Spain, Greece, Portugal and Italy: these countries are
facing a difficult economic situation which can potentially
destabilise the all euro area

They share some similarities but are also extremely
different both in terms of economic history and of current

situation
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The difficult Return to normal.
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In Spain, the housing market registered
cyclical fluctuations from 1997 to 2009.
This evolution had a significant impact on
the global Spanish economy. We start
this paper by analysing what occurred in
the 1997-2007 period of growth, and the
factors behind that period. We then go
on to describe the intense recession
affecting the housing market from 2007
to 2009, a process that does not year
appear to have ceased in the first few
months of 2010, in spite of partial
evidence of greater activity on the

market.

The effect of the crisis on the
volatility and risk of the IBEX35
index.

Esther Ruiz and Maria Rosa Nieto

P.73

This paper analyses the evolution of the
volatility and risk associated to the daily
yield of the IBEX35 index from 2007 to
2009. Both the volatility and risk have
increased greatly with the crisis, so they
could be classified as its indicators. We
also analyse the robustness of the
econometric models used to estimate
volatility and risk associated to the crisis,
finding that they have not undergone

major changes in the analysed period.
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I. ECONOMIC OUTLOOK

Spain is not Greece, or Italy, or Portugal.
The economies and public finances of
these four countries are extremely weak,
but they have very different characteristics
and histories. They are developed and
relatively rich countries whose economies
have benefited from the single European
currency but nonetheless have now seen
their solvency and ability to find a pathway
of sustainable growth in the euro area
questioned.

Speculative attacks and rating cuts
regarding their sovereign debt represent a
confusing signal that depends on four basic
factors:

1. Debt (largely public, but also private)

relative to the GDP.

The recent evolution of public deficit.

. Growth expectations in the medium and
long term and, therefore, future
possibilities of paying their debts.

4. Their foreign financing needs.

w N

We will now attempt to analyse these
elements objectively, comparing the
current situation and the recent evolution
of these four economies, together with the
entire euro area. We will see how they
share some weaknesses and delays relative
to the area, but that they are in very
different economic phases.

Public debt is an instability factor that is
currently a cause for concern for different
reasons. First, it is a key parameter in the
Maastricht Treaty. Some  countries,
including Italy and Greece, negotiated their
entrance in the euro area in spite of a
debt/GDP ratio that was far from 60%,
undertaking to apply a Public Sector
deleveraging plan that has never been
met. During the period of economic
growth, the problem seemed to be a minor
one. Now, however, the (financial
movements in the last few months have
shown that the weakness of a relatively
small country such as Greece can have a
negative impact on the debt of virtuous
countries, espedcially in the CDS market.
This factor increases political tension
between countries and makes an ordered
solution difficult. The public debt of Italy
and Greece is, respectively, 111.5% and
114.8% of their 2009 GDP, with an
increase of 9 to 12 percentage points

relative to the previous year. Both these
countries have had enormous difficulties
when attempting to reduce this ration,
even in periods of economic growth. They
also share a highly inefficient public sector,
characterised by high levels of corruption
and no transparency.

While Italian public debt has been higher
than its GDP for over ten years, together
with stagnant economic growth, the Greek
situation is somewhat different. The
growth registered by the Greek economy in
the last 5 years was really high, with an
average rate of 3.6% from 2004 to 2008,
higher than in Spain (3.1%) and much
higher than in Italy (1.0%). The change in
the situation has not modified expectations
concerning Italy, which will probably return
to its stagnant growth pattern, bit it has
radically changes the perspectives for
Greece, which seems incapable of growing
at more than 4% again as it did in three of
the last six years. The development
potential of these four countries will now
be analysed in more detail, but not that,
rather than its level of debt, a country’s
solvency depends on its economic growth
capabilities.

Another common feature in Italy and
Greece is the low indebtedness of the
private sector, particularly households.
Although credit grew in the last few years
due to low interest rates, these two
countries never had a significant credit
bubble similar to that found in Spain and
Portugal. The lower leveraging of the
private sector is unable to directly improve
the rating of their respective public debts,
but it represents significant stability for the
financial and economic system that could
help in their short-term recovery and, at
least, does not represent an additional risk.
The situation is just the opposite in
Portugal and Spain. These countries have a
lower than average public debt/GDP ratio.
In the case of Spain, the difference is
particularly significant, with a value of
51.95% versus the euro area’s 78.66%. In
spite of this, the markets have punished
these debts on different occasions and
more than one editorial in the international
economic press has identified Spain as the
greatest risk for euro area stability. The
problem is first one of size. The Greek
economy represents less than a quarter of
the Spanish economy; if the latter’s public

The financial
movements in the
last few months
have shown that
the weakness of a
relatively small
country such as
Greece can have a
negative impact on
the debt of virtuous
countries,
especially in the
CDS market.

Common feature in
Italy and Greece is
the low
indebtedness of the
private sector,
particularly
households.
Although credit
grew in the last few
years due to low
Iinterest rates,
these two countries
never had a
significant credit
bubble similar to
that found in Spain
and Portugal.
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Graph I.1
GDP. Annual rates of growth
Spain Portugal Italy Greece Euro area
2004 3,3 1,5 1,5 4,6 2,2
2005 3,6 0,9 0,7 2,2 1,7
2006 4,0 1,4 2,0 4,5 3,0
2007 3,6 1,9 1,6 4,5 2,8
2008 0,9 0,0 -1,0 2,0 0,6
2009 -3,6 -2,9 -4,7 -1,1 -4,0
Average
04-08 3,1 1,1 1,0 3,6 2,1
Graph 1.2
Annual government final consumption expenditure
Volume growht
Spain Portugal Ttaly Greece Euro area
2004 6,3 2,6 2,2 3,5 1,6
2005 55 3,2 1,9 1,1 1,6
2006 4,6 -1,4 0,5 -0,1 2,1
2007 55 0,0 1,0 8,4 2,3
2008 55 1,1 0,6 0,6 2,0
2009 4,3 1,7 1,2 2,0 2,0
Average
04-08 5,5 1,1 1,2 2,7 1,9
Graph 1.3
General government deficit (-) or surplus (+) as % of GDP
Spain Portugal Italy Greece Euro area
2004 -0,3 -3,4 -3,5 -7,5 -2,9
2005 1,0 -6,1 -4,3 -5,2 -2,5
2006 2,0 -3,9 -3,3 -2,9 -1,3
2007 1,9 -2,6 -1,5 -3,7 -0,6
2008 4,1 -2,7 -2,7 -7,7 -2,0
2009 -11,4 9,3 -5,3 -13,0 -6,3
Average _ _ _ _
04-08 0,1 3,7 3,1 5,4 1,9
Graph 1.4
General government debt as % of GDP
Spain Portugal Italy Greece Euro area
2004 46,2 58,3 103,8 98,6 69,5
2005 43,0 63,6 105,8 100,0 70,1
2006 39,6 64,7 106,5 97,1 68,3
2007 36,1 63,6 103,5 95,6 66,0
2008 39,7 66,3 105,8 99,2 69,3
2009 52,0 74,9 114,8 111,5 78,7
Average
04-08 40,9 63,3 105,1 98,1 68,6
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debt enters an explosive dynamic, no
salvage is possible by the IMF or euro area
members. The risk of Spain not being able
to pay back its debts is minimal, but the
impact would be terrible.

The likelihood of insolvency of the Spanish
economy does not depend so much on the
current state of its public accounts but
rather on the enormous indebtedness of
the private sector. In Spain, the debt of
non-financial firms represents 130% of the
GDP, while household indebtedness is 86%
of the GDP and 126% of their gross
disposable income. A significant part of this
debt depends on the property sector,
where there is currently an excess supply
and an objective over-evaluation of assets.
Furthermore, while Spain was
accumulating debt at a rapid pace, the
capital ratio per employee hardly improved
and the negative differential with the euro
area remained practically stable over the
last ten vyears. In other words, the
productive investment of the Spanish
economy during the credit boom was not
sufficient to reduce the productivity
differential with the euro area, as the
extraordinarily abundant and cheap flow of
credit was largely absorbed by incredible
increases in housing prices. Plentiful credit,
low savings rates and excess investment in
the property market also harmed the
financial wealth of Spanish households,
which is now on the same level as their
gross disposable income. In Italy, the net
financial wealth of households is nearly
250% of their gross disposable income and
the average in the euro area is close to
200%.

It is evident that these figures question
Spain’s solvency, but it is not so clear how
such doubts can affect the sovereign debt
market. The leverage level of the Spanish
private sector has no equal among other
developed countries. This, together with
the non-availability of its own monetary
policy, configures a unique situation. The
most obvious conclusion is that part of
private debt will have to be transferred to
the public sector, either by direct grants to
households and firms, or through stagnant
growth rates for many years with a
structural reduction in public income not
compensated by a similar reduction in
public spending. This creates a highly
complex scenario which is difficult to
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forecast, especially in the medium term. In
other words, the situation is as follows:
investors clearly see Spain’s difficulties, but
solid expectations cannot be formed
because of how exceptional the situation
is.

In sum, the trading differentials of Greek
and Italian public debt are largely due to
their relationship to the GDP. In both
cases, the low indebtedness of the private
sector provides some guarantee of the
stability of the financial and economic
system. In the case of Italy, public debt
has been more than 100% of the GDP for
20 years and no significant changes are
expected in its potential growth (already
very low), while the relative wealth of
households and the high savings rate add
no further solvency risks. The consumption
expenditure of the Italian public authorities
grew by an average of 1.2% in the last five

years, versus 2.0% in the euro area,
adding some stability to the public
accounts.

With regards to Greece, the unreliability of
its statistics, the brutal growth of its
indebtedness in 2009, doubts regarding its
competitiveness and ability to return to pre
-crisis growth rates, together with a
current account deficit higher than that of
Spain (relative to the GDP) have sharply
increased its country/risk and questioned
the possibility of it remaining in the euro
area.

In the last 5 years, Portuguese debt has
gone from 58% to 74% of the GDP, with
average growth similar to that found in
Italy (1.1%). The indebtedness of
Portuguese households is very high, even
higher than in Spain when compared with
their gross disposable income, as is the
country’s current account deficit. Like Italy,
Portugal has maintained low potential
growth and moderate growth of its public
expenditure in the last five years, but its
public debt seems doomed to grow without
control. As in Spain, excessive household
indebtedness is an additional source of
risk.

Like Greece, Spain has come from a
decade of exceptional growth that was
financed by a credit boom that reached
unsustainable levels. Its public debt is

much lower than the euro area average,
but growth in public expenditure has been
nearly triple the figures found in the area.
The economy’s low productivity rate, the
enormous disequilibria on its labour and
housing markets and its high foreign deficit
have led to agents questioning its ability to
recover, even more so than in the case of
Greece (which already maintains a very
high level of public debt).

Reorganising the situation regarding
growth potential, we find the following:
while TItaly and Portugal have been
registering GDP growth rates much lower
than those of the euro area for years, and
there is no reason to expect this situation
to improve in the medium term, Greece
and Spain come from a very positive
decade in relation to the growth of their
respective economies. Nonetheless,
although in different ways, they have both
accumulated unsustainable  disequilibria
and both the markets and other economic
indicators are expecting stagnation in these
two countries, or even a relatively long
period of recession.

The Consensus Forecast expectations for
the Greek economy show an average
annual GDP growth rate in 2010 of -1.3%,
with minimal growth forecast for 2011
(+0.3%). For the Spanish economy, we
anticipate a 0.4% reduction in the GDP this
year and 0.7% growth in 2011.

Why could Spain and Greece end up like
Italy, with very low economic growth and
incapable of controlling their public
accounts? The first risk factor is low
productivity, low qualification levels and
litle R&D investment.

As tables 1.4 to 1.6 show, these countries
are in an ambiguous position relative to the
euro area. The percentage of people with
secondary education in Greece is not too
far from the euro area average and early
school leavers are fewer. The percentage
of the population aged 25-64 with higher
education is 23%, one point less than the
EU19 average. Investment in R&D per
inhabitant, however, is less than a quarter
of the euro area average and even lower
than in Portugal.

Economic Outlook

In other words, the
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Graph 1.5
Annual exports. Volume growth
Spain Portugal Ialy Greece Euro area
2000 10,2 8,4 11,9 - 13,0
2001 4,2 1,8 2,6 0,0 4,0
2002 2,0 1,5 -29 -8,4 2,0
2003 3,7 3,9 -2,0 2,9 1,1
2004 4,2 4,0 4,9 17,4 7,4
2005 2,5 2,0 1,1 2,4 51
2006 6,7 8,7 6,2 53 8,5
2007 6,6 7,8 4,6 58 6,3
2008 -1,0 -0,5 -3,9 4,0 1,0
2009 -115 -116 -19,1 -18,1 -13,4
Average
00-04 4,9 3,9 2,9 3,0 55
Average
00-09 2,8 2,6 0,3 1,3 3,5
Graph 1.6
Annual current account balance as % of GDP
Spain Portugal Italy Greece Euro area
2004 -53 -7,6 -0,9 -5,8 0,8
2005 -7,4 -9,5 -1,7 -7,3 0,1
2006 -9,0 -10,0 -2,6 -11,3 -0,1
2007 -10,0 -9,4 -2,4 -14,4 0,1
2008 -9,6 -12,1 -3,4 -14,6 -1,5
2009 -53 -9,7 -2,7 -11,1 -0,6
Average ) ) } )
04-08 8,3 9,7 2,2 10,7 0,1
Graph 1.7
Industrial production index. Average annual rate of growht
Spain Portugal Italy Greece Euro area
2004 1,9 -4,2 -0,4 0,7 2,1
2005 0,8 -3,5 -0,8 -1,6 1,3
2006 3,9 3,2 3,6 0,8 4,2
2007 2,0 0,1 2,1 2,3 3,7
2008 -7,3 -4,1 -3,3 -4,2 -1,7
2009 -15,8 -8,5 -17,6 -9,2 -14,9
Average ) )
04-08 0,3 1,7 0,3 0,4 1,9
Graph 1.8
HICP. Average annual rate of growht
Spain Portugal Ttaly Greece Euro area
2004 3,1 2,5 2,3 3,0 2,1
2005 3,4 2,1 2,2 3,5 2,2
2006 3,6 3,0 2,2 3,3 2,2
2007 2,8 2,4 2,0 3,0 2,1
2008 4,1 2,7 3,5 4,2 3,3
2009 -0,3 -0,9 0,8 1,3 0,3
Average
04-08 3,4 2,5 2,4 3,4 2,4

Source: EUROSTAT & IFL (UC3M)
Date: March 30, 2010
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The situation in Spain is different; only
51% of the 24-64 year old population has
completed secondary education, versus
67% in the euro area. The population in
this age group with higher education,
however, is 29%, 5 points more than the
EU19 average and twice the value found in
Italy and Portugal. R&D investment per
capita is even lower than that of the euro
area, but it has grown by more than 50%
since 2004, overtaking the Italian
economy.

