6 191 15.0 34.2 Between 75 and 90
35.0 115.9 26.3 94.3 Between 90 and 100
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Bank accounts

Listed shares and investment
funds™®

slightly with increasing level of income. The median value of these financial assets is
€9,300.

Compared with 2009 Q1, the percentage of households with some type of financial asset
is higher and the increase in this percentage is larger in the lower half of the income and
wealth distributions. For households with some type of financial asset, the median value
of these assets has increased by 23.1%. By household group, the sharpest increase has
occurred for households whose head is above age 64.

The percentage of households that have some type of bank account that can be used to
make payments is 93.9%. This percentage is above 84% for all types of household. The
median balance on this type of account is €3,000, and it rises with income and wealth and
for households whose head is self-employed or retired.

The proportion of households with bank accounts that cannot be used to make payments,
including cuentas vivienda (savings accounts in which the money deposited must be used
to buy a house), is 23.6%. This percentage rises with income and wealth. The median
balance in this case is €18,400. For households as a whole, the median investment in this
type of asset is higher than in other financial assets.

Between 2009 Q1 and 2011 the percentage of households with accounts usable for
payments increased by 3.3 percentage points, but the median balance of those
accounts decreased. By contrast, the fraction of households with accounts that cannot
be used to make payments decreased slightly (-0.6%), although their median balance
increased (11.9%). The proportion of households with accounts that can be used to
make payments increased particularly, and the proportion of those with accounts not
usable for payments decreased, among the households belonging to the lower deciles
of the income and wealth distributions. The median balance of accounts not usable for
payments increased appreciably for the households in the six lowest deciles of the
income distribution.

The percentage of households directly owning listed shares is 11%. This figure increases
with income and net wealth, and the increase is greater for the upper income and wealth
groups. 3.2% of households in the bottom two deciles of the income distribution hold this
type of asset, and the proportion rises to 30.7% for the top decile. Households whose
heads are in the 55-64 age bracket are those most inclined to hold listed shares (17.7%).

Considering only households investing in listed shares, the median invested value is
€7,000. Median values do not vary significantly by income and wealth except for the group
of households in the upper decile of the distributions. By age, the median value is higher
for households above age 54.

The profile of households with investment funds (5.7% of total households) is similar to
that of households that invest in listed shares, but the proportion of them holding such
funds is smaller for all types of household. Conversely, the median investment in these
funds (€10,000) is higher than in the case of listed shares for nearly all groups of households.
The variation by household group in the median holding of these assets is similar to that in
the median holding of listed shares.

13 Investment funds include money market funds, capital market funds, real-estate investment funds and other
undertakings for collective investment in transferable securities.
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Unlisted shares and other equity

Fixed-income securities

Pension schemes and life
insurance™

Other financial assets

Since 2009 Q1, the proportion of households that invest in these two types of assets has
increased slightly, although the increase has been greater for listed shares. However, for
households as a whole, the median investment has decreased clearly for both investment
funds (-32.9%) but increased for listed shares (7.2%). The households in the top decile of
the income and wealth distributions raised their median investment in both types of asset.

The percentage of households holding unlisted shares or other corporate participating
interests is 1.8%. This percentage is higher in the top decile of income (5.9%) and net
wealth (7.3%), and is concentrated among households whose head is self-employed. The
median value invested is €12,000 for those households holding this type of asset. For the
upper deciles of the income and net wealth distributions, the median investment in this
type of asset is higher than in other financial assets.

Overall, the percentage of households that invest in unlisted shares or other corporate
participating interests is slightly higher than in 2009 Q1. This change varies across groups
and a decline in this percentage is observed for households in the upper part of the income
distribution and for those whose head is self-employed. The median investment has
decreased for households as a whole (by 6.9%), but has increased sharply for those in the
upper part of the income and wealth distribution.

The percentage of households investing directly in fixed-income securities is 2.1%. This
figure increases with income and net wealth, without exceeding 8% in any case. The
possession of this asset is highest among the retired and, by age, among those in the 65-
74 age bracket. The median holding of fixed-income securities is €12,000, this amount
being higher for households whose head is self-employed.

Compared with 2009 Q1, households are somewhat more inclined to hold fixed-income
securities directly, but the median investment in this asset has decreased significantly for
households as a whole (-41.8%), although the change has been heterogeneous across
types of household.

26.5% of households have a pension scheme (or unit-linked or mixed life insurance
product). This percentage rises with income and wealth. Possession is highest for
households whose head is aged between 45 and 54 years and those whose head is self-
employed. Considering only those households that own a scheme, the median value of the
capital accumulated in this asset is €8,200. This value rises with income and wealth, and
is highest for households in the 55-64 age bracket.

Thus, the proportion of households with some type of pension scheme, which was 25.6%
in 2009 Q1, increased slightly. However, this increase reflects unequal changes for the
different types of households. The median amount invested in pension schemes for
households holding assets of this type decreased (-1.7%). By contrast, the proportion of
households that have some type of pension scheme increased among households whose
head is under 35, which also significantly increased their median investment.

Included in this category are outstanding loans extended by households and portfolios
under management. The percentage of households holding these assets is 11.9%."® The

14 Pension schemes do not include entitlements to Social Security pensions. The life-insurance instruments
considered are unit-linked or mixed products, but not those covering the risk of death.
15 To break down this figure, 11.7% of households have debts in their favour and 0.3% hold managed portfolios.
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DISTRIBUTION OF THE VALUE OF HOUSEHOLD DEBT TABLE 6
By purpose of debt and household characteristics

%

EFF2008
Other outstanding
Household characteristics Purchage of main Purfgjls;i);t?her gzkr)stzrgerouar:g, l::)?erlisit’ Total Memorandum item: debt as
residence properties cards and other a % of total assets
debts)
ALL HOUSEHOLDS 59.4 24.7 15.8 100.0 10.3
INCOME PERCENTILE
Less than 40 73.7 11.0 15.3 100.0 6.4
Between 40 and 60 71.2 14.2 14.6 100.0 14.8
Between 60 and 80 64.2 18.7 17.0 100.0 12.2
Between 80 and 90 49.6 32.7 17.7 100.0 13.5
Between 90 and 100 41.9 43.5 14.7 100.0 8.0
NET WEALTH PERCENTILE
Less than 50 68.4 15.9 15.7 100.0 32.2
Between 50 and 75 64.2 23.7 121 100.0 10.0
Between 75 and 90 43.8 37.3 18.8 100.0 6.3
Between 90 and 100 37.7 44.0 18.3 100.0 4.0

SOURCE: Banco de Espafia.

Debts

holding of these assets is more frequent among households in the high income and wealth
brackets and among those whose head is self-employed. The median amount (€8,000) of
these loans follows a similar pattern.

Between 2009 Q1 and 2011 the percentage of households that have extended loans
increased (from 6.3% to 11.7%). This increase is particularly appreciable for households
whose head is self-employed (from 19.1% to 34.8%).

Household debt accounts for 11.5% of the total value of their assets (see Table 6). The
amount outstanding in relation to the purchase of the main residence represents 62.5% of
household debt, while outstanding debt in relation to the purchase of other real-estate
properties represents 24.4% thereof.

The increase since 2009 Q1 (from 10.3% to 11.5% of total assets) is seen at all levels of
income and wealth. Outstanding debt for the purchase of the main residence and, to a
lesser extent, the debt for the purchase of other real-estate properties increases as a
proportion of total household liabilities, while the weight of other outstanding debts
declines.

In 2011, 49.3% of households have some type of debt and the median outstanding amount
is €42,900 (see Table 7). The households least likely to have debts are those in the bottom
segment of the income distribution (22.1%), those whose head is aged over 64 and those
whose head is retired. Conversely, the percentage of indebted households whose head is
under 35 reaches 80.8%. The highest volumes of outstanding debt, in terms of the median
amount, are among the youngest households (€88,900), those whose head is self-
employed and those with two members working. Moreover, these amounts increase with
income, but not so much with wealth.

With respect to 2009 Q1, the percentage of indebted households decreased slightly (from
50% to 49.3%). However, increases in the percentage of indebted households are seen
among the youngest households, those with one or more members working and those in
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DISTRIBUTION OF THE VALUE OF HOUSEHOLD DEBT (cont.)

TABLE 6 (cont.)

By purpose of debt and household characteristics

%

EFF2011
Other outstanding
Household characteristics Purchage of main Purfzgsss?;gher gzkr)st:rgerouar::, l::)?erlisit’ Total Memorandurm item: debt as
residence properties cards and other a % of total assets
debts)
ALL HOUSEHOLDS 62.5 24.4 13.1 100.0 11.5
INCOME PERCENTILE
Less than 40 70.6 16.6 12.8 100.0 8.5
Between 40 and 60 71.9 12.9 16.1 100.0 156.6
Between 60 and 80 68.5 20.7 10.8 100.0 14.3
Between 80 and 90 60.0 24.9 16.1 100.0 13.7
Between 90 and 100 41.8 45.4 12.8 100.0 8.4
NET WEALTH PERCENTILE
Less than 50 75.8 11.9 12.3 100.0 371
Between 50 and 75 63.9 23.1 1341 100.0 10.8
Between 75 and 90 45.0 41.9 1341 100.0 6.8
Between 90 and 100 32.4 52.0 15.6 100.0 4.5

SOURCE: Banco de Espafia.

DEBTS RELATING TO PURCHASE
OF MAIN RESIDENCE

DEBT RELATING TO THE
PURCHASE OF OTHER
REAL-ESTATE PROPERTIES

the lower part of the income and wealth distribution. Between 2009 Q1 and 2011 the
median volume of outstanding debt increased by 10.9%, without any clear pattern existing
by level of income, wealth or age group.

26.6% of households have outstanding debt in connection with the purchase of their main
residence (32% of households own their main residence). This percentage rises in the
central parts of the income and net wealth distributions. The households most likely to
have this type of debt are those whose head is aged under 35 (57.1%); by labour market
status, dependent employees (43.8%); and, by number of members working, those with
two such members (45.7%). The median amount of debt outstanding in relation to the
purchase of the main residence is €70,000 for all households with this type of debt. The
median volume of outstanding debt increases with income, decreases with wealth, and is
also greater for households whose head is under 35 and when two household members
are working. Debt outstanding in connection with the purchase of the main residence is
almost entirely mortgage debt.

With respect to 2009 Q1, the percentage of all households that have outstanding debt in
connection with the purchase of their main residence remained practically unchanged. The
largest increase is observed in households whose head is under 35. The median value of
debt in connection with the purchase of the main residence increased by 20.7% for
households as a whole. However, this increase reflects an increase in the top six deciles of
the income distribution, and a decrease in the bottom four. By labour market status, the
median amount of debt for the purchase of the main residence only increased among
households whose head is an employee.

9.5% of households have debts outstanding in relation to the purchase of other real
estate properties. This proportion rises with income and wealth and, by age, is lower for
the over-65s. 25.4% of households whose head is self-employed have outstanding
debt of this type. The median value of debt outstanding in relation to the purchase of
real-estate properties other than the main residence is €58,800, and it rises with income
and age.
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HOUSEHOLD DEBT TABLE 7
By purpose, type of debt and household characteristics

% and thousands of 2011 euro

EFF2008
Purchase of main _
residence Purchase of Other debt outstanding
With other real With Some type of
- estate collateral Personal  Credit card debt
Household characteristics Total mortgage properties (incl. loans debt Other debts
guarantee
mortgages)
Percentage of households with debts outstanding
ALL HOUSEHOLDS 26.3 25.9 7.9 3.0 23.1 7.3 2.6 50.0
INCOME PERCENTILE
Less than 20 6.9 6.8 0.7 0.2 9.0 2.6 1.2 16.2
Between 20 and 40 20.5 20.1 3.5 1.6 21.9 4.4 2.0 42.3
Between 40 and 60 38.6 38.4 6.6 4.3 29.4 10.8 3.0 63.6
Between 60 and 80 33.9 33.6 9.4 4.2 29.2 10.8 3.6 61.6
Between 80 and 90 33.2 32.0 14.9 3.9 315 10.3 3.3 67.9
Between 90 and 100 29.9 29.0 23.6 6.0 211 5.5 3.3 65.1
AGE OF HOUSEHOLD HEAD
Under 35 45.6 451 9.0 2.7 31.1 12.8 2.2 68.6
35-44 51.4 51.0 9.0 2.7 28.9 10.9 3.2 72.3
45-54 27.9 271 10.9 5.1 30.2 9.1 3.4 60.0
55-64 13.3 13.2 10.1 3.8 221 5.9 3.5 48.3
65-74 4.6 4.2 4.8 2.4 13.6 1.7 1.7 22.9
Over 74 1.9 1.8 0.8 0.4 5.9 0.8 0.7 9.9
LABOUR MARKET SITUATION OF HOUSEHOLD HEAD
Employee 41.8 41.4 9.9 3.0 30.0 12.6 3.0 68.3
Self-employed 31.3 30.9 18.0 6.0 25.4 4.7 6.2 63.9
Retired 5.1 4.7 4.0 2.6 12.2 1.8 1.0 22.2
Other inactive or unemployed 15.8 15.3 3.0 2.0 20.4 3.9 1.8 36.7
NUMBER OF HOUSEHOLD MEMBERS WORKING
None 8.0 7.5 2.6 1.5 10.3 2.1 1.2 21.3
One 28.9 28.5 7.7 2.0 26.9 8.3 3.0 56.5
Two 445 44.2 1.7 4.4 30.2 1.4 3.2 70.0
Three or more 16.9 16.7 18.3 9.5 36.8 9.1 5.4 69.7
NET WEALTH PERCENTILE
Less than 25 21.8 21.8 3.1 3.4 31.1 10.9 2.2 49.8
Between 25 and 50 36.3 35.9 5.1 3.2 25.4 7.8 3.0 53.8
Between 50 and 75 28.5 28.1 7.0 1.7 19.1 5.2 1.7 47.9
Between 75 and 90 18.4 17.2 13.6 3.5 19.7 6.7 4.2 50.7
Between 90 and 100 18.7 18.3 20.7 4.3 12.9 3.2 2.7 45.5
Median of the debt value for households having such debt
ALL HOUSEHOLDS 58.0 58.0 67.2 43.2 8.6 0.9 6.0 38.7
INCOME PERCENTILE
Less than 20 43.8 43.8 (@ (@ 6.3 0.6 1.1 1.4
Between 20 and 40 58.4 61.5 31.3 5.6 6.4 1.1 1.5 23.8
Between 40 and 60 54.4 54.4 72.8 36.4 8.4 0.9 4.6 39.8
Between 60 and 80 58.0 57.5 61.6 63.9 7.9 0.9 8.8 40.2
Between 80 and 90 65.4 68.6 113.1 87.4 1.4 0.5 13.6 48.1
Between 90 and 100 65.2 67.1 82.1 72.9 11.9 2.0 12.9 64.0
AGE OF HOUSEHOLD HEAD
Under 35 84.9 86.4 75.2 (a) 8.6 1.1 (a) 66.5
35-44 52.9 52.9 72.6 23.2 6.0 0.8 8.6 50.7
45-54 48.3 50.0 64.5 69.1 9.8 0.9 3.6 32.3
55-64 38.7 38.7 49.2 43.0 8.7 0.9 12.6 20.5
65-74 32.3 40.8 91.6 47.7 6.4 0.8 1.1 14.9
Over 74 32.3 32.3 64.4 (a) 4.6 (a) (a) 4.6
LABOUR MARKET SITUATION OF HOUSEHOLD HEAD
Employee 61.2 61.2 63.6 38.7 8.4 0.9 7.0 441
Self-employed 52.9 52.9 96.7 60.2 14.0 1.1 20.3 52.9
Retired 32.3 38.7 63.2 43.0 4.9 0.9 0.7 12.9
Other inactive or unemployed 61.3 61.7 63.4 23.2 7.4 0.9 1.6 21.8
NUMBER OF HOUSEHOLD MEMBERS WORKING
None 43.7 60.0 58.1 23.2 6.3 0.6 1.6 15.8
One 53.0 53.2 47.7 52.5 6.4 1.2 3.7 30.4
Two 61.2 61.3 85.9 38.7 8.6 0.9 8.6 54.7
Three or more 45.2 55.9 69.8 69.1 12.8 0.4 (a) 27.3
NET WEALTH PERCENTILE
Less than 25 94.8 94.7 123.7 59.9 7.4 1.0 3.2 25.7
Between 25 and 50 53.8 53.8 54.1 42.8 8.5 0.8 2.6 43.6
Between 50 and 75 45.8 45.5 50.2 44.6 7.4 0.6 3.1 34.1
Between 75 and 90 41.9 42.7 64.7 46.6 9.7 0.9 7.9 31.3
Between 90 and 100 56.5 59.0 96.7 67.5 12.9 2.1 22.6 72.4

SOURCE: Banco de Espafia.

a Fewer than eleven observations.
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HOUSEHOLD DEBT (cont.) TABLE 7 (cont.)
By purpose, type of debt and household characteristics

% and thousands of 2011 euro

EFF2011
Puroha§ e of main Other debt outstanding
residence Purchase of
_ other real With Some type

- With estate collateral Personal  Credit card of debt

Household characteristics Total mortgage properties (incl. loans debt Other debts
guarantee
mortgages)
Percentage of households with debts outstanding
ALL HOUSEHOLDS 26.6 25.9 9.5 3.4 19.3 5.9 3.8 49.3
INCOME PERCENTILE
Less than 20 7.1 6.2 3.9 2.4 8.4 2.1 2.3 221
Between 20 and 40 23.7 22.8 4.7 1.6 14.3 4.0 2.6 38.9
Between 40 and 60 32.0 31.4 5.7 5.5 25.4 7.8 4.1 56.0
Between 60 and 80 371 36.2 18.7 3.9 25.5 7.5 3.0 63.6
Between 80 and 90 38.9 37.7 13.5 3.9 25.8 8.7 4.3 66.1
Between 90 and 100 27.4 27.3 25.8 3.7 19.2 7.0 9.6 64.3
AGE OF HOUSEHOLD HEAD
Under 35 571 571 12.7 3.3 32.6 11.9 2.1 80.8
35-44 50.3 48.3 12.5 2.2 21.0 9.5 6.2 Yans
45-54 32.0 31.4 12.6 5.5 25.6 6.2 5.6 60.8
55-64 1.4 11.0 12.0 5.7 211 4.5 3.3 44.6
65-74 4.4 3.9 2.7 2.2 10.8 2.7 2.1 22.0
Over 74 1.8 1.3 2.1 0.6 3.9 0.3 1.1 8.3
LABOUR MARKET SITUATION OF HOUSEHOLD HEAD
Employee 43.8 42.9 11.8 3.3 25.0 8.6 5.4 69.4
Self-employed 30.8 29.5 25.4 8.2 22.8 6.7 5.9 65.9
Retired 4.7 4.2 3.7 1.7 9.3 2.0 1.3 19.8
Other inactive or unemployed 20.9 20.4 5.0 3.5 19.6 5.4 3.0 41.7
NUMBER OF HOUSEHOLD MEMBERS WORKING
None 7.7 7.3 2.3 1.7 8.3 2.0 2.1 19.9
One 31.8 30.3 10.2 3.6 24.3 8.3 3.5 58.0
Two 45.7 45.3 16.8 5.3 26.4 8.5 6.3 74.5
Three or more 26.5 26.1 21.3 5.5 28.3 1.9 5.4 70.3
NET WEALTH PERCENTILE
Less than 25 27.3 26.8 3.0 2.8 28.0 8.2 4.9 51.2
Between 25 and 50 36.5 35.6 7.4 3.7 18.1 6.2 2.7 54.6
Between 50 and 75 26.2 25.7 9.2 3.2 17.0 5.8 3.4 475
Between 75 and 90 18.0 16.6 15.6 3.7 17.3 3.9 3.0 451
Between 90 and 100 14.3 13.8 22.8 4.2 9.0 2.5 6.0 41.8
Median of the debt value for households having such debt

ALL HOUSEHOLDS 70.0 70.0 58.8 35.3 6.5 0.9 4.5 42.9
INCOME PERCENTILE
Less than 20 41.2 51.7 415 9.1 4.0 0.8 0.4 16.2
Between 20 and 40 50.0 51.2 37.2 30.0 4.0 0.7 3.0 33.2
Between 40 and 60 65.6 67.2 59.7 26.2 7.6 1.0 1.9 40.5
Between 60 and 80 77.3 80.9 59.3 41.8 6.4 0.9 2.8 55.3
Between 80 and 90 74.0 77.5 63.2 37.3 9.2 0.6 12.4 56.3
Between 90 and 100 92.1 92.1 88.6 64.1 8.7 1.2 8.1 76.5
AGE OF HOUSEHOLD HEAD
Under 35 102.0 102.0 41.5 () 7.0 1.0 (@ 88.9
35-44 64.4 67.7 41.4 44.5 5.5 0.4 4.0 50.0
45-54 58.8 60.0 69.0 45.0 6.6 1.1 5.8 451
55-64 40.0 41.2 71.0 27.2 7.3 0.7 7.2 28.4
65-74 30.0 30.0 90.2 60.0 7.1 0.9 1.0 9.0
Over 74 27.0 30.0 109.8 8.0 2.1 (a) 0.1 1.9
LABOUR MARKET SITUATION OF HOUSEHOLD HEAD
Employee 73.5 75.0 51.6 40.0 6.5 0.6 3.6 54.0
Self-employed 50.5 52.6 59.9 21.0 8.5 1.2 14.0 48.5
Retired 31.0 38.1 92.2 24.0 7.1 0.8 0.6 12.6
Other inactive or unemployed 53.8 53.1 82.9 57.0 4.9 0.9 2.6 35.6
NUMBER OF HOUSEHOLD MEMBERS WORKING
None 47.2 481 64.7 25.5 6.0 0.8 0.6 15.9
One 60.1 66.3 52.6 45.0 6.0 0.9 5.0 40.8
Two 78.8 79.0 58.0 32.6 8.1 0.9 5.7 57.8
Three or more 65.0 65.0 83.9 781 5.3 (a) 8.5 56.2
NET WEALTH PERCENTILE
Less than 25 99.2 100.4 103.8 52.3 6.8 0.9 4.2 55.7
Between 25 and 50 55.4 58.5 52.5 22.4 5.0 1.0 2.4 43.5
Between 50 and 75 491 48.5 441 39.4 6.3 0.5 1.4 38.5
Between 75 and 90 59.0 63.6 47.7 31.6 8.5 0.9 7.3 43.5
Between 90 and 100 84.1 90.3 91.1 41.0 10.2 1.1 8.9 85.2

SOURCE: Banco de Espafa.

a Fewer than eleven observations.
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MEASURES OF DEBT BURDEN OF HOUSEHOLDS WITH DEBT OUTSTANDING TABLE 8
By household characteristics

% (calculated on the basis of 2011 euro)

EFF2008
Ratio of debt payments to Ratio of debt to Ratio of debt to
household income household income gross household wealth

) Percentage of ) Percentage of . Percentage of
- Median Median Median
Household characteristics (%) households where (%) households where %) households where
? ratio exceeds 40% ° ratio exceeds 3 ? ratio exceeds 75%

ALL HOUSEHOLDS WITH DEBT 191 16.6 107.0 23.0 19.5 14.7
INCOME PERCENTILE

Less than 20 39.2 46.5 149.4 34.5 23.1 26.0
Between 20 and 40 26.4 26.9 137.5 29.7 23.8 21.6
Between 40 and 60 24.0 16.5 150.0 27.3 25.1 15.1
Between 60 and 80 17.3 12.2 99.0 21.7 19.8 15.9
Between 80 and 90 14.6 10.6 83.2 17.7 15.3 6.6
Between 90 and 100 10.4 3.4 61.2 8.4 12.2 5.8
AGE OF HOUSEHOLD HEAD

Under 35 25.7 23.9 218.0 38.6 51.7 315
35-44 21.8 17.2 144.6 26.6 24.7 15.8
45-54 18.1 16.7 92.2 20.1 13.6 8.3
55-64 121 9.5 415 9.0 6.7 5.3
65-74 15.8 14.0 56.5 13.5 8.0 13.3
Over 74 13.2 8.8 21.5 7.7 6.2 7.4
LABOUR MARKET SITUATION OF HOUSEHOLD HEAD

Employee 18.9 14.5 122.6 23.2 23.3 15.1
Self-employed 22.6 23.3 118.7 27.2 13.7 4.0
Retired 13.6 10.9 42.0 111 6.3 7.5
Other inactive or unemployed 23.6 23.3 101.0 27.0 27.7 28.3
STATUS OF MAIN RESIDENCE

Ownership 20.5 17.5 130.2 255 15.6 7.2
Other 13.8 114 31.4 7.8 171.0 60.3
NUMBER OF HOUSEHOLD MEMBERS WORKING

None 214 225 81.5 25.8 141 20.3
One 20.4 15.5 103.5 21.4 20.6 16.2
Two 19.0 16.3 135.6 24.8 21.7 1.7
Three or more 10.9 13.3 49.6 16.5 12.3 16.4
NET WEALTH PERCENTILE

Less than 25 23.6 241 139.3 31.0 87.7 58.8
Between 25 and 50 22.7 15.8 154.7 26.3 26.1 0.5
Between 50 and 75 16.9 11.8 87.2 16.6 11.4 0.0
Between 75 and 90 14.0 9.6 62.7 11.9 6.1 0.0
Between 90 and 100 16.7 23.0 109.6 26.8 5.8 0.0

SOURCE: Banco de Espana.

Since 2009 Q1, the percentage of households with debts in relation to the purchase of
real-estate properties other than the main residence has increased for households as a
whole (from 7.9% to 9.5%). By group, this increase has been largest for the over-45s, the
self-employed and households with two members working. The median outstanding value
of this type of debt, for those households that have it, has decreased (-12.4%).