Greece and Spain have positive elements
but also evident disequilibrium. Spain
appears to be more willing to foster
research and development, but registered
a relatively low average level of education
among its active population. The
qualifications of the Greek population are
comparable to those of the euro area, but
it appears to be incapable of making use of
its human assets. Its investment in
innovation is very low and has hardly
grown in the last few years; in Portugal,
per capita investment in this sector was
comparable to Greece in 2004, but this
value has now doubled.

in Spain (and Portugal), the early school
leaver figures deserve special attention:
more than 31% of the population aged 18
to 24 has not completed secondary
education, a percentage that has remained
practically constant in the last ten years.
Projecting this figure to the future, we find
that the unfavourable differential regarding
the percentage of population with
secondary education will not decrease in
the near future, and could even grow
slightly. In many of the new European
Union countries (Poland, Czech Republic,
Latvia, Slovenia and Slovakia), less than
10% of this age group does not complete
secondary education, so these countries
are rapidly converging with EU education
levels. This is unacceptable, as it condemns
Spain to a future of extreme social and
economic inequality and will hinder all
attempts to progress towards a new
growth model. In the search for structural
reforms that will not generate social
conflict, this is an essential issue and
admits no delay.

In sum, Spain may have a greater
population with higher education than Italy
and Portugal, and has the higher per capita
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R&D expenditure of the four analysed
countries. These positive aspects, however,
need to be consolidated with appropriate
reforms, particularly in relation to
secondary education. Greece's educational
levels are generally comparable with the
rest of Europe, but its R&D spending is
insufficient and has not grown in the last
few years. In one or several sectors, all
these countries are backwards, but Spain
seems to be more capable of solving these
differences in a reasonable period of time.

It is not easy to evaluate the productivity
of these four economies. Our analysis
focuses on labour costs and the evolution
of exports. We will also analyse industrial
production which, although it refers to the
productivity of only part of the economy, is
indicative of their ability to react to the
recent production globalisation process.

From 2004 to 2008, the exports of Italy,
Spain and Portugal (measured as a
component of the GDP) grew less than the
euro area average, with Italy registering
the greatest differential (3.1pp). Greek
exports grew by an average of 7.0%, with
a favourable differential of 1.3pp. It is
important to note that this figure is heavily
conditioned by an incredible 17.4% growth
rate observed in 2004. If we limit our
analysis to the following years, Greek
exports grew by an annual average of
4.4%, one tenth of a point less than
Portugal and 1.2pp less than the euro area.
In 2009, the most difficult year of the
crisis, Italian exports fell by an average
annual rate of more than 20%, while the
falls in the other countries were less than
in the euro area.

Two indicators will be analysed with
regards to labour costs: unit labour costs
and the labour cost index published by
Eurostat, which represents the evolution of
the mean hourly cost per worker. The
general situation using the two indicators is
very clear: the four countries have
registered more than the euro area
average growth in labour costs in the last
decade. In Greece, their evolution in 2009
was a particular cause for concern, with a
6.1% increase in hourly labour costs
compared with the euro area’s 3.3%. This
difference, among other things, has helped
to position the Greek economy in the
market’s viewpoint. Analysing the last

decade, we find no significant differences
between the four countries: they all
registered unit labour cost increases of just
over 30%, compared with 19.9% in the
euro area.

The Spanish situation is somewhat more
complicated. After growing stably more
than in the euro area, the growth of unit
labour costs in 2009 was clearly lower.
Hourly labour costs, however, continued to
grow more than average. ULC moderation
is good news but could depend on the
adjustment dynamics in the labour market
and not consolidate in the future. ULCs fell
in 2009 because most job losses were
found in the less “technical” and productive
sectors of the Spanish economy. For this
process to consolidate, recovery must
focus on more productive  and
technologically more advanced sectors. At
the same time, the perverse incentives
found on the Spanish labour market must
vanish; they lead firms and the public
sector to dismiss their youngest (and often
most qualified) and unprotected employees
instead of their least productive work force.

From 2004 to 2007, industrial production
grew by 2.8% in the euro area, higher
than in any of our four countries. In this
period, Spain registered an average growth
rate of 2.0% with Portugal at the other end
of the spectrum with a 1.1% reduction.
The situation was very different in 2008
and 2009. The total drop in Spanish
industrial production was over 23%,
significantly more than the other countries
and the euro area average (-16.6%). The
adjustment process was gentler in Greece
and Portugal, however, with drops of
13.4% and 12.6%. Italy is in the middle
with a 20.9% reduction. The Spanish
figures reflect the collapse of the
construction sector, but this does not make
them any better.

The most rational interpretation of all the
information available appears to be as
follows: these four economies lost some
competitiveness, largely due to an
excessive increase in labour costs. The
export and industrial production figures
confirm this, but do not show an
irreparable dedine on the international
markets. It is evident that the four
countries need to reform their labour
markets and control their labour costs. At
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labour costs in
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( \ the same time, Spanish industry has to

face up to a hard restructuring process to
Graph 1.9 depend less on residential construction.

Early school leavers. Persons between 18-24 years g%a.m’l _Greebce, I:’ortl(.ljgal and Italy fa;e
without secondary education, % . imculties, but they do not app_ear t(.). €
Spain Portugal Ttaly Greece Euro area m_sgrmountable. Whet_her there is political
2004 32,0 394 223 14,7 18.0 willingness and ab|I|_ty to_ apply the
2005 30,8 38.8 22.0 13.6 17,7 necessary reforms is quite another
2006 30,5 391 206 155 17,4 question.
2007 31,0 36,9 19,7 14,6 16,8
2008 31,9 354 19,7 14,8 16,5 We finally need to refer to the Spanish
2009 labour market. The unemployment rate in
Average 31,2 37,9 20,9 14,6 17,3 Italy, Greece and Portugal is_ in line with
04-08 the euro area average (9.3% in 2009). The
Graph 1.10 harmonised unemployment rate in Spain,
: however, is 18.0%. Nonetheless, and in
Upper secondary education. Persons between 25-64 years spite of the lob losses registered in 2009,
with secondary education, % Spain continues to be the economy that
Spain  Portugal  Italy  Greece  Euro area has created most net employment since
2004 45,0 25,2 49,3 59,0 63,9 2004 in both absolute and relative terms.
2005 48,5 26,5 50,4 60,0 64,9 Spain’s current problem is how to re-
2006 49,4 27,6 51,3 59,0 65,4 employ the million and a half workers
2007 50,4 27,5 52,3 59,8 66,3 dismissed from the construction sector and
2008 51,0 28,2 53,3 61,1 67,1 industry. They are generally unqualified
workers, and these two sectors will take
Average years to create significant numbers of jobs.
04-08 48,9 27,0 >1,3 29,8 65,5 The economic community is calling for an
urgent and ambitious reform of the labour
Graph L.11 market but, even though negotiations are
successful, a miracle cannot be expected.
Tertiary education The Spanish economy needs to create
Persons between 25-64 years with tertiary education, % employment again, but it also needs a
Spain __ Portugal  Traly  Greece EU 19 labour market that fosters qualification and
2008 29,0 14,0 14,0 23,0 24,0 revaluation of human assets, that
overcomes the dual nature of employee
protection and that favours geographical
Graph .12 and sectoral mobility. There are no easy
solutions and, ultimately, real salaries and
R&D expenditure per capita (€) the creation of employment depend on
. labour productivity in general. The most
Spain _ Portugal _ Raly  Greece  Euroarea likely result of a blind defence of the
2004 2113 106,0 263,5 92,5 452,7 existing system is economic stagnation and
2005 2369 114,1 266,8 104,1 464,7 slow but inevitable deflation of real
2006 270,0 150,1 286,5 109,9 492,5 salaries, with an enormous reduction in
2007 300,0 186,1 308,3 117,4 516,9 wellbeing and human capital that it will be
2008 324,7 236,7 311,8 541,7 difficult to recover.
Average
04-08 268,6 158,6 2874 106,0 493,7

Source: EUROSTAT & IFL (UC3M)
Date: March 30, 2010
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Graph I.13
Labour cost index per hour
Annual rate
Spain Portugal Ttaly Greece Euro area
2007 I 3,8 4,6 1,2 3,6 2,0
o 3,8 4,4 2,0 3,5 2,6
III 54 5,5 1,5 3,8 2,5
v 5,0 6,4 2,9 2,1 2,8
2008 1 5,5 3,6 5,6 1,1 3,3
o 4,9 3,1 2,1 2,2 2,4
111 4,9 5,4 5,6 2,7 3,6
v 5,3 4,6 5,2 5,7 4,5
2009 I 54 2,6 2,3 -3,5 3,6
o 5,7 4,8 4,8 6,6 4,3
hing 4,6 4,9 2,0 11,2 3,0
v 3,4 2,8 0,0 10,2 2,2
Average 2009 4,8 3,8 3,0 6,1 3,3
Graph 1.14
Unit labour cost
Annual rate
Spain Portugal Italy Greece Euro area 16
2000 2,9 4,4 0,5 - 0,9
2001 3,2 3,8 3,8 -0,4 2,3
2002 3,1 3,5 1,9 10,2 2,2
2003 2,8 3,7 2,4 1,5 1,7
2004 2,5 0,9 2,2 1,6 0,8
2005 3,4 3,2 3,1 3,0 1,3
2006 3,2 1,0 2,5 0,7 1,0
2007 3,7 1.1f 1,7 3.5p 1,6
2008 4,3 3.4f 4,2 3.9p 3,3
2009 0,3 5,2 4,3 6,3p 3,5
Average
2 2,2 2 1
00_04 I9 313 ’ 3[ I6
Average
00-09 2,9 3,2 2,7 2,8 1,9

Total cost, on an hourly basis, for employers of employing the
labour force. Growth rates in current prices with respect to the GDP
volumes of employed persons. F Forecasts; P provisional

Graph I.15

Employ ment (Thousands persons)*

Spain Portugal Italy Greece Euro area

2004 17971 5123 22404 4313 134457
2005 18973 5123 22563 4369 137036
2006 19748 5160 22988 4452 139762
2007 20356 5170 23222 4510 142586
2008 20258 5198 23405 4559 144147
2009 18888 5054 23010 4509 141574
g\f(;gge 19461,1 51545 229164 4440,7  139597,7

* Annual average. For Italy and Euro area, the average is with
information until 2009 - Q3.

Graph 1.16
Employment. Annual average rate of growht*

Spain Portugal Italy Greece Euro area
2004 3,5 -0,1 04 2,3 0,8
2005 56 0,0 0,7 1,3 1,9
2006 4,1 0,7 1,9 1,9 2,0
2007 3,1 0,2 1,0 1,3 2,0
2008 -0,5 0,5 0,8 1,1 1,1
2009 -6,8 -2,8 -1,7 -1,1 -1,8

Average

04-08 3,2 0,3 1,0 1,6 1,6

* For Italy and Euro area, the figure for 2009 is 2009-Q3 / average
2008.

Source: EUROSTAT & IFL (UC3M)

Date: March 30, 2010
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II. THE ECONOMY IN THE EURO AREA

Core inflation expectations have fallen again to an average annual
rate of 0.7% and 0.9% for 2010 and 2011, respectively.

GROSS DOMESTIC PRODUCT IN THE EURO AREA

year-on-year growth

6 ]
. . . . . 4 A
The rise in energy price expectations leaves the headline inflation | R o g
. - L N A )
forecast practically unaltered at 1.1% and 1.2%. 2 15 l\% e V,ﬁ \ @é
0 |
Eurostat has revised. The Industrial Production Index for the last few o \ I i
months, showing slower, more progressive recovery. A A A g
-4 1 — Previousreport —o—Actual "7 .
IPI Growth is forecast at 2.6% for 2010 and 1.8% for 2011. -6 F————————————————
852838383858 858332 ¢4
Z222RRIRIRRRIIRRER
GROSSDOMESTIC PRODUCTAND
MAIN VARIABLES AND INDICA TORS B Tam ICATOR
Average annual rates 8 [ 140
6 130
Forecasts 4 F 120
2006 | 2007 | 2008 | 2009 26 L 110
2010 | 2011 2 N
s X gt 100
GDP mp.! 3,1 2,8 06 40 07 13 0 f/ L %
-2 |
Demand —»— GDP (year-on-year rates, Left) ! 1 80
Private final consumption 21 1,6 03 -0 -04 01 T ——esi mghy ™ 70
Public final consumption 2,1 2,3 2,1 2,2 1,0 0,0 6 LA B S B S B B B B B T 60
. " E5RRFS2893858858332=
Gross capital formation 6,3 4,6 -0,3 -14,6 2,2 35 2229888888888 8z¢=
o A A AN AN AN ANANANANANANANANN
Contribution domestic demand 2,9 2,4 0,5 -3,4 0,5 038
Exports of goods and services 8,7 6,3 0,8 -132 40 4,1
Imports of goods and services 8,6 55 09 -11,8 33 3,2
Contribution foreign demand 0,2 0,4 0,0 -0,8 0,4 04
Supply GVA
Total 3,1 3,0 0,8 -4,2 0,7 11
Agriculture 0,1 -0,4 2,0 0,2 -0,8 1,6
Industry 4,4 2,9 -,2  -150 25 13 TOTAL INFLATION
Construction 3,1 2,2 -0,8 -4,8 -2,6 04 ‘
Trade services 2,8 3,6 0,6 -4,7 0,7 11 :
Financial services 4,2 4,3 1,6 -1,2 0,7 0,9 : o ; ﬁ
i i 1,4 2,0 1,6 1,1 0,6 1 | }
_Publlc serwcczas 4 2 , s 5 %’& @IggJ
Prices (HICP?) ; & i)
Total 22 21 33 03 1,3 12 R R V2 ! R,
Core 1,5 2,0 2,4 1,3 0,7 0,9 0 ’!1
Processed food 2,1 2,8 6,1 1,1 0,5 1,7 —Previous report —o— Actual ?
Non-energy industrial goods 0,6 1,0 08 06 -02 -05 -1 " — T T T
O N 00O O 4 AN M T I ONN 0 O O
Services 2,0 2,5 2,6 2,0 14 15 8388 8888888888838¢83
N = - = NN ANAN NN ANAN NN
Residual 55 2,8 7,3 -4,5 4,1 3,0
Non. processed food 2,8 3,0 3,5 0,2 0,7 21
Energy 7,7 2,6 10,3 -8,1 6,7 3,7
Labour market?
Unemployment rate 8,3 7,5 7,5 9,3 10,7 10,3
Industrial production index (excluding construction)?*
Total 4,2 3,7 -1,7  -14,9 2,6 18
Consumer goods TOTAL INDUSTRIAL PRODUCTION INDEX
Durables 47 1,4 57 -173 1,8 -0,8
Non-durables 2,7 2,5 -1,4 -3,0 1,1 03
Equipment 6,0 6,7 -0,1 -20,9 34 4,1
Intermediate 4,8 3,7 -3,3  -19,2 2,7 26 E
Energy 0,6 -0,9 0,3 -5,9 3,5 -2,3

The figures in the shaded area are forecasts.

(1) Data adjusted for seasonality and working days effect.

Source: EUROSTAT & IFL (UC3M)

Date: (1) March 4, 2010 (2) March 31, 2010
(3) March 4, 2010 (4) March 12, 2010
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ANNUAL AVERAGE RATES OF
GROWTH IN THE EURO AREA
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Euro Area. Macroeconomic Forecasts

D

The GDP in the last
quarter of 2009
registered a quarter
-on-quarter growth
rate of 0.1%,
significantly less
than expected and
also less than the
previous quarter
(0.4%).

Graph II.1.1

ECONOMIC SENTIMENTINDICATOR
IN THEEURO AREA

II.1. MACROECONOMIC FORECASTS.

The most significant economic information
regarding the euro area that has been
published in the last month refers to the
macroeconomic accounts for the fourth
quarter of 2009. It confirmed the flash
estimation  published previously, which
anticipated small quarter-on-quarter GDP
growth in the quarter, and that the recovery
process that started in the third quarter
continued to be weak. Besides this
information, the results of other indicators
have also been published, largely

The most recent euro area indicators,
corresponding to the first two months of this
year, show that recovery continues, but not
as quickly as anticipated by the figures for
the third quarter of 2009 and the first two
months of the fourth. This is shown by the
Economic  Sentiment Indicator  which,
although it grew in the first two months of
2010, it did so less tan expected and is still
on low levels. The Industrial Production Index
(IPI) improved in January, after declining in
December, and the latest labour

referring to the first two months of | 77€ slight growth of | market figures continue to reduce

this year, showing that recovery will
continue at a slow pace.

According to the results of the euro
area national accounts, the GDP in
the last quarter of 2009 registered a
quarter-on-quarter growth rate of
0.1%, significantly less than expected and
also less than the previous quarter (0.4%),
so the recovery anticipated by the third
quarter figures continued in the fourth, but at
a slower pace. In turn, in terms of the year-
on-year rate, there was a 2.1% decrease,
two percentage points less than in the third
quarter. Last year, the euro area economy
registered an average annual decrease of
4%, greater than
that registered in
the Spanish
economy  (3.6%).
This tells us that it
has technically left

the recession
behind but that
recovery is  still
weak.

The slight growth

The January
industrial
production index
(IPI) in the euro
area registered
monthly growth of
1.7%, after the
previous month’s
0.8%

A
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of the GDP in the

cnzoooNmzTneRng o

8888833888888 ¢8¢8 fourth quarter was
80% 60% memmm 40% = 20% —@—ESI due to forel_gn
demand, which

contributed 0.3
Source: EUROSTAT & IFL (UC3M) : PP
Date: March 4, 2010 0 economic
growth. This

resulted from stronger exports (1.7%) than
imports (0.9%), representing a deceleration
of both variables. In domestic demand,
consumption remained stable, after dropping
by 0.2% in the previous quarter. Public
consumption, on the other hand, which had
grown considerably in the previous quarters
thanks to national stimulation plans, fell by
0.2% in the last quarter of the year. Fixed
capital investment fell by a quarter-on-
quarter rate of 0.8% after growing by 1.7%
in the previous quarter.

the GDP in the
fourth quarter was
aue to foreign
demand, which . . .
contributed 0.3 pp | The Economic Sentiment Indicator
to economic
growth.

the rate of decline as unemployment
continues to grow.

(ESI) edited by the European
Commission in February fell by one
tenth of a point to 95.9. The figure
was worse than expected, as the forecast
was 97.3. The slight reduction in the ESI in
February was due to the poor performance of
the retail trade sales index and consumer
confidence. As a result of the indicator’s
downwards innovation, the forecasts have
worsened slightly, but it is still expected to
reach 100 points in the second quarter of this
year; the ESI will subsequently continue to
grow, but at a slower rate.

The January industrial production index (ZPI)
in the euro area registered monthly growth of
1.7%, after the previous month’s 0.8% (data
adjusted for seasonality and calendar).
Relative to a year earlier, the IPI grew by
1.4%, versus -4.1% in the previous month.
By component, monthly growth, adjusted for
seasonality, was 2.6% in energy, 2% in
durable consumer goods and 1.4% in
intermediate goods. The January IPI was
better than expected. Together with last
December’s upwards revision, this clarifies
the previous doubts concerning the continuity
of the indicator’s recovery.

The industrial confidence indicator evolved in
February as forecast and is very close to
reaching neutral values. They are expected
for the second quarter of this vyear,
strengthening this indicator’s recovery.

Our forecasts for the average annual growth
rate of the euro area IPI have been revised
upwards for 2010, but recovery is expected
to slow down in 2011. We are forecasting
2.6% growth for this year and 1.8% for the
next. These forecasts are in line with
previous reports, except the estimation
performed with the December figure. From a
sectoral perspective, they will all grow in



B

2010. In 2011, however, we expect a decline
in energy and probably in consumer goods.

With the latest ESI and IPI figures, we have
revised our macroeconomic forecasts
downwards for the forecasting horizon. For
2010 we now expect an average annual GDP
growth rate of 0.7%, followed by 1.3% in
2011. These rates represent a reduction of 1
pp and 0.7 pp, respectively, from the
previous forecast. This means that recovery
will be weaker than was expected in the last
two quarters. According to the 2010 forecast,
the foreign sector will continue to make a
significant contribution to GDP growth.
Exports are expected to grow by an average
of 4% this year and a similar rate in the next.
Imports are expected to grow by just over
3% in both years. Foreign demand will
therefore contribute around 0.4 pp to GDP
growth throughout the forecasting period.

With regards to domestic demand’s
contribution to growth, it is expected to be
half a point in 2010 and a little more (0.8 pp)
in 2011. This modest contribution of domestic
demand will be based on gross capital
formation and, to a lesser extent, on public
consumption, as private consumption is
expected to continue to fall (-0.4%) in 2010,
growing slightly in 2011. The weakness of
private consumption is derived from several
factors, including the situation of the labour
market during most of the forecasting period,
and the lack of dynamism found in retail
sales and consumer confidence. Although this
indicator recovered in the last few months, it
is still at low levels. GCF is expected to
register an average annual growth rate of
2.2% in 2010 and 3.5% in 2011,
compensating for approximately a third of the
reduction registered in 2009.

With regards to the euro area labour market,
the latest figures show that the rate of
decline continues to diminish, but that
unemployment continues to rise. The last
known employment figure refers to the last
quarter of 2009, when it fell by 0.2% relative
to the previous quarter, less than the 0.5%

Euro Area. Macroeconomic Forecasts

registered in that period. Both these figures
are corrected for seasonality. Relative to a
year earlier, employment fell by 2%, with a
1.8% reduction throughout the vyear,
equivalent to 2,721,000 job losses. With
regards to the unemployment rate, the latest
figure refers to January, when it was 9.9%,
the same as in December. This is
approximately one and a half percentage
points higher than in the same month of the
previous year. In spite of this stabilisation of
the unemployment rate, further increases
cannot be ruled out, although much slower
than those registered in 2009.

The aggregate
labour market
figures mask a high | , _
degree of dispersion
among countries.
Job losses and
unemployment

growth have been i
very moderate in 20 |
countries like

Graph 1I1.1.2

TOTAL INDUSTRIALPRODUCTION INDEX
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For 2010 we now
expect an average
annual GDP
growth rate of
0.7%, followed by
1.3% in 2011.
These rates
represent a
reduction of 1 pp
and 0.7 pp,
respectively, from
the previous
forecast.

1
]
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Germany and France
and very intense in
Spain and Ireland.

2004

1996
1997
1998 A
1999
2000
2001
2002
2003

Indeed, the
unemployment rates
of these two

countries are nearly
double the average and the rates of the first
two are clearly lower than average,
particularly Germany.

The forecasts for Spanish economic growth
remain relatively stable. The average annual
growth rate for 2010 has gone from -0.31%
to -0.36%.

Spain, Greece, Portugal and Italy: these four
countries are facing a difficult economic
situation that could potentially destabilise the
euro area.

Their economies, however, present important
differences in both their current situations
and recent evolution, which could determine
their respective recovery possibilities.

INDUSTRIAL PRODUCTION INDEX
IN THE EURO AREA*
Average year-on-year rates
2007 2008 2009 2010 2011
Consumer goods
Durable 1,4 -17,3 1,8 -0,8
Non-durable 2,5 -3,0 11 0,3
Capital 6,7 -20,9 34 41
Intermediate 3,7 -19,2 2,7 2,6
Energy -0,9 0,3 -5,9 3,5 -2,3
Total 3,7 -14,9 2,6 1,8
Annual growth of
GVA industrial 2,9 -15,0 2,5 1,3
sector

2005

Source: EUROSTAT & IFL (UC3M)
Date actual report: Marc 12, 2010
Date previous report: February 12, 2010
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With regards to
the euro area
labour market,
the latest figures
show that the
rate of decline
continues to
diminish, but that
unemployment
continues to rise.
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Euro Area. Macroeconomic Forecasts. GDP

GROSS DOMESTIC PRODUCT IN THE EURO AREA: DEMAND

GROSS DOMESTIC PRODUCT AND COMPONENTS IN THE EURO AREA
Annual average and annual rates of growht

Final Consumption Gross Domestic | xPortsof  Imports of Foreign Real
Caplti}l Demand (1) goods_ and goods_ and Demand (1) GDP
Private Public Formation services services
[ 2005 1,9 1,6 2,7 1,9 5.4 6,1 -0,1 1,8
g 2006 2,1 2,1 6,3 2,9 8,7 8,6 0,2 3,1
g 2007 1,6 2,3 4,6 2,4 6,3 55 0,4 2,8
S 2008 0,3 2,1 -0,3 0,5 0,8 0,9 0,0 0,6
é 2009 -1,0 2,2 -14,6 -3,4 -13,2 -11,8 -0,8 -4,0
s 2010 -0,4 1,0 2,2 0,5 4,0 3,3 04 0,7
< 2011 01 0,0 3,5 08 a1 3,2 0,4 13
QI -1,4 2,4 -14,1 -3,4 -16,4 -13,1 -1,6 -5,1
2 qQu -1,0 2,2 -16,2 -3,7 -17,0 -14,7 -1,2 -4,9
& Qm | -1,2 2,6 -15,0 -3,5 -13,6 12,3 -0,7 -4,1
*ﬂ QIv -0,5 1,8 -13,1 -2,9 -5,2 -6,9 0,6 2,1
= QI -0,4 1,3 -2,0 -0,4 3,5 1,7 0,8 0,3
E g QII -0,6 1,4 3,9 0,9 6,2 5,6 0,3 1,0
< |8 qm -04 0,7 3,0 0,6 43 34 04 0,9
z QIv -0,3 0,7 4,0 0,8 2,2 24 -0,1 0,7
< QI -0,7 0,7 2,7 0,4 4,6 3,3 0,6 1,0
o Qu -0,2 0,0 2,9 0,5 3,6 2,8 04 0,9
R Qm 0,5 -0,3 3,6 1,0 3,6 2,5 0,5 15
QIv 0,8 -0,5 4,9 15 4,5 41 0,2 1,6
GROSS DOMESTIC PRODUCT AND COMPONENTS IN THE EURO AREA
Annual average and quarterly rates of growht
Final Consumption Gross Domestic | =xPortsof  Imports of Foreign Real
Caplta_l Demand (1) goods_ and goods_ and Demand (1) GDP
Private Public Formation services services
W 2005 1,9 1,6 2,7 1,9 5,4 6,1 -0,1 1,8
g 2006 2,1 2,1 6,3 2,9 8,7 8,6 0,2 31
g 2007 1,6 2,3 46 2,4 6,3 5,5 0,4 2,8
s 2008 0,3 2,1 -0,3 0,5 0,8 0,9 0,0 0,6
S 2009 -1,0 2,2 14,6 3,4 -13,2 -11,8 -0,8 4,0
2 2010 -04 1,0 2,2 0,5 4,0 33 0,4 0,7
< | 2011 0,1 0,0 35 08 41 32 04 13
Q1 -0,4 0,6 -9,6 2,3 -8,3 7,6 -0,4 2,5
2 qu 01 0,6 -4,8 -0,9 -1,2 2,9 0,7 -0,1
x |8 quI -0,2 0,8 1,7 0,4 2,8 2,8 0,1 0,4
E Qv 0,0 0,2 0,7 0,2 1,7 1,0 0,3 0,1
g Q1 -03 01 2,0 0,3 01 0,9 -0,3 0,1
> |9 aQu -01 0,7 0,9 0,3 14 0,9 0,2 05
€ IR qm -o01 0,0 0,7 01 1,0 0,6 0,2 03
E QIv 0,1 -0,2 0,3 01 -0,4 0,0 -0,2 0,1
3 Q1 -0,6 0,2 0,7 -0,1 2,5 18 0,3 03
- Qu 0,4 0,0 11 04 04 04 0,0 04
R qur 0,6 -03 15 0,6 11 0,3 0,3 1,0
Qv 0,5 -0,3 15 0,5 0,4 15 -0,4 0,0

Data adjusted for seasonality and working days effect
The figures in the shaded area are forecasts
(1) Contribution to GDP growth
*Year-on-year rates

Source: EUROSTAT & IFL (UC3M)