OTHER DEBTS The EFF also collects information on other debts, in addition to those for the purchase of
the main residence or other real-estate properties. The main reasons for incurring these
liabilities are to carry out home improvements, to invest in non-real-estate assets, to
finance business activity and to purchase vehicles and other durable goods. The types of
debt incurred for these purposes tend to be secured loans (including mortgage loans other
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MEASURES OF DEBT BURDEN OF HOUSEHOLDS WITH DEBT OUTSTANDING (cont.) TABLE 8 (cont.)
By household characteristics

% (calculated on the basis of 2011 euro)

EFF2011
Ratio of debt payments to Ratio of debt to Ratio of debt to
household income household income gross household wealth
Median Percentage of Median Percentage of Median Percentage of

Household characteristics (%) households where (%) households where (%) households where
° ratio exceeds 40% ? ratio exceeds 3 ? ratio exceeds 75%

ALL HOUSEHOLDS WITH DEBT 18.0 18.2 131.7 26.7 23.5 16.4
INCOME PERCENTILE

Less than 20 46.2 57.6 334.9 52.6 17.3 21.1
Between 20 and 40 26.6 26.3 212.6 42.3 29.3 20.4
Between 40 and 60 20.6 8.6 156.5 27.2 30.5 22.1
Between 60 and 80 17.3 5.6 141.2 25.0 221 12.3
Between 80 and 90 1.9 4.5 99.6 16.1 211 14.4
Between 90 and 100 8.8 1.0 71.9 4.3 16.6 8.3
AGE OF HOUSEHOLD HEAD

Under 35 23.1 20.5 299.1 50.0 54.9 35.8
35-44 18.8 11.9 163.2 281 32.0 18.6
45-54 171 11.0 118.4 21.9 21.4 8.7
55-64 13.0 13.3 60.8 13.1 10.3 10.1
65-74 15.0 1.2 32.9 1.2 5.3 5.0
Over 74 14.7 6.5 39.2 25.2 9.5 2.5
LABOUR MARKET SITUATION OF HOUSEHOLD HEAD

Employee 16.6 7.9 135.0 26.6 30.6 19.7
Self-employed 20.5 22.8 139.6 25.6 15.0 5.7
Retired 14.2 10.9 451 16.2 6.7 3.5
Other inactive or unemployed 24.7 23.5 165.5 34.2 31.6 221
STATUS OF MAIN RESIDENCE

Ownership 18.6 13.0 147.3 28.5 221 11.9
Other 14.3 14.5 35.3 14.9 61.4 46.6
NUMBER OF HOUSEHOLD MEMBERS WORKING

None 28.7 26.1 95.7 32.3 11.4 12.0
One 19.9 13.7 144.2 26.8 24.8 191
Two 16.6 9.3 136.2 26.7 27.2 16.3
Three or more 9.7 4.2 82.7 1.7 16.4 16.3
NET WEALTH PERCENTILE

Less than 25 229 17.8 196.4 411 88.2 62.3
Between 25 and 50 19.7 11.5 162.9 26.3 30.6 0.6
Between 50 and 75 16.1 11.0 102.7 21.4 15.4 0.0
Between 75 and 90 141 1.6 93.4 13.6 10.9 0.0
Between 90 and 100 145 13.6 108.6 20.2 7.2 0.0

SOURCE: Banco de Espana.

than those for the purchase of the main residence or other real-estate properties), personal
loans, credit card debt and other types.'®

Of these debts, the type most prevalent is the personal loan, incurred by 19.3% of households.
The groups that least use this type of loan are those with lower income, those whose head is
over 64 and the retired. The median outstanding amount of these personal loans is €6,500.
Less frequent are outstanding secured loans for purposes other than for the purchase of real
estate (3.4% of households), but the median outstanding amount of this type of debt is

16 Specifically, credit lines, deferred payment, advances, loans from relatives or friends, debit balances in current
accounts, leasing or renting and other unspecified items.
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HOLDING OF DURABLE GOODS AND SPENDING ON NON-DURABLE AND DURABLE GOODS
By type of good and household characteristics

% and thousands of 2011 euro

EFF2008
Valuation of stock Expenditure
Household characteristics Cars and other vehicles Othzgg:;able Food Other ggg(—j(iurable
% with good Median Median Median Median
ALL HOUSEHOLDS 77.3 7.0 14.8 6.4 4.6
INCOME PERCENTILE
Less than 20 38.1 2.7 7.5 3.9 2.6
Between 20 and 40 72.6 5.4 12.9 5.5 3.8
Between 40 and 60 87.9 6.4 15.5 6.4 5.1
Between 60 and 80 92.7 8.8 19.3 6.5 5.5
Between 80 and 90 94.3 12.6 20.2 7.7 7.7
Between 90 and 100 96.1 16.1 26.2 9.2 10.3
AGE OF HOUSEHOLD HEAD
Under 35 90.0 7.9 12.9 5.2 4.8
35-44 87.6 8.6 16.1 6.4 5.2
45-54 90.3 9.7 19.4 7.7 6.1
55-64 84.1 7.5 19.3 6.5 5.2
65-74 64.8 3.2 12.9 55 3.9
Over 74 31.1 3.2 8.6 3.9 2.6
LABOUR MARKET SITUATION OF HOUSEHOLD HEAD
Employee 90.9 8.6 19.3 6.4 5.5
Self-employed 94.8 10.7 194 7.7 6.5
Retired 63.7 4.4 12.9 5.5 3.9
Other inactive or unemployed 55.7 6.4 10.7 4.5 2.6
LEVEL OF EDUCATION OF HOUSEHOLD HEAD
Below secondary education 69.3 6.4 12.9 5.5 3.9
Secondary education 88.1 8.6 19.3 6.4 5.2
University education 89.4 9.7 20.0 7.7 8.1
STATUS OF MAIN RESIDENCE
Ownership 79.5 8.0 16.1 6.4 5.2
Other 66.8 5.4 7.6 5.2 3.9
NUMBER OF HOUSEHOLD MEMBERS WORKING
None 49.6 3.8 10.7 4.6 2.6
One 85.5 6.4 16.5 6.4 5.0
Two 95.5 9.7 19.4 7.7 6.4
Three or more 91.4 19.3 19.4 8.5 7.5
NUMBER OF HOUSEHOLD MEMBERS
One 36.2 4.3 8.8 3.2 2.6
Two 76.7 5.4 12.9 5.5 3.9
Three 91.1 7.5 19.3 6.4 5.2
Four 941 12.9 19.4 7.7 6.4
Five or more 89.8 12.9 12.9 9.0 5.2
NET WEALTH PERCENTILE
Less than 25 65.0 5.4 7.8 5.2 3.5
Between 25 and 50 75.3 6.4 129 5.2 3.9
Between 50 and 75 79.0 6.8 18.7 6.4 5.0
Between 75 and 90 88.3 10.6 19.4 7.7 6.5
Between 90 and 100 92.9 131 32.2 9.0 9.0

SOURCE: Banco de Espafia.
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TABLE 9

EFF2008
Expenditure
Cars and other vehicles Other durable goods Household characteristics
% incurring expense Median % incurring expense Median
1.5 14.0 41.0 1.1 ALL HOUSEHOLDS
INCOME PERCENTILE
2.9 6.4 24.4 0.6 Less than 20
9.1 11.6 35.5 0.8 Between 20 and 40
13.6 15.0 42.6 1.1 Between 40 and 60
12.4 10.4 50.3 1.1 Between 60 and 80
16.7 18.7 53.2 1.6 Between 80 and 90
21.7 18.7 51.0 21 Between 90 and 100
AGE OF HOUSEHOLD HEAD
17.3 1.3 45.9 1.6 Under 35
12.9 1.4 49.9 1.1 35-44
16.6 15.0 47.0 1.3 45-54
12.7 16.1 38.0 1.1 55-64
3.8 17.2 30.4 0.9 65-74
1.8 9.0 26.7 0.6 Over 74
LABOUR MARKET SITUATION OF HOUSEHOLD HEAD
15.5 15.0 49.8 1.1 Employee
16.2 14.0 422 1.6 Self-employed
4.9 17.4 33.0 0.8 Retired
8.1 7.7 30.9 11 Other inactive or unemployed
LEVEL OF EDUCATION OF HOUSEHOLD HEAD
9.7 11.6 33.7 0.9 Below secondary education
13.6 11.3 51.8 11 Secondary education
14.5 17.2 50.1 1.6 University education
STATUS OF MAIN RESIDENCE
11.8 15.0 41.6 1.1 Ownership
9.9 6.4 38.2 0.9 Other
NUMBER OF HOUSEHOLD MEMBERS WORKING
4.6 12.9 29.3 0.7 None
8.9 12.2 45.7 1.1 One
18.4 15.0 481 1.3 Two
25.7 14.0 43.0 1.1 Three or more
NUMBER OF HOUSEHOLD MEMBERS
2.8 10.7 30.2 0.7 One
7.4 12.5 39.4 1.1 Two
141 14.0 46.3 1.1 Three
17.7 12.4 451 1.4 Four
26.0 16.1 44.8 1.1 Five or more
NET WEALTH PERCENTILE
10.9 9.2 38.4 0.9 Less than 25
1.0 15.3 37.7 1.0 Between 25 and 50
1.7 12.2 40.3 1.1 Between 50 and 75
10.3 15.9 46.7 1.2 Between 75 and 90
156.3 19.4 48.6 2.1 Between 90 and 100
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HOLDING OF DURABLE GOODS AND SPENDING ON NON-DURABLE AND DURABLE GOODS (cont.)
By type of good and household characteristics

% and thousands of 2011 euro

EFF2011
Valuation of stock Expenditure
Household characteristics Cars and other vehicles Othzro(izgable Food Other g;)g(—j(iurable
% with good Median Median Median Median
ALL HOUSEHOLDS 78.4 6.0 12.0 5.2 4.3
INCOME PERCENTILE
Less than 20 45.8 3.0 8.0 3.6 2.4
Between 20 and 40 71.2 3.0 12.0 4.8 3.6
Between 40 and 60 85.6 5.1 12.0 5.1 4.4
Between 60 and 80 92.3 7.6 18.0 6.0 55
Between 80 and 90 95.4 1.0 19.0 7.2 8.0
Between 90 and 100 97.7 12.0 25.4 8.5 9.6
AGE OF HOUSEHOLD HEAD
Under 35 88.8 9.0 13.0 4.8 4.3
35-44 91.4 6.2 12.0 4.8 4.8
45-54 89.6 7.0 15.0 6.0 4.8
55-64 85.2 6.0 18.0 6.0 4.8
65-74 68.6 4.0 12.0 5.4 3.6
Over 74 35.7 2.7 9.0 41 3.0
LABOUR MARKET SITUATION OF HOUSEHOLD HEAD
Employee 92.4 8.0 15.0 6.0 5.5
Self-employed 93.0 9.0 16.8 6.0 5.8
Retired 63.3 4.0 12.0 5.2 3.6
Other inactive or unemployed 64.4 4.0 10.1 4.2 3.6
LEVEL OF EDUCATION OF HOUSEHOLD HEAD
Below secondary education 7.7 5.0 12.0 4.8 3.6
Secondary education 85.1 7.0 15.0 6.0 4.8
University education 89.9 10.0 18.0 6.2 7.7
STATUS OF MAIN RESIDENCE
Ownership 80.2 6.3 15.0 5.4 4.8
Other 69.5 4.0 6.9 4.2 3.6
NUMBER OF HOUSEHOLD MEMBERS WORKING
None 54.2 3.0 10.0 4.2 3.4
One 88.2 6.0 13.0 5.2 4.8
Two 95.7 9.5 18.0 6.0 6.0
Three or more 96.3 9.2 18.0 9.6 7.2
NUMBER OF HOUSEHOLD MEMBERS
One 38.9 4.0 8.1 3.6 2.8
Two 79.2 5.0 121 4.8 41
Three 92.6 7.9 15.0 6.0 5.0
Four 95.3 8.0 156.2 7.2 6.0
Five or more 90.7 10.0 18.0 7.7 4.8
NET WEALTH PERCENTILE
Less than 25 70.3 3.7 6.9 4.2 3.6
Between 25 and 50 74.4 5.0 12.0 4.8 3.8
Between 50 and 75 80.6 7.6 15.0 6.0 4.8
Between 75 and 90 87.3 9.0 18.6 6.0 5.7
Between 90 and 100 89.6 12.0 30.0 7.2 7.2

SOURCE: Banco de Espafia.

BANCO DE ESPANA 40 ECONOMIC BULLETIN, JANUARY 2014 SURVEY OF HOUSEHOLD FINANCES (EFF) 2011: METHODS, RESULTS AND CHANGES SINCE 2008



TABLE 9 (cont.)

EFF2011
Expenditure
Cars and other vehicles Other durable goods Household characteristics
% incurring expense Median % incurring expense Median
10.4 9.0 40.8 1.0 ALL HOUSEHOLDS
INCOME PERCENTILE
1.7 5.0 24.4 0.5 Less than 20
7.0 3.4 33.6 0.6 Between 20 and 40
10.9 6.1 45.0 0.9 Between 40 and 60
14.2 10.2 46.0 1.2 Between 60 and 80
15.4 16.2 56.5 1.2 Between 80 and 90
20.6 16.7 52.8 1.8 Between 90 and 100
AGE OF HOUSEHOLD HEAD
13.4 12.0 53.9 1.0 Under 35
14.3 9.0 49.7 1.0 35-44
16.2 8.0 48.2 1.0 45-54
10.5 11.0 33.3 1.1 55-64
3.6 13.2 33.4 1.0 65-74
2.0 5.0 23.2 0.6 Over 74
LABOUR MARKET SITUATION OF HOUSEHOLD HEAD
14.9 11.0 50.0 1.0 Employee
16.8 8.0 37.5 1.0 Self-employed
3.6 12.0 32.0 1.0 Retired
7.7 3.0 36.5 0.7 Other inactive or unemployed
LEVEL OF EDUCATION OF HOUSEHOLD HEAD
9.1 5.7 34.2 0.7 Below secondary education
11.3 11.0 48.2 1.0 Secondary education
13.5 17.0 51.3 1.3 University education
STATUS OF MAIN RESIDENCE
10.4 10.0 41.0 1.0 Ownership
10.4 5.3 39.8 0.6 Other
NUMBER OF HOUSEHOLD MEMBERS WORKING
3.2 5.0 30.9 0.7 None
12.2 8.9 42.9 1.0 One
16.6 11.0 50.4 1.0 Two
19.5 9.0 47.7 1.2 Three or more
NUMBER OF HOUSEHOLD MEMBERS
1.9 12.0 29.8 0.7 One
7.0 10.0 37.4 1.0 Two
14.5 9.0 45.3 1.0 Three
17.6 8.0 49.6 1.0 Four
14.5 11.0 46.0 1.0 Five or more
NET WEALTH PERCENTILE
9.7 6.7 37.4 0.7 Less than 25
8.9 4.5 39.0 1.0 Between 25 and 50
9.8 9.2 41.6 1.0 Between 50 and 75
12.3 12.0 43.7 1.1 Between 75 and 90
14.6 19.4 47.5 1.3 Between 90 and 100
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DEBT BURDEN

€35,300. 5.9% of households use credit cards to obtain credit. This type of credit is most
common amongst households below age 35, those whose heads are employees and those
lying in the bottom quartile of the wealth distribution. The median balance of this type of debt
is low, being €900 for those that use credit cards to obtain credit.

Since 2009 Q1, the percentage of households with personal loans has decreased (from
23.1% to 19.3%) for total households, but increased for the under 35s. Also, the median
amount obtained through personal loans has declined by 24.1%. The median amount of
credit card debt has also fallen (-2.5%), and the fraction of households with this type of
debt has declined. The percentage of households with secured debt for purposes other
than the purchase of real-estate properties has remained the same, although the median
balance of this debt has decreased significantly (-18.2%).

The EFF enables different measures of the burden that debts represent for different types
of household to be constructed. Table 8 shows three measures. The first is the ratio of debt
payments (including repayment of principal and interest) to gross household income. One
limitation of this measure is that it only reflects the significance of financial commitments
in the short term. For this reason, figures for the ratio of total debt to gross household
income and to total assets are also given. In all cases the median of these individual ratios
is provided for each group of households, as is the percentage of households for which
they exceed a certain threshold.

The median indebted household assigns 18% of its gross income to the payment of its
debts (see the first column of Table 8). This figure is greater for the lower income levels
(46.2%) and diminishes as income rises. By age group, the youngest households assign a
higher percentage of their income to debt payment (23.1%) than the others; by labour
market status, the financial burden is higher among the unemployed and other inactive
households excluding the retired (24.7%). Meanwhile, the median stock of outstanding
debts accounts for 131.7% of annual household income (see the third column of the same
table). This proportion is greater in the lower part of the income distribution (334.9%), for
the youngest (299.1%) and for the unemployed and other inactive households excluding
the retired (166.5%).

The proportion of households setting aside more than 40% of their gross income to debt
payment is 6.5% (13.2% when the sample is limited to those households with some type of
debt) (see Table 8). In the bottom two deciles of the income distribution, this threshold is
exceeded by 12.7% of households in these income brackets (57.6% of those that have
debts). By age, these percentages are higher for the youngest group (16.6% and 20.5%). The
debt of 13.2% of households (26.7% of indebted households) is more than three times their
gross annual income. This figure is once again higher for lower-income households, and in
this case the same age-based differences are also observed. Specifically, for 40.4% of all
households whose head is under the age of 35 (50% of the households under 35 that have
debts) the total amount of such debts is more than three times their gross annual income.

The last two columns of Table 8 give the data on debt in relation to gross wealth. For the
median indebted household, debt accounts for 23.5% of the total value of its assets (real
assets plus financial assets). Further, 8.1% of households (16.4% of indebted households)
have debts which exceed 75% of their assets. In this case also, the proportion of
households exceeding this threshold is higher for certain household groups. In particular,
29% of households below age 35 (35.8% of indebted households below age 35) have
debts which exceed 75% of their assets.
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Other information

Conclusion

With respect to 2009 Q1, the median indebted household assigns 1.1% less of its gross
income to debt payments. This reduction is greatest for households whose head is under
the age of 45. As for the stock of debt, it now represents an extra 24.8% of annual income
for the median indebted household. By group, larger increases are observed in the ratio of
the stock of debt to income among households in the bottom two deciles of the income
distribution (185.6%), those whose head is under the age of 35 (81.1%) and households
whose head is unemployed or inactive (excluding the retired).

In comparison with 2009 Q1, 1.8% fewer households assign more than 40% of their gross
income to debt payments. However, this percentage has increased for households in the
bottom decile of the income distribution (5.1%). Also, the percentage of households whose
debt is more than three times their gross annual income has risen (by 1.6%). The largest
increase in the percentage of households that exceed this threshold is observed among
households belonging to the bottom quintile of the income distribution (6% extra).

Finally, since 2009 Q1, the median household has seen the ratio of its debt to assets
increase. This increase has been larger for households whose head is aged 35 to 54 and
for those whose head is an employee (7.3%). Also, the percentage of households whose
debt is more than 75% of their assets has increased. However, in this case the percentage
of households exceeding this threshold has decreased among those in the bottom quintile
of the income distribution.

The definition of household wealth does not include the value of vehicles and other durable
goods. Table 9 provides information, by household characteristics, on the percentage of
households that own cars or other vehicles and on the median value of these and of other
durable goods.'” The variations across the different types of household are as expected.
In particular, the percentage of households with a vehicle, the median value thereof and
the median value of other durable goods increase with income and net wealth. Spending
on food and other non-durable goods varies considerably with income and net wealth.

The EFF also includes information on expenditure, given the importance of its relationship
to the distribution of household income, wealth and debt. Table 9 offers information on the
distribution of different expenditure items according to household characteristics. Also
spending on vehicles and other durables for households that purchase these goods during
the year varies to some extent with income and wealth. In turn, the percentage of
households that incur such expenditure varies to a greater extent with income than with
wealth.

With respect to 2009 Q1, there has been a reduction in the median expenditure by
households on food and other non-durable goods. By type of household, there have been
significant reductions in median spending on food at all levels of income and at all ages,
except among the eldest. Spending on cars (and other vehicles), and on other durable
goods, has also decreased, owing to falls both in the percentage of households that incur
this type of expenditure and in the median expenditure by households that incur this type
of expenditure. These falls are apparent at virtually all levels of income and wealth.

This report has described the situation reflected in the EFF2011 and the changes since the
previous wave. There are now four editions of the EFF, which means that this statistical
source captures the financial situation of households over a long period, including an

17 Specifically, household furnishings, fittings and appliances are included in this category in the EFF.
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expansion and a recession. Moreover, Spanish households may now be compared with
those of other European countries thanks to the recent availability of similar surveys in the
rest of the EU countries. All this implies a significant increase in the power of the statistics
for granular analysis of the situation of households.

10.1.2014.

REFERENCES BOVER, O. (2014). The Spanish survey of household finances (EFF): description and methods of the 2011 wave,
Documentos Ocasionales, forthcoming, Banco de Espafa.
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Introduction

BANK LENDING TO SPANISH CORPORATIONS IN TERMS OF THEIR SIZE.
AN ANALYSIS BASED ON THE JOINT EXPLOITATION OF INFORMATION FROM
THE CCR AND THE CBI

The authors of this article are Carmen Martinez Carrascal and Maristela Mulino Rios of the Directorate General
Economics, Statistics and Research

Bank lending is the main source of finance for Spanish non-financial corporations
(especially smaller ones). Following their strong growth in the pre-crisis upturn, loans
extended to this sector have shrunk markedly since mid-2009, against an unfavourable
cyclical background marked by the need to correct excessive company indebtedness. The
latest developments show the rate of decline has eased, from 9.7% in May 2013 to
somewhat below 8.5% in November 2013.

When assessing lending extended to non-financial corporations, it is important to analyse its
breakdown by sector of activity and by company size. The breakdown by productive sector
can be tracked using the information corporations periodically report to the Banco de
Espana. Conversely, the analysis of bank lending on the basis of company size is hampered
by the lack of specific statistics enabling loans and firm size to be linked, without major
delays. Such analysis has taken on particular relevance in recent years, in a setting in which
the crisis may be affecting the access of small and medium-sized enterprises (SMEs) to
finance more markedly than is the case for large businesses. This trend may be inferred, for
example, from the ECB’s regular survey on the access to finance of SMEs in the euro area.’

While current monetary statistics do not include a breakdown of lending based on firm
size, two microeconomic databases are available at the Banco de Espafa that enable an
approximation to the behaviour of lending to SMEs: the Central Credit Register (CCR) and
the Integrated Central Balance Sheet Data Office survey (CBI by its Spanish name), which
combines the information from the Central Balance Sheet Data Office annual survey and
from the mercantile registers. However, the CCR and the CBI both have limitations that
hamper the regular monitoring of bank lending to Spanish SMEs. The CCR contains firm-
by-firm information on the outstanding balances of bank loans (from resident credit
institutions), with a lag of a little more than one month, but size is not included among the
characteristics of the companies. The CBI, by contrast, has variables that allow both the
size of the firm and its outstanding loans to be known, but the data are available with a
time lag of at least one year, and the sample of firms covered is inferior to that of the CCR,
which has information on virtually all companies with loans outstanding with resident
institutions.? Under these conditions, the usual approach pursued to date in analyses
conducted by the Banco de Espafia has been to use the volume of loans (in particular, the
outstanding balance of debt recorded in the CCR) as an indicator of company size. As
from spring 2015, the introduction of changes at the CCR and the new M142 supervisory
return will enable year-on-year growth rates of corporate loans to be obtained directly,
distinguishing between firms on the basis of their size.

1 For more details on this half-yearly survey, see https://www.ecb.europa.eu/stats/money/survey/sme/html/index.
en.html. For a description of its results regarding Spanish non-financial corporations, see Menéndez and Mulino
(2012), Box 5 of the “Informe trimestral de la economia espafiola” in the July-August 2013 Boletin Econdmico of
the Banco de Espafa and Box 6 of the “Informe trimestral de la economia espafola” in the January 2014 edition
of the Boletin Econdmico.

2 For those firms with loans outstanding for an amount of over €6,000.

3 The first data from this new return will be available in spring 2014 but, as the information refers to outstanding
balances, the year-on-year rate of change may only begin to be calculated one year later.
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Methodology

In the meantime, this article presents a new methodology, combining information from
the CCR and the CBI, for the separate monthly monitoring of bank loans extended by
resident institutions to Spanish SMEs and to bigger corporations. The article is in three
sections. The first describes the methodology proposed for the breakdown of lending on
the basis of firm size. The second discusses the results obtained on applying this
methodology, with information to November this year. Finally, the third section draws the
main conclusions.

The analysis conducted distinguishes between two groups of companies on the basis of
size: SMEs and large corporations. The classification adheres to the European
Commission’s (EC) 2003 recommendation, included in the new Banco de Espafia solvency
circular, and which will also be used in the M14 return from April 2014 and in the CCR in
spring 2015. Owing to the limitations of the information available, the definition of SME
used in this article differs slightly from that of the recommendation. Specifically, the latter
classifies SMEs as those firms that employ fewer than 250 staff and whose annual turnover
does not exceed €50 million or whose annual balance sheet does not exceed €43 million.
However, with a view to determining the size of companies with cross-shareholdings, it is
established that the classification should be made not only on the basis of individual
characteristics, but also of those corresponding to related undertakings. As information on
the shareholdings is not available, in the analysis presented here the classification has
been made exclusively based on the firm’s characteristics. In the particular case of holding
companies, for which this aspect may be particularly relevant, only those firms that do not
exceed any of the three thresholds (i.e. employment, sales and size of balance sheet)
stipulated in the recommendation are included in the group of SMEs. It is sought hereby to
minimise the risk that, owing to the lack of information on links with other firms, certain
holding companies may be classified as SMEs whereas, under the EC recommendation,
they would feature under the group of large corporations.*

In the analysis, the CCR information has been complemented with that of the CBI. This
latter database is used to identify the size of the companies present in the CCR or, when
that is not possible, to estimate it. Specifically, the firms that are simultaneously in both
databases are assigned the size that can be inferred from the CBI information. That
enables the size of a high proportion of CCR companies to be identified. Thus, for example,
size can be assigned in December 2012 to 70% of them®, which amass 72% of the
aggregate loans of this sector in that period (see Table 1).

Companies that are in the CCR but not in the CBI are assigned a size that is estimated on
the basis of the relationship between size and outstanding balance of bank loans for
companies that are present in the CBI. Specifically, this sample is used to estimate a
(probit-type) model that predicts the size of the company (SME or large corporation) on the
basis of the amount of its credit (available and drawn down) and of the sector in which it
operates, these variables being available in the CCR. Those companies where, according
to the specified model, the probability of them belonging to this group exceeds 90% are
classified as SMEs. And where the probability is less than 40%, they are classified as large
corporations. There is, therefore, an indeterminate area. Hence, where the model assigns

4 Classification has, moreover, been made exclusively on the basis of employment, activity and balance sheet size
in the current year, without also taking into account their status in the preceding year, as set out in the EC
recommendation. Strict application of the recommendation would substantially reduce the number of firms that
can be classified using the CBI data.

5 15.6% of the firms are classified according to their size in 2012, 49.4% according to that in 2011, 11.5% on the
basis of that of 2010 and 22.8% on the basis of one of the six previous years.
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CLASSIFICATION OF CCR COMPANIES BY SIZE ON THE BASIS OF THE CBI AND OF THE PROBIT MODEL TABLE 1

December 2012
CCR companies with identified size CCR companies with identified size
with the CBI with the CBI and the probit
No. of o Volume of o No. of o Volume of o
companies 7 debt (€ bn) 7 companies 7 debt (€ bn) 7
Total sample 796,912 100 744 100 796,912 100 744 100
Companies with identified size 561,104 70.4 539 72.4 794,347 99.7 690 92.7
SMEs 557,758 70.0 362 48.6 790,954 99.3 504 67.7
Large corporations 3,346 0.4 177 23.8 3,393 0.4 186 25.0
Companies without classification 235,808 29.6 205 27.6 2,565 0.3 54 7.3
SOURCE: Banco de Espana.
PROBIT MODEL RESULTS. IMPACT OF A CHANGE OF €10,000 IN THE OUTSTANDING CREDIT BALANCE TABLE 2

ON THE PROBABILITY OF A FIRM BEING AN SME (a)

Average marginal impact by Standard deviation

sector (%) (%)

Industry -3.7 4.4
Mining and quarrying -2.7 2.0
Manufacturing -4.0 4.9
Electricity, gas and water supply -3.2 0.1
Construction and real estate services -0.5 0.3
Construction -0.7 0.3
Real estate services -0.3 0.3
Other sectors -2.7 5.8
Agriculture -0.7 0.5
Wholesale and retail trade and accommodation and food service activities -0.8 0.4
Information and communication -1.7 1.0
Other -3.4 6.9

SOURCE: Banco de Espafia.

a Marginal impact on the probability of a firm being an SME of a change of €10,000 in the outstanding credit balance. The probit model is estimated allowing the link
between bank debt and firm size to be different for 99 sectoral groupings (defined according to the NACE). The table shows the averages, for more aggregated
sectors of activity, of the marginal impacts obtained with this model. These are evaluated in the median value of bank loans in each of the 99 sectors considered.

to companies a probability of between 40% or 90% of being an SME, these companies are

not classified in any of the two groups.®

Table 2 summarises the results of the probit model. It shows, for different sectors of

activity, the marginal impact which, on average, an increase of €10,000 in the outstanding

balance of a company’s loans has on the likelihood of this company being an SME

according to the model estimated.” As can be seen, this impact shows notable sectoral

heterogeneity; it is comparatively high in industry (especially in the manufacturing segment,

6

7

Alternative threshold combinations have been considered, but this is the most satisfactory in terms of the fit of
the model.

The probit model is estimated allowing the link between bank debt and corporate size to differ for 99 sectoral
groupings defined in accordance with the CNAE (Spanish National Classification of Economic Activities). The
table shows the averages, for more aggregated sectors of activity, of the marginal impacts obtained with the
model. These are evaluated in the median value of the bank loans in each of the 99 sectors considered.
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GOODNESS OF FIT OF THE PROBIT MODEL TABLE 3
December 2012

Goodness of fit of the probit model

Volume of debt

Volume of debt " Volume of unclassified debt
€ bn classified by the model (€ bn)
( ) (€ bn)
282
(77.8 %)
o . i 80
SMEs 362 Correctly classified Misclassified (222 %)
274 8
(97.2 %) (2.8 %)
87
(49.3%)
. o . i 90
Large corporations 177 Correctly classified Misclassified (50.7 %)
75 13
(85.6 %) (14.4 %)

Error in companies with size identified according to the model

Volume of debt of total

Volume of debt  Misclassified debt ~ VOUMe OftNe emor = o nies with size Weight
committed ) of error (b)
(€ bn) (%) (€ br) assigned (CBIl+model) (%)
(€ bn) °
SMEs 142 4.4 6.2 504 1.2
Large corporations 10 9.5 0.9 186 0.5
Error in companies with no size identified
Volume of debt of companies Weight in total
Volume of debt (€ bn) present in the CCR eignt in tota
debt (%)
(€ bn)
Size not identified 54 744 7.3

SOURCE: Banco de Espana.

a This percentage reflects the proportion of debt incorrectly assigned to each group (large corporations, SMEs) divided by total loans classified by the model in
the same category [large corporation: 8 / (75 + 8); SMEs: 13/ (274 + 13)].

b Estimation, applying the methodology set out in this note, of the percentage that misclassified debt in a specific category would represent relative to the total
debt of the sample of companies with size finally assigned. This is obtained by extrapolating the error rates of the probit model in the CBI to the debt assigned
to the CCR companies not present in the CBI.

in which, in any event, the impact is also estimated with greater inaccuracy than in other
sectors of activity) and relatively lower in construction and in real estate services. Thus, in
the first of these sectors, an increase of €10,000 in bank loans raises the probability of a
firm being classified as an SME by 3.7 pp, while in the second sector it does so by only 0.5 pp.
In the other sectors this impact is, on average, 2.7 pp.