Date: March 4, 2010
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Euro Area. Macroeconomic Forecasts. GDP

GROSS DOMESTIC PRODUCT IN THE EURO AREA: SUPPLY

GROSS DOMESTIC PRODUCT AND COMPONENTS IN THE EURO AREA
Annual average and annual rates of growht
GVA
Agriculture Industry Construction Tra_de Finan_cial Pub_lic TOTAL Real GDP
Services Services Services

g 2005 -6,1 2,1 1,8 2,0 2,7 1,3 1,8 1,8

§ 2006 0,1 4,4 3,1 2,8 4,2 1,4 3,1 3,1

§ 2007 -0,4 2,9 2,2 3,6 4,3 2,0 3,0 2,8

S| 2008 2,0 1,2 -0,8 0,6 1,6 1,6 0,8 0,6

§ 2009 0,2 -15,0 -4,8 -4,7 -1,2 1,1 -4,2 -4,0

2 2010 -0,8 2,5 -2,6 0,7 0,7 0,6 0,7 0,7

< 2011 1,6 1,3 04 1,1 0,9 1,2 11 13

QI 0,1 -18,6 -6,1 -5,7 -1,1 1,1 -5,0 -5,1

8 QII 0,0 -18,2 -4,8 -5,4 -1,4 1,3 -5,0 -4,9

& QI 0,1 -14,6 -4,4 -4,8 -1,5 1,0 -4,2 -4,1

E QIV 0,8 -8,0 -3,8 -3,0 -1,0 1,1 -2,3 -2,1

: QI 0,8 2,3 -2,8 0,3 0,2 1,0 04 0,3

e g QI 0,0 3,9 -4,0 0,5 0,4 -0,1 0,6 1,0

S |~ QI -1,7 2,0 -2,4 0,7 0,6 0,5 0,6 0,9

§ QIV -2,2 2,0 -1,1 1,3 1,8 1,1 1,3 0,7

< QI 0,0 1,5 -1,6 0,7 0,9 1,4 0,9 1,0

9 Qu 1,1 -0,4 1,0 1,4 0,7 1,1 0,8 0,9

& QI 2,7 1,8 1,0 1,7 1,3 0,6 1,3 1,5

QIV 2,6 2,3 1,5 0,5 0,5 1,8 1,2 1,6

GROSS DOMESTIC PRODUCT AND COMPONENTS IN THE EURO AREA
Annual average and quarterly rates of growht
GVA
Agriculture Industry Construction Tra_d € F|nan_C|aI PUb.I'c TOTAL Real GDP
Services Services Services

] 2005 -6,1 2,1 1,8 2,0 2,7 1,3 1,8 1,8
] 2006 0,1 4,4 3,1 2,8 4,2 1,4 3,1 3,1
g 2007 -0,4 2,9 2,2 3,6 4,3 2,0 3,0 2,8
< 2008 2,0 -1,2 -0,8 0,6 1,6 1,6 0,8 0,6
S | 2009 0,2 -15,0 48 4,7 1,2 11 4,2 4,0
2 2010 -0,8 2,5 -2,6 0,7 0,7 0,6 0,7 0,7
< 2011 1,6 1,3 0,4 1,1 0,9 1,2 1,1 1,3
QI -0,6 -9,6 -1,0 -2,9 -0,7 -0,2 -2,5 -2,5
8 QII -0,3 -0,7 -0,7 -0,2 0,0 0,7 -0,2 -0,1
* b QIII 0,5 2,4 -1,0 0,2 -0,2 0,2 0,4 0,4
g QIv 1,2 0,2 -1,1 -0,1 0,0 0,4 0,1 0,1
§ QI -0,5 0,5 0,0 04 04 -0,3 0,2 -0,1
> g qQu -1,1 0,8 -1,9 0,0 0,2 -0,5 0,0 0,5
€ R QuI -1,3 0,5 0,6 0,3 0,0 0,8 04 0,3
E QIV 0,7 0,2 0,2 0,5 1,2 11 0,8 -0,1
‘é Q 1,7 01 -0,5 -0,2 -0,5 0,0 -0,2 03
o Qi -0,1 -1,1 0,6 0,8 0,0 -0,8 -0,2 0,4
] QI 03 2,7 0,6 0,6 0,6 03 0,9 1,0
QIv 0,6 0,6 0,7 -0,7 0,4 2,3 0,7 0,0

Data adjusted for seasonality and working days effect

The figures in the shaded area are forecasts
(1) Contribution to GDP growth

* Year-on-year rates

Source: EUROSTAT & IFL (UC3M)

Date:

March 4, 2010
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Euro Area. Macroeconomic Forecasts. GDP

CHANGE IN FORECASTS AND DATA REVISION FOR THE COMPONENTS OF GROSS

DOMESTIC PRODUCT DEMAND IN THE EURO AREA
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Euro Area. Macroeconomic Forecasts. GDP

CHANGE IN FORECASTS AND DATA REVISION FOR THE COMPONENTS OF GROSS

DOMESTIC PRODUCT SUPPLY IN THE EURO AREA
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INDUSTRIAL PRODUCTION INDEX IN THE EURO AREA

INDUSTRIAL PRODUCTION INDEX AND SECTORS IN THE EURO AREA*
Annual rates of growth
Consumer Goods Capital  Intermediate Energy TOTAL
Durable Non Durable Total Goods Goods
u 2005 0,8 1,1 0,8 2,5 0,6 1,4 1,3
g 2006 4,7 2,7 3,0 6,0 4.8 0,6 4,2
g o 2007 1,4 2,5 2,3 6,7 3,7 -0,9 3,7
= E 2008 5,7 -1,4 -2,0 -0,1 -3,3 0,3 -1,7
é 2009 -17,3 -3,0 -5,0 -20,9 -19,2 -5,9 -14,9
z 2010 1,8 1,1 1,2 34 2,7 3,5 2,6
< 2011 -0,8 0,3 0,2 41 2,6 -2,3 1,8
TI -19,8 -5,4 -24,0 -24,0 25,4 -4,3 -18,5
3 TII 21,1 -3,3 -24,3 -24,3 24,2 -8,9 -18,7
& Tm -18,3 -1,9 -21,1 -21,1 -18,4 -6,3 -14,5
0 TIV 9,7 -1,4 -14,0 -14,0 -6,9 -4,5 -7,5
E TI -0,5 0,6 0,5 0,5 2,9 1,1 1,0
E =] TII 1,7 1,1 3,2 3,2 2,9 5,4 2,9
< &  THI 2,9 1,4 4,7 4,7 3,0 48 35
§ TIV 3,0 1,4 5,2 5,2 2,2 -3,9 2,9
< TI 1,9 1,0 6,2 6,2 4,7 2,0 34
4 TII 0,1 0,5 6,0 6,0 4,2 -3,5 -0,4
&  TIHI -1,7 0,1 3,6 3,6 1,7 -5,1 4,9
TIV -3,3 -0,3 1,1 1,1 -0,3 3,5 -2,7
INDUSTRIAL PRODUCTION INDEX IN THE EURO AREA*
year-on-year rates of growth
2005 2006 2007 2008 2009 2010 2011
January 1,2 3,1 4,1 3,9 -16,6 1,4 2,2
February 0,5 3,3 4,7 3,5 -19,3 0,0 4,8
March 0,4 4,4 4,5 1,3 -19,4 1,6 4,6
April 1,0 2,4 3,3 4,8 21,4 2,2 4,0
May 0,1 6,3 3,4 0,7 -17,8 31 2,8
June 0,9 4,8 3,2 0,5 -16,7 35 2,0
July 0,6 4,0 4,2 0,9 -15,9 33 1,6
August 2,1 6,3 4,5 1,1 -15,1 35 1,0
September 1,8 4,0 3,2 2,2 -12,7 38 0,4
October 1,1 4,3 4,9 -5,7 -11,1 33 0,1
November 3,5 3,3 3,1 9,1 -6,9 3,2 -04
December 2,7 51 1,6 -12,4 -4,0 23 -0,8

Data adjusted for seasonality and working days effect
The figures in the shaded area are forecasts

*Year-on-year rates
Source: EUROSTAT & IFL (UC3M)

Date:

March 12, 2010
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INDUSTRIAL PRODUCTION INDEX DEMAND IN THE EURO AREA

CHANGE IN FORECASTS AND DATA REVISION FOR THE COMPONENTS OF
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Graph II.2.1

INFLATION IN THE EURO AREA
(year-on-year rates)
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I1.2. INFLATION

The new inflation forecasts for the euro
area show an average annual rate of 1.3%
and 1.2% for 2010 and 2011, respectively.
Core inflation
in these two
years will fall
to 0.7% and
0.9%, with a
downwards

revision of two
and one tenths

point.

Confidence intervals at:
Inflationmean (1996-2009) : 1,93% ~—

Source: EUROSTAT & IFL(UC3M)
Date: March 16, 2010

2005 2006 2007 2008 2009 2010 2011

80% 60% m40% m20%

With regards to
headline
inflation,  the
rise in energy
prices has
maintained the
annual forecasts stable, with only a small
cut in expectations for 2011.

services, processed food and non-energy
industrial goods, which reduce their growth
expectations. Inflation in unprocessed
food, however, was much as forecast, with
a significant increase in energy prices.

In February, manufactured goods prices
decelerated faster, registering a zero
annual rate. Used industrial capadity in the
euro area is now 72%, after dropping
below 70% in mid-2009. Although it
remained moderate but positive in most of
2009, since last September, inflation in this
item has clearly been falling, interrupted by
a considerable rise in December. The
figures for the first two months of 2010
confirm the weak evolution of consumer
prices in the sector which, according to our
estimates, will continue throughout the
forecasting period. We are expecting an
average annual rate of -0.2% for this year
and -0.5% for the next, with a downwards
revision of 2 and three tenths of a
percentage point relative to our previous

infiati . for ts. From March on, the annual rat

All core inflation The weak economy and doubts concerning o cca>=- FTOM March on, the annua’ rates

components have . . : are expected to remain constantly at

been revised the intensity of recovery continue to push negative values

downwards, and non-energy consumer prices down, Core infiation '

S ST brining the annual core rate to the| o atations

could fall to 0.6% . - e ) .

Al lowest in the series. The euro area| pave fallen again | In services and processed food, the
unemployment rate is around 10%| fanaverage |evolution was similar with cuts of
of the active population, but is OE;QZ"ZH’;‘;‘;' 5;’ two and three tenths of a point in
expected to register an average of| "o 55, ..; |the average rates expected for this
10.7% in 2010. Household credit 2011, year and the next.
has risen slightly in the last quarter,|  respectively.
returning to positive annual rates. . . .
However, this rise is largely due to According to our estimates, service

! . inflation will be 1.4% this year, rising
mortgage loans, with consumer loans . o
falling  together slightly to 1.5% in 2011. In processed
Graph I1.2.2 N9 9 food, however, we are expecting a rate
P with credit to
f -0.8% for thi d 0.5% for th
the rest of the ©Of "0-8% for this year and 0.5% for the
COREINFLATIONIN THE EUROAREA private  sector next.
30 - (year-on-yea rates) ) '
’ Public
25 1 expenditure has  The moderation in the core inflation
20 also started to  forecast has been compensated this month
1,5 W reduce its by a significant rise in energy prices, which
10 1 downwards could register positive inflation rates of
0s 4 pressure on  5.0% and 3.6% in 2010 and 2011. The
00 . . . . . . . aggregate weakness of the euro in relation to the
005 2006 2007 2008 2009 2010 2011 demand. dollar and the evolution of crude oil prices,
Confidence intervals at: 80% 60% =40% =20% under the pressure of a o
Inflation mean (1996-2009) : 1.74% greater than expected The rise /./7
February Id energy price
registered new world economy TeCOVery, | gypectations
Source: EUROSTAT & IFL(UC3M) downwards are responsible for this , gavestge
: . . . Increase. eadline inflation
Date: March 16, 2010 innovation in the forecast at 1.3%
prices of and 1.2%.

oy
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Brent prices
grew in March
by more than

In all, headline inflation
forecasts remain practically
unchanged. Brent prices in

Euro Area. Inflation

£

32% relativeto |March are around 80$,
the averagein |with a 29% increase
2009, Energy | ralative to the average

prices are . .

expected to | Price in 2009. In euros, the

grow byan | price increase is more than
6%%&2{0);0 32%. The increase in and

o around !nstablllty of energy prices
379 in2011. |i1S not protecting the
European economy from a
N\ deflationist risk, but
making economic recovery more difficult. It
also worsens the situation for countries like
Spain which are already burdened with a

significant foreign deficit.

The moderation in core inflation, however,
could have a diverse effect on different
euro area economies. Countries capable of
adjusting asset prices and salaries to the
economic situation could be favoured by
the present situation, gaining
competitiveness on the international
markets and strengthening their global
position.  Countries with a rigid labour
market and private sector with too much
debt could find it more difficult to recover
and adjust.

The annual inflation rate for manufactured goods is
expected to be negative from March on, throughout
the forecasting horizon.

Table I1.2.1
INFLATION IN THE EURO AREA
Annual rates' Annual average rates>
2010
HICP 2008 2009 2010 2011
February March
Core 0,8 0,7 0,9
82.6% 0.8 +0,13 24 1,3 +0,25 0,56
Total 13 1,3 1,2
100% 08 2012 | >3 03 4047 1096

* Intervals at 80% of confidence calculated with historical

€errors.

(1) Year-on-year rate anterior
(2) Yearly average rate

Source: EUROSTAT & IFL(UC3M)
Date: March 16, 2010

Graph I1.2.3

YEAR-ON-YEARRATEOF EURO AREAINFLATION

2004

2005 2006 2007 2008 2009 2010 2011
[T Energy Unprocessed food
mmmm Core —o— Total inflation

Source: EUROSTAT & IFL(UC3M)
Date: March 16, 2010

Processed food
prices also
continued to fall,
with expectations
remaining stable for
unprocessed food.
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Table 11.2.2

GOODS AND SERVICES IN THE EURO AREA WITH NEGATIVE ANNUAL RATES IN HICP GROWTH
Weights x 1000
Special |Weights| Description February January December November October September August July June May Aprl March February January, QIV QII Average
Goup* | 2010 2009 2009 2009 2009 2009 2009 2009 2009 2009 2009 2009 2009 2009 2009 | 2008 2008 2008
22,02 |Mik, cheese and eggs 267 283 2,8 334 4,38 4,10 3,77 347 305 25 238 1,8  -1,14 0,07
512 |oisand fats 22 -1,98 2,58 3,46 5,32 7,17 701 641 514 408 347 225  -1,28
25,94 |Breadand cereals -0,56 -0,72 -0,59 -0,47 -0,16
PR?%SSSED 9,7 f:gfae';; %’\:M' choaolate and 0,34 0,30 0,27
7582 Mineral ft drinks, fr
934 ve;taabv:;ise,ssctd ks, frut and -0,59 0,19
455 |Food products n.e.c -0,18
3,7 |Coffee, teaand cocoa 007 023 -0,16 -0,16
0,15 |Clothing materias 0,24 0,57 1,94 2,63 0,04 354 121 124 1,9 258 1,33 0,30 0,93
49,68 |Gaments 08  -0,61 0,77 042 4,12
Major househokd appiances whether
9,14 [electric or not and smal electric 00 0,10 0,03 |-0385 -072 0,69
household a ppliances
38,91 |Motor cars 077 -416 1,32 -1,45 1,54 -1,67 4,10 068 062 022 -0,26 0,17
1,81 |Telephone and telefax equipment 73 1032 -10,33 -8,98 6,37 -6,50 1186 12,97 933 1260 -1421 -12,32  -1419 -16045 -1873  -16,81
Equi for the reception, recordin:
467 a:mmtmdsw"tﬂdandmﬁs 935  -1027  -10,%4 11,34 -11,68 1221 12,92 -1355 -1338 -13,46 -13,37 -13,36 -13,62 -13,10 -12,087 -1058  -10,76
"ﬁg‘ué’ii’,‘f[ 164 :ﬁgﬂﬁ;gsgﬁﬁﬁ; 410,13 -1020  -10,18 41021 -11,62 -11,44 1220 -1343 -1347 -1406 -14,65 -1517 -159  -1584 -15561 -14,65  -14,19
?4060,1?15 4,89 |ifomation processing equipment 5,25 6,13 6,30 6,29 6,16 7,78 844 893 968 -11,01 -1209 -1243 12,81 -13,70 -15084 -1461  -14,62
288 |Recording meda 317 365 3,41 3,27 -3,08 3,79 38 353 373 293 203 36 409 3,09 | -3458 3,3 3,06
538 |Games, toysand hobbies 482 0,94 -0,98 4,71 -1,48 -0,61 040 0,17 0,71 0,23 0,69 |-056 -117 072
6,48 |Gardens, plants and flowers -0,19
602 [Books 024 0,09
12,26 |Pharmaceutical products -0,55 -0,03 -0,01
5,13 |Household textiles -0,43
4,56 |Other personal effects -0,79 -0,09
3,05 |Equipment for sport, camping and open- -0,08 -0,09
1,86 |Camets and other floor coverings 043 -0,08 -0,07 -0,25
566 |Passenger transport by air 23 256 4,54 5,39 411 5,40 484 497 488 1,55 2,17
27,87 |Telephone and telefax services 060 0,39 -0,36 -0,40 004 -0,07 069 -L16 -1,2 08 4,25  -1229 -1,24  -1,13
SERVICES | 16,69 |Accommodation services 055 0,02 -0,15 -0,19 0,44 040 025 -021 1,15
67,41 15,72 |Package hoidays 472 -,58 -0,84 -0,30
079 |Passenger transport by seaandinend | -3,19  -4,63
0,68 |other purchased transpott services 4,8 -1,78 1,32 -1,62 -0,91 -0,48
ov. 10,78 |Fishand seafood 05  -0,63 -0,63 -0,40 0,61 -0,45 05  -1,09 -1,87 072 072 -0,63
PROCESSED | 11,42 |Fruts 328 2,08 4,71 2,94 -3,60 4,72 610 553 034 0,08
';‘zxgg 14,65 |Vegetables -1,33 2,45 4,79 2,95 -4,68 3,20 22,74 290 0,71
- 36,07 |Meat -0,64 0,67 -0,41 0,24
7,72 |Uguid fuels 1237 2458 3,78 3248 4152 -3927 -39,53 008 3478 2564 21,74 | -261
Besr | 28 ;ﬁﬂ;’:g’ﬂmﬁtm“m“ -0,24 1443 <1362 2071 -1884 -19,72 -33,93 -19,00 -1504  -17,16 | -6,383
' 15,46 |Gas 564 41635 -16,39 1553 -1454  -10,89 88 751 -078
5,2 Heat energy -10,67 -9,95 -9,14 -7,17 -4,76 -0,70
Jotal weightof COICOP classes withnegative YoVprice | 35082 38200 2799 29853 268,10 22602 24748 297,66 20085 19639 18503 15935 21255 17923 10621 7141 64,96

*With the sum of the weights of the sub-groups wn negative YoY price varitions in the last month.

Inshaded area the items with negative y ear-on-y ear inflation since January, 2009.

Source: EUROSTAT & IFL(UC3M)
Date: Februery 26, 2010
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FORECASTS ERRORS BY SECTORS, COUNTRIES IN THE EURO AREA,
UNITED KINGDOM, SWEDEN AND DENMARK

INFLATION IN THE EURO AREA Core inflation expectations have fallen again to
Annual rates, February, 2010 an average annual rate of 0.7% and 0.9% for
Harmonzed Index of e Confidence 2010 and 2011, respectively.
Consumer Prices Observed  Forecasts
2010 Intervals*
HICP
+0. . . . .
Processed Food 118,64 0,56 0,63 0.38 The rise in energy price expectations leaves
Tobacco 23,77 6,33 6,41

the headline inflation forecast practically

Processed food 9487 = -081 0,73 unaltered at 1.1% and 1.2%.
excluding tobacco

Non-energy Industrial

goods 292,76 0,01 0,16 +0.21
Services 419,55 1,32 1,44 +0.14 All core inflation components have been
CORE 830,95 0,76 0,88 £0.13 revised downwards, and the annual rate could
Non-processed food 72,93 -1,18 -1,14 +0.72 fall to 0.6% in April.
Energy 96,12 3,15 2,78 +0.86
RESIDUAL 169,05 1,25 1,06 +0.57
TOTAL 1000 0,90 0,91 +0.12
HA RMONg)E,?“I.ﬁEIgEIIS‘ 'cr)::gllfzgh:?; RICES BY ONEMONTH AHEAD ANDTWELVE MONTHS AHEAD
’ FORECASTSFOR THEEURO AREA HICP
UNITED KINGDOM, SWEDEN AND DENMARK " (year-on-yearrates)
year-on-year rates, February, 2010 4,0 s R
Weights 2010| Observed Confidence 3,0
Forecast Intervals at
Euro area | Monthly Rate
80% 2,0
Germany 262,06 0,5 0,4 £0.29
France 207,61 1,4 1,1 +0.20 10
Ttaly 182,32 1,1 1,5 +0.23 0,0
Spain 126,43 0,9 1,0 +0.15 10
Netherands 50,76 04 03 +0.33 2002 2003 2004 2005 2006 2007 2008 2009 2010
Belgium 32,47 0,8 1,0 +0.32
. = Observed values* —o— Forecasts (t-1) =—— Forecasts (t-12)
Austria 30,40 0,9 11 +0.37
Greece 36,33 2,9 2,4 +0.78
Portugal 22,18 0,2 0,0 +0.66
) ONE MONTH AHEAD FORECAST ERRORS
Fhland 17,25 1,3 15 +0.37 04 IN THEEURO AREA INFLATION
Ireland 14,71 2,4 -1,9 +0.30 i
Slovakia 7,22 -0,2 -0,1 03 1
Slovenia 3,90 1,6 1,6 +£0.24 8'2 i i
Luxembourg 2,76 2,3 2,4 £0.32 o] r
Cyprus 2,79 2,8 2,6 0’1 ]
Malta 0,81 0,7 1,0 02 !
United Kingdom 3,0 3,3 +0.33 —Olj ]
Sweden 2,8 2,6 +0.50 04
Denmark 1,8 1,5 £0.27 2002 2003 2004 2005 2006 2007 2008 2009 2010
——— 2Standard deviation 3 Standard deviation

Source: EUROSTAT & IFL(UC3M)
Date: March 31, 2010
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HARMONIZED INDEX OF CONSUMER PRICES AND COMPONENTS IN THE EURO AREA
Annual rates of growht

HICP
Core Residual
Processed
fooq Tobacco Nigguesr:firagly Services |TOTAL 89 % prozssnsed Energy |[TOTAL JOTAE Consf?dzonce
excluding goods Confidence food Intervals*
tobacco Intervals*
Weights 2009 9.6% 2,3% 29,7% 41,4% | 83,0% 7.5% 9,6% | 17,0% | 100%
w 2001 2,7 3,8 0,9 2,5 1,9 7,0 2,2 4,4 2,3
E 2002 2,4 5,9 1,5 3,1 2,5 3,1 -0,6 1,2 2,2
w 2003 2,1 8,4 0,8 2,5 2,0 2,1 3,0 2,6 2,1
(U] 2004 1,3 12,2 0,8 2,6 2,1 0,6 4,5 2,6 2,1
§ 2005 0,5 7,8 0,3 2,3 1,5 0,8 10,1 5,7 2,2
g 2006 1,6 3,9 0,6 2,0 1,5 2,8 7,7 5,5 2,2
j 2007 2,3 4,5 1,0 2,5 2,0 3,0 2,6 2,8 2,1
g 2008 6,8 3,2 0,8 2,6 2,4 3,5 10,3 7,3 3,3
= 2009 0,2 4,7 0,6 2,0 1,3 0,2 -8,1 -4,5 0,3
E 2010 -0,8 58 -0,2 14 0,7 + 0,25 0,7 6,7 4,1 1,3 + 0,47
2011 0,5 6,3 -0,5 1,5 0,9 + 0,56 2,1 3,7 3,0 1,2 + 0,96
January 2,7 2,8 0,5 2,4 1,8 2,6 -5,3 -1,8 1,1
February 1,7 2,9 0,7 2,4 1,7 3,3 -4,9 -1,3 1,2
March 1,2 3,2 0,8 1,9 1,5 2,4 -8,1 -3,6 0,6
April 0,7 3,4 0,8 2,5 1,7 1,6 -8,8 -4,4 0,6
May 0,4 3,5 0,8 2,1 1,5 0,7 -11,6 | -6,4 0,0
3 June 0,0 5,4 0,6 2,0 1,3 0,0 -11,7 | -6,8 -0,1
&l sy -0,3 5,6 0,5 1,9 1,2 4,1 -14,4 | -89 | -0,7
August -0,6 58 0,6 1,8 1,2 1,2 -10,2 | -64 | 0.2
September -0,7 5,7 0,5 1,8 1,1 -1,3 -11,0 | -6,9 -0,3
October -0,9 5,8 0,3 1,8 1,0 -1,6 -8,5 -5,5 -0,1
November  -0,8 6,0 0,2 1,6 1,0 1,3 24 | -1,8 | 05
I~ December -0,7 6,6 0,4 1,6 1,0 -1,6 1,8 0,4 0,9
i January -0,8 6,5 0,1 1,4 0,9 -1,3 4,0 1,7 1,0
‘E February -0,8 6,3 0,0 1,3 0,8 -1,2 3,1 1,2 0,9
g March -0,9 6,8 -0,1 1,4 08 0,13 -0,7 72 37 | 13 012
L Al -0,9 6,9 -0,1 1,2 06 0,19 0,0 80 45 13 1023
® May -0,8 6,9 -0,2 13 | 07 +0.24 0,5 80 47 14 035
8[| une -0,8 52 -0,1 1,4 07 +0,28 0,8 55 | 35 | 1,2 1048
ol & auy -0,8 438 -0,2 14 | 07 0,32 1,4 79 51 | 15 i 061
E August -0,8 4,8 -0,3 1,5 0,7 + 0,36 1,6 6,1 4,2 1,3 + 0,72
I |september  -0,7 51 -0,3 15 | 07 o041 1,7 78 52 15 082
EI October -0,6 5,6 -0,3 1,5 0,7 + 0,45 1,8 8,2 55 1,5 + 0,91
=2 November -0,7 53 -04 1,5 0,7 + 0,50 1,6 6,9 4,7 1,4 + 1,00
E December -0,6 54 -0,3 1,6 0,8 + 0,54 2,0 7,8 53 1,5 + 1,06
< January -0,4 6,1 -0,4 1,6 08 0,58 2,0 65 46 14 +112
February -0,1 6,2 -04 1,6 0,8 + 0,61 2,1 7,2 5,0 1,5 + 1,17
March 0,1 6,3 -0,4 1,5 0,8 + 0,63 2,1 4,3 34 1,2 + 1,21
April 0,2 6,3 -04 1,7 0,9 + 0,64 2,1 35 2,9 1,2 + 1,22
May 0,4 6,3 -04 1,6 0,9 + 0,65 2,1 33 2,8 1,2 + 1,22
- [RSRE 0,5 6,3 -0,4 15 | 09 +065 2,1 33 28 12 122
QI auy 0,6 6,3 -0,5 1,5 09 0,64 2,1 30 | 26 | 1,2 1122
August 0,7 6,3 -0,5 1,5 0,9 + 0,62 2,1 31 2,6 1,2 + 1,22
September 0,8 6,4 -0,5 1,5 0,9 + 0,62 2,1 2,8 2,5 1,1 + 1,22
October 0,9 6,4 -0,5 15 09 +0,62 2,1 26 24 11 122
November 1,0 6,5 -0,5 1,5 0,9 + 0,62 2,1 2,6 24 11 + 1,22
December 1,0 6,5 -0,5 1,5 0,9 + 0,62 2,1 23 2,2 1,1 + 1,22

* Confidence intervals calculated with historical errors
The figures in the shaded area are forecasts
Source: EUROSTAT & IFL(UC3M)

Date:

March 31,

2010



Euro Area. Inflation

HARMONIZED INDEX OF CONSUMER PRICES AND COMPONENTS IN THE EURO AREA
Monthly rates of growht
Harmonized Index of Consumer Prices
Core Residual
me(;zstEd Non energy Non TOTAL
excluding Tobacco industrial Services TOTAL processed Energy TOTAL
tobacco goods food

Weights 2009 9,6% 2,3% 29,7% 41,4% 83,0% 7,5% 9,6% 17,0% 100%
- 2008 1,0 0,9 -2,3 -0,2 -0,8 1,2 1,6 1,4 -0,4