Table 3 draws together a series of results that allow for evaluation of the quality of the fit
of this model in terms of the volume of debt assigned correctly to the two size categories.
As can be seen in the top panel of the table, by applying the model to firms whose size can
be identified ex ante on the basis of the CBI, the selected thresholds enable 78% of the
outstanding loans of SMEs in December 2012 to be assigned.® Of this percentage, 97% is

8 For other periods, the results of the model in terms of volume of debt assigned and of goodness of fit are similar
to those set out here.
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Results obtained

classified correctly as SME, while the remaining 3% would, according to the exercise, be
(erroneously) classified as lending to large corporations.

In the opposite direction, the model mistakenly identifies as lending to SMEs 7% of the
lending to large corporations (since size is assigned to large corporations that concentrate
almost 50% of the lending in this segment, and 14% of this is assigned incorrectly). To
assess the potential scope of this error, it is important to bear in mind that most large
corporations are present in the CBI database and, therefore, there are few companies of
this size for which it will be necessary to use the model offered here in order to predict
their size.

As can be seen in the middle panel of Table 3, if the percentages of error committed with
the model (SME loans incorrectly assigned to large corporations, and vice versa) are
extrapolated with the CBI sample to the set of corporations for which the model must
indeed be used to identify their size, the weight of wrongly classified loans as a share of
the aggregate volume of bank debt of the companies with size assigned is very low (0.5%
at large corporations and 1% at SMEs) (see last column of the middle panel of Table 3).
The outstanding loans of the group of companies to which this methodology does not
allow a size to be assigned have a moderate weight in the total (7.3% of the debt reflected
in the CCR) (see bottom panel of the table).

Lastly, as can be seen in Chart 1, the use of the model to increase the number of CCR
companies identified by their size does not significantly affect the behaviour of the growth
rates of lending to the companies. Nonetheless, if the companies identified using the
model are ignored, the growth rates tend to be somewhat lower. This suggests that there
may be minor bias in the growth of lending that is obtained from the CBI companies
sample, which can be corrected by using the model proposed.

Chart 2 shows bank lending with a breakdown based on corporate size using the methodology
set out in this article and distinguishing between two sectoral groupings: construction and
real estate services, on one hand, and the other sectors of activity on the other.®

The results obtained with this methodology are in line with those from the approach used
to date at the Banco de Espafa to analyse developments in loans to different-sized
companies, based on the outstanding balances of credit drawn down and recorded in the
CCR. In construction and in real estate development, then, the rate of decline of lending
has tended to be more marked in large corporations than in SMEs for much of the period
analysed, with the differences particularly striking in the early years of the crisis (2008-
2009)."° By contrast, a different pattern can be seen for the other sectors of activity: while
the decline in bank loans extended by residents institutions to SMEs was more marked
than was the case for large corporations in the initial stages of the crisis, this pattern has
subsequently been reversed and the rate of decline has become more acute since 2012
for bigger corporations.

The bigger fall witnessed in loans to large corporations compared with that for SMEs since
2012 should not be interpreted as a sign of a greater fall-off in finance for large-sized

9 The growth rates control for potential changes in sectoral composition and sample size: they are calculated as
the ratio of the change in the outstanding loans balance of companies from a specific sector and of a specific
size to the volume of loans, net of write-offs, that these same companies showed 12 months earlier.

10 These rates are not affected by the transfer of loans to Sareb, since the CCR continues to include information

on these loans.
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LENDING TO NON-FINANCIAL CORPORATIONS. BREAKDOWN BY SECTOR AND SIZE CHART 1

SMEs LARGE CORPORATIONS
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SOURCE: Banco de Espafia.

a Companies with known size drawn from CBI information.
b Companies with estimated size using the probit model: when the model assigns a probability of at least 90% that the company is an SME, this size is assigned
to it. When the probability is lower than 40%, it is classified as large.

companies, since the composition of the liabilities of the latter is more varied, and the
weight in such liabilities of securities and loans from the rest of the world is high. The
stepping up in the most recent period of the contraction in the bank debt of large
corporations partly reflects replacement by other sources. In recent years fixed-income
securities have been more buoyant than bank credit, while foreign loans, despite posting
negative year-on-year rates of change since mid-2012, are contracting at a much more
moderate rate than those granted by resident institutions. While there is no detailed
breakdown available of funds obtained by non-financial corporations through these two
types of instruments based on corporate size, it may reasonably be assumed that the bulk
of such instruments has been channelled by large corporations. This assumption enables
an approximate measure of their total borrowed funds to be obtained. As can be seen in
the top panels of Chart 2, making this approximation shows that the rate of decline of
external funds at large corporations would be more moderate than that corresponding to
SMEs for the entire period under analysis', although since 2011 the difference between
the rates of change recorded in both segments has tended to narrow somewhat (see top
left-hand panel of Chart 2).

11 For SMEs, bank loans are a good indicator of their overall external funds, since such loans make up the bulk of
the latter.
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YEAR-ON-YEAR GROWTH RATE OF NON-FINANCIAL CORPORATIONS’ EXTERNAL FINANCE (a)

NON-FINANCIAL CORPORATIONS’ EXTERNAL FINANCE

%

10
5 L
N = \_——
-5 F
-10 +
15
2008 2009 2010 2011 2012 nov-2013
mmm TOTAL LENDING BY RESIDENT Cls
= SMEs. LENDING BY RESIDENT Cis
| ARGE CORPORATIONS. LENDING BY RESIDENT Cis
s | ARGE CORPORATIONS. TOTAL EXTERNAL FINANCE

LENDING BY RESIDENT Cls TO CONSTRUCTION AND REAL ESTATE COMPANIES
%

5 ~
NN
-5 F
-10 +
-15 +
-20
2008 2009 2010 2011 2012 nov-2013
m— TOTAL SMEs LARGE CORPORATIONS
LENDING BY RESIDENT CIs TO COMPANIES FROM OTHER SECTORS
%
10
5 L
0 -
_5 -
-10 F
_1 5 -
-20 | | | | |
2008 2009 2010 2011 2012 nov-2013
m— TOTAL m— SMES m | ARGE CORPORATIONS

SOURCE: Banco de Espanfa.

2
-4
¥

-10
12
14
-16

-6

-10
12
14
-16
-18

CHART 2

L S s i SRS
Dec-12 Feb-13 Apr-13 Jun-13 Aug-13 Oct-13

e TOTAL LENDING BY RESIDENT Cls
= SMES. LENDING BY RESIDENT Cis
= | ARGE CORPORATIONS. LENDING BY RESIDENT Cis
s | ARGE CORPORATIONS. TOTAL EXTERNAL FINANCE

%

Dec-12 Feb-13 Apr-13 Jun-13 Aug-13 Oct-13
m— TOTAL m— SMES | ARGE CORPORATIONS
%
Dec-12 Feb-13 Apr-13 Jun-13 Aug-13 Oct-13
TOTAL SMEs LARGE CORPORATIONS

a Definitions of sizes in line with the European Commission's recommendation (2003/361/EC).

The latest data reveal that the moderation witnessed in the rate of decline of loans extended
by residents institutions to non-financial corporations since June 2013 taking the aggregate
data can also be discerned in the SME segment (see top right-hand panel of Chart 2). In
contrast, for larger corporations, the rate of contraction of bank loans has stepped up
slightly during 2013. However, as the chart shows, the easing in the rate of decline is
indeed perceptible in the broader financing aggregate, which includes securities and loans
from abroad. An analysis by sector of activity shows that this change in trend is somewhat
more marked in construction and in real estate services, where the rates of decline of loans

BANCO DE EsPARA 51 EcoNomIC BULLETIN, JANUARY 2014 BANK LENDING TO SPANISH CORPORATIONS IN TERMS OF THEIR SIZE.



Conclusions
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would have eased both for large corporations and for SMEs. It should be recalled that, in
these sectors, the cumulative decline in lending since the start of the contractionary
pattern has been much more marked than in the other productive activities. The rate of
reduction of bank finance to SMEs can be seen to have stabilised in the other sectors.

This article has presented a new methodology that jointly exploits information from the
CCR and from the CBI, providing for monthly monitoring of bank loans extended by
resident institutions to Spanish SMEs and to larger corporations. As from spring 2015, this
approximation will no longer be necessary since the new CCR and the new M14 supervisory
return will enable this information to be obtained directly.

The results obtained show that since 2008 the rate of decline of lending to large corporations
in construction and in real estate development has tended to be more marked than that of
loans granted to SMEs operating in these sectors. Conversely, for the other sectors of
activity, the fall-off in SMEs’ bank finance was, to end-2011, more pronounced than that
extended to larger corporations. From 2012 the opposite was the case. However, this
should not be interpreted as a sign of a greater decline in the financing of large corporations,
since the contraction in the funds for these corporations from resident banks reflects, in
part, the replacement by other sources, such as securities issuance or foreign loans.

The latest information shows that the easing seen since June 2013 in the rate of decline of
loans granted to non-financial corporations by resident banks taking the aggregate data is
also discernible in the SME segment. By sector of activity, the turnaround is somewhat
more marked in construction and real estate services, where the rate of decline of this
source of finance eased both for large corporations and for SMEs. This pattern is certainly
not far removed from the greater cumulative decline in the credit balance of these sectors
since the start of the contraction. In the remaining sectors of activity, the decline in lending
to SMEs has tended to stabilise.

8.1.2014.

MENENDEZ, A. and M. MULINO (2012). “Encuesta del BCE sobre el acceso de la pymes a la financiacion. Andlisis
de resultados y evolucién reciente”, Economic Bulletin, April, Banco de Espafa.

BANCO DE ESPANA 52 ECONOMIC BULLETIN, JANUARY 2014 BANK LENDING TO SPANISH CORPORATIONS IN TERMS OF THEIR SIZE



Introduction

Volume and composition
of resources

DOES THE INTERNATIONAL MONETARY FUND HAVE SUFFICIENT FINANCIAL
RESOURCES?

The authors of this article are Pilar L’'Hotellerie-Fallois and Pablo Moreno of the Associate Directorate General
International Affairs."

Since 2009, in response to the global financial crisis, the IMF has made fundamental
changes in all the main aspects of its activities (governance, surveillance and lending
policies, and institutional culture). These have been accompanied by a notable increase
in the IMF’s financial resources, driven by the G20, with a quadrupling of resources
between 2008 and 2013, to nearly one ftrillion Special Drawing Rights (SDRs),
approximately equivalent to USD 1.5 trillion.?

The intensity and scope of the global crisis, which spread to economies with developed
financial systems and high levels of borrowing, made a sharp increase in the IMF’s
resources essential. This increase has been implemented in a number of steps, using
various financing sources and instruments, a process that will be completed when the
United States ratifies the quota reform approved in 2010 (the 14th review), which should
have entered into force already. However, the debate regarding the size of the IMF’s
resources and their composition, in terms of instrument type and the country allocation,
remains open. As a result of the approved decisions, a large proportion of the IMF’s
resources will be borrowed funds (rather than own resources, i.e. quotas), and a
significant percentage will be temporary. In addition, the composition and allocation of
resources have implications for governance and voting power within the institution. The
G20 has already resolved to carry out a further quota review (the 15th), which was due
to be completed in January 2014, but has been delayed until the 2010 reform is finally
approved.

This article describes how the IMF’s resources have evolved following the financial crisis,
in terms of volume and composition, and the main aspects of the debate that remains
open regarding the size of the IMF, a debate that is linked to the role this institution should
perform in the management and prevention of future crises. The first aspect to be
considered is sufficiency, i.e. the IMF needs to have sufficient resources to fulfil its mission,
contributing to the stability of the international monetary system and to the maintenance
of external and internal balance in its member countries. Two other relevant aspects are
neutrality (i.e. whether the volume of the IMF’s resources minimises the problems of moral
hazard, without encouraging risky behaviour by potential international borrowers and
investors) and flexibility and speed in mobilising resources. The assessment of these
aspects (sufficiency, neutrality and flexibility) is sometimes based on conflicting
considerations, so that there is no unequivocal solution to the problem of the size of the
IMF, although flexibility is always a good palliative for uncertainty.

Given the global nature of the financial crisis that broke out in 2007-2008, the coordination
of the economic policy measures adopted in its aftermath at national level and the
availability of sufficient resources for crisis management at the global level were paramount.
The IMF, an institution set up and designed precisely to safeguard global stability, has
played a decisive role in the policies drawn up, under G20 guidance, for exit from the

1 This article is based on the report of the IRC-TF (2013), in which both authors participated, and on Moreno (2013).
2 At current exchange rates, 1 SDR is equivalent to 1.5 US dollars.
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QUADRUPLING OF THE IMF’'S
RESOURCES: LONDON 2009,
SEOUL 2010 AND LOS CABOS
2012

crisis. For this purpose, the IMF’s resources have been increased in successive rounds
since 2009. The balance of the General Resources Account (GRA)® has reached practically
SDR 1 trillion,* with around SDR 660 billion of quasi-permanent own resources and a
further SDR 330 billion of temporary resources. Achieving this increase has been a long
and arduous process.

The quadrupling of the IMF’s resources has been carried out in two phases. The first was
agreed at the G20 summits in London (April 2009) and Seoul (November 2010), where it
was decided to increase the IMF’s resources to around USD 1 trillion, by means of quotas
and the New Arrangements to Borrow (NAB). The quotas paid by the member countries
are the IMF’s own resources, while the NAB are borrowed funds, albeit quasi-permanent
ones, given the implicit commitment by lender countries to renew them automatically. The
second phase was launched at the Los Cabos summit (June 2012), and has given the IMF
additional temporary resources amounting to almost USD 500 billion. Table 1 shows the
sequence of the steps taken to increase the IMF’s resources.

At the London G20 summit, in April 2009, an increase in resources of USD 1.1 trillion was
agreed for multilateral institutions, including USD 500 billion of contributions to the IMF
(some SDR 325 billion) and an extraordinary allocation of SDRs, with a value of USD 250
billion, to increase international liquidity.® This decision tripled the resources that the IMF
had had available for lending in 2007. Initially, the additional IMF resources were covered
by bilateral contributions committed by 21 countries between 2009 and 2010. These
contributions took the form of bilateral loans and note purchase agreements (NPAs), a
new instrument created to satisfy the preference of the emerging economies, which
enabled them to treat their contributions to the IMF as investments within their reserve
management strategy.® Notable among the bilateral contributions are Japan’s early
contribution, made in February 2009, of USD 100 billion and those of the EU (USD 83
billion) and China (USD 50 billion).

After the London summit, the Executive Board of the IMF and the countries participating
in the NAB entered into a complex technical and political debate over how to make these
new resources permanent. This debate was also marked by the demand of the emerging
economies (which had already dominated the 2008 quota reform) to obtain a redistribution
of voting power and, therefore, of IMF quotas in their favour. Against this background, an
agreement was reached in November 2009 to expand the NAB to SDR 370 billion (USD
530 billion), which multiplied its lending capacity aimost tenfold;” and at the Seoul summit

3 The GRA finances the main IMF programmes. The IMF also manages the Poverty Reduction and Growth Trust
(PRGT), earmarked for developing country programmes. The PRGT is financed by bilateral contributions from
member countries and includes concessional elements in its loans.

4 Amounts in this article are expressed in SDRs, the IMF’s unit of account, and are converted into US dollars (or
some other currency) when the resources have been committed in other currencies. Table 1 shows the
conversions.

5 SDRs had not been issued for almost 30 years. The first issue of SDRs was allocated in 1970-1972 (9.3 billion SDRs)
and the second in 1979-1981 (12.1 billion SDRs). In 1997, the Fourth Amendment doubled the amount of
SDRs (21.4 billion extra), although it was not approved by the US Congress until 2008; that same year an
additional 167 billion SDRs (USD 250 billion) were approved [Moreno (2009)].

6 In July 2009, as an alternative to bilateral loans, the IMF approved an ad hoc framework for issuing notes to
the official sector. The bilateral borrowing agreements have their precedent in the contributions of countries
through development financing trust funds. Unlike trust funds, bilateral loans do not group resources into a
single fund, remain bilateral and, instead of financing development, are linked to the IMF’s conventional loans
charged to the GRA.

7 The NAB was the option preferred by the G20, and especially by the United States, whose Congress approved
a contribution of up to USD 100 billion to the IMF through the NAB.
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EVOLUTION OF THE IMF's GENERAL RESOURCES ACCOUNT TABLE 1
SDR millions
2008 2009 2010 2011 2012 2013-2014
SDR USD (b) SDR USD (b) SDR USD (b) SDR USD (b) SDR USD (b) SDR USD (b)
| Own funds
Quotas 217,373 334,754 217,373 334,754 217,432 334,845 237,356 365,528 238,116 366,699 476,232 733,397
Il Borrowed funds ‘
First line of defence Rollback of
NAB and
New Arrangements to Borrow (NAB) increase in
t
Original NAB 34000 52,360 34,000 52,360 34,000 52,360 quotas
Expanded NAB 363,247 559,400 369,997 569,795
After rollback ‘ 182,371 280,851
Second line of defence Bilateral
. loans folded
Temporary bilateral into NAB
loans and note
purchase agreements
(NPAs)
First round 145,981 224,811 180,276 277,626
Second round 186,932 287,875 299,351 461,000
Il Total resources 251,373 387,114 397,354 611,925 431,708 664,830 600,603 924,928 795,045 1,224,370 957,954 1,475,249
Forward
commitment 97,600 150,304 149,300 229,922 132,100 203,434 251,700 387,618 235,400 362,516 305,000 469,700

capacity (FCC)

80% of second round
of bilateral loans
and NPAs

@ @

246,000 378,840

TOTAL

SOURCE: IRC-TF (2013).

a Data estimated taking into account the 2010 quota increase plus the NAB conversion, but not the second round of bilateral loans and NPAs.
b Exchange rate of USD 1.54/SDR as at 30 December 2013.

551,000 848,540

(November 2010) it was established that part of this expansion would be covered by a shift
of resources from bilateral loans and notes to the NAB, making the increase in the Fund’s

resources more durable (see Table 1). The expanded NAB was ratified in March 2011.

Further steps were taken in Seoul to finalise the increase in IMF resources, through the

approval of a doubling of quotas and a change in their allocation in favour of the emerging

economies.? It was decided to make a second shift of resources, this time from the NAB

to quotas, to finance part of this increase. This shift is expected to take place in 2014,

when the doubling of quotas agreed in 2010, still pending ratification by the US Congress,

enters into force (the 14th review). After these changes, IMF resources will be allocated as
follows: SDR 476 billion (USD 730 billion) in quotas and SDR 182 billion (USD 280 billion)
in the NAB.

In addition, in June 2012, the G20 instigated a second round of increases in bilateral (and

temporary) resources, which reached USD 461 billion (some SDR 300 billion), with

commitments by 28 countries. This increase stemmed from the December 2011 EU

Council initiative, which approved temporary contributions to the IMF of EUR 150 billion

(SDR 127 billion), as a way of increasing the overall resources available for crisis

management, against a background of a worsening in the euro area sovereign crisis. The

8 For an analysis of the allocation of the increase in IMF quotas, see Moreno (2013), Chapter 4.
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IMF's GENERAL RESOURCES ACCOUNT. OWN FUNDS AND BORROWED FUNDS CHART 1

SDR millions
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a The quota increase and the second round voting on bilateral loans and NPAs are pending.

COMPOSITION OF RESOURCES:
MORE BORROWED FUNDS AND
MORE EMERGING ECONOMY
RESOURCES

new round of contributions has also taken the form of bilateral loans and NPAs, and these
form a second line of defence, after quotas and NAB resources. In general, they have a
maximum drawdown period of four years (until 2017, in most cases), with the possibility of
drawdowns after this period, in certain circumstances.

After the two phases of increasing IMF resources, there has been a very significant change
not only in the volume of resources, but also in their composition (see Chart 1). In 2008, of
the SDR 230 billion that the IMF had available, 87% were own resources (quotas), while
the remaining 13% came from the NAB. In contrast, when the 2010 quota reform is finally
ratified, resources will reach SDR 1 trillion, 49% of which will consist of quotas. Accordingly,
the relative dependence on borrowed funds will have increased, with the NAB accounting
for 19% of resources and bilateral loans/notes for 32%.

At the same time, there has also been a shift in the distribution by country, the relative
weight of the emerging economies having increased. In the case of quotas, when the 2010
reform is ratified, the contribution of the emerging and developing economies will rise to
40.7% (from the current level of 37.5%). In the case of the NAB, the rise in the relative
weight of the emerging economies is more evident. As seen in Chart 2, before its expansion
the presence of emerging economies in the NAB was marginal, with Saudi Arabia making
a notable contribution, in line with its significant presence in the IMF. Following the
expansion of the NAB, the emerging economies (many of which are new participants) now
contribute approximately one quarter of the resources.® The contribution of the four BRIC
countries'® is notable, giving them a joint veto over the main NAB decisions. The emerging
economies are thus acquiring a new role as principal IMF creditors, in contrast to their
traditional role as the main borrowers. The NAB proportions will remain the same following

9 The NAB has been expanded by raising the contributions of the existing 26 participant countries, and by
obtaining contributions from 14 new participants. The existing NAB participants were: Australia, Austria, Belgium,
Canada, Chile, Denmark, Finland, France, Germany, Hong Kong, Italy, Japan, South Korea, Kuwait, Luxembourg,
Malaysia, Norway, Netherlands, United Kingdom, United States, Singapore, Spain, Sweden, Switzerland and
Thailand. The new participants, as from 2011, are: Brazil, China, Cyprus, India, Israel, Mexico, New Zealand,
Philippines, Poland, Portugal, Russia, and South Africa.

10 China has contributed USD 50 billion and Brazil, India and Russia USD 14 billion each. The voting power of the

four BRIC countries is 16%), which gives them the ability to veto decisions regarding the amount or admission
of new participants (which require an 85% qualified majority).

BANCO DE ESPANA 56 ECONOMIC BULLETIN, JANUARY 2014 DOES THE INTERNATIONAL MONETARY FUND HAVE SUFFICIENT FINANCIAL RESOURCES?



CONTRIBUTIONS TO NAB AND EXPANDED NAB CHART 2

NAB 1998-2010 (SDR 34 billion)

SOURCE: Moreno (2013).

Sufficiency

EXPANDED NAB FROM 2011 (SDR 367.4 billion)

= EUROPEAN UNION (15.6 billion)

EUROPEAN UNION (119.7 billion)

= UNITED STATES (6.6 billion) UNITED STATES (69 billion)

JAPAN (65.9 billion)
= JAPAN (3.5 billion)

BRIC (57.4 billion)

= AUSTRALIA, CANADA AND
SWITZERLAND (3.7 billion)

AUSTRALIA, CANADA AND SWITZERLAND

(22.9 billon)
| |
(SQAE?)M\ESBM HND KOREA B SAUDI ARABIA, KOREA AND MEXICO
' (22.7 billion)

™ QOTHERS (2.4 billion)

OTHERS (9.8 billion)

the shift of part of these funds to quotas, since the amount transferred will be in proportion
to each member country’s contribution.

Not all IMF resources are available for lending. The “forward commitment capacity” (FCC)
of the IMF'", a measure of its lending capacity, excludes resources already committed
under outstanding loans and also certain precautionary balances. As seen in Chart 3, the
FCC peaked in 2007, after Argentina and Brazil decided to repay their loans in 2005.
However, by the end of 2008 the one-year FCC had fallen again as a result of the loans
granted to eastern European countries in the autumn of that year, following the collapse of
Lehman Brothers. Since then, the IMF has maintained its liquidity thanks, first, to bilateral
loans, especially from Japan and from the EU in 2009 and 2010; and, since 2011, thanks
to successive activations of the expanded NAB.™

In fact, the lending capacity of the IMF has increased considerably since 2009, even
though this period has seen the highest growth in the volume of lending. The volume of
outstanding lending rose from SDR 6 billion at the end of 2007 to SDR 85 billion in 2013,
having peaked at SDR 90 billion in 2012. To this must be added the additional roughly SDR
77 billion in precautionary facilities.'® This period has also seen the largest individual

11 The one-year forward commitment capacity of the IMF is determined by: i) the resources approved in the
Financial Transactions Plan (FTP); ii) the resources available as a result of activation of the NAB and bilateral
borrowing of the IMF, if activated; iii) the IMF’s SDR holdings; less iv) resources committed under outstanding
loans (whether or not disbursed and net of repayments expected within one year); and less v) a precautionary
balance (20% of the quotas of the countries included in the FTP). The FTP is approved every three months and
determines the quota resources the IMF can use to finance its lending. The quotas included are those of
countries that, in the IMF’s opinion, have a sufficiently strong external position. Most of these countries are
advanced and emerging economies, but they also include developing economies. The quotas of countries not
included in the FTP (e.g. countries with IMF programmes) are not considered lendable resources, as neither are
the resources committed in the form of NAB by debtor countries.

12 The new NAB entered into force on 11 March 2011 and was first activated on 1 April 2011, with up to SDR 211
billion of available resources. Since then it has been activated, with similar amounts available, every six months.
The activation procedure is an independent legal act of ratification approved by the participant countries for
six-month periods if the IMF is judged to have an extraordinary need for resources.

13 To date, nine countries have signed precautionary arrangements. Three have signed an FCL: Poland (in
2009, for SDR 13.6 billion, with three renewals, the latest in 2013, for SDR 22 billion), Colombia (in 2009, for
SDR 6.9 billion, renewed three times, the latest in 2013, for SDR 3.8 billion) and Mexico (in 2009, for SDR
31.5 billion, also renewed three times, the latest in 2012, for SDR 47 billion); two countries have signed a
PCL/PLL: Macedonia (PLL in 2011, for SDR 410 million) and Morocco (PLL in 2012, for SDR 4.1 billion); in
addition, the IMF has granted precautionary SBAs to Romania, El Salvador, Costa Rica and Guatemala. Five
precautionary programmes are currently in force with Colombia, Mexico, Poland, Morocco and Romania.
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IMF’s ONE-YEAR FORWARD COMMITMENT CAPACITY CHART 3
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THE RELATIVE SIZE OF THE IMF
HAS DECREASED, BUT OTHER
GLOBAL FINANCIAL SAFETY
NETS HAVE BEEN DEVELOPED
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programmes in terms of volume of resources, notably the Flexible Credit Line for Mexico
(currently SDR 47 billion) and successive rescue programmes for Greece (SDR 26.4 billion
in 2010 and SDR 23.7 billion in 2012), Ireland (SDR 19.5 billion in 2010) and Portugal (SDR
23.7 in 2011).

However, although the IMF’s lending capacity exceeded SDR 250 billion at the end of
2013, to which should be added SDR 300 billion of bilateral loans approved at Los Cabos,
the debate regarding the sufficiency of IMF resources remains open. This debate hinges
on two main lines of argument: the relative size of the IMF in relation to the global economy,
and the risks to which the international monetary system and the member countries are
subject, in an increasingly interconnected and more financially globalised environment,
which the IMF must make secure.

As Chart 4 shows, once the member countries have ratified the 14th review approved in
2010, IMF quotas will return to levels of around 1.3 % of world GDP, equal to those of 1998
or 1978 and in line with historical levels. The IMF’s resources will, however, remain relatively
low, again in historical terms, relative to other variables such as trade or capital flows
(measured in the chart by payments on current account and by capital inflows and foreign
liabilities), which will continue well below the levels of the early 1990s. Even adding to the
quotas the resources received in the form of the NAB and bilateral loans in 2012, which
doubled the IMF resources available, the levels relative to trade and capital flows are
clearly below those reached in the 1990s.

However, since 2009 a bigger role has been played by other global financial safety nets
(GFSNs), which, apart from the IMF, include self-insurance through the accumulation of
reserves, bilateral (swap) agreements between central banks or inter-country loans,
regional financial agreements (RFAs)'* and the involvement of the private sector. All
these initiatives have been stepped up in recent years. Reserves increased by around
300% between 2000 and 2010, although they are heavily concentrated in Asian
emerging economies. Currency swaps between central banks have become more
frequent and are being applied in a more predictable framework. In addition, schemes
to involve the private sector (such as the Vienna initiative) or debt restructuring
processes have gathered pace. Finally, the development of RFAs has been particularly
significant, as exemplified by the Chiang Mai Initiative Multilateralization (CMIM) in Asia,
which has reached USD 240 billion (about SDR 156 billion), and the activation of

14 For an analysis of GFSN and RFA, see Garrido, Moreno and Serra (2012).
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RELATIVE SIZE OF THE IMF CHART 4
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THE GREATER GLOBAL RISKS
REQUIRE LARGER
PROGRAMMES AND MORE AND
BETTER PREVENTION

successive mechanisms in Europe, which have finally given rise to the establishment of
a permanent institution, the European Stability Mechanism (ESM), with a lending
capacity of EUR 0.5 trillion (about SDR 440 billion).