§ 2009 0,2 0,4 -2,6 -0,4 -1,1 1,0 0,0 0,4 -0,8

g 2010 0,0 0,4 -2,9 -0,5 -1,3 1,3 2,1 1,7 -0,8

~ 2011 0,2 1,0 -3,0 -0,5 -1,3 1,3 0,9 1,0 -0,9

> 2008 0,9 0,3 0,3 0,5 0,5 -0,6 0,1 -0,2 0,3

8 2009 -0,1 0,5 0,5 0,5 0,4 0,0 0,5 0,3 0,4

& 2010 -0,1 0,3 0,4 0,4 0,3 0,1 -0,3 0,1 0,3

- 2011 0,2 0,4 0,4 0,4 0,4 0,2 0,3 0,3 04
2008 0,4 0,2 1,7 0,4 0,9 0,5 2,3 1,5 1,0

T 2000 01 0,5 1,8 0,0 0,6 -0,3 -1,2 0,8 0,4

g 2010 -0,2 0,9 1,8 0,0 0,6 0,2 2,7 1,6 0,7
2011 0,0 1,0 1,7 -0,1 0,6 0,2 -0,1 0,0 0,5

. 2008 0,4 0,2 0,6 -0,2 0,2 0,7 1,0 0,9 0,3
§ ‘_E. 2009 -0,1 0,4 0,6 0,4 0,4 -0,1 0,2 0,1 0,4
g < 2010 -0,1 0,5 0,6 0,2 03 0,6 1,0 0,8 04
g 2011 0,0 0,4 0,6 0,3 0,4 0,6 0,2 0,4 0,4
2 2008 0,1 0,1 0,1 0,4 0,2 0,9 3,6 2,4 0,6
95’. : 2009 -0,2 0,2 0,0 0,0 0,0 0,0 0,4 0,2 0,1
@ = 2010 -0,1 0,2 0,0 0,2 01 0,5 0,4 0,5 0,1
s 2011 0,0 0,2 0,0 0,1 0,0 0,5 0,2 0,3 0,1
g 2008 0,2 0,1 -0,2 0,3 0,1 0,2 2,6 1,6 0,4
g 2 2009 -0,2 2,0 -0,3 0,1 0,0 -0,5 2,5 1,2 0,2
5 A 2010 -0,1 04 -0,2 0,2 0,0 -0,2 0,1 0,0 0,0
E 2011 0,0 04 -0,2 0,2 0,0 -0,2 0,2 0,0 0,0
s 2008 0,3 0,5 -2,4 0,9 -0,4 -0,1 1,3 0,7 -0,2
‘s > 2009 -0,1 0,7 -2,5 0,8 -0,5 -1,2 -1,8 -1,5 -0,7
§ A 2010 -01 03 -2,6 08 -0,5 -0,7 0,5 0,0 -0,4
[ 2011 0,0 0,3 -2,7 0,8 -0,5 -0,7 0,1 -0,2 -0,5
% - 2008 0,3 0,1 0,4 0,3 0,3 -1,0 -3,0 -2,2 -0,1
w| % 2009 0,0 0,2 0,5 0,2 0,3 -1,1 1,8 0,5 0,3
E 5 2010 0,0 0,2 0,5 0,3 03 -0,9 0,1 -0,3 0,2
> 2011 0,1 0,2 0,5 0,2 0,3 -0,9 0,2 -0,3 0,2
5:' 5 2008 0,1 0,1 1,7 -0,7 0,3 0,1 -0,4 -0,2 0,2
'E -g 2009 -0,1 0,0 1,5 -0,7 0,2 0,1 -1,2 0,7 0,0
cz: 'E_ 2010 0,0 04 1,5 -0,7 0,2 0,2 04 0,3 0,2
& 2011 0,1 0,4 1,5 -0,7 0,2 0,2 0,1 0,1 0,2

.~ 2008 0,2 0,0 0,9 0,1 0,4 0,4 -2,9 -1,5 0,0

% 2009 0,0 0,1 0,7 0,1 0,3 0,1 -0,2 -0,1 0,2

g 2010 0,0 04 0,7 0,1 0,3 0,2 0,2 0,2 0,3
2011 0,1 0,5 0,7 0,1 0,3 0,2 0,1 0,1 0,3

E 2008 -0,1 0,5 0,2 -0,1 0,0 0,0 -4,9 -2,8 -0,5

£ 2009 0,0 0,8 0,1 -0,2 0,0 0,3 1,4 0,9 0,1

% 2010 0,0 0,5 0,1 -0,2 0,0 0,2 0,1 0,2 0,0

Z 2011 0,1 0,6 0,1 -0,2 0,0 0,2 0,1 0,1 0,0

o 2008 -0,1 0,1 -0,2 0,8 0,3 0,5 -4,7 -2,4 -0,1

'g 2009 -0,1 0,7 0,0 0,8 0,4 0,2 -0,5 -0,2 0,3

§ 2010 0,0 0,8 0,0 0,8 0,5 0,5 0,3 0,4 0,5

o 2011 0,1 0,9 0,0 0,8 0,5 0,5 0,1 0,3 04

*The figures in the shaded area are forecasts
Source: EUROSTAT & IFL(UC3M)
Date: March 31, 2010



Euro Area. Inflation

HARMONIZED INDICES OF CONSUMER PRICES BY COUNTRIES IN THE EURO AREA,
UNITED KINGDOM, SWEDEN AND DENMARK
Annual rates of growth
Euro Area
3 _ g
2 8 > £ 5 E £ & 3 zT T £ £ % sz g|35 5 %
E 5 & &8 % = % § £ &£ S ® ¢ E & §|£% ¥ E
5 g = [ [} 3 & § 5 2 =0 s g = |5& 2 0
o ] %] (7)) 7)) é 3 (7] a
z a
Weights 2010 % | 26,2 208 182 126 51 32 30 36 22 17 15 07 04 03 03 0,1
2000 14 18 26 35 23 27 20 29 28 29 53 122 89 38 49 30(08 1,3 2,7
- 2000 19 1,8 23 28 51 24 23 37 44 27 40 72 86 24 20 25|12 27 23
= 2002 14 19 26 36 39 16 1,7 39 37 20 47 35 75 21 28 26|13 19 24
e 2003 10 22 28 31 22 15 13 34 33 13 40 84 57 25 40 19|14 23 20
g 2004 8 23 23 31 14 19 20 30 25 o1 23 75 37 32 19 27,13 10 09
; 200 19 1,9 22 34 15 25 21 35 21 08 22 28 25 38 20 25|20 08 1,7
< 2006 18 1,9 22 36 1,7 23 1,7 33 30 13 27 43 25 30 22 26|23 15 1,9
g' 2007 23 16 20 28 1,6 18 22 30 24 16 29 1,9 38 27 22 07|23 17 1,7
§ 2008 28 32 35 41 22 45 32 42 27 39 31 39 55 41 44 47|36 33 3,6
< 2009 02 o1 08 -03 10 00 04 13 -09 16 -1,7 09 09 00 02 18|22 19 1,1
2000 o5 15 13 15 05 18 12 28 05 14 -15 03 23 21 33 13 32 29 272
2011 10 15 17 15 11 19 08 24 06 17 -16 1,1 30 11 21 16 25 24 2,0
January 09 08 14 08 1,7 21 1,2 20 01 25 1,1 27 14 00 09 31|30 20 1,7
February 1,0 1,0 15 07 19 19 14 18 01 27 01 24 21 07 06 35|31 22 1,7
March 04 04 11 -01 1,8 06 06 1,5 -06 20 -07 1,8 1,6 -03 09 39|29 19 1,6
April 0,8 0,1 1,2 -02 18 0,7 0,5 1,1 -06 21 -0,7 1,4 1,1 -0,3 0,6 4,0 | 2,3 1,8 1,1
M ay 00 -03 08 -09 15 -02 o1 07 -2 15 -1,7 1,1 05 -09 05 34|22 1,7 1,1
S| sune 00 -06 06 -10 1,4 -10 -03 07 -1,6 16 -22 0,7 02 -1,0 o1 28|18 16 0,9
QI uy 0,7 -08 -01 -14 -01 -1,7 -04 07 -1,4 12 -26 06 0,6 -1,5 -08 08|17 1,8 0,7
August 0,1 -2 01 -08 -01 -0 01 10 -1,2 13 -24 05 o1 -02 -09 10|16 19 0,7
September 0,5 -0,4 04 -10 00 -10 00 07 -,8 11 -30 0,0 00 -04 -12 08|11 14 0,5
october 0,1 -02 03 -06 04 -09 01 12 -6 06 -28 -01 02 -02 -1,0 -05| 15 1,8 0,6
November 03 05 08 04 07 OO0 oO6 21 -08 13 -28 00 18 1,7 10 -01|19 24 09
December 0,8 1,0 11 09 07 03 11 26 -01 18 -26 00 21 25 16 -0,4|29 28 1,2
January 0,8 1,2 13 11 04 08 12 23 01 16 -24 -02 1,8 30 25 12|35 27 1,9
g February 0,5 1,4 1,1 09 04 08 09 29 02 13 -24 -02 1,6 23 28 0730 28 1,8
% March 06 15 12 14 01 13 12 28 02 13 -21 00 17 26 25 04 31 29 1,9
E‘., April o5 16 13 14 02 1,3 1,2 30 04 13 -20 01 20 23 27 07 33 30 23
s M ay o5 16 13 15 02 18 14 31 07 14 -16 01 22 24 31 10| 32 30 2.2
@ § June 02 15 11 11 o1 22 15 31 07 12 -13 02 22 19 35 11|32 31 21
g N July o6 15 12 3,7 o8 27 16 30 06 15 -11 03 30 21 41 15 31 30 23
o August 03 1,3 12 16 08 22 13 29 07 12 -11 05 27 17 42 13 31 29 2,0
< September 06 15 12 19 08 23 13 30 10 14 -08 05 29 19 43 15|32 32 24
E October 06 1,6 14 20 06 23 1,3 28 09 19 -08 O05 29 20 43 20 32 30 24
< November 06 31,5 13 1,7 06 20 1,0 25 07 16 -09 05 24 13 32 18 30 27 25
December 09 16 15 1,8 07 20 09 24 06 15 -09 06 26 13 30 20|28 25 25
January 06 15 16 1,8 09 19 08 24 06 14 -1,1 07 29 11 27 15| 24 25 22
Febrvary 08 14 1,7 19 09 19 10 23 o05 16 -11 08 29 13 25 16 25 25 20
March o9 15 16 18 11 20 09 24 O06 17 -12 09 30 11 28 16 25 24 20
April 10 15 16 18 1,1 20 09 23 06 17 -12 10 30 11 26 16| 25 24 2,0
May i0 15 16 19 11 19 oO08 23 06 17 -14 10 30 O09 22 16|25 24 20
g June 10 15 16 18 12 18 07 23 06 17 -16 1,1 30 09 20 16 | 25 23 20
| July 11 16 17 13 12 1,7 o7 23 07 17 -18 12 30 08 16 16 25 24 2,0
August 11 1,6 1,7 12 12 18 09 24 07 17 -18 13 30 11 15 16 25 24 2,0
September 11 1,6 17 1,1 1,2 18 08 24 07 17 -19 13 30 10 15 16 | 25 23 20
October 12 15 17 11 12 18 08 24 07 1,7 -19 13 30 11 15 16| 25 24 2,0
November 11 15 1,7 11 1,2 1,8 10 25 07 1,7 -19 13 30 15 20 16 25 25 2,0
December 11 15 16 11 12 18 11 26 07 17 -19 14 30 16 20 16|25 26 20

* The figures in the shaded area are forecasts
Source: EUROSTAT & IFL(UC3M)
Date: March 31, 2010
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Euro Area. Inflation

HARMONIZED INDICES OF CONSUMER PRICES BY COUNTRIES IN THE EURO AREA,
UNITED KINGDOM, SWEDEN AND DENMARK
Monthly rates of growth
Euro Area

> % — E K3

E ¢ » £ 8 §E £ ¢ &% 2T 2T £ € 3 38 s|3f5 & %

E £ 5 & %3 %2 § §$ £ £ s %z g £ ;5 s|£% %@ ¢

5 £ 8 & £ 9 2 § 5 E & 38 & § §&§ =|58 3 %

(0] o @ < a = ) ") X g @0 a

4 ]
Weights 2010 % | 26,2 20,8 182 1226 51 32 30 36 22 17 15 07 04 03 03 0,1

> 2008 -04 00 -08 -06 00 -1,3 -03 -03 -01 1,2 -0,7 1,2 oO1 -04 -14 -04 -0,7 00 0,3

s 2009 -06 -04 -1,7 -13 00 -39 -06 -05 -09 03 -08 03 -03 -1,1 -2,3 -22|-0,7 -0,1 -04

s 200 -6 -02 -5 -1,1 -03 -,4 -04 -08 -06 01 -0,7 01 -06 -06 -1,4 -05|-02 -02 0,3

~ 2011 -o9 03 -14 -11 -01 -16 -06 -07 -06 OO -08 O1 -03 -08 -1,7 -10 -0,5 -0,1 0,0

> 2008 o6 02 01 01 09 25 03 -10 00 O0O5 1,2 03 -001 1,0 O3 04 08 04 1,0

S 2009 907 04 02 00 10 23 05 -11 00 07 02 00 06 1,8 00 08|08 06 1,0

-q-: 2010 o4 o06 00 -02 09 23 02 -06 00 04 02 00 03 1,1 03 03|04 06 09

- 2010 o6 05 02 -01 10 24 04 -07 OO0 O6 02 O1 03 13 02 O5 05 06 0,7

- 2008 o05 o08 16 09 12 07 09 23 15 10 09 O3 13 O09 11 11|04 09 05

© 2009 -02 02 112 02 11,2 -06 02 20 08 04 oO01 -03 08 -01 14 15 02 05 04

E 2010 o0 03 13 06 O9 -01 04 20 08 04 04 -01 09 02 11 12 03 07 OS5
2010 oL 04 12 05 11 00 O3 21 09 04 03 00 09 OO0 13 12 03 06 OS5

= 2008 -0,3 04 06 1,1 04 02 03 08 03 02 01 03 07 05 12 23,08 04 04
'g' '_E. 2009 o011 01 0O6 110 O3 O3 02 04 04 02 O1 -01 02 O5 09 23|03 03 -01
€/ < 2010 -01 03 O07 10 04 03 02 O6 O5 03 02 00 O6 O02 11 26 O5 03 03
§ 200 00 O02 08 11 O4 O3 02 06 O5 O3 O1 O1 O6 02 10 26 O5 03 03
'q>, 2008 07 o6 06 07 04 09 05 07 05 05 06 04 1,2 1,0 08 07|07 04 04
s & 200 -1 01 02 00 01 -01 01 02 -02 -01 -004 01 06 03 07 02|05 03 04
g = 2010 o0 02 02 O1 O1 04 02 O4 O1 OO O1 O1 O8 04 12 O5 04 04 03
5 200 00 O02 02 02 O1 O3 O02 03 O1 OO -01 O1L O8 02 O07 O5 04 04 03
3 2008 04 04 O5 06 -03 07 03 OO0 O5 03 O5 04 09 07 O5 05|06 04 04
% 2 2009 o4 01 02 05 -04 -01 -01 -01 02 04 00 OO0 O5 07 01 -01|03 0,2 0,2
g a 2010 o0 00 OO O1 -05 O3 O1 -01 02 02 O3 O1 O5 02 04 O0O1 02 03 O1
o 200 O01 OO OO OO -04 02 OO -01 02 O02 O1 O1 O5 02 O02 O1 02 03 O1
% 2008 07 -03 -06 -05 -01 -09 -03 -08 -05 -03 -05 00 OO -04 -06 19| 00 -0,5 -0,3
< %‘ 2009 -01 -05 -1,2 -08 -16 -1,6 -04 -0,7 -04 -07 -08 -0 -08 -09 -14 -01|-0,1 -0,2 -0,6
g ~ 2010 o03 -04 -1,1 -03 -10 -12 -04 -08 -04 -04 -06 OO0 OO -07 -08 02 -02 -04 -04
I} 2010 o3 -0o4 -1,1 -08 -09 -1,2 -04 -08 -04 -04 -08 01 O1 -08 -1,2 02 -0,2 -03 -04
= - 2008 -04 -01 00 -0,2 O1 1,1 -0,2 -1,1 -04 O3 00O -0, -0,7 OO O3 03|06 01 02
a 2009 03 o6 02 04 02 21 04 -08 -02 04 02 -02 01 13 02 06 05 02 03

@ 2 2010 oO01 O4 02 03 O2 16 O1 -09 -02 02 02 -01 -03 09 02 04 04 O1 0,0
: 2010 O01 0O4 02 02 O2 1,7 O3 -09 -02 02 O1 O1 -03 12 02 04 04 02 0,0
; @ 2008 -01 00 O05 00 O5 -001 04 21 05 06 03 04 00 oO1 12 00|05 10 0,5
E % 2009 -05 -0,2 0,7 -02 0O5 -04 02 19 -01 O3 -04 -0¢ -01 -001 O8 -02|01 04 0,2
5 ‘é 2010 -02 OO0 O7 O1 O5 -03 O3 20 02 O5 -01 OO O1 OO 10 OO O2 O,7 OS5
=l 20i0 -02 00 O7 OO O5 -03 02 19 02 O5 -02 O1 O1 OO O9 OO O2 06 OS5
5 2008 -3 -0,1 OS5 03 -0,2 -0,2 0O OO0 -0,2 OO -0,4 03 OO0 -04 07 09 -03 -02 -0,2

-g 2009 o011 01 04 07 O3 OO 01 O5 00 -05 -02 02 O1 -02 09 -04|02 03 0,0

g 200 O01 O1 O6 O8 O1L OO O1L O4 OO OO -02 O02 O1 -01 O9 O1 O1 OO0 O1
200 O01 O1 O6 O7 O1 OO O1L O4 OO OO -02 02 O1 OO O9 O1 O1 02 O1

-q;,) 2008 -06 -05 -05 -04 -04 -0,7 -0,3 -0,2 -0,7 -0,5 -01 01 -09 -1,3 -13 -30 -0,1 -0,5 -0,3

€ 2009 -02 02 01 05 -01 02 02 06 01 02 -01 03 O8 06 07 -26 03 00 0,0

g 2010 -02 O1 OO O3 -02 -01 OO O3 -01 -01 -01 O3 O3 -01 -03 -27 O1 -0,2 0,0

Z 2011 -02 00 00 03 -02 -01 O1 O4 -01 -01 -01 02 O3 O3 02 -27 01 -01 0,0

¢ 2008 04 -03 -01 -05 -08 -01 -02 -03 -05 -03 -0,7 -0, -0,7 -09 -10 0,2 -04 -0,2 -0,5

'E 2009 09 03 02 00 -07 02 03 01 02 02 -05 -01 -04 -01 -04 -02| 06 0,2 -0,2

g 2010 12 o4 04 O1 -06 02 O1 OO O1 OO -06 O1 -02 -01 -06 00 O3 OO0 -01

a 2011 12 o4 03 01 -06 02 02 O1 OO OO -05 O2 -02 OO0 -06 00 O3 O1 -01

*The figures in the shaded area are forecasts
Source: EUROSTAT & IFL(UC3M)
Date: March 31, 2010
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CHANGE IN FORECASTS FOR THE COMPONENTS OF HARMONISED INDEX OF
CONSUMER PRICES IN THE EURO AREA
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Euro Area. Inflation

Date previous report: February 26, 2010

Source: EUROSTAT & IFL (UC3M)
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EURO AREA INFLATION FORECASTS BY SPECIAL GROUP CHANGES OF
EXPECTATIONS FOR THE AVERAGE 2010 RATE
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D

I1.3. MONETARY POLICY

The most important aspect of monetary
policy in the last month was the European
Central Bank’s decision not to increase the
lowest rating for an asset to be used as
collateral in euro
area banks to A-.
This change of
mind is due to
the difficult
situation of the
Greek economy,
whose ability to
use public debt
would have been
severely reduced

Graph I1.3.1
- KEY INTEREST RATES
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European Central Bank Bank of England
Federal Reserve
Date: March, 2010
The ECB's
The Greek problem
was the focus of N -
all debate in inconsistency  of
march. Although
the ECB’s decisions

appear to be
correct in their
attempt to
guarantee the
financial system’s
stability, the
central bank’s
prestige and
authority have
been affected by
the lack of
coordination in the
salvage
negotiations and
the IMF
Intervention.
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by this change,
which could also
have threatened
the stability of
the entire
banking system.

new approach has been
welcomed by the markets and represents
significant relief for Greece, in view of the
the negotiations
concerning a possible salvage plan. The
euro area’s financial stability does not
seem to be threatened, although the
central bank itself has warned about the
fragile nature of the present economic
recovery process. As in the previous
months, both board members’ declarations
and the evolution of the principal
macroeconomic variables suggest that
there will be no change in the interest rate
policy in the short term. The euro’s
financial markets will continue to enjoy
enormous liquidity until at least July, when
banks will have to return the 500,000
million euros of last year’s annual liquidity
auction.

Monetary masses registered some
significant changes in February. Annual M3
growth was negative for the first time, due
to a heavy reduction in credit granted to
governments. The private sector, however,
consolidated its position, with a zero
annual rate. Household credit continues to
improve its annual growth rate, going from
1.6% to 1.8%. The increase was largely
due to mortgage loans and “other credits”,
as consumer credit continued deep in an
adjustment process.

With regards to non-financial firms, we
finally see a turning point in the annual
rate, which rose from -2.7% to -2.5%. It is
too soon to know whether this variable has
finally reached its lowest point. Economic
recovery continues to be fragile and many
firms continue to adjust their capacity and
costs, as shown by the new rise in the
unemployment rate.

In sum, monetary policy continues along
its course, with no major upsets. The
Greek problem was the focus of all debate
in march. Although the ECB’s decisions
appear to be correct in their attempt to
guarantee the finandal system’s stability,
the central bank’s prestige and authority
have been affected by the lack of
coordination in the salvage negotiations
and the IMF intervention. With regards to
the currency markets, the euro’s
depreciation relative to the dollar is a
symptom of more important underlying
problems, but in itself is no cause for
concern. Exporting countries, starting with
Germany, will welcome subsequent
adjustments in this direction.



II1. UNITED STATES

II1.1. INDUSTRIAL PRODUCTION INDEX

INDUSTRIAL PRODUCTION INDEX AND SECTORS IN U.S.
Annual rates of growth
Consumer Goods Capital Intermediate TOTAL
Durable Non Durable Goods Goods
2006 -1,0 0,9 4,2 2,4 2,3
-
=28 e 59 05 by o
zak ’ v v ’ ’
z v 2009 -17,0 -2,0 -11,6 -11,0 9,8
< 2010 10,5 1,2 2,1 5,0 3,6
2011 7,0 2,0 54 6,0 51
QI -25,2 2,2 -12,4 -13,4 -11,5
o QII -24,3 -3,5 -14,9 -15,3 -13,5
] QIII -13,1 -1,3 -11,7 -10,3 9,2
E Qv -3,5 -0,9 7,2 -4,5 -4,9
= QI 11,3 0,4 -09 31 1,5
E = QI 10,6 1,1 1,7 4,8 33
S | aqn 10,4 15 3,3 58 4,4
Z QIV 9,7 1,7 4,4 6,3 5,1
< QI 8,7 1,9 51 6,4 53
bt QII 7,6 2,0 5,5 6,3 53
& qm 6,5 2,0 5,6 5,9 5,1
QIv 55 2,0 54 55 4,8
INDUSTRIAL PRODUCTION INDEX AND SECTORS IN U.S.
Annual rates of growth
2005 2006 2007 2008 2009 2010 2011
January 3,8 2,1 1,2 2,3 -10,5 0,5 53
February 3,1 1,7 1,7 0,9 -11,3 1,6 53
March 3,4 2,6 1,0 0,5 -12,5 2,4 5,3
April 4,3 1,3 1,9 0,5 -13,6 3,0 53
May 3,0 2,4 1,5 -0,4 -13,4 3,3 53
June 4,2 2,4 1,2 -0,8 -13,4 3,6 5,2
July 3,9 3,1 1,3 -0,6 -11,6 4,0 5,2
August 3,7 2,7 1,1 -2,4 -9,8 4,4 51
September 2,0 3,9 1,8 -6,5 -6,2 4,7 5,0
October 1,9 2,6 1,4 -5,0 -7,0 5,0 4,9
November 2,8 1,3 2,3 -6,6 -4,9 51 4,8
December 3,1 1,3 1,7 -8,4 -2,5 5,2 4,6

Source: Federal Reserve & IFL(UC3M)

Date: March 15, 2010
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In aggregate
terms, the
general CPI was
a little lower than
expected.

Core inflation
registered a
significant
downwards
innovation due to
home rentals,
apparel,
footwear, mobile
telephony, cable
and some
recreational
services.

Graph IIL.2.1
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INFLATION IN RENT OF PRIMARYRESIDENCEAND
OWNER'SEQUIVALENTIN U.S.
Year-on-yearrates

Lastreport

II1.2. INFLATION

In February in the US, the general /W\

consumer price index rose by a
monthly rate of 0.02%!, instead
of the expected 0.15%. The
annual rate fell from 2.63% to
2.14%.

expectations have
fallen, especially for

the medium term.

However, for the
general CPI, the rise
in oil prices partially
compensated for the

downwards innovation in real
home rental prices. As this is a
leading indicator of owner’s
estimated rent of primary
residence, it has an important
impact on the future dynamic of
service prices. The annual rates

The core index registered a
month-on-month  increase  of
0.23% instead of the expected

expected moderation
in the core index.

for real and estimated rents were
0.29% and 0.28%, respectively, in
February, the lowest ever. Both

0.31%. The annual rate fell from| 7he figures confirn  |indices are likely to become
1.55% to 1.34% our forecasts for the R .

. ' ' core PCE, which negative in the next few months
Within core inflation, non-energy continue to be below | (see Graph II1.2.2).

ind ial d . d the lower limit of the

industrial goods registered  a| " cenpa/tendency | Other services with downwards
downwards surprise, Wwith a| established by the | movements are mobile telephony
month-on-month  increase  of| fedin its January ; ; i
0.41% instead of the expected HEE, which,_after prices remaining

0.59%, with the annual rate falling

from 2.89% to 2.45%. This was due to

both durable and non-durable goods, with

the exception of second hand car prices,
which registered an

upwards surprise,
increasing their
CORE INFLATIONIN U.S.
year-on-year rates annual rate from
11.46% to
14.15%.

The production and

import prices of
durable goods
Presernt were exactly as

—_—

expected, whereas
for  non-durables
they registered
lower values than
forecast.

With regards to
services, the
figure was
somewhat better
than expected,
with a monthly
increase of 0.17%
instead of 0.20%.
The annual rate
went from 1.05%
to 0.91%.
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Source: BLS & IFL
Date: March 18, 2010 a

Although the
forecasting error
was small in this
group, there was
significant

2006
2007
2008
2009

1. In our reports, unless differently specified, only
non-seasonally adjusted data are used.

stable for years, have fallen by

2.8% in the last few months, and

1% in February. The same can be said of
recreational services and cable TV.

As mentioned in other reports, in this crisis
there is an unexpected behaviour in prices,
with non-energy industrial goods rising and
services falling. Indeed, in February, the
annual rate for non-energy industrial goods
was 2.45% compared to 0.91% for
services, although they have both reduced
their annual rate this month. However, if
we do not include tobacco (little weight but
high rates) in non-energy industrial goods
or owner's equivalent rent of primary
residence (not included in European
statistics and significantly weighted), we
find goods at 1.47% and services at
1.39%.

Based on all the above, core inflation
expectations have improved considerably in
the medium term (see Graph III.2.1).

With regards to prices not included in the
core index, food prices evolved a little
better than expected. The forecasts for
food prices have improved not only
because of the CPI figure but also because
of falling food prices on the international
markets.

With regards to energy prices, the monthly
fall of 1.72% was larger than expected
(1.16%) and the annual rate fell from
19.13% to 14.39%. For the next few
months, we expect new rises in energy
prices, due to rising oil prices, although the
rate will fall to 6% at the end of the year.

Indeed, crude oil prices have risen by an

B



B

Core inflation | average of 4% since last
expectations |month, while gas prices in
have improved | origin fell by 20%. Oil price
m;:’d”fg%;” forecasts have therefore
term, risen by an average annual
particularly due | rate of 3%, with gas prices

to home rental
prices, which

falling by 5.46%. The
result is an increase in the

are near to . N
negative inflation forecast for the
annual rates.  |energy index due to the
greater weight of fuel.
The general
CPI forecast. | In the next three months,

however, has

the general CPI will remain
improved to a

stable at around 2.3%,

lesser extent .
due to rising  |Subsequently  falling  to
oil prices. nearly 1.0% at the end of
the vyear (see Graph
I11.2.3).