There are thus safety nets other than the IMF which can act alternatively or supplementarily
in the event of crisis. In fact RFAs usually envisage cooperation with the IMF. An example
of working together can be found in Europe, where most of the adjustment programmes of
euro area countries in difficulty (and, previously, of other EU Member States) have been
based on cooperation between the IMF and the European financial mechanisms, a
development which has also posed new challenges in coordination.

Globalisation and the growing economic and financial interconnectedness between
countries have increased the risk of contagion and, therefore, of deeper and more costly
crises. Historically, crises have manifested themselves mostly in problems in financing
the current account balances of the countries affected. From the 1990s, however, in an
increasingly interconnected global economy with growing international capital flows,
crises have manifested themselves more through the financial account, requiring larger
volumes of resources. Following this trend, the latest crisis broke out against a backdrop
in which the financial market interlinkages and the size of the global financial system
had expanded hugely and affected more highly developed countries, so that it posed
even greater demands in terms of resources and of disbursements in the initial stages
of the programmes.
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In response to these changes, the IMF extensively reformed its lending policy, doubling the
normal access limit on loans (to 600% of the quota), enhancing repayment schedule
flexibility, re-assessing conditionality to make it more realistic and seeking programme
ownership by authorities.’® The new lending policy has led to substantial changes in the
regular crisis-management programmes (stand-by arrangements), the ceilings on which
have been raised to meet the needs of both emerging and advanced economies. The
average size of the programmes has increased from 39% of the quota in 2007 to 886% in
2012, and from SDR 242 million in 2007 to SDR 12,831 million in 2012.

The new lending policy also includes a new insurance function based on two new
instruments: the flexible credit line (FCL) and the precautionary and liquidity line (PLL).
These facilities, which can be accessed by countries if they comply with ex ante access
requirements, represent an about-face with respect to traditional programmes in that they
are designed for countries which have solid fundamentals but which may be affected by
external shocks, in an increasingly global economic and financial environment with greater
external vulnerabilities.'®

The impact of the new precautionary lines on the sufficiency of IMF resources is twofold.
First, they use a large amount of funds, particularly the FCL. Second, they are designed to
reduce contagion risk and hence recourse to the IMF in the event of crisis. The design of
these facilities, which will be reviewed in 2014, is the subject of a debate between two
opposing stances: that their use should be confined to special situations and therefore an
exit strategy must eventually be available; and that their use should be continuous because
they contribute to market stability and are superior to other alternatives such as (excessive)
reserve accumulation (which is inefficient from a global standpoint) or swaps between
central banks (subject to uncertainty in their activation).

The international community has also learnt lessons from the crisis and is developing a
more robust regulatory and oversight framework aimed at ensuring that crises like the
latest one are not repeated in the future. There have been numerous initiatives on a
national, regional and international scale. The most significant international ones have
been channelled through the Financial Stability Board (FSB), an institution created by the
G20 following the 2008 crisis to coordinate the financial regulation and supervision
reform. Notable among the decisions taken are the setting of higher capital requirements
for banks and insurers (Basel lll and Solvency ll), including specific treatments for global
systemically important banks (G-SIB), the development of new macroprudential rules, the
establishment of monitoring and control strategies for international capital movements,
and the implementation within the G20 of a framework for surveillance of imbalances,
which puts special emphasis on the global and national effects of the domestic
macroeconomic policies of IMF member countries.'”

The IMF has updated its arsenal of surveillance tools in two ways: greater emphasis on
analysing interlinkages and spillovers, and enhancement of the financial system
surveillance network. More and better surveillance should reduce the outbreak of new
crises or at least reduce their impact and make for rapid crisis management, thus lowering
crisis adjustment costs.

15 Crisis resolution loans made out of the GRA are simplified by reducing them to two financing facilities: Stand-By
Arrangements (SBAs) and IMF Extended Fund Facilities (EFFs).

16 These facilities have access limits of up to 1,000% of the quota, with no express ceiling in the case of the FCL.

17 For a detailed analysis of this framework, see Estrada (2012).
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Neutrality and flexibility

NEUTRALITY AND MORAL
HAZARD

FLEXIBILITY IN THE DRAWDOWN
OF RESOURCES

In short, the debate on the sufficiency of IMF resources is conditioned by expectations as to the
type and size of future crises and by the confidence in the prevention instruments developed in
recent years. However, although supervision and regulation mechanisms are now more
sophisticated, the medium-term time horizon continues to be characterised by high uncertainty
as to how the recovery phase will unfold and as to how the exit from the recently applied
expansionary fiscal and monetary policies will be effected, all of which advises caution.

Two other key factors when it comes to assessing the size of the IMF are the neutrality with
regard to incentives (or moral hazard) which an overly large IMF may generate, and
flexibility in the availability of those resources.

An important consideration for assessing the volume of the IMF’s resources is the moral
hazard which may derive from an institution which is too large and has an overly generous
lending policy towards borrower countries or their creditors.

The new (less stringent) framework of the crisis resolution programmes and the absence of ex
post conditionality in underwriting facilities may increase the risk of unsustainable orimprudent
conduct by both countries potentially benefitting from programmes and by international
investors because of the expectation that, in the event of crisis, the IMF will rescue the
country. That said, as Dreher (2004) points out, the literature on the moral hazard of crisis
resolution programmes is not conclusive in this respect.'® As regards the absence of ex post
conditionality of the new precautionary facilities, there is a general trend at the IMF to give
greater weight to a firm commitment by the authorities of borrower countries (ownership) to
the objectives and policies included in the programmes, and to monitor programmes more on
the basis of their overall effectiveness than on the proliferation of pre-set conditions as
occurred previously, such conditions often failing to be fulfilled.

Also, a large IMF may in itself constitute a source of confidence for the financial markets,
since it sends the message that sufficient support is available if needed and thus reduces
the uncertainty channel of contagion.

In any event, besides the volume of resources, there are other factors which may lessen
moral hazard. Insofar as the borrower is concerned, the requirements for accessing
precautionary programmes must not be relaxed and regular checks made that they are
met. It is also important to pursue a more effective surveillance policy allowing the risk of
crisis and unsustainable conduct and policies to be detected in time, as a necessary
precondition of the lending policy. Regarding creditor moral hazard, consideration should
be given to increasing private-sector involvement in crisis resolution, including the
strengthening of actions of the Vienna Initiative type.

As regards flexibility, it is important that IMF resources can be marshalled and used rapidly
whenever needed. In this respect, some formulas used since 2008, such as the rollover of
bilateral loans, the NAB and quotas, show a considerable initial response capacity, which
was subsequently transformed into a permanent increase in resources. However, that
higher flexibility is linked for the time being to the receipt of loaned funds and depends on

18 Dreher (2004) reviews the literature on moral hazard in crisis resolution programmes and reports that it is not
conclusive as to the importance of moral hazard. Jeanne and Zettlelmeyer (2004) reject the existence of moral
hazard in IMF programmes in that they question the methods of the traditional literature, which asserts that
moral hazard exists because of improved financial conditions or capital flows to countries receiving programmes,
given that the purpose of the programme is precisely to improve them. What is important is that the programmes
reflect normal market conditions and the costs borne by the IMF.
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MAIN FEATURES OF IMF RESOURCES TABLE 2

Own funds/Liquidity creation

Quotas are the primary and permanent source of the IMF’s financial resources and reflect its nature as a cooperative
monetary institution. The quotas of member countries are assigned using a formula based on each country's relative
position in the world economy. Any changes to quotas have to be approved by an 85% majority of total votes and
require parliamentary approval of the member country. General quota reviews are conducted at least every five years.

Quotas

The IMF can opt to create liquidity through the issuance of special drawing rights (SDRs), which are a potential "asset"
SDRs vis-a-vis the freely usable currencies of IMF member countries. They were originally created in 1969 to support the fixed
parity system of Bretton Woods. However, SDR issues have been limited and require an 85% majority of votes.

Leverage can also serve as a source of liquidity. However, in practice the IMF does not engage in leverage, since it only
commits the funds it receives from member countries through the various instruments available (quotas, GAB, NAB,
bilateral loans, NPAs).

A consequence of this is that in calculating the IMF’s liquidity, all committed funds are deducted regardless of whether
or not they have been drawn down by the country under its loan programmes, including precautionary facilities (FCL
and PLL), despite the fact that they have been conceived and designed not to be used.

Leverage

Borrowed funds

NAB are the IMF’s main backstop, supplementing the funds received from quotas. They encompass a number of
multilateral credit arrangements between the IMF and 40 member countries under which the latter undertake to
provide additional resources to the IMF if the quotas are considered insufficient. Although NAB are usually rolled over
for regular five-year periods (85% majorities), they are a de facto mechanism of quasi-permanent financing because
NAB/GAB rollover has been automatic and continual since they were implemented in 1998. NAB are activated (for use) for
maximum periods of six months.
Along with NAB, GAB (general arrangements to borrow) are used by eleven countries willing to lend to the IMF certain
amounts of their national currencies and are activated subsidiarily to NAB.

Bilateral loans and NPAs are financing facilities which supplement quotas and NAB. Currently these mechanisms are

considered as a temporary instrument of an exceptional nature, i.e. a "second line of defence" designed to mitigate the
Bilateral effects of the global financial crisis, which can only be used once NAB are activated and the FCC falls below SDR 100
loans/NPAs billion.

They are highly flexible financing instruments because, once they have been approved by the IMF Executive Board,

they only require an agreement with the creditor country in question.

The IMF’s Articles of Agreement empower it to raise funds on the international markets by issuing bonds under two
conditions: a) it cannot obtain them from its member countries by other means and b) the need for financing relates to
the IMF’s transactions. The resolution to issue bonds requires a simple majority of votes. So far this mechanism has
never been used owing to concerns that the IMF may become dependent on the private sector.

Private sector

SOURCE: IMF information.

the will of the lender countries: in 2009 the IMF only preserved its liquidity thanks to early
support from Japan and the EU. There is thus scope to seek mechanisms allowing the IMF
greater flexibility in raising funds, without need to depend on third parties.

Table 2 lists the characteristics of the various sources of funds. Quotas allow more discretionality
to the IMF as regards their use, since they are own funds, but there are greater restrictions when
it comes to increasing them. Increasing quotas requires a majority of 85% and passage through
parliament in most countries. Ideally, quotas should be adjusted over time to keep them stable
relative to the main variables of the global economy (GDP, trade or capital flows). However,
although the quotas are reviewed every five years, there is a reluctance to raise them because
countries’ voting powers may be affected. Significant increases take place slowly and are usually
in response to situations of clear need for resources, as in 1998 (Asian crisis) or in 2008-2010
(global financial crisis). Once the threshold of USD 1 trillion in the total of quotas plus the NAB has
been reached, it is difficult to envisage further rises in quotas beyond those necessary to redress
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Conclusions

distortions in voting power. Nor does the issuance of SDRs to create unlimited liquidity seem
viable in view of the lack of political support for an IMF acting as a central bank.®

Two highly flexible financing alternatives are the recourse to indebtedness to the private
sector (permitted in the Articles of Agreement of the IMF) and the leverage of loans. This
second alternative would be particularly justifiable in the case of the FCL, the weight of
which in the calculation of IMF liquidity represents a heavy burden (100%) despite the
expectation that the line will not be used. These options enjoy greater political support
than SDR issuance, but continue to meet considerable resistance in the Executive Board,
basically motivated by a desire to avoid depending on market credit.

In short, the most rapid alternative if additional funds are needed is probably to turn to
bilateral loans or to place notes with official creditors.

Since 2009 the IMF has significantly increased its resources, reaching the barrier of USD
1 trillion in quasi-permanent resources. It also has an additional temporary cushion of
another USD 0.5 trillion in temporary funds until at least 2017.

This structure has allowed the lending policy to be expanded, but in the medium term
there are questions as to its sufficiency, against a background characterised by recovery
of the advanced economies and deceleration of the emerging economies. A central
element will be the use made of the precautionary facilities in the coming years, since
these account for a large volume of funds. Important in this respect is the review under
way of these facilities to minimise the problems of moral hazard which may be posed.

Ideally, quotas should be adjusted automatically over time to reflect the relative weight of
countries and the potential need for resources (e.g. keeping resources within a certain
range relative to the main indicators of the global economy). That said, taking into account
historical experience and the difficulties of governance associated with quota increases (a
majority of 85% is required), automatic or significant increases are unlikely, although there
may be small increases intended more to rebalance voting power than to ensure the
sufficiency of resources.

In these circumstances, it will be important for the IMF to have the flexibility to allow it to
increase its resources rapidly if necessary. Recent experience has already established a
precedent in the form of bilateral loans and the NAB, which will probably be used again in
the future. Nevertheless, these instruments depend on member countries’ willingness to
contribute. Other similarly flexible alternatives which would allow the IMF more autonomy
are indebtedness to the private sector (permitted in the Articles of Agreement of the IMF)
and the leverage of loans, particularly in the case of precautionary facilities, which however
are not expected to be used. These options face considerable resistance from the
Executive Board insofar as they entail a dependence on market credit. Even so, it may be
worth exploring their development as a backstop.

13.1.2014

19 The metaphor used by Boughton to describe the take-off of the SDR is “the flight of the dodo”, an extinct flightless
bird symbolising something obsolete or out of place [Boughton (2011)].

BANCO DE ESPANA 63 ECONOMIC BULLETIN, JANUARY 2014 DOES THE INTERNATIONAL MONETARY FUND HAVE SUFFICIENT FINANCIAL RESOURCES?



REFERENCES

BOUGHTON, J. M. (2011). “The Flight of the Dodo: Is there a Future For the SDR?”, ICRIER Conference, Delhi, 13
September.

DREHER, A. (2004). Does the IMF cause moral hazard? A critical review of the evidence, EconWPA International
Finance, December.

ESTRADA, A. (2012). “Nuevas herramientas para la gobernanza econdémica global: marco para el crecimiento y
supervision de desequilibrios”, Boletin Economico, September, Banco de Espaia.

GARRIDO, I., P. MORENO and X. SERRA (2012). “El IMF vy los acuerdos regionales de financiacién”, Boletin
Econdmico, March, Banco de Espafia.

IRC-TF (2013). “The size and composition of IMF resources”, Taskforce on IMF Issues of the International Relations
Committee of the European Central Bank (mimeo).

JEANNE, O., and J. ZETTELMEYER (2004). The Mussa Theorem (and other results on IMF induced moral hazard),
IMF Working Paper 04/192.

MORENO, P. (2013). The Metamorphosis of the IMF (2009-2011), Estudios Econémicos, no. 78, Banco de Espania.

BANCO DE ESPANA 64 ECONOMIC BULLETIN, JANUARY 2014 DOES THE INTERNATIONAL MONETARY FUND HAVE SUFFICIENT FINANCIAL RESOURCES?



Introduction

FINANCIAL REGULATION: 2013 Q4

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

As has been customary in the final months of the year, a considerable amount of financial
legislation was published in 2013 Q4. This article summarises it.

A series of urgent measures were published to adapt Spanish law to European Union (EU)
supervisory and solvency regulations for financial institutions.

Further, two EU regulations were published: the first setting out the specific tasks of the
European Central Bank (ECB) in respect of the prudential supervision of the participating
Member States’ credit institutions; and the second adapting the European Banking
Authority’s (EBA) regulations to the new supervisory environment in the EU. In this
connection, an inter-institutional agreement between the European Parliament and the
ECB has been published on the practical modalities of the exercise of democratic
accountability and oversight over the exercise of the tasks conferred on the ECB within the
framework of the Single Supervisory Mechanism (SSM).

The ECB enacted several decisions and regulations: 1) additional measures relating to
Eurosystem refinancing operations and eligibility of collateral in monetary policy operations;
2) additional temporary measures relating to asset-backed bonds and certain loans being
eligible as collateral in monetary policy operations, and 3) the recasting of several
regulations relating to the statistical reporting requirements of certain financial institutions.

The Banco de Espafia published three measures: 1) certain amendments to the general
clauses applicable to monetary policy operations; 2) the amendment of the accounting
rules for credit institutions and the Central Credit Register (CCR), and 3) the amendment
of the internal rules of the Banco de Espana.

As regards credit institutions, a new legal regime was promulgated for savings banks, and
banking foundations are regulated for the first time.

Turning to State debt, legislation was published authorising the Treasury to conduct new
operations to place its surplus balances with private banks.

Two securities market regulations were published: 1) banks asset funds’ accounting rules, annual
accounts, public financial statements and confidential statistical returns, and 2) the claims and
complaints resolution procedure in relation to companies providing investment services.

Furthermore, new financial and tax measures were introduced affecting, inter alia, the tax
regime for Sareb (the asset management company for assets arising from bank
restructuring) and the regulations governing collective investment undertakings (CIUs).

Two laws were enacted: the first regulating transparency, access to public information and
good governance in the case of all parties providing public services and exercising
administrative power; and the second implementing the general principles necessary for
ensuring market unity.
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Finally, the financial and fiscal changes in the State Budget Law for 2014 are discussed.

Table 1 details the contents of this article.

The Spanish version of this article (Boletin Econémico, January 2014, Banco de Espafa)
offers a deeper analysis and greater details of these regulations.
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although certain provisions will be enforceable during 2014, as will be indicated later.

TABLE 1

Royal Decree-Law 14/2013 of 29 November 2013 (Official State Gazette of 30 November) on
urgent measures for the adaptation of Spanish law to EU supervisory and solvency regulations
for financial institutions (hereafter, RDL) was published. It came into force on 1 December,

The aim of this legislation is, on one hand, to incorporate directly into Spanish law
Regulation (EU) 575/2013 of the European Parliament and of the Council of 26 June 2013,

1 Regulation (EU) No 575/2013 of the European Parliament and of the Council of 26 June 2013 on prudential
requirements for credit institutions and investment firms and amending Regulation (EU) No 648/2012 of the
European Parliament and of the Council of 4 July 2012 on OTC derivatives, central counterparties and trade
repositories. See “Financial regulation: 2013 Q2”, Economic Bulletin, July 2013, Banco de Espaia pp. 47-91.
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AMENDMENT OF THE LAW OF
AUTONOMY OF THE BANCO DE
ESPANA

SOLVENCY OF CREDIT
INSTITUTIONS

which will come into force on 1 January 2014, extending and adapting the supervisory
functions of the Banco de Espafia and the CNMV to the new powers laid down in European
Union Law, which considers them to be competent authorities in the area of their respective
remits. And, on the other, to transpose Directive 2013/36/EU of the European Parliament
and of the Council of 26 June 20132, which must be incorporated into Spanish law by the
above date.

Together, the Regulation and Directive have been the keystone for harmonising the Basel
Il accords in the European Union.

The main new developments are discussed below.

Law 13/1994 of 1 June 1994° on the Autonomy of the Banco de Espafia has been amended
to authorise the central bank to respond to consultations about the exercise of its executive
powers in respect of the supervision and inspection of credit institutions. Replies to such
consultations will be of an informative nature, and no appeal may be lodged by the parties
concerned against them. However, they will be binding upon the bodies of the Banco de
Espafia entrusted with exercising the powers to which the consultation relates, provided that
the circumstances, background information and other data contained therein do not change.

Certain amendments have been made to Law 13/1985 of 25 May 1985 on investment
ratios, own funds and reporting requirements for financial intermediaries in order to align
it with European Union regulations as from 1 January 2014. Credit institutions, whether
part of a consolidable group or not, shall thus maintain at all times a sufficient volume of
own funds relative to investments made and risks assumed, as stipulated in Regulation
(EU) No 575/20183. Likewise, they shall specifically set in place sound, effective and
exhaustive strategies and procedures to assess and maintain at all times the amounts,
types and distribution of internal capital considered appropriate to cover the nature and
level of their risks.

Moreover, as from the entry into force of the regulation the following may be imposed:
1) the obligation to have in place a minimum amount of liquid assets with which to
withstand potential outflows of funds arising from liabilities and commitments, including
in the event of serious incidents potentially affecting liquidity; 2) the maintenance of an
appropriate structure of financing sources and of maturities in related assets, liabilities
and commitments in order to avoid potential imbalances or liquidity tensions that may
impair or jeopardise the institution’s financial situation, and 3) a ceiling on the ratio of the
institution’s own funds to the total value of its exposures to the risks arising from its
activity. These requirements may be stricter depending on the ability of each credit
institution to obtain tier 1 capital.*

2 Directive 2013/36/EU of the European Parliament and of the Council of 26 June 2013 (OJEU of 27 June) on
access to the activity of credit institutions and the prudential supervision of credit institutions and investment
firms, amending Directive 2002/87/EC of the European Parliament and of the Council of 16 December 2002 on
the supplementary supervision of credit institutions, insurance undertakings and investment firms in a financial
conglomerate, and repealing 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, and Directive 2006/49/CE of
the European Parliament and of the Council of 14 June 2006 on the capital adequacy of investment firms and
credit institutions.

3 See “Regulacién financiera: segundo trimestre de 1994”, Boletin Econémico, July-August 1994, Banco de
Espafia, pp. 86-92.

4 According to Regulation (EU) No 575/2013, Tier 1 capital consists of the sum of the Common Equity Tier 1 capital
(essentially comprising ordinary capital and reserves) and Additional Tier 1 capital (comprising hybrid instruments).
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CORPORATE GOVERNANCE
MEASURES

PROVISIONAL LEGAL REGIME
APPLICABLE TO SPECIALISED
CREDIT INSTITUTIONS AND
OTHER AMENDMENTS TO LRD
1298/1986 OF 28 JUNE 1986

SUPERVISION AND SOLVENCY IN
RESPECT OF INVESTMENT
FIRMS

The functions that correspond to the Banco de Espafa, in its capacity as the authority
responsible for the supervision of credit institutions and their consolidable groups, have
been revised. Specifically, stipulations have been made as to the minimal subject matter
to be set out in the technical guidelines compiled by the Banco de Espafa for supervised
institutions and groups with a view to their proper compliance with supervisory
regulations.

Finally, changes have been made regarding failure to comply with solvency rules, and
the assumptions have been specified under which the Banco de Espafia shall oblige
credit institutions and their groups to hold own funds additional to the minimum levels
required.

The aforementioned Law 13/1985 includes a new section that sets out a series of corporate
governance measures for financial institutions that will come into force on 30 June 2014.
In particular, the limitations on remuneration for categories of employees whose
professional activities have a bearing on the risk profile of the institution, its group, parent
or subsidiaries are set out.®

In this respect, the variable remuneration component shall not exceed 100% of the fixed
component. However, shareholders may approve a higher level provided that it does not
exceed 200% of the fixed component. If it deems it appropriate, the Banco de Espana may
authorise institutions to apply a theoretical discount rate, in accordance with EBA
guidelines, of up to 25% of total variable remuneration, provided that it is paid through
deferred instruments over a period of five or more years.

A transitory regime has been established for specialised credit institutions which will
continue to be considered as credit institutions until the specific legislation corresponding
to them is approved.

Further, there is an amendment to Article 6.2 of Legislative Royal Decree-Law 1298/1986
of 28 June 1986 on the adaptation of the legislation in place for credit institutions to that
of the European Communities, on collaboration regarding information and professional
secrecy, foreseeing that the Banco de Espafa, in the exercise of its supervisory functions,
may publish the results of the stress tests conducted or convey the result to the EBA, so
that the latter may publish them, in accordance with Regulation (EU) No 1093/2010 of the
European Parliament and of the Council of 24 November 2010 establishing a European
Supervisory Authority.®

The Securities Market Law has been amended in order to introduce the reforms arising
from Directive 2013/36/EU, relating to investment firms, which are akin to the reforms to
credit institutions. The following, inter alia, are made extensive to the regulations
governing investment firms: 1) the capacity of the CNMV, from 1 January 2014, to apply
similar measures to those applicable to credit institutions when it has data allowing it to
presume there are grounds denoting non-compliance with own-funds requirements or
the failure to have in place an organisational structure, accounting or appropriate
valuation internal control mechanisms and procedures, as well as establishing similar

5 Specifically, the remuneration of senior managers, employees who assume risks, those exercising control
functions, and any employee who receives overall remuneration in the same remuneration bracket as the
foregoing, whose professional activities have a significant bearing on the institution’s risk profile.

6 See “Financial regulation: 2010 Q4”, Economic Bulletin, January 2011, Banco de Espafa pp. 149-152.
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LEGAL ENTITY IDENTIFIER

REGIME GOVERNING THE
ELIGIBILITY OF PREFERENCE
SHARES AS OWN FUNDS

CORE CAPITAL

AMENDMENT OF THE
REGULATIONS ON
RESTRUCTURING AND
RESOLUTION OF CREDIT
INSTITUTIONS

additional measures, and 2) corporate governance measures in respect of the limitations
on the remuneration of certain categories of employees which, as at credit institutions,
will come into force on 30 June 2014.

For the first time in Spain, regulations have been laid down for a legal entity identifier,
envisaged by Regulation (EU) No 648/2012 of the European Parliament and of the Council
of 4 July 2012,” on OTC derivatives, central counterparties and trade repositories. Early
next year, the central counterparties and trade repositories shall identify participants® in a
derivatives contract (for the purposes of their registration in the trade repositories) through
the use of a code known as an entity identifier. In Spain, their issuance and management
will be incumbent upon the Mercantile Register.

Prudential treatment is established for all preference shares as own funds, in accordance
with the provisions of Regulation (EU) No 575/2013. Thus, they will be considered as
additional Tier 1 capital if they meet the conditions laid down in Chapter 3 of Title | of
Part Two of this Regulation.® However, those issued or that were eligible as own funds
before 31 December 2011 shall count as Common Equity Tier 1 capital over the period
from 1 January 2014 to 31 May 2021, as stipulated in Chapter 2 of Title | of Part Ten of the
above-mentioned Regulation.

As from the entry into force of the regulation, the core capital requirement regulated under
Royal Decree-Law 2/2011 of 18 February 2011'° on the reinforcement of the financial
system is repealed. However, a transition period running to 31 December 2014 has been
set in order to mitigate the effects its repeal could have.

Law 9/2012 of 14 November 2012"" on the restructuring and resolution of credit institutions
has been amended in order to enable the Fund for the Orderly Restructuring of the Banking
Sector (FROB) to increase its own funds through the capitalisation of credits, loans or any
other debt operation in which the State features as creditor. The management of its cash
operations, previously in the hands exclusively of the Banco de Espafia, has also been
made more flexible.

Finally, the provision of Law 9/2012 of 14 November 2012 setting a deadline of 31
December 2013 for the application of Chapter VII of this law relative to the management of
hybrid capital and subordinated debt instruments, has been eliminated. This elimination
means the loss-absorption mechanisms derived from the restructuring or resolution of a
credit institution, by its shareholders and subordinate creditors, prevail under Spanish

7 See “Financial regulation: 2012 Q3”, Economic Bulletin, October 2012, Banco de Espafia, pp. 1-41.

8 Participants shall be understood to be financial and non-financial counterparties to a derivatives contract; the
beneficiaries; the intermediaries; the central counterparties; the clearing members, and the remittance entities,
in accordance with the provisions of Regulation (EU) No 648/2012 and its implementing regulations.

9 Certain conditions, inter alia, must be met: 1) that they are not purchased by the institutions, their subsidiaries
or companies with which there are control links; 2) they cannot be secured or subject to a guarantee provided
by any group company that enhances the seniority of claims in the event of insolvency or liquidation; 3) they
must be perpetual and the provisions governing them must include no incentive for the institution to redeem
them; 4) where the provisions governing the instruments include one or more call options, those options may be
exercised at the sole discretion of the issuer; 5) the instruments may be redeemed or repurchased only when
authorised by the competent authority, and not before five years after the date of issuance; 6) the institution shall
not indicate explicitly or implicitly that the competent authority would consent to a request to call, redeem or
repurchase the instruments; and 7) the provisions governing the instruments require that, if a trigger event
occurs, the principal amount of the instruments be written down on a permanent or temporary basis or the
instruments be converted to Common Equity Tier 1 instruments.

10 See “Financial Regulation: 2011 Q1”, Economic Bulletin, April 2011, Banco de Espafia, pp. 163-168.

11 See “Financial Regulation: 2012 Q4”, Economic Bulletin, January 2013, Banco de Espafa, pp. 36-41.
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CHANGES IN THE TAX
TREATMENT OF DEFERRED TAX
ASSETS (DTAS)

European Central Bank:
specific tasks relating to
the prudential supervision
of credit institutions

SCOPE

regulations. Hence, the instruments needed to distribute the losses of an institution in
keeping with the principle laid down in the Law regarding the correct assumption of risks
and the minimum use of public funds are maintained.

The recast wording of the Law on Corporate Income Tax, approved by Royal Legislative
Decree 4/2004 of 5 March 2004, has been amended to introduce specific measures
aimed at allowing certain deferred tax assets (DTAs)' not to have to be deducted on
calculating common equity tier 1 capital’®. This is in line with the regulations in force in
other EU Member States, so that Spanish credit institutions may operate on a level
playing field.

Accordingly, for tax periods beginning as from 1 January 2014, DTAs relating to provisions
for the impairment of loans or other assets derived from possible bad debts of debtors
unrelated to the taxable person, and those derived from endowments or contributions to
social welfare and, where appropriate, early retirement arrangements, shall be converted
into a claim on the Tax Authorities in the event of any of the following circumstances
arising: 1) that the taxable party posts book losses in its annual accounts, these having
been audited and approved by the corresponding body, or 2) that the entity is subject to
legally declared winding-up or insolvency.

Last year saw the enactment of Council Regulation (EU) No 1024/2013 of 15 October 2013
(OJEU of 29 October), conferring specific tasks on the ECB concerning policies relating to
the prudential supervision of credit institutions, which came into force on 3 November, and
Regulation (EU) No 1022/2013 of the European Parliament and of the Council of 22 October
2013 (OJEU of 29 October) amending Regulation (EU) No 1093/2010 establishing a
European Supervisory Authority (EB) as regards the conferral of specific tasks on the ECB,
which came into force on 30 October.

The European Council of 19 October 2012 considered, among other aspects, that the
process towards closer economic and monetary union needs an integrated financial
framework, by means of a “single supervisory mechanism” (SSM)'4, open to all Member
States wishing to participate.

The key aspects of these Regulations are discussed below.

As indicated, Regulation 1024/2013 (hereafter, the Regulation) confers on the ECB specific
functions relating to the prudential supervision of the participating Member States’ credit
institutions, without prejudice to the related responsibilities and powers of the competent
authorities of these States.

The participating Member States are those of the euro area and other Member States that
have established close cooperation, in keeping with the provisions laid down in the

12 DTAs are tax assets that give the right to reduce the tax that companies (including credit institutions) are
required to pay in future to the tax authorities through corporate income tax. Basically they arise from three
sources: 1) provisions made to cover the risk of losses on assets; 2) contributions to social security systems,
and 3) previous years’ tax losses. In the case that concerns us here, the reinstatement of DTAs has a limited
scope, since it only covers those that have arisen from provisions for bad debts or contributions to social
security systems.

13 According to Regulation (EU) No 575/2013, deferred tax assets that rely on future profitability are one of the
items that come under deductions from Common Equity Tier 1 items.

14 The SSMis a European financial supervision system made up of the ECB and the competent national authorities
of the participating Member States.
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FUNCTIONS CONFERRED
ON THE ECB

Regulation. Accordingly, these States must commit themselves, among other obligations,
to the following: 1) to ensure that their respective national competent authorities adhere to
the guidelines or requests formulated by the ECB; 2) to provide all the information on the
credit institutions located in their territory that may be requested by the ECB in order to
conduct a comprehensive assessment of these institutions, and 3) to adopt, in relation to
credit institutions, whatsoever measure requested by the ECB.

Excluded from the supervisory functions conferred on the ECB are those institutions
envisaged in Art. 2, paragraph 5, of Directive 2013/36/EU of the European Parliament and
of the Council of 26 June 2013 on access to the activity of credit institutions and the
prudential supervision of credit institutions and investment firms, namely: investment
firms, central banks and, in Spain’s case, the ICO (Official Credit Institute).

The ECB cooperates closely with the EBA, the European Securities and Markets Authority
(ESMA), the European Insurance and Occupational Pensions Authority (EIOPA) and the
European Systemic Risk Board (ESRB), and with the other authorities making up the
European System of Financial Supervision (ESFS), in order to ensure an appropriate level
of regulation and supervision in the EU. It will also cooperate with the authorities entrusted
with the resolution of credit institutions (in particular in the preparation of resolution plans)
and, specifically, with public financial assistance mechanisms, including the European
Financial Stability Fund (EFSF) and the European Stability Mechanism (ESM), when these
have granted or are likely to grant direct or indirect financial assistance to a credit institution
of a participating Member State.

The ECB shall have exclusive powers to exercise, for prudential supervisory purposes,
inter alia, the following functions in relation to credit institutions established in participating
Member States: 1) to authorise credit institutions and, where appropriate, withdraw such
authorisations, and to assess notifications of the acquisition and disposal of qualifying
holdings in credit institutions, except in the case of a bank resolution, which shall be
discussed in detail below; 2) to carry out the tasks which the competent authority of the
home Member State shall have under the relevant Union law in relation to credit institutions
established in a participating Member State which wish to establish a branch or provide
cross-border services in a non-participating Member State; 3) to ensure compliance with
EU legislation and, where appropriate, national legislation, which impose prudential
requirements on credit institutions in the areas of own funds requirements, securitisation,
large exposure limits, liquidity, leverage, and reporting and public disclosure of information
on those matters; 4) to carry out supervisory reviews, including where appropriate stress
tests, in order to determine whether the arrangements, strategies, processes and
mechanisms set in place by credit institutions ensure a sound management and coverage
of their risks, and 5) to carry out supervisory tasks in relation to recovery plans, and early
intervention where a credit institution or group does not meet or is likely to breach the
applicable prudential requirements, or where it is determined that the arrangements,
strategies, processes and mechanisms set in place by the credit institution, and the own
funds and liquidity that the institution holds, do not ensure a sound management and
coverage of their risks.

Lastly, the ECB shall adopt guidelines and recommendations, and it shall in particular
be subject to binding regulatory and implementing technical standards developed by
the EBA and adopted by the Commission, and to the provisions laid down in the
European supervisory handbook to be developed by the EBA in accordance with
Regulation 1022/2013.
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AUTHORISING A CREDIT
INSTITUTION’S ACCESS
TO ACTIVITY

ASSESSMENTS OF
ACQUISITIONS OF QUALIFYING
HOLDINGS

COOPERATION WITHIN THE SSM

ADMINISTRATIVE SANCTIONS

The authorisation shall be submitted to the competent national authorities of the Member
State in which the institution is to establish itself, in accordance with the requirements laid
down in the relevant national legislation. Once these requirements are met, the competent
national authority shall adopt a draft decision to propose to the ECB the granting of the
authorisation.

The ECB may only object to this draft if the authorisation conditions established in the
relevant EU legal acts are not met. It may also withdraw the authorisation either on its own
initiative, after having consulted the competent national authority, or at the proposal of the
competent national authority.

While powers in the area of resolution of credit institutions remain within the remit of the
participating Member States, in those cases where the national authorities consider that
withdrawal of authorisation or application of the measures needed for the resolution of an
institution might prove harmful to preserving financial stability, they shall notify the ECB,
explaining the harmful effects in detail. In these instances the ECB shall abstain from
withdrawing authorisation for a period mutually agreed with the national authorities, and it may
extend this period if it considers that sufficient progress has been made. However, if the ECB
determines that the national authorities have not applied the appropriate measures needed to
preserve financial stability, the withdrawal of authorisation shall be applied immediately.

The qualifying holding in a credit institution established in a participating Member State
and all information relating to this acquisition shall be submitted to the competent national
authorities of the Member State in which the institution is established. These authorities
shall assess the proposed acquisition and forward to the ECB the notification and a
proposal for a decision to oppose or not the acquisition. The ECB shall decide whether to
oppose the acquisition on the basis of the assessment criteria set out in the applicable EU
legislation.

The ECB shall carry out its tasks within the SSM, taking responsibility for its effective and
consistent functioning. Both the ECB and the national authorities shall be bound to
cooperate and to exchange information in the exercise of their respective supervisory and
investigatory powers.

The ECB may demand that the authorities provide them with whatsoever information is
needed to perform the tasks conferred on it by the current Regulation, for supervisory
purposes and statistical purposes in respect of the following institutions: credit institutions;
financial holding companies; mixed financial holding companies; persons belonging to the
aforementioned institutions, and third parties to which these institutions have outsourced
tasks or activities.

Within the SSM, the ECB is considered as the supervisor of all the credit institutions of the
Member States, but its function is performed in a different way depending on whether
significant or less significant institutions are involved (direct or indirect ECB supervision).

However, the ECB may, without prior notice, conduct as many on-site inspections as it
deems necessary of these institutions, and of any other company included in supervision
on a consolidated basis if the ECB is supervisor on a consolidated basis.

If a credit institution, a financial holding company or a mixed financial holding company
fails, deliberately or through negligence, to comply with the obligations laid down by EU
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legislation, the ECB may impose pecuniary penalties of up to double the amount relating
to the profits obtained or the losses avoided as a result of the breach, if such profit or
loss can be determined, or of up to 10% of total anual turnover, or other pecuniary
penalties envisaged under EU law. The penalties applied shall be effective, proportionate
and dissauasive.

In exercising the functions attributed to it by the Regulation, the ECB and the national
authorities within the SSM shall act independently and objectively in the interest of the EU as
a whole, and they shall not request or accept any instruction from their institutions or bodies,
nor from any government or Member State or from any public or private entity. The ECB shall
likewise carry out these tasks fully independently from its monetary policy functions, whereby
there shall be no interference between the respective functions. Staff engaging in the
execution of these functions shall be separated, from the organisational standpoint, from the
rest of the ECB staff and shall belong to a different hierarchical structure.

Annually, the ECB shall submit a report on the execution of the functions attributed to it by
this Regulation to the European Parliament, the Council, the Commission and the Eurogroup.
National parliaments may address their reasoned observations to the ECB on this report.

The ECB shall set up an Administrative Board of Review, entrusted with conducting the
internal examination of the decisions adopted by the ECB in the exercise of the powers
attributed to it by the Regulation. The members of this Board shall act independently and
in the public interest. A Supervisory Board shall also be established, entrusted with
planning and implementing the supervisory functions attributed to the ECB. This Board
shall comprise a chair, vice-chair, four ECB representatives and a representative from each
competent national authority of each participating Member State.

The ECB will levy an annual supervisory charge from credit institutions established in the
participating Member States and from branches established in those States of credit
institutions belonging to non-participating Member States. This charge shall be designed
to defray the expenses it incurs in the exercise of its supervisory functions, without
exceeding the amount of the expenses relating to these tasks. The amount of the charge
levied on a credit institution or on the branch shall be calculated in accordance with the
arrangements previously defined and published by the ECB.

The ECB shall assume the functions conferred on it by the Regulation before 4 November
2014, unless it became apparent that it were not prepared to fully assume its functions, in
which case the ECB may adopt a decision in order to ensure continuity during the transition
from national supervision to that of the SSM.

The Inter-Institutional Agreement of 6 November 2013 between the European Parliament
and the European Central Bank on the practical modalities of the exercise of democratic
accountability and oversight over the exercise of the tasks conferred on the ECB within the
framework of the Single Supervisory Mechanism (OJEU of 30 November) (hereafter, the
Agreement) has been published.

The ECB'’s accountability and reporting obligations vis-a-vis the European Parliament and
the Council are being implemented. These were envisaged in Regulation (EU) No 1024/2013
of the Council of 15 October 2013, conferring on the ECB specific tasks concerning
policies relating to the prudential supervision of credit institutions of the Member States
participating in the SSM.
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Annually, the ECB shall submit to the Parliament an annual report on the execution of the tasks
conferred on it by this Regulation. The Chair of the ECB Supervisory Board shall participate in
ordinary public hearings on the execution of supervisory tasks at the request of the related
competent parliamentary committee, with two such annual hearings envisaged. The Chair of
the Supervisory Board may also be called on to participate in additional ad hoc exchanges of
views on supervisory matters with the competent European Parliament committee.

Other aspects of the Agreement refer to the information that the ECB shall provide to the
competent parliamentary committee on: 1) the procedures for selecting the chair and vice-
share of the Supervisory Board, candidates for which will be proposed by the ECB and approved
by the Parliament; 2) establishing the code of conduct envisaged in Regulation (EU) No
1024/2013, which shall address matters relating to conflicts of interest and shall ensure that the
rules on the separation of the respective supervisory and monetary policy functions are
observed, and 3) the procedures (including the timetable) established for the adoption of
regulations, decisions, guidelines and recommendations (“acts”), subject to public consultation.

The Agreement entered into force on 7 November.

ECB Decision ECB/2013/35 of 26 September 2013 (OJEU of 12 November) on additional
measures relating to Eurosystem refinancing operations and eligibility of collateral
(hereafter, the Decision) has been published.

The Decision introduces amendments and changes to certain provisions of Guideline
ECB/2011/14 of 20 September 2011 on the monetary policy instruments and procedures
of the Eurosystem, to strengthen its risk control framework. To do this, it adjusts the
eligibility criteria and haircuts applied to collateral accepted in Eurosystem monetary policy
operations and adopts certain additional measures to improve the overall consistency of
the framework and its practical implementation.

In relation to the eligibility of fixed-income marketable assets, it is established that the
principal should not be subjected to conditions linked to only one euro area inflation index
at a single point in time. As to coupons, it is maintained that zero, fixed or floating coupons
cannot result in a negative cash flow. With regard to floating coupons, the mathematical
structure is established to which they should adjust for the assets to be eligible whereby,
if they do not, they shall only continue to be eligible during the twelve-month period
following the entry into force of the Decision.

There are additional eligibility criteria for commercial mortgage-backed securities, and it is
specified that they shall not contain loans which are at any time structured'®, syndicated'”
or leveraged'®.

Under Eurosystem credit assessment arrangements, certain changes are introduced into
the requirements for the assessment of credit quality by an accepted ECAI for marketable
assets that are not asset-backed bonds. Thus, from the entry into force of the Decision, it
is stipulated that, if there are several assessments by the ECAI of the credit quality of the

15 See “Financial regulation: 2011 Q4”, Economic Bulletin, January 2012, Banco de Espafa, p. 113.

16 A “structured loan” means a structure involving subordinated credit claims.

17 A “syndicated loan” means a loan provided by a group of lenders in a lending syndicate.

18 A*leveraged loan” means aloan provided to a company that already has a considerable degree of indebtedness,
such as buy-out or takeover-financing, where the loan is used for the acquisition of the equity of a company
which is also the obligor of the loan.
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same issue or, where appropriate, of the issuance programme or series of issues, the best-
result (i.e. the best assessment) rule shall apply. If this is not equal to or does not exceed
the Eurosystem credit quality threshold, the asset will not be eligible, even though there is

acceptable collateral™

according to the provisions of Guideline ECB/2011/14.

As regards asset-backed securities subject to loan-level data reporting requirements, as specified
in the Eurosystem credit assessment framework, it is established that the credit quality threshold
shall correspond to “single A", both at issuance and over the lifetime of the asset-backed
security. Asset-backed securities that do not comply with the loan-level data reporting requirements
shall remain subject to the credit assessment requirements foreseen in Guideline ECB/2011/14 (at
least two credit quality assessments of the issue by accepted ECAIls are required, and both
assessments should be “AAA”/”Aaa” and “single A” over the security’s lifetime).

Regarding the haircuts applicable to marketable and non-marketable assets, several
points are made. For marketable assets, slight upward changes to haircuts are made,
based on the different liquidity categories of the assets (there are five levels). An additional
valuation haircut is also applied to own-use covered bonds. The valuation markdown is
8% for own-use covered bonds?! in credit quality step (CQS) 1 and 2, and 12% for own-
use covered bonds in CQS3. Likewise, the haircut applied to asset-backed securities
included in CQS5 will be 10%, irrespective of the coupon term structures. Finally, haircuts
are also increased slightly for non-marketable assets.

The Decision came into force on 1 October.

The Decision of the European Central Bank — ECB/2013/36 of 26 September 2013 (OJEU of 12
November 2013) — on additional temporary measures relating to Eurosystem refinancing
operations and eligibility of collateral (hereafter, the Decision) has been published.

There has been a change to the haircuts applicable to asset-backed securities eligible for
Eurosystem refinancing operations, including asset-backed bonds whose underlying
assets include mortgage loans??, loans to SMEs or both, in accordance with the temporary
system introduced by ECB Guideline ECB/2013/4 of 20 March 2013.23

In relation to the eligibility of certain loans, in exceptional circumstances, the NCBs provide
for the possibility of accepting them where they are included in a pool of credit claims or
backed by real estate assets, if the law applicable to the loan or to the corresponding
debtor (or, where appropriate, the guarantor) is that of any EU Member State other than
that where the accepting NCB is established.

The Decision came into force on 1 October.

19 A guarantee is deemed acceptable if the guarantor has unconditionally and irrevocably guaranteed the
obligations of the issuer in relation to the payment of principal, interest and any other amounts due under the
debt instruments to the holders thereof until they are discharged in full.

20 A ‘single A’ rating is a rating of at least ‘A3’ from Moody’s, ‘A-’ from Fitch or Standard & Poor’s, or ‘AL’ from DBRS.

21 “Own-use covered bonds” are deemed to be those issued by a counterparty or by entities closely linked to a
counterparty, which use more than 75% of their outstanding amount.

22 Mortgage loans, as well as loans for the purchase of a house backed by a mortgage, also include those that do
not have a mortgage if the guarantee has to be paid immediately in the event of default. This guarantee can be
provided through different forms of agreement, including insurance contracts, provided that they are entered
into by public-sector institutions or financial institutions subject to public oversight. The credit assessment of
the guarantor for the purposes of these guarantees should be equivalent to CQS3 on the Eurosystem
harmonised rating scale over the lifetime of the transaction.

23 See “Financial regulation: 2013 Q2”, Economic Bulletin, July-August 2013, Banco de Espafia, pp. 47-52.
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Several ECB regulations were published in connection with the statistical information that
certain institutions must report to euro area NCBs. Each new regulation has consolidated
the preceding regulations in a single text incorporating the amendments introduced in all
of them in order to adapt to Regulation (EU) No 549/2013 of the European Parliament and
of the Council of 21 May 2013 on the European system of national and regional accounts
in the European Union. This Regulation introduced a new European System of Accounts
(ESA 2010), replacing ESA 95, which affects, inter alia, the definitions of categories of
asset-side and liabilities-side financial instruments and sector classification.

Set forth below is a brief discussion of the changes in this set of rules.

Regulation (EU) No 1071/2013 (ECB/2013/33) of 24 September 2013 (OJEU of 7 November
2013), has repealed Regulation (EU) No 25/2009 (ECB/2008/32) of 19 December 20082
concerning the balance sheet of the MFI sector.

Basically, two blocks of new features are distinguished: changes to adapt to ESA 2010
(essentially changes in the sectors and precision in the designation of certain instruments) and
changes to cover new user needs (some extra detail in instruments and maturities plus more
information on securitisations and other loan transfers, most notably that on securitisations
where the loan has been derecognised and the MFI continues to act as servicer).

The ECB may impose sanctions on reporting agents which fail to comply with the reporting
requirements regulated by this Regulation, which came into force on 27 November and
shall apply from 1 January 2015. First reporting pursuant to the new Regulation shall start
with data for December 2014.

Regulation (EU) No 1072/2013 (ECB/2013/34), of 24 September 2013 (OJEU of 7
November) has repealed with effect from 1 January 2015 Regulation (EC) No 63/2002
(ECB/2001/18) of 20 December 2001, concerning statistics on interest rates applied by
MFIs to deposits and loans vis-a-vis households and non-financial corporations.

The reporting agents belonging to this population will continue to file with the NCB of the
corresponding Member State monthly statistical information on interest rates for all
instrument categories of deposits and loans referring to new business and outstanding
amounts. The type of interest rate is the annualised agreed rate (AAR), which is defined as
the interest rate that is individually agreed between the reporting agent and the household
or non-financial corporation for a deposit or loan converted to an annual basis and quoted
in percentages per annum. The AAR covers all interest payments on deposits and loans,
but no other charges that may apply.

However, NCBs may require their reporting agents to provide the NDER® for all or some
deposit and loan instruments referring to new business and outstanding amounts, instead
of the AAR, as is the Spanish case.

24 See “Financial Regulation: 2009 Q1”, Economic Bulletin, April 2009, Banco de Espafia, p. 184.

25 The NDER is defined as the interest rate, on an annual basis, that equalises the present value of all commitments
other than charges (deposits or loans, payments or repayments, interest payments), future or existing, agreed
by the reporting agents and the household or non-financial corporation. Similarly, the NDER is equivalent to the
interest rate component of the annual percentage rate of charge (APRC) as defined in Directive 2008/48/EC of
the European Parliament and of the Council of 23 April 2008 on credit agreements for consumers. The NDER
uses successive approximation and can therefore be applied to any type of deposit or loan, whereas the AAR
uses the algebraic formula defined in the Regulation and is therefore only applicable to deposits and loans with
regular capitalisation of interest payments.
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The ECB may impose sanctions on reporting agents which fail to comply with the reporting
requirements regulated by this Regulation, which came into force on 27 November and
shall apply from 1 January 2015. First reporting pursuant to the new Regulation shall start
with data for December 2014.

Regulation (EU) No 1073/2013 (ECB/2013/38) of 18 October 2013 (OJEU of 7 November)
has repealed Regulation (EC) No 958/2007 (ECB/2007/8) of 27 July 2007 concerning
statistics on the assets and liabilities of investment funds.

In relation to the quarterly and monthly statistical reporting requirements, there is the
additional obligation of separate reporting of new issuance and redemptions of investment
fund shares/units during the reporting month.

As for derogations, a new feature is that in euro area Member States where the
combined total assets of national investment funds do not exceed 1% of the euro area
investment fund total assets, NCBs may grant said derogation to the smallest
investment funds in terms of total assets, provided that the investment funds that
contribute to the quarterly aggregated balance sheet account for at least 80% of the
total of national investment funds’ assets in terms of stocks. Derogations may also be
granted provided that the statistical information can be obtained from other available
sources.

The Regulation came into force on 27 November 2013 and will be applicable from 1
January 2015. First reporting shall begin with monthly and quarterly data for December
2014.

Regulation (EU) No 1074/2013 (ECB/2013/39) of 18 October 2013 (OJEU of 7 November
2013) has repealed Regulation (EC) No 1027/2006 (ECB/2006/8) of 14 June 2006 on
statistical reporting requirements for post office giro institutions that receive deposits from
non-monetary financial institution euro area residents.

The actual reporting population continues to consist of the post office giro institutions
resident in the territory of the euro area Member States of the euro area. These institutions
shall report monthly statistical information relating to their end-of-month balance sheet, in
terms of stocks, to the relevant NCB. The statistical information required shall be reported
in accordance with the minimum standards for transmission, accuracy, compliance with
concepts and revisions already established. NCBs may grant derogations to post office
giro institutions from the requirement provided that the required statistical information is
collected from other available sources.

The Regulation came into force on 27 November 2013 and will be applicable from 1
January 2015.

Regulation (EU) No 1075/2013 (ECB/2013/40) of 18 October 2013 (OJEU of 7 November
2013) has repealed Regulation (EC) No 24/2009 (ECB/2008/30) of 19 December 2008,2°
concerning statistics on the assets and liabilities of financial vehicle corporations engaged
in securitisation transactions.

26 See “Financial Regulation: 2009 Q1”, Economic Bulletin, April 2009, Banco de Espafia, pp. 183-184.
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Certain changes have been made to the definition of financial vehicle corporations.?” Thus,
monetary financial institutions, investments funds, insurance undertakings or reinsurance
undertakings and managers of alternative investment funds, which manage and/or market
alternative investment funds, are excluded from its scope.

The definition of securitisation has been updated and deems securitisation to be a
transaction or scheme whereby an entity that is separate from the originator or insurance
or reinsurance undertaking, issues financing instruments to investors and certain
circumstances detailed in the Regulation must take place.

Furthermore, the NCBs may also require the provision of security-by-security data on
financial transactions in debt securities held by financial vehicle corporations. Instead of
these data, they may provide, in agreement with the relevant NCB, revaluation adjustments
and other changes in volume which allow the NCB to derive the financial transactions.

In the statistical information required, which is specified in the Annexes of the Regulation,
some specific changes have been made. Thus, in addition to adjusting the definitions of
financial vehicle corporations’ asset-side and liability-side financial instruments to ESA
2010, for some categories, maturity breakdowns are required. Finally, all financial assets
and liabilities must be reported on a gross basis, i.e. financial liabilities must not be
deducted from financial assets.

The Regulation came into force on 27 November 2013 and shall apply from 1 January
2015. First reporting shall refer to quarterly data for the fourth quarter of 2014.

The Resolution of 29 November 2013 of the Executive Commission of the Banco de
Espafa (BOE of 30 November 2013) amends the Resolution of 11 December 19982
approving the general clauses applicable to the monetary policy operations of the Banco
de Espana.

The Resolution amends paragraph 9.2 of Clause VI with the result that the Banco de
Espana shall calculate the settlements of remuneration of cash balances transferred due
to valuation adjustments applied to collateral at an identical interest rate to that of the
deposit facility rate, instead of at the marginal rate of the Banco de Espafa’s main
refinancing operations, as occurred previously.

The Resolution came into force on 30 November 2013.

CBE 5/2013 of 30 October 2013 (BOE of 9 November 2013), amending CBE 4/2004 of 22
December 20042° on public and prudential reporting rules and formats for financial statements,
and CBE 1/2013 of 24 May 2013%, on the Central Credit Register (CCR) were published. The
Circular came into force on 31 October 2013 and shall apply from 1 January 2014, except for

27 Their principal activity must meet both of the following criteria: 1) they intend to carry out, or carry out, one or
more securitisation transactions and their structure is intended to isolate the payment obligations of the
undertaking from those of the originator, or the insurance or reinsurance undertaking, and 2) they issue, or
intend to issue, debt securities, other debt instruments, securitisation fund units, and/or financial derivatives,
and/or legally or economically own, or may own, assets underlying the issue of financing instruments that are
offered for sale to the public or sold on the basis of private placements.

28 See “Financial regulation: fourth quarter 1998”, Economic Bulletin, January 1999, Banco de Espaiia, pp. 78-82.

29 See “Financial regulation: 2004 Q4”, Economic Bulletin, January 2005, Banco de Espaia, pp. 3-7.

30 See “Financial regulation: 2013 Q2”, Economic Bulletin, July-August 2013, Banco de Espafia, pp. 70-74.
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certain derogations in relation to CBE 4/2004, which in some cases shall be applied to the
financial statements of the year beginning 1 January 2013.

The main features of these Circulars are discussed below.

The amendments made to CBE 4/2004 have essentially been in response to the
transposition into Spanish law of the changes made to EU legislation®" when certain
modifications to the International Financial Reporting Standards (IFRS) were introduced.

The concept of “joint ventures” is given which will now be called more broadly “joint
arrangements”.%2 No party shall control the arrangement individually but jointly with the
others which means that, contractually, the decisions about relevant activities require the
unanimous consent of the parties sharing control. These arrangements may be structured
in the following two ways: 1) as joint operations, whereby the parties to the arrangement
have rights to the assets and obligations for the liabilities relating to the arrangement, be
they designed through separate vehicles or not, and 2) as joint ventures whereby the
parties have rights to the net assets of the arrangement. Joint ventures need to be
structured through separate vehicles. Similarly, general accounting rules applicable to
each vehicle are laid down.

In the notes to financial statements, the entity shall list and describe interests in significant
joint ventures and associates, including their name, registered office, percentage of
ownership (indicating whether its percentage of voting rights is different) and a description
of the method used to record these investments.

When the entity, in order to give its customers access to certain investments, or for the
transmission of risk or other purposes, has formed or has interests in entities (sometimes
known as “special purpose entities”), such as, for example, structured entities, it shall
determine, in accordance with internal procedures and criteria, whether control exists and
therefore whether or not they should be consolidated.

Finally, the proportionate consolidated method has been withdrawn for joint ventures.

The amendments to the IFRSs adopted by the EU are introduced in the Circular since the
possibility of deferring actuarial results in accordance with a fluctuation band is removed
in defined benefit plans, at the same time as new information and a new expense
recognition method are included.

A definition of control is given as regards consolidated accounts. Thus, one entity is
deemed to control another where the former: 1) has the power to direct its relevant
activities, namely, those which significantly affect its returns, by statute or agreement;

31 In particular, Commission Regulation (EU) No 1254/2012 of 11 December 2012 amending Regulation (EC)
No 1126/2008 adopting certain international accounting standards in accordance with Regulation (EC)
No 1606/2002 of the European Parliament and of the Council as regards International Financial Reporting
Standard 10, International Financial Reporting Standard 11, International Financial Reporting Standard 12,
International Financial Reporting Standard 27 (2011) and International Financial Reporting Standard 28 (2011)
and Commission Regulation (EU) No 475/2012 of 5 June 2012 amending Regulation (EC) No 1126/2008
adopting certain international accounting standards in accordance with Regulation (EC) No 1606/2002 of the
European Parliament and of the Council as regards International Accounting Standard (IAS) 1 and International
Accounting Standard (IAS) 19.

32 Arrangements which grant two or more entities, called “venturers”, control over an activity which is subject to
joint control.
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2) has the ability to exercise rights to use that power in order to influence its returns, and
3) is exposed or has rights to variable returns from the investee. Where facts and
circumstances indicate that there has been a change in any of the three conditions above,
the entity shall reassess whether it controls an investee.®

In relation to the first paragraph, the meaning of “the power to direct relevant activities” is
given which arises from rights, which are sometimes shown in a straightforward manner
and on other occasions in a complex manner that may give rise to considering a variety of
factors and circumstances.

Where it is difficult to determine whether an entity has sufficient rights to obtain power over
an investee, it must be assessed whether it unilaterally has the ability to direct the investee’s
relevant activities.* If voting rights are not the determining factor for directing the investee’s
relevant activities, analysis of the control will take into consideration other factors described
in the Circular, such as financial reliance on the entity or that the parent guarantees the
investee’s obligations.

Some considerations are made about the fair value of financial instruments. Thus, the entities
shall disclose for each class of assets or liabilities measured at fair value after initial recognition,
certain information (which will be included in the notes to the individual accounts).

The following paragraphs have been removed: 1) the indication of the fair value for each
class of financial assets and financial liabilities; 2) the information on the methods for each
class of financial assets and financial liabilities and, where a valuation technique is used,
the models and significant assumptions used to determine fair value and 3) the effects on
the income statement of changes in fair value.

The information that the entity shall provide for all financial assets transferred in full or in
part which have not been derecognised®® has been updated, as well as an ongoing
involvement in the financial assets transferred® existing as of the reporting date,
irrespective of when the corresponding transaction took place.

33 Previously, it was understood that one entity controlled another where it had the power to govern the latter’s
financial and operating policies by statute or agreement so as to obtain benefits from its activities. In particular,
it was presumed that control existed, unless proved otherwise, where there is a relationship between an entity,
classified as the parent, and another entity, classified as the subsidiary, and one of the following situations
applied: 1) the parent held the majority of the voting rights in the subsidiary; 2) the parent had the power to
appoint or remove a majority of the members of the board of directors; 3) through agreements with other
shareholders, the parent could exercise a majority of the voting rights in the subsidiary, or 4) the parent had,
with its votes, appointed most of the members of the board of directors in office at the time the consolidated
accounts had to be prepared and during the two immediately preceding accounting periods.

34 The relevant activities, will usually be financial and/or operational activities or those related to appointing and
remunerating management bodies however, on occasions they may be limited to decisions concerning situations
or specific events which affect the investee’s returns, in which case, it will be necessary to assess the contractual
agreements which provide the basis for taking such decisions. This would be the case of entities designed so
that their activities are predetermined and the power over relevant activities only arises in specific circumstances
which significantly affect their returns. For example, where the sole activity of an investee is the purchase of
financial claims such that its returns are significantly affected only when there is a default, the relevant activity
will be the management of the default and, accordingly, the party which is capable of managing the default, will
have the power to direct the investee’s relevant activities irrespective of whether any default has occurred or not.

35 An entity is deemed to transfer the whole or a portion of a financial asset, if and only if: 1) it has transferred the
contractual rights to receive cash flows of that financial asset, or 2) it retains the contractual rights to receive
cash flows of the financial assets, but assumes a contractual obligation to pay the cash flows to one or more
recipients, as part of an agreement.

36 An entity has an ongoing involvement in a financial asset if, within the framework of the transfer, it retains any
of the contractual rights or obligations inherent in the financial asset transferred or obtains any new contractual
right or obligation in relation to said asset.
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Finally, information has been added which credit institutions must include on the offsetting
of financial assets and liabilities, as well as master netting arrangements, irrespective of
whether they are subject or not to offsetting. Furthermore, they shall describe the offsetting
rights associated with recognised financial assets and liabilities subject to enforceable
master netting arrangements which have not been offset.

The information provided by institutions in their consolidated accounts on business
combinations has been updated. The information that they must provide on their interest
in joint arrangements has been introduced and that relating to their interest in associates
has been updated. Likewise, the information on individual and consolidated confidential
returns which they must submit to the Banco de Espafia has been updated.

Lastly, certain changes have been introduced to the accounting statements included in the
Annexes of the Circular. These include most notably, inter alia, the replacement of
return T.13, “Classification of credit to other resident sectors (operations in Spain)”, by
return M.14, “Breakdown of credit to other sectors (operations in Spain)”. The information
in said return will be reported monthly.

Indirect risk counterparties can be excluded from reporting provided that their commitment
is less than €6,000 and they are part of a commercial credit transaction with recourse.

Transactions transferred to third parties in which reporting institutions retain management
vis-a-vis counterparties, have to continue to be reported to the Central Credit Register
(CCR) as though they had not been transferred, irrespective of whether they remain in full
in the balance sheet or have been fully or partly derecognised in accordance with
accounting regulations applicable to asset transfers. A derogation has been established
from the reporting obligation where counterparties belonging to the sectors “households”,
“non-financial corporations” and “non-profit institutions serving households” meet certain
requirements. These requirements include their cumulative exposure being less than
€6,000, and that the products concerned are current account overdrafts, credit card debt,
pension or salary advances, other call loans, or consumer loans with an original amount of
less than €3,000 and a repayment period of less than 12 months.

Similarly, certain obligations have been specified for reporting institutions which have
acquired loans from other institutions that continue to manage them vis-a-vis the
counterparties.

Certain changes are introduced for clarification purposes in Annex 1, “Data Modules”, and
in Annex 2 “Instructions for preparing the data modules”.

Finally, the transitional staggered enforcement regime is extended until the close of
reporting for data of 31 August 2015 (previously March 2015), although in some exceptional
cases it may reach 31 March 2016.

The Resolution of 21 October 2013 of the Governing Council of the Banco de Espara (BOE
of 23 October 2013) has been published, approving the amendment of its Internal Rules
included in the Resolution of 28 March 2000 which came into force on 24 October. Its
purpose is to adapt the internal rules to the various amendments of Law 13/1994 of 1 June
1994 of autonomy of the Banco de Espafia, which have affected, among other aspects,
the regulation of its powers on the circulation of banknotes, payment systems, renewal
and dismissal of its governing bodies and the legal framework for its staff.
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GOVERNING BODIES

STAFF POLICY

Savings banks and bank
foundations

In accordance with Law 8/2012% of 30 October 2012 on write-downs and sales of the
financial sector’s real-estate assets which amended Law 13/1994, the age limit at which
the Governor, Deputy Governor and elected council members are to leave their posts,
which was previously set at 70 years, has been eliminated.

As for the composition of the Executive Commission®®, its members are permitted to
participate and cast their vote by means of audio or video conferencing unless the other
members object. The minutes of the meeting shall specify the means of communication
used, acceptance by the other participants of such means and the declaration of
recognition of the identity of the participant.

Finally, certain provisions in relation to the Bank’s organisational chart are modified in
order to adapt them to its current organisation.

The Banco de Espana shall apply to its staff personnel costs-related measures equivalent
to those generally established for staff in the service of the public sector, principally by the
State budget laws for each year. For this purpose, those measures, whose aggregate
effect on the overall wage bill, in percentage terms, does not exceed that set in general for
staff in the service of the public sector, shall be deemed equivalent.

In any event, the Banco de Espafia may not agree remuneration increases that involve an
increase in the overall wage bill beyond the limits set for such staff in the service of the
public sector, nor remuneration decreases that involve a decrease in the overall wage bill
below the percentages that such measures represent for public-sector staff.

Lastly, the Resolution has been used to eliminate and update certain terminological
references which had become obsolete.

Law 26/2013 of 27 December 2013 (BOE of 28 December 2013) on savings banks and
bank foundations, which contains the new legal regime for savings banks, and the
regulation of bank foundations for the first time in Spanish law, was published.

This law repeals: Law 31/1985 of 2 August 1985 on the regulation of the basic rules relating
to the governing bodies of savings banks; Royal Decree-Law 11/2010 of 9 July 2010 on
governing bodies and other aspects of the legal regime for savings banks,*® except the
paragraphs that refer to the tax regime for institutional protection schemes; and certain
paragraphs of Article 7 of Law 13/1985 of 25 May 1985 on investment ratios, own funds
and reporting obligations of financial intermediaries, insofar as they concern non-voting
equity units.

The Law entered into force on 29 December 2013, and regional governments have six
months within which to adapt their legislation on savings banks to its provisions.

The most notable changes it has introduced are commented on below.

37 See “Financial Regulation: 2012 Q4”, Economic Bulletin, January 2013, Banco de Espafia, pp. 32-36.

38 The Executive Commission comprises the Governor, the Deputy Governor and two elected members, the
General Secretary of the Banco de Espafia acts as secretary with the right to speak but not to vote. The
Directors General of the Bank will also attend the meetings of the Commission with the right to speak and
to vote.

39 See “Financial regulation: 2012 Q3”, Economic Bulletin, October 2010, Banco de Espafia, pp. 137-142.
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NEW LEGAL REGIME FOR
SAVINGS BANKS

Governing bodies

Corporate governance report
and annual remuneration report

Mergers of savings banks and
change in the address of their
registered office

The Law specifies and determines the object of their activity, which is the traditional object
of savings banks, these being credit institutions with a charitable nature and social
purpose, whose financial activity must be primarily oriented towards the acceptance of
repayable funds and the provision of banking and investment services to retail customers
and SMEs (see Table 2 of the main changes to the legal regime of savings banks in relation
to the previous legislation).

The scope of their activities shall be confined to a single autonomous region, although it
may extend beyond its borders as long as it remains within a maximum of ten provinces
bordering one another. The welfare projects of savings banks may be targeted at depositors,
their own employees and needy groups, or may be devoted to public interest purposes
within the territory in which they are established.

The Law takes the important step of professionalising the governing bodies of savings
banks, basically by reducing the representation of government and public law entities and
corporations, and by extending the requirements for integrity, experience and good
governance to all the members of the board of directors (previously they only applied to
the majority of directors), including general managers and similar officers, those responsible
for the functions of internal control and those who perform other key duties for the daily
activity of savings banks. In short, the legislation applicable to banks is extended to the
members of the board of directors and equivalent officers.

The board of directors is the body entrusted with administration and financial management,
as well as the social projects of the savings bank, to fulfil its objects. In addition to the
requirements for integrity, experience and good governance which apply to all the members
of the board of directors, it should be noted that most of the directors must be independent.
By contrast, the previous legislation did not specify independence, but did specify that
there had to be representatives of municipal corporations, depositors, founding persons or
entities and personnel of the savings bank.

Finally, the regulation of the representation rights of non-voting equity unit holders both at
the general assembly and on the board of directors and the control committee disappears
from the legislation, since it has been made obsolete by the new regime established for
non-voting equity units. In this respect, the Law provides that, within six months of its
entry into force, savings banks that have previously issued non-voting equity units must
submit a plan for their redemption to the Banco de Espana for approval. After this time, the
non-voting equity units of savings banks will no longer be eligible as capital.

As envisaged by the previous legislation, savings banks are required to publish a corporate
governance report on an annual basis, which will be sent to the CNMYV, to the Banco de
Espafa and to the competent regional government bodies.

The Law also lays down a new requirement, for preparation of an annual report on the
remuneration of the members of the board of directors and of the control committee. This
report must include, inter alia, complete, clear and comprehensible information on the
institution’s remuneration policy approved for the year in course, as well as, where
applicable, that planned for future years.

Mergers of savings banks will be subject to the authorisation procedure provided for in the
implementing regional legislation. The change in address of the registered office of a
savings bank will be subject to the authorisation procedure of the transfer project, in
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NEW LEGAL REGIME FOR SAVINGS BANKS

Law 31/1985 of 2 August 1985
and Royal Decree-Law 11/2010 of 9 July 2010

TABLE 2

Law 26/2013 of 27 December 2013

Purpose and scope of activity

The corporate purpose and scope of activity were similar to those of
commercial banks.

Their corporate purpose is primarily the acceptance of repayable funds and the
provision of banking and investment services to retail customers and SMEs.
The scope of their activities shall be confined to a single autonomous region,
although it may extend beyond its borders as long as it remains within a
maximum of ten provinces bordering one another.

Governing bodies

Governing bodies: the general assembly, the board of directors, the control
committee, the general manager, the credit, compensation and appointments
committees, and the welfare fund.

The members of the governing bodies must meet requirements of commercial
and professional integrity. At least a majority of the board members must have
the specific knowledge and experience to exercise their functions.

Membership of a savings bank governing body is incompatible with holding
an elected political position, an executive post in a political party,

business association or trade union, or a senior post in general government.
Such incompatibility lasts for two years after the date of termination of the
senior posts.

The number of members of the General Assembly shall be fixed by the articles
of association of each savings bank, in accordance with its economic size,
subject to a minimum of 60 and a maximum of 160 members.

The number of general assembly members designated by general government
and public-law entities and corporations may not exceed 40% overall.

The number of general assembly members designated by depositors may not
be lower than 25% or higher than 50%; those designated by employees may
not be below 5% or above 15%; and those designated by entities representing
collective interests shall be at least 5% of the voting rights in each body.

The number of board members may not be fewer than 13 or more than 17.
The board must include representatives of municipal corporations, depositors,
founding persons or entities and savings bank employees. If the savings bank
has outstanding non-voting equity units, the foregoing limits may be exceeded,
provided that the board of directors may in no case have more than 20
members.

A legal regime regulates the representation rights of non-voting equity unit
holders in the general assembly, board of directors and control committee.

The governing bodies are unchanged except for the general manager.

The requirements of integrity, experience and good governance apply to all
members of the board of directors, general managers or similar officers, and
those responsible for the functions of internal control, in a similar fashion to the
requirements applying to the board members and other senior officers of
commercial banks.

No significant changes.

Minimum of 30 and maximum of 150.

The percentage is reduced to 25%.

The number of general assembly members designated by depositors may not
be lower than 50% or higher than 60%; those designated by employees may
not exceed 20%; and those designated by entities representing collective
interests may not exceed 20%.

The number of board members may not be fewer than five or more than 15.
Most of the directors must be independent. Directors representing the interests
of non-voting equity unit holders are no longer envisaged under the new regime
established for non-voting equity units. Thus, within six months savings banks
must submit to the Banco de Espafa a specific plan for redeeming their
outstanding non-voting unts. Thereafter, non-voting units will cease to qualify
as own funds.

This regime disappears for the reasons given above regarding non-voting units.

Corporate governance report

Savings banks have to make public an annual corporate governance report.
The corporate governance report must be notified to the CNMV and that
notification accompanied by a copy of the document containing the report.
The CNMV will send a copy of the notified report to the Banco de Espafa and

to the competent bodies of the regional governments. For savings banks which

issue securities admitted to trading on organised markets, the report must be
published as a significant event.

No significant changes.

Annual remuneration report

Not envisaged.

SOURCES: Official State Gazette and Banco de Espafia.

The yearly report on the remuneration of members of the board of directors
and of the control committee must include complete, clear and comprehensible
information on the institution’s remuneration policy approved for the year in
course, as well as, where applicable, that planned for future years.
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BANK FOUNDATIONS

Procedure for the transformation
of ordinary foundations into
bank foundations

Governing bodies of bank
foundations

accordance with the provisions of the implementing regional legislation. The denial of
authorisation of the merger or of the transfer may only occur through a reasoned resolution
when the resulting institution may not comply with any of the objective requirements laid
down in the said legislation.

The Law introduces the regulation of bank foundations into the Spanish legal system.
These entities have a direct or indirect holding of at least 10% of the capital or voting rights
of a credit institution, or that enables them to appoint or replace one or more members of
the board of directors of such institution (see the summary in Table 3).

They have a social purpose and their main activity is focused on attending to and
developing their welfare fund assets and the appropriate management of their holding in a
credit institution. Bank foundations will be subject to the legal regime provided for in this
Law and, supplementarily, to Law 50/2002 of 26 December 2002 on foundations, or else
to the applicable regional law.

Ordinary foundations that acquire a direct or indirect holding of at least 10% of the
capital or voting rights of a credit institution, or that enables them to appoint or replace
one or more members of the board of directors of such an institution, must be
transformed into bank foundations. The resolution of transformation into a banking
foundation must be passed within six months of legalisation of the acquisition of the
holding. Upon the expiry of this period without the transformation having been
implemented the foundation will be dissolved and the winding-up procedure commenced.
This procedure will be conducted by the foundation’s board, under the supervision of
the Foundation Commission.

The governing bodies of bank foundations will be the board, any committees of the board
that may be envisaged, the general manager and any others that may be established in
their statutes in accordance with the general law on foundations.

The board will be the most senior governing and representation body of a bank foundation.
The board will be responsible for complying with the founding purposes and for diligently
administering the goods and rights that make up the foundation’s assets.

The control regime for such foundations will be the responsibility of the Foundation
Commission, which will ensure the legality of the formation and operation of bank
foundations, without prejudice to the functions that the Banco de Espafa is responsible
for performing.

The trustees shall exercise their functions exclusively for the benefit of the interests of the
bank foundation and fulfilment of its social function. They will be relevant natural or legal
persons in the area of the activities of the bank foundation’s welfare fund. The number of
trustees representing general government or public law entities or corporations on the
board may not exceed 25%.

Like the members of the boards of directors of savings banks, trustees must meet the
requirements for integrity, experience and good governance imposed by the legislation
applicable in this respect to members of the board of directors and equivalent officers of
banks. Likewise, they are subject to an incompatibility regime similar to that established
for the governing bodies of savings banks, although a temporary compatibility regime is
established until 30 June 2016.
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SUMMARY OF BANK FOUNDATIONS TABLE 3

1. Overview

Definition and
legal regime

Bank foundations have a direct or indirect holding of at least 10% of the capital or voting rights of a credit institution, or that enables them to
appoint or replace one or more members of the board of directors of such institution.

They have a social purpose and their main activity is focused on attending to and developing their welfare fund assets and the appropriate
management of their holding in a credit institution.

They are subject to the legal regime provided for in Law 26/2013 of 27 December 2013 and, supplementarily, to Law 50/2002 of 26 December
2002 on foundations, or else to the applicable regional law

Ordinary foundations that acquire a direct or indirect holding of at least 10% of the capital or voting rights of a credit institution, or that enables
them to appoint or replace one or more members of the board of directors of such an institution, must be transformed into bank foundations.

2. Governing bodies of a bank foundation

Governing
bodies

The board

The governing bodies of bank foundations will be the board, any committees of the board that may be envisaged in their statutes, the general
manager and any others that may be envisaged in their statutes in accordance with the general law on foundations.

The board will be the most senior governing and representation body of a bank foundation. The number of trustees representing general
government or public law entities or corporations on the board may not exceed 25%.

Trustees must meet the requirements for commercial and professional integrity, in the same way as the directors of savings banks must meet
the requirements for integrity, experience and good governance imposed by the applicable legislation on members of the board of directors
and equivalent officers of banks.

Their incompatibility regime is similar to that established for the governing bodies of savings banks.

3. Management protocol and financial plan of bank foundations

Scope

Management
protocol

Financial plan

Bank foundations that have a holding in a credit institution amounting to 30% or more of its capital or that gives control over such institution.

The management protocol must contain, among other aspects, the basic criteria of a strategic nature that govern the management by the bank
foundation of its holding in the credit institution in which it has a holding. It will be drawn up by the board and sent to the Banco de Espafia for
approval.

It specifies how the possible capital requirements of the institution in which the bank foundation has a holding will be met and the basic criteria
of its financial institution investment strategy. It will be sent annually to the Banco de Espana for its approval.

When bank foundations have a holding in a credit institution amounting to 50% or more of its capital or that gives control over such institution
the financial plan must also be accompanied by an investment diversification and risk management plan, and the funding of a reserve fund to
cover possible capital requirements of the investee credit institution that cannot be covered with other funds.

4. Corporate governance obligations

Annual report

Bank foundations must publish, on an annual basis, a corporate governance report, the content, structure and publication of which must be in
line with the requirements of the Ministry of Economic Affairs and Competitiveness.

5. Transformation of savings banks into bank or ordinary foundations

Size of savings
banks

Indirect
performance of
their financial
activity

Other cases

Transformation into a bank foundation will take place if the savings bank possesses a holding in a credit institution of at least 10% of the capital
or voting rights of such institution, or if it has the ability to appoint or replace one or more members of its board of directors, or else into an
ordinary foundation in either of the following two cases: 1) when the consolidated total asset value of the savings bank, according to its latest
audited balance sheet, exceeds €10 billion, or 2) when its share of the market for deposits in the territory in which they are active is greater
than 35%.

Savings banks that exercise their financial activity indirectly through a bank will have to be transformed within one year into a bank foundation
or an ordinary foundation, as applicable, depending on the percentage holding in the credit institution (i.e. whether the holding amounts to at
least 10% of its capital or not).

Savings banks that are subject to one of the legal grounds for transformation into a special foundation of those regulated in Royal Decree Law
11/2010 of 9 July 2010 will have the period that remains of the six months from when they became subject to such a ground to continue their
transformation into a bank foundation or an ordinary foundation, as appropriate.

Savings banks that have commenced the process of transformation into a special bank foundation, without being subject to a legal ground for
such transformation, will continue the procedure and will be transformed into a bank foundation or an ordinary foundation as appropriate,
without there being any possibility of extending the procedure beyond six months from the entry into force of this Law.

Special foundations that have been created in accordance with the provisions of Royal Decree-Law 11/2010 of 9 July 2010 will be transformed
into bank or ordinary foundations, as appropriate, within six months from the date of entry into force of this Law.

SOURCES: Official State Gazette and Banco de Espana.
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Management protocol and
financial plan of bank
foundations

Functions of the Banco
de Espafa

Corporate governance
obligations

Tax regime for bank foundations

Bank foundations that have a holding in a credit institution amounting to 30% or more of
its capital or that gives control over such institution are required to draw up, individually or
jointly,* a management protocol and a financial plan for the financial holding. The financial
plan must determine the way in which the possible capital requirements of the institution
in which they have a holding will be met and the basic criteria of their financial institution
investment strategy. The management protocol and financial plan will be sent annually to
the Banco de Espaia for its approval, except the initial financial plan which must be
submitted within two months of the creation of the bank foundation. Like the management
protocol, the Banco de Espana will assess the financial plan within the framework of its
powers and, in particular, having regard to the possible influence of the bank foundation
on the sound and prudent management of the credit institution concerned.

When bank foundations have a holding in a credit institution amounting to 50% or more of
its capital or that gives control over such institution the financial plan must also be
accompanied by: 1) an investment diversification and risk management plan; 2) the funding
of a reserve fund to cover possible capital requirements of the investee credit institution
that cannot be covered otherwise, and 3) any other measure that, in the opinion of the
Banco de Espafia, is considered necessary to ensure the sound and prudent management
of the investee credit institution and the ability of the latter to comply and continue to
comply with the organisational and disciplinary rules applicable to it.

As the authority responsible for supervising the investee credit institution, the Banco de
Espafa will be responsible for monitoring compliance with the rules contained in this Law,
and in particular for assessing the influence of the bank foundation on the sound and
prudent management of the credit institution concerned, in accordance with the criteria
established in the rules on qualifying holdings in Law 26/1988 of 29 July 1988. For these
purposes, the Banco de Espafia may carry out such inspections and checks as it may
deem appropriate in the exercise of its functions, and request of the bank foundation all
such information as it may need to perform its functions.

Bank foundations must publish, on an annual basis, a corporate governance report, the
content, structure and publication of which must be in line with the requirements of the
Ministry of Economic Affairs and Competitiveness. The minimum content of such report is
set out in the Law.

Bank foundations will be taxed under the general tax regime for companies and will not be
subject to the special tax regime of Law 49/2002 of 23 December 2002 on the tax regime
for non-profit entities and tax incentives for patronage.

The Law establishes that transfers to the welfare fund made by bank foundations may
reduce the tax base of the credit institutions in which they have holdings. The reduction
will be a proportion of the transfer equal to the dividends received from such credit
institutions divided by the total revenues of the bank foundation, up to the total amount of
such dividends.

Finally, like savings banks, bank foundations are included in the group of entities that are
exempt from the transfer tax and stamp duty (ITPAJD by its Spanish initials) on acquisitions
directly earmarked for their welfare fund.

40 Where ordinary or bank foundations act in concert in a single credit institution their holdings will be treated as
one single holding and they will be required to comply with the obligations laid down in this chapter jointly.
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TRANSFORMATION OF SAVINGS
BANKS INTO BANK OR
ORDINARY FOUNDATIONS

Size of savings banks

Indirect exercise of financial
activity

Other cases

OTHER CHANGES MADE
BY THE LAW

The Law establishes various cases in which savings banks must be transformed into bank
foundations (if they possess a holding in a credit institution of at least 10% of the capital or
voting rights of such institution, or if they have the ability to appoint or replace one or more
members of its board of directors) or ordinary foundations. These cases are discussed in the
following paragraphs:

As regards size, savings banks must be transformed into foundations in the following two
cases: 1) when the consolidated total asset value of the savings bank, according to its
latest audited balance sheet, exceeds €10 billion, or 2) when its share of the market for
deposits in the territory in which they are active is greater than 35%.

From the moment the existence of either of these two cases is confirmed, the savings
bank must be transformed, within six months, into a bank foundation or ordinary foundation,
as applicable, with all the assets and liabilities relating to its financial activity being
transferred to another credit institution in exchange for shares in the latter, and loss of its
licence to act as a credit institution.

Savings banks that, when this Law enters into force, exercise their financial activity
indirectly through a bank will have to be transformed within one year into a bank foundation
or an ordinary foundation, as applicable. Until that time, the previous rules, basically
contained in Law 31/1985 of 2 August 1985 on Regulation of Basic Rules on the Governing
Bodies of Savings Banks and its implementing regulations, will apply to them, along with
any applicable provisions of Royal Decree-Law 11/2010 of 9 July 2010 on governing
bodies and other aspects of the legal regime for savings banks.

Savings banks that, when this Law enters into force, are subject to one of the legal grounds for
transformation into a special foundation of those regulated in Royal Decree Law 11/2010 of 9 July
2010,*' whether or not they have applied to surrender their licence to act as a credit institution, will
have the period that remains of the six months from when they became subject to such a ground
to continue their transformation into a bank foundation or an ordinary foundation, as appropriate.

Savings banks that have commenced the process of transformation into a special bank
foundation, without being subject to a legal ground for such transformation, will continue
the procedure and will be transformed into a bank foundation or an ordinary foundation as
appropriate, without there being any possibility of extending the procedure beyond six
months from the entry into force of this Law.

Finally, special foundations that have been created in accordance with the provision of
Royal Decree-Law 11/2010 of 9 July 2010 on governing bodies and other aspects of the
legal regime of savings banks will be transformed into bank or ordinary foundations, as
appropriate, within six months from the date of entry into force of this Law.

The seventh additional provision of Law 9/2012 of 14 November 2012 on restructuring and
resolution of credit institutions, under which Sareb was created, is amended to introduce

41 Royal Decree-Law 11/2010 of 9 July 2010 envisaged the following cases of transformation of savings banks
into special foundations: 1) if the savings bank pursues financial activity indirectly through a bank, and it ceases
to have control over or reduces its holding so that it does not reach 25% of the voting rights of such credit
institution; 2) as a consequence of the restructuring or resolution of a credit institution in accordance with the
provisions of Law 9/2012 of 14 November 2012 on restructuring and resolution of credit institutions, provided
that the corresponding restructuring or resolution plans so determine, and 3) as a consequence of the surrender
of the licence to act as a credit institution and in other cases of revocation.
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State cash management:
new transactions

Bank asset funds:
accounting rules, annual
accounts, public financial
statements and
confidential statistical
returns

OBJECT AND SCOPE

new obligations. Thus, with certain exceptions, Sareb must prepare annual accounts in the
terms provided in Royal Legislative Decree 1/2010 of 2 July 2010, approving the Consolidated
Text of the Share Capital Companies Law, with certain special features. Also, the Banco de
Espafa is authorised to implement the aforementioned specific features, by means of a
circular, within three months from the entry into force of this Law.

Royal Decree-Law 15/2013 of 13 December 2013 (BOE of 30 December 2013) on
restructuring of the public-sector business entity Administrador de Infraestructuras
Ferroviarias (ADIF) and other urgent economic measures was published.

From the viewpoint of financial regulation, the third final provision of this Royal Decree-Law
amends Law 47/2003 of 26 November 2003, in order to enable the Minister of Economic Affairs
and Competitiveness to authorise the Treasury to conduct time deposit transactions and to
place funds in cash accounts, in addition to those already envisaged for the lending and
temporary acquisition of assets. Such authorisation must specify the conditions under which
such transactions may be carried out, which will respect the principles of solvency, publication,
competition and transparency, adapted to the type of transaction concerned in each case.

The Royal Decree-Law entered into force on 14 December 2013.

CNMV Circular 6/2013 of 25 September 2013 (BOE of 25 October 2013) on accounting
rules, annual accounts, public financial statements and confidential statistical returns for
bank asset funds (BAFs) was published, and entered into force on the same day.

The CNMV uses the powers granted by Royal Decree 1559/2012 of 15 November 2012,
which establishes the legal regime for asset management companies,*? to specify the
reporting obligations of these institutions and, in particular, those others that it considers
necessary to exercise its powers.

The object of the Circular is to regulate the specific accounting rules, as well as the content and
form of presentation of the annual accounts, public half-yearly financial statements and the
quarterly statistical returns for BAFs that have not issued securities admitted to listing on an
official secondary market. In this case, the reporting obligations are replaced by those envisaged
for these cases in Law 24/1988 of 28 July 1988 on the securities market and its implementing
regulations. However, BAFs that are registered with the CNMV, even when their issued securities
are admitted to listing on an official secondary market, must send the quarterly confidential
statistical returns, in accordance with the general preparation rules laid down in the Circular.

BAFs, whose assets and liabilities are structured in independent compartments, will keep
separate accounts that distinguish the assets and liabilities, net worth and income and
expenses attributable to each compartment, without prejudice to the presentation of a
single set of annual accounts.

The management company must establish appropriate policies, methods and procedures
to ensure the correct valuation and monitoring of the asset and liability risks, and must
have detailed documentation of the transactions carried out by the BAF.

42 Royal Decree 1559/2012 develops the regulation of BAFs, separate portfolios of assets initially regulated in
Royal Decree-Law 24/2012 of 31 August 2012, as instruments for the restructuring and resolution of credit
institutions, whose legal regime was subsequently developed by Law 9/2012 of 14 November 2012 on
restructuring and resolution of credit institutions, which reserved the name BAF for them.
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SPECIFIC ACCOUNTING
POLICIES

PUBLIC FINANCIAL STATEMENTS

CONFIDENTIAL STATISTICAL
RETURNS

Firms which provide
investment services:
resolution procedure for
claims and complaints
relating to the securities
market

SUBMISSION OF CLAIMS AND
COMPLAINTS

The main accounting principles, the general accounting definitions and the general
valuation and recording criteria applicable are those contained in the General Chart of
Accounts approved by Royal Decree 1514/2007 of 16 November 2007. However, the
Circular establishes the specific accounting policies for BAF transactions which, due to
their nature, are not expressly regulated in the General Chart of Accounts or, despite being
expressly regulated, need to be more specific or detailed.

The set of public financial statements includes the half yearly statements, the annual
accounts and notes to the accounts and the management report.

The management company must present to the CNMV the half yearly public financial
statements in accordance with the formats included in Annex | of the Circular for each of
the BAFs it manages, within two months of the last day of the period to which they refer.

In line with the initiatives established by the ECB, and for enhanced monitoring and
supervision of BAFs, the Circular incorporates the quarterly statistical returns that must be
sent to the CNMV by their management companies, in accordance with the formats
included in Annex Il. These include, among other aspects, the statistical information
relating to the assets and liabilities of the BAF, its financial transactions, write-offs and
recoveries, and its issues.

Regardless of the foregoing, the CNMV may require of management companies, generally
or individually, all such clarification and details of the above statements as it may specify,
or information for any other purpose that may arise in the performance of the functions
with which it has been entrusted.

The first half yearly public financial statements will be those corresponding to 30 June
2014, and the first confidential statistical returns those corresponding to 31 March 2014.

CNMYV Circular 7/2013 of 25 September 2013 (BOE of 1 November 2013), which regulates
the procedure for resolving claims and complaints against firms which provide investment
services and for answering enquiries relating to the securities market, was published and
entered into force on 1 December 2013.

The CNMV uses the powers granted by Order ECC/2502/2012 of 16 November 2012,
which regulates the procedure for submitting claims to the claims services of the Banco de
Espafa, the CNMV and the Directorate General Insurance and Pension Funds, to issue the
necessary rules, within the scope of its powers, to develop and implement the provisions
contained in such Order.

Before claims and complaints may be admitted and processed it is essential to establish
that they have previously been submitted to the customer service department or, where
applicable, to the ombudsman of the institution against which the claim is made, in the
terms established in Order ECC/2502/2012. To be able to submit claims or complaints
relating to the securities market, in addition to the legitimation requirements established in
said Order, the claimants must be considered to be retail customers.*®

43 According to Law 24/1988 of 28 July 1988 on the Securities Market, retail customers are considered to be all
those who are not professionals (those who are presumed to have the experience, knowledge and skills
necessary to take their own investment decisions and to correctly assess the risks involved).
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PROCEDURE FOR SUBMITTING
CLAIMS AND COMPLAINTS

INADMISSIBILITY OF CLAIMS
AND COMPLAINTS

PROCESSING AND TERMINATION
OF CLAIMS AND COMPLAINTS

PROCESSING AND RESOLUTION
OF ENQUIRIES

New financial and tax
measures

TAX REGIME OF SAREB

AMENDMENT OF THE
REGULATIONS GOVERNING
COLLECTIVE INVESTMENT
INSTITUTIONS (Clls)

The CNMV will enable the on-line complaint and claim submission mechanism, through its
head office and Electronic Register. In the case of individual claimants, the submission of
complaints and claims on-line will be voluntary, but advice of the state of the processing
of the complaints and claims will only be provided on-line to those who have accepted this
means of communication. Other claimants must contact the Claims Service.

Claims and complaints that have the same subject-matter as an on-going administrative,
judicial or arbitration proceeding will not be admissible.

Claims will be processed in accordance with the rules regulating the procedure for
submitting claims, complaints and financial-service-user enquiries contained in Order
ECC/2502/2012, with certain special features. The procedure for processing complaints
will be subject, in general, to the provisions of the rules regulating the procedure for
submission of claims of financial services users regulated in Order ECC/2502/2012 and,
where applicable, to the procedure established for the processing of claims.

Finally, the procedure is established for processing and resolving enquiries submitted by
financial service users. These must be in the form of requests for advice and information
relating to questions of general interest on rights in relation to transparency and customer
protection rules, or on the legal channels for the exercise of such rights.

Law 16/2013 of 29 October 2013 (BOE of 30 October 2013) laying down certain
environmental tax-related measures and other tax and financial measures came into force
on 31 October 2013.

The main new financial and tax measures are as follows.

Sareb (asset management company for assets arising from bank restructuring) shall have
the status of a credit institution for the purposes of Article 20 of the Corporate Income Tax
Law, which stipulates that financial expenses are deductible up to a limit of 30% of the
operating profit for the year. It shall have the same status for the purposes of loan interest
and fees which constitute income and have been transferred to it, in accordance with
Article 48 of Royal Decree 1559/2012 of 15 November 2012 which sets out the legal regime
for asset management companies.

The posting of collateral for the financing of real estate asset purchases from Sareb, from
investees at least 50% owned immediately before the transfer or as a result thereof or from
bank asset funds shall be exempt from the progressive transfer tax and stamp tax on
notarial deeds.

Finally, novations amending loans extended by common accord between the creditor and
the debtor will be exempt from the progressive transfer tax and stamp tax on notarial
deeds when Sareb is the creditor and the other requirements and conditions specified in
Law 2/1994 of 30 March 1994 on subrogation and modification of mortgage loans are met.

The amendments effective 1 January 2014 to Law 35/2003 of 4 November 2003 on Clls are
as follows: 1) regarding transfers of units or shares between Clls or, where applicable,
between sub-funds of a particular Cll, the obligation of the unit-holders or shareholders to
state expressly in the transfer application form whether, during the period of ownership of
the units or shares, they have simultaneously held homogeneous units or shares of the same
Cll registered at another entity, and 2) the obligation to retain the documentation relating to
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CHANGES IN CORPORATE
INCOME TAX

Measures applicable from
1 January 2013

Temporary measures applicable
in corporate income tax

transactions carried out at Clls which may be necessary to determine and, where appropriate,
accredit the purchase amounts and dates attributable to the units and shares of the Clls of
origin and destination for the purpose of subsequent reimbursements or transfers.

Further, a marketing entity may not simultaneously include the same class of units or
shares in the marketing entity’s register of unit-holders/shareholders and in the CII
management company’s register of unit-holders/shareholders, such that all its investment
in the fund channelled through the same marketer must be registered in the name of the
unit-holder/shareholder in a single register.

Contracts between the fund management company and marketer must establish the
obligation of the latter to send or make available to the unit-holders/shareholders captured
through it the prospectuses and other information they are entitled to receive. Also, these
contracts must set forth the marketer’s obligation to send to the management company all
the statistical information of an aggregate nature relating to unit-holders/shareholders
which current regulations require the management company to send to the CNMV.

Subscriptions or purchases of units or shares must be made by cheque payable to the ClII,
bank transfer to it or delivery of cash directly by the interested person to the depositary for
subsequent payment into the account of the fund or company.

Certain additional information of a tax nature has to be provided to certain investors in Clls.

The following items are deemed to be non-deductible expenses from that date:
1) impairment losses on equity securities; 2) negative income obtained abroad through a
permanent establishment, except in the case of transfer or cessation of its business
operations; and 3) negative income obtained by the members of a joint venture operating
abroad, except in the case of transfer of the ownership interest in the joint venture or
extinguishment. The purpose here is to avoid the double deductibility of losses firstly at
the entity or permanent establishment generating them and secondly at the investor or
controlling company.

However, the Law introduces a transitional regime applicable to impairment losses on
equity securities and to negative income obtained abroad through a permanent
establishment arising in tax periods initiated before 1 January 2013 which permits them to
be included in the tax base under certain conditions.

As regards tax credits for international double taxation, it is stipulated that the amount of
negative income derived from the transfer of a holding in a non-resident entity shall be
reduced by the amount of dividends or share in income received from the investee from
2009, provided that such dividends or holdings have not reduced the acquisition value of
the investee and have not carried entitlement to application of double taxation tax credits.
This rule applies also to negative income derived from the transfer of holdings in entities
resident in Spain.

The following measures are extended to 2014 and 2015: 1) accelerated depreciation of new
items of tangible fixed assets and investment property used in economic activities, up to a
limit of 40% of the tax base, provided that in the twenty-four months following the start of
the tax period in which the purchased items come into operation, the average total
headcount of the entity is maintained with respect to that of the previous twelve months; 2)
the offsetting of negative tax bases generated in previous years, which will continue to be
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CHANGES TO PERSONAL
INCOME TAX

Transparency, access to
public information and
corporate governance

restricted to 50% for those entities whose turnover during the previous year was between
€20 million and €60 million and to 25% if the turnover exceeds €60 million; 3) the deduction
for goodwill arising from acquisitions of businesses, which will be subject to an upper
annual limit of 1% of the related amount; 4) the ceiling on the tax deduction for intangible
fixed assets with an indefinite useful life remains at 2%; and 5) the temporary system of
partial payments, such that if the volume of operations in the previous year exceeds €20
million, the minimum partial payment shall be 12% of the positive income of the previous
year, and 6% for entities in which at least 85% of income is eligible for the application of
international double taxation tax credits (dividends or gains from an internal source).

For the purpose of determining net income, it is stipulated that, regardless of what may be
established in corporate income tax, negative income obtained abroad through permanent
establishments is deemed to be a deductible expense from 1 January 2013. Finally,
taxpayers exempt from personal income tax declarations are deemed to include those
whose gross investment income and capital gains subject to withholdings or prepayments
do not exceed an overall limit of €1,600 per year. Now, effective 1 January 2014, it is
specified that this limit does not apply to capital gains arising from transfers or
reimbursements of Cll shares or units in which, under applicable law, the withholding tax
base does not have to be determined in view of the amount to be included in the tax base.

Law 19/2013 of 9 December 2013 (BOE of 10 December 2013) on transparency, access to
public information and good governance regulates and enhances the transparency of the
activity of all parties providing public services or exercising administrative authority from a
double perspective: commitment to inform citizens and access to public information.

Its scope includes all levels of general government, autonomous agencies, state agencies,
public corporations and public law entities, public law entities with legal personality linked
or attached to general government, including, inter alia, the Royal Household of His
Majesty the King, the Banco de Espana and commercial-law firms directly or indirectly
more than 50% owned by government agencies.

The most notable changes are as follows: 1) the parties falling within the scope of the Law
must publish regular up-to-date information wherever its disclosure is important for ensuring
the transparency of their activity relating to the functioning and control of government
conduct, the content of which is described in the Law; 2) the government is empowered to
develop a “Transparency Portal” attached to the Ministry for the Office of the Prime Minister,
which will include, apart from the information which must obligatorily be made public, that
which citizens most frequently request access to; 3) access to public information is defined
as a right of all citizens without need to give reasons for requesting such assess; and 4) the
Transparency and Good Governance Council is created and regulated as an independent
body with full legal capacity to act and a simple structure which, while ensuring its
specialisation and operability, avoids creating large administrative structures.

In the area of disputes, provision is made for optionally filing claims with the Transparency
and Good Governance Council. These claims have been introduced to replace
administrative appeals and are prior to lodgement of appeal for judicial review. Decisions
of the Transparency and Good Governance Council will be published electronically as
provided by law once the interested parties have been notified.

The Law came into force on 11 December 2013, except for certain provisions which will
come into force on 10 December 2014. Regional and local governments have a maximum
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Market unity

State budget for 2014

STATE DEBT

CHANGES IN TAXATION

period of two years to adapt to the requirements of the Law.

Law 20/2013 of 9 December 2013 (BOE of 10 December 2013) to ensure market unity
came into force on 11 December 2013, except for certain sections.

The purpose of the Law is to set out the provisions needed to implement the principle of
market unity in Spain. In particular it seeks to ensure the overall orderliness of the economy
and to facilitate the harnessing of economies of market scale and scope through the free
access to and exercise and expansion of economic activities throughout Spain, ensuring
their appropriate supervision.

The Law sets out various principles for ensuring freedom of establishment and of
movement, including, among others, that of non-discrimination, such that all economic
operators have the same rights throughout Spain, without discrimination based on place
of residence or establishment.

Finally, it is made obligatory to publish public invitations to tender and their results; a
mandate was issued to government and its agencies to promote the voluntary use of
quality standards; provision is made for citizen’s action and the right to petition; the State
Agency for Assessing Public Policies and the Quality of Public Services is entrusted with
regularly assessing the implementation and effects of the Law; and provision is made for
submitting annually a work and monitoring programme to the government’s Standing
Committee for Economic Affairs.

As is usual in December, Law 22/2013 of 23 December 2013 on the 2014 State budget was
published in the BOE on 26 December 2013.

Notable from the standpoint of financial and tax regulation are the following:

The Ministry of Economic Affairs and Competitiveness has been authorised to increase the
outstanding balance of State debt in 2014 by up to €72,958 million on its level at the start
of the year (€71,021 million was the limit set in the previous budget). This limit may be
exceeded over the course of the year upon authorisation of the Ministry of Economic
Affairs and Competitiveness, with a series of predetermined situations in which it is
automatically reviewed.

The Fund for the Financing of Payments to Suppliers is authorised to incur debt in 2014 of
up to €47,500 million after subtracting the balance of cash and current assets.

With regard to government and other guarantees, the limit on the total guarantees granted
by the State and other government agencies may not exceed €3,725 million (the limit set
in the previous budget was €161,044 million).

The levy supplementing the gross personal income tax payable at state level introduced
for the 2012 and 2013 tax periods has been extended to 2014.* Also extended to 2014 is
the reduction of 20% in the positive net income from economic activities with overall net

44 This supplementary levy progressively raises the gross tax payable at state level according to a specific scale.
Thus it will be 0.75% for bases up to €17,707.20 and reach 7% for bases above €300,000.20. This
supplementary levy also applies progressively to the tax base for income from savings, starting at 2% for
bases up to €6,000 and rising to 6% for bases above €24,000.

BANCO DE ESPANA 95 ECONOMIC BULLETIN, JANUARY 2014 FINANCIAL REGULATION: 2013 Q4



turnover of less than €5 million and average staff below 25 employees, such reduction
being granted for job maintenance or creation.

Compensation is maintained for loss of tax benefits affecting the recipients of certain income
from capital produced over a period of more than two years in 2013, as was the case under
the Income Tax Law approved by Legislative Royal Decree 3/2004 of 5 March 2004.

As for personal income tax, the reduced corporate income tax rate for job maintenance or
creation is extended to 2014 for firms with a net turnover of less than €5 million and
average staff below 25 employees. They will thus be taxed as follows: 1) at 20% on the tax
base up to €300,000, and 2) at 25% on the remainder. Similarly maintained for 2014 is the
favourable tax treatment of expenses and investments to accustom employees to use new
information and communications technologies. The Law also fixes the coefficients
applicable to real estate assets in the event of transfer, and regulates the method of
determining partial payments of corporate income tax in 2014.

Finally the wealth tax levy is extended to 2014.

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

02.1.2014.
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1.1. GROSS DOMESTIC PRODUCT. VOLUME CHAIN-LINKED INDICES, REFERENCE YEAR 2008=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) ® ()
1 - 2 - 3 - 4 - 5 6 7 - 8 - 9 - 10 - 11 12 13 14 15 16
10 P -0.2 1.9 0.2 1.0 1.5 0.6 -5.5 -0.5 -0.6 1.2 11.7 11.4 9.3 98 1046 9160
1 P 0.1 1.6 -1.2 0.3 -0.5 -0.1 -5.4 1.7 -2.0 0.7 7.6 6.7 -0.1 47 1046 9419
12 P -1.6 -0.6 -2.8 -1.4 -4.8 -0.6 -7.0 -3.9 -4.1 -2.2 2.1 2.7 -5.7 -0.8 1029 9484
10 Q4 P 0.5 2.3 0.0 1.2 -0.2 -0.2 -4.6 1.2 -0.7 1.7 141 12.3 8.4 11.3 262 2315
11 Q1 P 0.6 2.6 0.0 1.2 1.8 0.1 -5.6 3.9 -0.9 1.9 12.2 10.8 5.8 9.2 262 2343
Q2 P 0.3 1.8 -1.0 0.4 -0.7 0.0 -5.4 1.4 -1.9 1.0 7.4 6.5 -0.7 4.7 262 2353
Q3 P -0.0 1.4 -1.0 0.3 -2.2 -0.4 -4.0 0.9 -2.0 0.6 7.2 5.9 0.0 4.0 261 2362
Q4 P -0.6 0.7 -2.8 -0.8 -0.7 -0.2 -6.6 0.7 -3.3 -0.6 4.2 3.7 -5.1 0.8 260 2362
12 Q1 P -1.2 -0.2 -1.8 -1.3 -4.9 -0.3 -6.0 -2.7 -3.4 -1.7 0.1 2.8 -6.9 -0.7 259 2369
Q2 P -1.6 -0.5 -3.1 -1.3 -4.4 -0.6 -6.9 -3.9 -4.1 -2.3 0.5 3.3 -7.7 -0.8 258 2370
Q3 P -1.7 -0.7 -2.8 -1.6 -4.9 -0.6 -7.5 -4.2 -4.2 -2.5 3.3 2.8 -4.6 -1.1 257 2375
Q4 P -2.1 -1.0 -3.5 -1.5 -5.0 -0.7 -7.7 -4.8 -4.6 -2.3 4.4 1.9 -3.5 -0.8 255 2370
13 Q1 P -2.0 -1.2 -4.3 -1.2 -2.0 -0.1 -7.5 -5.6 -4.4 -2.1 3.1 0.1 -4.7 -2.0 257 2378
Q2 P -1.6 -0.6 -3.3 -0.6 -2.8 0.2 -6.3 -3.5 -3.8 -1.3 9.1 1.3 2.5 -0.3 255 2393
Q3 P -1.1 -0.4 -2.2 -0.4 0.3 0.6 -6.3 -2.5 -2.5 -0.5 4.7 0.8 0.7 0.5 255 2397
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
4% === DOMESTIC DEMAND EURO AREA %, o5 === GFCF EURO AREA %,
3 13
2+ 12
1} 11
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-1t 11
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-4t 1 -4
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7t 17 7t 17
-8 . 8 8 . -8

L P PR R L P L P
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Sources: INE (Quarterly National Accounts of Spain. Base year 2008) 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.
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1.2. GROSS DOMESTIC PRODUCT. VOLUME CHAIN-LINKED INDICES. REFERENCE YEAR 2008=100. DEMAND COMPONENTS.
SPAIN: BREAKDOWN (a)

m  Series depicted in chart.
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Gross fixed capital formation

GDP. DOMESTIC DEMAND
Annual percentage changes

Tangible fixed assets Intangible
fixed
Total assets
Total |Construc-|Equipment
tion and
cultivated
assets
2 3 4 . 5
55 -6.4 -9.9 4.3 10.3
54 -6.3 -10.8 5.3 7.8
7.0 -7.8 -9.7 -3.9 2.9
-46 -55 -9.4 5.6 11.5
-56 -6.8 -12.4 8.9 11.9
54 -6.2 -11.1 6.3 6.2
-40 -49 -9.2 5.7 9.1
6.6 -7.4 -10.6 0.3 4.0
-6.0 -6.8 -8.6 -2.9 3.6
-6.9 -7.6 -9.3 -4.3 2.6
-7.5 -8.6 -10.9 -3.8 4.8
-7.7 -83 -10.0 -4.8 0.4
7.5 -82 -10.2 -4.3 -0.3
-6.3 -6.6 -10.7 1.0 -2.7
-6.3 -6.6 -10.3 0.2 -2.5
=== GDPmp

=== DOMESTIC DEMAND (b)

Change

n
Stocks

(b)

\_/

2010

2011 2012

Source: INE (Quarterly National Accounts of Spain. Base year 2008).
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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Annual percentage changes

Exports of goods and services Imports of goods and services Memorandum items|
Of which Of which
Total |Goods | Services [Final con-| Total |Goods |Services |Final con- | Domestic | GDP
sumption sumption | demand
of non- of resi- (b) (c)
residents dents in
in the rest
economic of the
territory world
7 8 9 10 11 12 13 14 15 16
- - - -
11.7 15.3 5.0 2.6 9.3 12.2 0.5 0.5 -0.6 -0.2
7.6 8.6 5.5 6.4 -0.1 0.5 2.2 -4.9 -2.1 0.1
2.1 2.4 1.6 -0.5 -5.7 -7.2 -0.2 -7.4 -4.1 -1.6
141 16.7 9.3 45 8.4 11.2 -0.3 -0.3 -0.8 0.5
12.2 16.3 4.0 54 5.8 8.3 -2.3 -4.1 -0.9 0.6
7.4 8.3 55 8.6 -0.7 0.3 -4.3 -8.2 -1.9 0.3
7.2 7.5 6.5 6.2 0.0 -0.2 0.9 -3.1 2.0 -0.0
4.2 3.3 6.0 55 -5.1 -5.7 -3.0 -4.3 -3.4 -0.6
0.1 -0.9 2.4 -0.1 -6.9 -8.0 -3.0 -94 -34 12
0.5 0.5 0.5 -1.3 -7.7 -10.1 1.4 -2.6 42  -1.6
3.3 3.2 3.6 1.4 -4.6 -5.6 -0.9 -9.2 42 17
4.4 6.5 -0.2 -2.0 -3.5 -4.9 1.7 -8.1 -47 21
3.1 4.8 -0.6 0.8 -4.7 -5.2 -2.8 -4.5 44 2.0
9.1 12.7 1.6 1.9 25 3.4 -0.6 -3.0 -3.7 -1.6
4.7 7.5 -1.3 2.8 0.7 2.6 -6.5 53 25 -141
GDP. DEMAND COMPONENTS
Annual percentage changes
=== GFCF ON EQUIPMENT AND CULTIVATED ASSETS
= EXPORTS
o IMPORTS o
167 * 16
14 | 14
12 + 12
10 + / 10
8 - 8
6 - 6
4t 4
2 r 2
0 ,\ 0
2 2
-4 / -4
A
-6 - -6
2010 2011 2012 2013
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1.3. GROSS DOMESTIC PRODUCT. VOLUME CHAIN-LINKED INDICES. REFERENCE YEAR 2008=100. BRANCHES OF ACTIVITY. SPAIN (a)

m  Series depicted in chart. Annual percentage changes
Gross Agri- Industry Construc- Services Net taxes
domestic | culture tion on
product livestock industry products
at market | breeding, Of which Total Trade, Informa- | Financial Real Profes- Public Ad- Artistic,
prices forestry Total transport tion and estate sional ministra- | recreational
and Manufac- and and insurance | activities | activities tion, and other
fishing turing lacomoda- [communi- | activities Health and | services
industry tion cations Education activities
1 2 3 4 5 6 7 8 9 10 11 12 13 14
- - - - - -
10 P -0.2 1.9 71 4.6 -16.5 1.2 1.8 6.2 -3.5 -1.2 -0.3 2.4 0.3 -0.6
1 P 0.1 5.6 2.7 1.3 -9.0 1.4 1.3 0.3 -3.2 3.0 53 1.1 0.2 -6.1
12 A -1.6 -10.9 -0.5 -1.1 -8.6 -0.3 0.5 0.9 -2.8 11 -1.9 -0.5 -1.7 -4.9
10 Q4 P 0.5 4.5 8.3 5.0 -16.2 1.8 1.8 6.5 1.7 -0.5 -0.0 3.1 -2.0 -1.1
11 Q1 P 0.6 6.0 6.3 4.3 -11.0 1.8 2.2 1.6 -4.0 3.0 5.1 1.6 -0.7 -5.6
Q2 P 0.3 6.1 3.3 2.1 -94 1.6 2.0 0.1 -3.9 2.9 5.4 1.4 -0.9 -5.8
Q3 P -0.0 5.4 2.4 1.5 -7.8 1.2 0.8 -0.0 -3.6 3.1 5.5 0.8 1.3 -6.6
Q4 P -0.6 4.9 -1.1 -25 -7.8 11 0.1 -0.2 -1.2 3.0 52 0.8 1.2 -6.5
12 Q1 A -1.2 -6.9 -1.7 -2.8 -9.1 0.7 1.3 0.9 0.8 0.9 -1.2 0.4 0.7 -5.0
Q2 A -1.6 -12.6 -0.7 -1.8 -8.6 -0.1 0.2 1.3 1.0 0.8 -2.6 -0.1 2.2 -4.7
Q3 A -1.7 -11.2 0.2 0.1 -8.7 -0.4 1.0 1.0 -6.1 1.6 -1.5 -1.3 25 -4.9
Q4 A -2.1 -12.7 0.4 0.1 -7.7 -1.1 -0.5 0.5 -6.9 11 2.2 -1.1 -3.0 -5.1
13 Q1 A -2.0 -6.3 -3.0 -3.1 -6.0 -1.1 -1.7 -1.0 -3.8 -0.3 -0.9 0.1 -2.3 2.4
Q2 A -1.6 0.5 -2.6 -1.9 -6.5 -0.9 -0.4 0.4 -4.0 -0.5 -0.5 -1.8 -0.4 -1.3
Q3 A -1.1 -2.1 -1.0 -1.5 -6.2 -0.5 0.0 -2.0 -2.7 -0.4 -0.4 -0.7 1.3 -1.6
GDP. BRANCHES OF ACTIVITY GDP. BRANCHES OF ACTIVITY
Annual percentage changes Annual percentage changes
=== GDPmp
=== GDPpm
AGRICULTURE,FORESTRY AND FISHING —— CONSTRUCTION
INDUSTRY SERVICES
% *** MANUFACTURING INDUSTRY % % %
10 ¢ 1 10 10 ¢ 1 10
8 8 8 8
6 6 6 - 6
41 4 41 4
2+ 2 2 r 2
0 0 0 //_\ 0
2| 12 2l \_/ 12
4L 1-4 4t 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 -16 -16 -16
18 s s . -18 18 s . YTy -18
2010 2011 2012 2013 2010 2011 2012 2013

Source: INE (Quarterly National Accounts of Spain. Base year 2008).
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.

TWTVTVDO Y >TTU

>>> >>>>

Annual percentage changes

GDP. IMPLICIT DEFLATORS
Annual percentage changes

-10

Demand components Gross Branches of activity
domes-
tic
Final  |General|Gross fixed capital formation |[Exports [Imports | pro- | Agricul- | Industry  (Cons- Services
consump-{govern- of of duct | ture, truc-
tion of |ment goods |goods | at live- tion
house- | final |Total Tangible Intan- | and and |market| stock On which Total |Trade, | Infor- |Finan- |Real |Profe- | Public | Artis-
holds con- fixed assets |gible | ser- ser- |prices | breed- trans- mation| cial |estate |sional [adminis-| tic
and sump- fixed |vices |vices ing, |Total port |and | and |acti- |acti- |tration, | re-
NPISHs | tion asstes forestry and | com- | insu- | vities |vities |Health |crea-
(b) Cons-| Equip- and accom-| muni- | rance and tional
truc- | ment fishing moda- | ca- acti- Educa- |and
tion | and tion |[tions | vities tion other
culti- servi-
vated ces
assets acti-
vities
1 2 3 4 5 6 7 8 9 10 11 14 15 16 17 18 19 20 21
L} L} L} L} L} L} L} L}
19 -11 -06 -15 09 36 2.2 44 041 50 -18 -0.7 -35 -15 -06 -6.0 -20.3 13.6 -1.5 -1.5 05
25 -06 -1.5 -29 12 -0.1 4.8 82 0.0 -83 13 15 -16 01 08 -14 -44 46 -05 -1.2 0.8
25 -18 -20 -29 -141 1.3 2.0 4.3 -0.0 89 01 -06 -30 -03 08 -25 45 16 -0.6 -84 1.2
24 -09 04 -04 14 34 2.7 59 03 81 04 14 -35 -03 18 -55-21.6 20.1 -0.3 29 141
26 -03 -09 -23 1.8 -0.1 6.1 10.0 0.1 -81 12 13 -16 -06 06 -21 -125 45 -07 -1.0 0.8
28 -1.0 -1.3 -28 15 03 4.6 8.1 0.1 -98 08 10 -1.3 04 10 -09 -83.0 65 02 -1.5 0.6
24 -05 -1.6 -31 1.6 -05 4.5 8.0 -0.1 73 17 19 1.7 01 07 -12 -27 40 -12 -1.1 0.7
22 -04 -21 -34 0.1 -01 4.2 7.0 -0.0 -80 17 20 -18 03 08 -14 16 33 -05 -1.3 14
2.1 -0.5 -16 23 -08 0.5 2.3 55 -0.1 39 05 -02 -30 -00 -01 -21 38 1.9 -09 -1.0 0.9
24 -09 1.7 24 12 14 1.6 51 -01 75 -00 -08 -24 05 07 -28 88 25 -1.0 -1.2 0.8
23 -05 -23 -85 -1.1 1.5 2.0 42 02 100 -06 -16 -35 -00 08 -830 28 08 -1.0 -1.2 0.9
30 -55 -23 -83 -13 17 1.9 25 -0.0 147 05 03 -31 1.7 17 -21 26 14 03 -100 21
21 04 -35 46 -26 03 06 -11 1.2 71 14 15 1.7 09 28 -28 -27 18 03 -04 29
1.7 -05 -38 -49 -28 0.1 0.5 -21 07 65 06 04 -26 -07 11 -48 -101 0.7 02 1.4 27
11 03 -34 42 32 10 -13 -23 04 -5 10 05 -18 02 10 -48 -15 1.0 04 -0.3 25
GDP. IMPLICIT DEFLATORS
Annual percentage changes
=== F|NAL CONS. OF HOUSEHOLDS AND NPISHs — GDPmp
=== GENERAL GOVERNMENT FINAL CONSUMPTION === AGRICULTURE,LIVESTOCK BREEDING,FORESTRY AND FISHING
GFCF ON CONSTRUCTION INDUSTRY
«+s EXPORTS MANUFACTURING INDUSTRY
=== |MPORTS % w CONSTRUCTION .
1 16 16 1 16
1 14 14 | 1 14
4 12 12 + 4 12
1 10 10 | 1 10
18 8 18
16 6 16
14 4t 14
12 2+r 12
0 0 0
{2 21 {2
1-4 4 1-4
1-6 -6 1-6
1-8 -8 1-8
. . 10 10 . . 10

2010

2011

2012

2013

Source: INE (Quarterly National Accounts of Spain. Base year 2008).
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-28 Euro Germany Spain United France Italy Japan United
area States Kingdom
1 2 3 4 5 6 7 8 9 10
- - - - - - - -
10 3.0 2.0 1.9 3.9 -0.2 25 1.6 1.7 4.7 1.7
1 2.0 1.7 1.6 3.4 0.1 1.8 2.0 0.6 -0.6 11
12 1.6 -0.4 -0.6 0.9 -1.6 2.8 0.0 -2.6 1.9 0.3
10 Q3 3.3 2.4 2.2 4.4 0.2 3.0 2.1 1.8 5.8 2.4
Q4 3.1 2.4 2.3 4.2 0.5 2.8 1.9 2.3 3.5 1.8
11 Q1 25 2.6 2.6 5.3 0.6 2.0 2.7 1.4 0.1 1.7
Q2 1.8 1.8 1.8 3.3 0.3 1.9 2.1 11 -1.7 0.8
Q3 1.8 15 1.4 2.9 -0.0 1.5 1.8 0.5 -0.6 1.0
Q4 1.7 0.8 0.7 2.2 -0.6 2.0 15 -0.6 0.0 11
12 Q1 2.1 0.1 -0.2 1.3 -1.2 3.3 0.4 -1.8 3.3 0.6
Q2 1.9 -0.3 -0.5 11 -1.6 2.8 0.1 -2.6 3.9 0.0
Q3 1.4 -0.5 -0.7 0.9 -1.7 3.1 0.0 -2.8 0.4 0.2
Q4 0.9 -0.7 -1.0 0.3 -2.1 2.0 -0.3 -3.0 0.2 0.2
13 Q1 0.6 -0.8 -1.2 -0.3 -2.0 1.3 -0.4 2.5 0.1 0.7
Q2 1.0 -0.1 -0.6 0.5 -1.6 1.6 0.5 2.2 1.2 2.0
Q3 0.1 -0.4 0.6 -1.1 1.6 0.2 -1.8 2.6 1.9
GROSS DOMESTIC PRODUCT GROSS DOMESTIC PRODUCT
Annual percentage changes Annual percentage changes
=== SPAIN
=== UNITED STATES === UNITED KINGDOM
=== EURO AREA FRANCE
JAPAN === |TALY
% % % ==«  GERMANY %
6% * 6 6% * 6
5 5 5 15
4 4 4 4
3 \ 3 3 13
2 2 2 2
1 1 1 1
0 \ 0 0 0
-1 -1 -1 -1
2 -2 -2 1.2
-3 -3 -3 -3
G4 T T " 4 7 — T T v}
2010 2011 2012 2013 2010 2011 2012 2013

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
- - - - - - - -
10 8.3 9.7 10.1 71 20.1 9.6 9.7 8.4 5.1 7.8
1 8.0 9.7 10.2 6.0 21.7 8.9 9.6 8.4 4.6 8.0
12 8.0 10.5 11.4 55 25.1 8.1 10.3 10.7 4.3 7.9
12 May 8.0 10.4 11.3 55 24.8 8.2 10.2 10.4 4.4 7.9
Jun 8.0 10.5 11.4 5.5 251 8.2 10.2 10.8 4.3 7.9
Jul 8.0 10.5 11.5 5.5 25.4 8.2 10.2 10.8 4.3 7.8
Aug 8.0 10.6 11.5 5.4 25.6 8.1 10.3 10.7 4.2 7.8
Sep 7.9 10.6 11.6 5.4 25.8 7.8 10.3 10.9 4.3 7.8
Oct 8.0 10.7 11.7 54 26.0 7.9 10.5 11.3 4.2 7.7
Nov 8.0 10.8 11.8 54 26.2 7.8 10.6 11.3 4.2 7.7
Dec 8.0 10.8 11.9 5.4 26.2 7.8 10.7 11.4 4.3 7.7
13 Jan 8.1 11.0 12.0 5.4 26.3 7.9 10.8 11.9 4.2 7.8
Feb 8.0 11.0 12.0 5.4 26.5 7.7 10.8 11.8 4.3 7.7
Mar 8.0 10.9 12.0 54 26.4 7.6 10.8 11.8 41 7.7
Apr 8.0 11.0 121 54 26.5 7.5 10.8 12.0 41 7.7
May 8.0 11.0 121 53 26.4 7.6 10.8 12.2 41 7.7
Jun 8.0 10.9 12.1 5.3 26.5 7.6 10.9 121 3.9 7.7
Jul 7.9 10.9 12.1 5.3 26.6 7.4 11.0 121 3.8 7.6
Aug 7.9 10.9 12.1 53 26.6 7.3 11.0 12.4 41 7.5
Sep 7.9 10.9 12.2 52 26.6 7.2 11.1 12.5 4.0
Oct 7.9 10.9 12.1 52 26.7 7.3 10.9 12.5 4.0
UNEMPLOYMENT RATES UNEMPLOYMENT RATES
== GERMANY
=== UNITED STATES
== SPAIN FRANCE
=== EURO AREA res |TALY
*=r  JAPAN
% % % UNITED KINGDOM %
28" 28 28" 28
26 126 26 126
24 | {24 24 | 124
22 422 22 + 422
20 |- 120 20 | 120
18 18 18 18
16 16 16 16
14 14 14 14

. 7-____\—-//—712 12 ,..""' 112
.
L ) L ceae )
10 | 110 10 o . o 110

frsnsennn,|
IR

al 14 al LA e S 1

2 2 2 2

0 L L L L L L L L L 1 L L L 0 0 L L L L L L 1 L L L L L L 0
2010 2011 2012 2013 2010 2011 2012 2013

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
- - - - - - - -
10 1.9 2.1 1.6 1.2 2.0 1.7 1.7 1.6 -0.7 3.3
1 2.9 3.1 2.7 2.5 3.1 3.1 2.3 2.9 -0.3 4.5
12 2.3 2.6 25 2.1 2.4 2.1 2.2 3.3 -0.0 2.8
12 Jul 1.9 2.5 2.4 1.9 2.2 1.4 2.2 3.6 -0.4 2.6
Aug 2.0 2.7 2.6 2.2 2.7 1.7 2.4 3.3 -0.5 2.5
Sep 2.2 2.7 2.6 2.1 3.5 1.9 2.2 3.4 -0.3 2.2
Oct 2.2 2.6 2.5 2.1 3.5 2.2 2.1 2.8 -0.4 2.6
Nov 1.9 2.4 2.2 1.9 3.0 1.8 1.6 2.6 -0.2 2.6
Dec 1.9 2.3 2.2 2.0 3.0 1.7 1.5 2.6 -0.1 2.7
13 Jan 1.7 2.1 2.0 1.9 2.8 1.6 1.4 2.4 -0.3 2.7
Feb 1.8 2.0 1.8 1.8 2.9 2.0 1.2 2.0 -0.6 2.8
Mar 1.6 1.9 1.7 1.8 2.6 1.4 1.1 1.8 -0.9 2.8
Apr 1.3 1.4 1.2 11 1.5 1.0 0.8 1.3 -0.7 2.4
May 1.5 1.6 1.4 1.6 1.8 1.3 0.9 1.3 -0.3 2.7
Jun 1.8 1.7 1.6 1.9 2.2 1.8 1.0 1.4 0.2 2.9
Jul 1.9 1.7 1.6 1.9 1.9 1.9 1.2 1.2 0.7 2.7
Aug 1.7 1.5 1.3 1.6 1.6 1.5 1.0 1.2 0.9 2.7
Sep 1.4 1.3 1.1 1.6 0.5 1.2 1.0 0.9 1.0 2.7
Oct 1.3 0.9 0.7 1.2 0.0 0.9 0.7 0.8 1.1 2.2
Nov 1.0 0.9 1.6 0.3 0.8 0.7 2.1
Dec 0.8 0.3 0.6
CONSUMER PRICES CONSUMER PRICES
Annual percentage changes Annual percentage changes
== SPAIN
= UNITED STATES = GERMANY
=== EURO AREA FRANCE
JAPAN r=r |TALY
% % % === UNITED KINGDOM %
6% * 6 6% * 6
15
{4
13
2
1
0 0 0 0
-1 -1 -1 -1
2 2 2 -2

P S E U RS P S E AU AR
2010 2011 2012 2013 2010 2011 2012 2013

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 0* ECONOMIC BULLETIN, JANUARY 2014 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.

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

Based on consumer prices Based on producer prices
US dollar Japanese yen |Japanese yen | Euro US dollar | Japanese
per per per yen
ECU/euro ECU/euro US dollar Euro US dollar |Japanese Euro US dollar  |Japanese
1 2 3 4 5 6 7 8 9 10 11 12
- - - - - -
10 1.3267 116.42 87.78 103.6 78.6 119.9 101.5 86.7 90.1 98.2 93.1 87.7
1 1.3918 111.00 79.74 103.4 74.0 127.5 100.6 82.4 92.8 97.6 90.7 88.8
12 1.2854 102.61 79.81 97.9 76.8 131.7 95.5 85.8 93.9 93.3 95.3 88.5
12 J-D 1.2854 102.61 79.81 97.9 76.8 131.7 95.5 85.8 93.9 93.3 95.3 88.5
13 J-D 1.3281 129.69 97.64 101.7 79.5 106.8 98.7 89.2 76.0 96.7 98.7 72.3
12 Oct 1.2974 102.47 78.98 97.8 75.9 132.2 95.5 85.1 93.5 93.6 95.0 87.7
Nov 1.2828 103.94 81.02 97.3 76.9 129.6 94.9 85.9 91.5 93.1 95.3 86.3
Dec 1.3119 109.71 83.61 98.7 76.4 124.2 96.2 85.1 87.8 94.4 94.3 83.2
13 Jan 1.3288 118.34 89.05 100.4 77.0 116.2 98.0 86.4 82.3 96.0 95.3 77.8
Feb 1.3359 124.40 93.12 101.7 78.1 111.1 99.0 87.9 78.2 97.0 97.2 741
Mar 1.2964 122.99 94.87 100.2 79.8 110.7 97.8 89.5 77.6 95.5 99.1 741
Apr 1.3026 127.54 97.90 100.5 79.9 106.9 97.8 89.5 75.2 95.8 99.3 71.9
May 1.2982 131.13 101.02 100.6 80.7 104.1 98.0 90.4 73.2 95.8 100.5 69.9
Jun 1.3189 128.40 97.37 101.6 79.8 107.4 98.8 89.7 75.4 96.7 99.3 72.2
Jul 1.3080 130.39 99.70 101.5 80.9 105.6 98.8 91.0 74.4 96.6 100.4 70.9
Aug 1.3310 130.34 97.93 102.2 79.9 106.6 99.5 89.9 75.2 97.2 99.4 71.4
Sep 1.3348 132.41 99.20 102.0 79.7 104.8 99.1 89.5 74.0 97.1 99.0 70.3
Oct 1.3635 133.32 97.78 102.9 78.7 105.1 99.7 88.1 74.4 98.1 97.6 71.0
Nov 1.3493 134.97 100.03 102.7 79.7 103.4 99.4 98.0
Dec 1.3704 141.68 103.39 103.9 79.9 99.5
EXCHANGE RATES INDICES OF THE REAL EFFECTIVE EXCHANGE RATE BASED ON
CONSUMER PRICES VIS-A-VIS THE DEVELOPED COUNTRIES
=== US DOLLAR PER ECU-EURO == EURO
=== JAPANESE YEN PER US DOLLAR/100 === US DOLLAR
JAPANESE YEN PER ECU-EURO/100 Indices JAPANESE YEN Indices
15 ¢ 1.5 110 1 110
100 - 1 100
~,\ A/\J.N"
90 - 90
11 11
AN
1.0 1.0
80 - 180
09 1 0.9
0.8 10.8
70 - 170
0.7 107
0.6 0.6 60 60

2010

Sources: ECB and BE.

2011

2012

2013

2010 2011

2012 2013

a. Geometric mean calculated using a double weighting system based on (1995-1997),(1998-2000), (2001-2003), (2004-2006) and (2007-2009) 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.

BANCO DE EsParia 11 * ECONOMIC BULLETIN, JANUARY 2014 ECONOMIC INDICATORS




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 7 8 9 10 11 12 13 14 15
- - - - - - - - -

10 1.00 0.75 0.25 0.30 0.50 0.79 0.78 0.81 - 0.87 0.40 - - 01 0.57
11 1.00 0.75 0.25 0.30 0.50 1.01 1.32 1.39 - 1.34 0.32 - - 012 0.81
12 0.75 0.75 0.25 0.30 0.50 0.76 0.63 0.57 - 1.06 0.34 - - 0.08 0.76
12 Jul 0.75 0.75 0.25 0.30 0.50 0.76 0.56 0.50 - - 0.40 - - 0.06 0.74
Aug 0.75 0.75 0.25 0.30 0.50 0.69 0.40 0.33 - - 0.35 - - 0.05 0.62
Sep 0.75 0.75 0.25 0.30 0.50 0.64 0.32 0.25 - - 0.32 - - 0.06 0.56
Oct 0.75 0.75 0.25 0.30 0.50 0.60 0.27 0.21 - - 0.27 - - 0.07 0.45
Nov 0.75 0.75 0.25 0.30 0.50 0.58 0.25 0.19 - - 0.27 - - 0.07 0.45
Dec 0.75 0.75 0.25 0.30 0.50 0.52 0.24 0.19 - - 0.30 - - 0.09 0.45
13 Jan 0.75 0.75 0.25 0.30 0.50 0.55 0.26 0.20 - - 0.31 - - 0.06 0.45
Feb 0.75 0.75 0.25 0.30 0.50 0.58 0.27 0.22 - - 0.37 - - 0.07 0.45
Mar 0.75 0.75 0.25 0.30 0.50 0.57 0.26 0.21 - - 0.37 - - 0.04 0.44
Apr 0.75 0.75 0.25 0.30 0.50 0.55 0.26 0.21 - - 0.35 - - 0.06 0.45
May 0.50 0.75 0.25 0.30 0.50 0.57 0.38 0.20 - 1.75 0.33 - - 0.05 0.45
Jun 0.50 0.75 0.25 0.30 0.50 0.52 0.26 0.21 - - 0.29 - - 0.08 0.45
Jul 0.50 0.75 0.25 0.30 0.50 0.51 0.27 0.22 - 0.22 0.27 - - 0.06 0.45
Aug 0.50 0.75 0.25 0.30 0.50 0.54 0.36 0.23 - 1.25 0.26 - - 0.06 0.45
Sep 0.50 0.75 0.25 0.30 0.50 0.50 0.27 0.22 - - 0.23 - - 0.06 0.45
Oct 0.50 0.75 0.25 0.30 0.50 0.48 0.27 0.23 - - 0.21 - - 0.05 0.45
Nov 0.25 0.75 0.25 0.30 0.50 0.47 0.27 0.22 - - 0.18 - - 0.07 0.48
Dec 0.25 0.75 0.25 0.30 0.50 0.47 0.31 0.27 - - 0.19 - - 0.06 0.50
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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.
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2.6. 10-YEAR GOVERNMENT BOND YIELDS ON DOMESTIC MARKETS

m  Series depicted in chart. Percentages
OECD EU-15 Euro Germany Spain United France Italy Japan United
area States Kingdom
1 2 3 4 5 6 7 8 9 10
- - - - - - - -
10 3.15 3.52 3.78 2.78 4.25 3.22 3.12 4.03 1.18 3.56
1 3.15 4.02 4.31 2.66 5.44 2.80 3.32 5.36 1.12 3.04
12 2.35 3.43 3.05 1.57 5.85 1.80 2.53 5.47 0.86 1.88
12 Jul 2.20 3.46 3.25 1.32 6.79 1.5 2.28 6.01 0.78 1.56
Aug 2.25 3.37 3.01 1.42 6.58 1.68 2.1 5.82 0.81 1.57
Sep 2.22 3.23 2.43 1.54 5.92 1.71 2.24 5.23 0.81 1.78
Oct 2.17 3.08 2.31 1.52 5.65 1.73 2.18 4.96 0.78 1.82
Nov 2.10 2.99 2.25 1.39 5.69 1.65 2.14 4.86 0.74 1.80
Dec 2.07 2.79 2.10 1.36 5.34 1.71 2.00 4.54 0.75 1.86
13 Jan 2.21 2.78 2.40 1.56 5.05 1.89 2.16 4.22 0.78 2.05
Feb 2.28 2.89 2.86 1.61 5.22 1.98 2.25 4.50 0.75 2.13
Mar 2.20 2.76 3.03 1.42 4.92 1.96 2.07 4.65 0.61 1.92
Apr 2.02 2.55 2.86 1.26 4.59 1.75 1.82 4.28 0.57 1.72
May 2.09 2.47 2.69 1.36 4.25 1.92 1.87 3.96 0.80 1.87
Jun 2.42 2.83 3.07 1.62 4.67 2.29 2.21 4.39 0.85 2.22
Jul 2.59 2.90 3.10 1.63 4.66 2.58 2.25 4.44 0.83 2.37
Aug 2.70 2.97 3.10 1.80 4.51 2.75 2.36 4.30 0.76 2.63
Sep 2.79 3.12 3.41 1.93 4.42 2.83 2.48 4.48 0.73 2.91
Oct 2.61 2.93 3.16 1.81 4.22 2.62 2.40 4.26 0.63 2.71
Nov 2.63 2.83 3.17 1.72 4.1 2.72 2.27 410 0.61 2.77
Dec 2.75 2.91 3.31 1.84 414 2.90 2.33 4.1 0.67 2.94
10-YEAR GOVERNMENT BOND YIELDS 10-YEAR GOVERNMENT BOND YIELDS
=== SPAIN
=== UNITED STATES === UNITED KINGDOM
=== EURO AREA GERMANY
JAPAN === |TALY
% % % === FRANCE %
7% %q 7 %q
6 6 16
5 5 15
4 4 14
3 3 43
2 2 12
1 1 1 1
0 0 0 0

P S E U RS P S E AU AR
2010 2011 2012 2013 2010 2011 2012 2013

Sources: ECB, Reuters and BE.
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2.7

CRUDE OIL AND GOLD PRICE.

m  Series depicted in chart.

INTERNATIONAL MARKETS. NON-ENERGY COMMODITIES PRICE INDEX.

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
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
- - - - - -
08 142.2 227.4 232.4 221.0 176.0 245.5 343.7 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
10 158.6 213.1 207.9 220.2 211.2 225.9 280.0 79.9 439.2 1225.3 29.76
11 187.3 209.6 220.3 198.5 239.6 180.9 368.4 112.2 562.6 1569.5 36.29
12 183.8 189.6 217.0 161.1 171.7 156.6 371.8 112.4 598.0 1668.3 41.73
12 J-D 183.8 189.6 217.0 161.1 171.7 156.6 371.8 112.4 598.0 1668.3 41.73
13 J-D 161.1 172.8 194.2 150.2 161.2 145.5 109.6 505.4 1409.8 34.16
12 Nov 180.1 185.6 2171 152.8 156.2 151.3 358.3 110.2 616.9 1720.9 43.12
Dec 177.8 187.8 214.0 160.5 161.5 160.1 358.3 110.9 605.3 1688.5 41.38
13 Jan 1741 185.8 209.6 161.2 166.7 158.9 372.0 113.9 599.0 1671.0 40.40
Feb 173.2 186.1 207.5 163.8 169.2 161.5 381.3 117.4 583.4 1627.6 39.19
Mar 175.0 182.3 206.8 156.9 167.9 152.2 363.4 109.6 571.0 1592.9 39.53
Apr 167.3 175.0 198.9 150.2 163.2 144.7 350.1 103.7 532.6 1485.9 36.65
May 169.6 177.2 204.2 149.2 164.2 142.8 351.9 103.3 506.7 1413.5 35.00
Jun 164.5 174.7 202.3 146.1 159.8 140.2 353.3 103.2 481.2 1342.4 32.74
Jul 153.2 163.3 185.6 140.2 153.5 134.5 372.6 108.6 461.2 1286.7 31.63
Aug 156.5 168.6 188.4 148.0 157.1 1441 382.7 113.0 482.9 13471 32.57
Sep 151.6 164.5 182.3 146.0 159.6 140.2 385.3 113.6 483.5 1348.8 32.51
Oct 149.4 165.4 181.7 148.5 157.6 144.6 373.5 110.0 471.8 1316.2 31.01
Nov 150.7 166.4 183.5 144.5 156.9 139.2 363.3 108.2 457.3 1275.8 30.40
Dec 148.9 165.0 180.6 148.8 159.1 144.4 111.3 439.3 1225.4 28.65
NON-ENERGY COMMODITY PRICE INDEX PRICE INDICES FOR NON-ENERGY COMMODITIES, OIL AND GOLD
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=== |N EUROS OlL
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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.

2012

2013

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.

New car registrations and sales

Annual percentage changes

Retail trade indices (2010=100, NACE 2009) (Deflated indices)

Opinion surveys (net percentages)
Consumers Retail | Memorandum
trade item:
confi- euro area
dence
index
Confi- | General | House- Consu- | Retail
dence |economic| hold mer | trade
index |situation: | economic confi- | confi-
anticipa- |situation: dence |dence
ted anticipa- index |index
trend ted
trend
1 2 3 4 5 6
L} L]
10 -20.9 -18.0 9.7 -17.2 -142 -41
11 -17.1 -13.8 -6.7 -19.8 -146 -55
12 -31.6 -30.7 -18.0 -21.4 -223 -152
12 J-D -31.6 -30.7 -18.0 -21.4 -223 -152
13 J-D P -25.3 -19.3 -121 -10.1 -18.8 -12.6
13 Jan P -32.5 -28.8 -17.8 -20.3 -23.9 -155
Feb P -334 -29.4 -17.3 -16.6 -23.6 -16.1
Mar P -31.9 -27.6 -156.1 -16.9 -235 -17.1
Apr P -28.9 -24.8 -15.0 -13.6 -22.2 -18.4
May P -31.6 -31.3 -15.8 -185 -21.8 -16.7
Jun P -25.7 -23.3 -148 -125 -18.8 -14.6
Jul P -22.7 -18.1 -104 -93 -174 -14.0
Aug P -21.2 -14.7 91 -65 -156 -10.6
Sep P -175 -9.6 -6.7 -53 -149 -69
Oct P -20.6 -9.7 -89 -50 -145 -78
Nov P -20.5 -9.2 -76 -26 -154 -738
Dec P -171 -4.8 -7.2 55 -136 -5.1
CONSUMER CONFIDENCE INDEX
= SPAIN
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Estimated | Memoran- |General General index without petrol stations
sales dum item: | retail
euro area | trade
registra- | index of which |Large |Large |Small |Single- |Memoran-
tions retail | chain |chain | outlet |dum item:
Total outlets |stores |stores | retail- |euro area
ers
(a)
8 . 9 10 11 12 13 14 15 16 17
3.1 -8.1 100.0100.0 100.0 100.0 100.0 100.0 100.0 1.0
-17.7 -0.7 942 944 972 928 99.2 928 93.0 -0.1
-13.4 -11.2 87.6 880 944 846 971 849 843 -1.4
-13.4 -11.2 87.6 880 944 846 971 849 843 -1.4
-9.6 -142 872 880 847 914 969 87.3 809 -1.5
-9.8 -88 743 744 809 696 831 71.0 722 -1.8
-13.9 -10.9 797 797 912 722 925 744 76.8 -2.1
10.8 -6.5 808 809 89.7 715 931 772 785 -1.2
-2.6 -80 832 832 917 741 946 794 812 0.2
-0.7 -72 833 836 91.0 766 951 796 80.6 -1.2
14.9 -0.1 93.1 939 964 91.7 1075 91.3 87.0 -0.6
-18.3 -4.1 844 846 954 81.8 101.9 80.0 76.0 -0.1
28.5 -25 810 815 882 754 926 769 786 0.1
34.4 42 836 838 929 738 98.0 79.6 804 -0.3
15.1 48 816 817 899 787 940 777 76.5 1.8
CAR SALES
Trend obtained with TRAMO-SEATS
=== ESTIMATED SALES (SPAIN)
507 % 50
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Sources: European Commission, European Economy, Supplement B, INE, Direccién General de Tréfico, Asociacion Nacional de Fabricantes de Automéviles y Camiones and

ECB.

a. Data adjusted by working days.

BANCO DE EsPaRA 1 5* ECONOMIC BULLETIN, JANUARY 2014 ECONOMIC INDICATORS




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 n 2 n 3 n 4 n

08 - 26 22 1
09 -28 -4 -35 -27
10 -14 -37 -23 -26
1 11 11 26 11
12 6 15 28 -4
13 27 32 7
14 30

INVESTMENT IN INDUSTRY
Annual rates of change

1st FORECAST
2nd FORECAST
3rd FORECAST

20 % ACTUAL INV. % 20

Source: Ministerio de Industria, Energia y Turismo.
Note: The first forecast is made in the autumn of the previous year and 