For March, the general CPI is expected to
register a monthly increase of 0.47%
(£ 0.13), with the annual rate temporarily
increased to 2.37% due to energy prices.

Indeed, for core inflation, the forecast is a
monthly increase of 0.33% (% 0.12), with
the annual rate falling from 1.34% to
1.23%.

For 2010 and 2011 we are expecting
average annual core inflation rates of
0.97% (£0.26)*> and 0.76% (+ 0.46),
respectively, representing 0.35% less than
last month’s forecasts for 2010 (Table
I11.2.1 and Graph III.2.1).

The average annual headline inflation rate
is forecast at 1.83% (+1.05) for 2010 and
1.16% (%£1.67) for 2011, representing
0.04% and 0.32% less, respectively, than
last month (see Table III.2.1.

In terms of the core personal consumption
expenditure index —core PCE3-, which is the
inflation indicator most closely monitored
by the Fed, our forecast for February is
1.29% - it will be published at the end of
this month. For this year and the next, our

2. Considering an 80% confidence interval for all
indices

3. The PCE (Personal Consumption Expenditure) is a
price index which has the advantage relative to the
consumer price index (CPI) that instead of the
shopping basket remaining unaltered, it is adjusted to
actual expenditure and shows changes in its
composition between the perfods compared.

forecasts are below
the lower limit of the
central tendency
established by the
Fed in its February
meeting (see
report?).

In sum, this month
was more moderate
than expected in
core inflation,
particularly  apparel
and footwear, home
rentals, mobile
telephony, cable TV
and other services.

W N AR OoORNWAUGTO

International oil prices
have risen and only
partly compensate for
the downwards
expectations generated
for the core index.

Moreover, as oil prices
are more temporary that
core inflation
innovations, espedially
home rental prices,
expectations have
improved considerably
in the medium term.

Finally, the figures
continue to confirm our
core PCE forecasts,
which continue below
the lower limit of the
central tendency
established by the Fed
January.

The profile expected

for the general CPI
in the next three
months is stability
at around 2.3%,
subsequently falling
to nearly 1.0% at
the end of the year.

3,0
2,5
2,0
1,5

The figures confirm 10

our core PCE
forecast, which
continues to be
below the lower
limit of the central
tendency
established by the
Fed in its January
meeting.

0,5
0,0

4. http://www.federalreserve.gov/monetary policy /files/fomcminutes20100127.pdf
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Table II1.2.1

DIFFERENT MEASURES OF INFLATION IN THE U.S.

Annual rates of grow ht

Total Core

CPI CPI PCE  MB-PCE

2007 2,9 2,3 2,4 2,1

T & (2008 3,8 2,3 2,4 2,3

FRCE]

£ §§ 2009 -0,4 1,7 1,5 1,9
<& |2010 1,8 1,0 1,1 0,9
2011 1,2 0,8 0,9 0,8

o |October -0,2 1,7 1,4 1,6

8 INovember 1,8 1,7 1,5 1,6

'@ ™ Ipecenber 2,7 1,8 1,5 1,6
f‘! January 2,6 1,6 1,4 1,4
n<: February 2,1 1,3 1,3 1,2
u March 2,4 1,2 1,3 1,1
z| o |April 2,3 1,1 1,1 1,0
&| g [May 2,3 1,0 1,1 1,0
s June 1,6 1,0 1,1 0,9
> July 1,7 0,9 1,0 0,9
August 1,6 0,9 1,0 0,8
September 1,6 0,8 1,0 0,8

The shaded values are forecasts
(1) PCE: chain-type price index for perso-

nal consumption expenditures

(2) MB-PCE: Market-based components of
PCE prices Source: BLS & IFL
Date: March 18, 2010

at the end of

Graph I11.2.4
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Table II1.2.2

GOODS AND SERVICES WITH NEGATIVE ANNUAL RATES INU.S. INFLATION
Groupe | Weignts| tem February January December November October September August Jul June May April March February January] QIV QUI Average
2009 2010 2010 2009 2009 2009 2009 2009 2009 2009 2009 2009 2009 2009 2009 |2008 2008 2008
0213 |Bread 348 348 316 227 2,2 418 055
0,109 |Freshbisauts, roll, muffirs 2,58 2,58 25 15 2,3 3,0 -09
0,226 |Other bakery products 0,49
0,193 |Uncocked ground beef 541 608 594 615 372 49 079
0,079 |Uncocked beef roasts 413 246 086 821 68 7,75 -601 2,8 -106
0,167 |Uncocked beef steaks 400 506 440 740 677 68 -593 2,9 -078 -0,80 0,04
0,043 |Uncocked other beef andveal 184 084 370 338 32 24 06
0,113 |Bacon, breakfast sausage, and related prodicts 534 515 3 570 36 3, -0,50
0,064 |Ham 515 848 72,0 545 340 044 237
0,063 |Pork chops 521 799 g §62 92 5% -646 52 -305
0,072 |Other pork inluding roasts and picnics 10,7 -420 1097 1270 -10,5% 10,8 823 -566 5% -0,64
0,231 |Other meats 245 28 40 0%
0,270 |Chicken 2,10 18 20 L4
0,067 |Other poultry including turkey 1,66
0,150 |Freshfish andseafcod 142 08 40 42 08
0,095 |Egas 6,61 1050 4555 17,9 13,22 -21,30 1852 -17,79 -14,59 -17,67 1299 951 | 2,8
0271 |Mik 1055 1055 1341 317 460 47,74 -18,35 1453 -1363 13,56 -12,08 10,04 445 | 2,2
0,262 |Cheese andrelated products 933 21034 907 10,11 L@ -901 58 -3,79 -1,23
0,129 |Ice creamandrehted prodicts 139 2,09 116 017 90 05
0,159 |Other daiy andrelated products 173 382 506 405 3,5 3,5 -343 2,25 -186 244 -025
0,070 |Apples 758 989 1480 4822 21,9 22,41 -18,19 1519 -1274 -989 792 5,61 057
0,066 |Banaras 824 845 16 450 43 3,9 200 2,06 -108 -061
Foodand | 0078 |Chrusfrts 545 86 69 419 9% 724 884 -967 673 39 | 1,2 2,92
beverages | 0,228 |Other fresh fruts -1,30 130 123 420 7@ 56 -405 3,5 706 -509 -150 58 1299 | 4,9
543 0,067 |Potatoes 1693 1471 1693 -1845 47,12 158 LB -597
0,063 |Lettuce 2,76 001 1080 8T 4% 25
0,086 |Tomatoes 5,19 8238 L% 88 1223 7,10 719 4,27 90 1633 | 47
0,222 |Other fresh vegetables 553 294 553 631 56 47 67 -607 3,8 -288
0,142 |Camed fruts and vegetables 027
0,082 |Frezen fruits and vegetatles 326 173 326 2,07
0,049 |Other processed fruks and vegetables includng dried 052
0,294 |Carbonateddrinks 071
0,013 |Frezen noncarborated juices and drinks 0,93
0,412 |Norfrozen noncarbonated juices and drinks 188 3,00 -1,60 0,3
0,111 |Coffee 125 276 -2,06 2,5 2,68 291 4,8 -309 201
0,122 |Other beverage materias ndlufing tea 0,80 -0,10
0,055 |Othersweets 017
0,062 |Butterand mergarne 7,70 848 78 5% 2,75 -073
0,107 |Other fats and ofs incuding peantt butter 5,54 541 418 414 40 -206
0,092 |Soups 2,18 347
0,310 |Frezen andfreeze dried prepared foods 0,84 -1,08
0,081 |Baby food 1,16
0,439 |Other mscellaneous foods 111 185 048
0,239 |Wieat home 0,01
0,040 |Foourand preparedflour mixes 422 448 106 06 0,8
0,200 |Breakfast cered
0,119 _|Rice, pasta, commeal 2,93 -3,01 1,75
o610 [Stherdgngaway frombome incudng hotels | 5.7 513 572 5,8 7,60 8B 964 7,% 749 -654 855 6% 528 | 2,7 072
0,179 |Fueloi -6,94 35,95 39,% -48,26 47,57 -4596 41,24 -B,52 29,17 2688 | 2,67
0,097 |Propane, kerasene, and frewood 4,17 417 -9,03 23,71 24,8 2,72 2033 <1800 -14,67 968 4% 3,93
2,845 |Ekctricty 051 187 051 015 42 402 2,®
0,907 |Utikty (pped) gas service 1808 1225 1808 -1863 27,9 32,7 3,45 2865 -19,81 10,78 2%
0,054 |Fior coverings 2,73 2,73 -2,50 0m 08
0,092 |Window coverings 6,19 19 6,63 672 52 400 27 329 -130 231 2,0 101 09 035
0,186 |Otherinens -1,46 146 183 2,0 40 443 5,18 564 595 544 63 76l | 7,0 -401 -535
0,268 |Bedromfurriture 241 241 2,73 2% 18 1,03 046 071
0,425 |Lvingroam, kicchen, and dining room furnture 1,8 0,5 023 -1,90 05 060 -1,26
Hotsing 0,171 |Other funture -0,80 0,80 0,% 078 086
7.06 0,176 | Major applances 2,92 292 311 331 23 47
0,118 |Other appliances 2,14 2,14 2,25 0,06 296  -1,89
0,318 |Clocks, laps, and decorator items -5,07 5,07 537 308 4% 3,7 363 3,8 405 322 471 3,8 399 | 431 365 50
0,108 |Incbor pants and flowers 2,90 2,90 081 973 468 12 05 2,3 215 020
0,067 |Dishes and flatware 229 2,29 131 468 4B 3,14 -111 0,8 229 -003 125 | 4,15 043 -048
0,090 |Norelectric cookware and tableware
0,192 |Took, hardware and supplies 2,48 248 28 161 LD 06 0,02 082 076
0,456 |Outdoor equpment andsstpples -1,10 1,10 076 036 03 073 -144
0,300 | Miscelaneous household products 141 141 209 216 1,06
0,270 |Domestc services
0,265 |Gardeningand lawncare services 035 011 015
0,097 _|Moving, storage, fre 223 209 223 232 270 3% 370 4,% -205 -273 -208 3@ 340 | 0,8
0,130 |Men's sus, sport caats, and outerwear 203 123 203 -4,50 6% 580 912 7,@ 48 591 418 2,4 377 | 2,8
0,231 |Men's stitts and sweaters 0,39 0,97 024 121 | 2,0 239 253
0,177 |Men's pants and sharts 043 276 043 0,85 08 16 -021 1,0
0,180 |Boys'apparel 227 388 227 0,29 038 086 | 1,3
0,136 |Wamen's outerwear LA 307 38 7% 52 5% -0,50
0,139 |Womens dresses 372 0,36 -081 121 | 2,0 0,04
Apmrel 0,667 |Wamens suits and separates 10 28 0,97 225 3% 525 | 4,0 -024 -365
as 0,361 |Women's underviear, nightwear, sportsviear ard o2t | 0® 035 155
ccessories
0,262 |Girls apparel 176 0,0 2,58 332 | oM 2,58
0,153 |Boys'andgirs' footwear 9,61
0,333 |Wamen's footwear 054 0,0 029 025 0H 285 | 0,6
0,196 |Infants'and toddlers' appare 042 1,9 435 | L0 -010 -0l6
0,042 |Watches 275 144 275 415 357 49 4@ 137 003
0,254_|Jewery 0,81
3,573 |New vehides 023 082 L% 260 | 2,6 132 149
2,012 |Usedcars andtrudks 2,6 54 971 1086 -11,20 -10,20 -9,01 4,47 899 | 6,8 -150 -1,32
0,598 |Leased cars and trucks 2,30
m“sgf?‘”" 4,337 |Gasoline (alltypes) 17,91 29,66 29,% -37,26 34,63 -39,42 -39,47 -9,30 3557 4043 | 21,02
0,188 |Other motor fuels 603 2829 357 40,3 -4,20 4657 -48,80 -45,22 -#,76 3261 29,20 | 7,@
0,783 |Arine fare 650 11,0 1588 -16,60 17,06 -1328 -915 772 3,2 094
0,157 |Otherintercity transportation 406 192 406 665 700 9@ 7,65 -724 7,9 -45 -327 420 2,0 272
Medicd care | 0,249 |Eyegiasses and eyecare 013 0,9 094 -087
049 0,487 _|Health insurance 302 293 30 286 327 307 28 293 3,19 339 360 3,8 368 | 3,19 -172
0,201 |Televisions. 2743 27,61 2743 2792 2929 27,31 258 -24,80 2348 -2235 2,30 2,86 21,03 20,78 | 1880 -1558 -17,44
0,032 |Othervideoequpmert 944 1001 1067 1073 0,10 7,48 -§37 9,68 -888 -10,70 -13,40 -1343 1438 | 1355 -1343 -13,30
0,163 |Video discs andother media, including rental o i 361 327 178 087
0,094 i 466 481 590 777 6% 510 435 3,90 373 399 472 5% 503 | 3,4 463 473
0,058 |Audodics, tapes and ther media 873 896 408 449 68 4% -427 3,% -162 393 -575 4,0 417 | 2,0 -261 -8
Recreation | 0,319 |Sports vehices ncuding ticyces 0,15 0% 009 012
218 0,285 |Sports equipment 3,58 2,25 1,98
0,070 |Photographic equipment and supples 164 217 312 252 24 2% -147 3,6 305 345 530 65 584 | 6,13 -644 -620
0,364 |Toys 577 619 702 646 5,6 55 -361 4,27 -457 -464 534 5% 599 | 573 -477 527
0,505 [Cub dues andfees for particpant sports and 1,77 1,68 0,2 0,55 072 -035 0,3 -038 -0,68
group exercises
0,120 books -0,68 0,7
0,009 |Delvery services 658 7,00 9% 8% -1027 9,2 -827 -493 -318 58 158
1301 |Wieless telephone services 114 193 114 1,13 010 -022
Edcatonand | 0246 |Personalconputersard perpheralequimert | 11,94 -1152 1194 1226 1,63 14,10  -54 -14,65 12,74 -1305 -13,29 1410 1278 12,35 |-12,15 -12,94 -12,42
cammuniation | 0,044 |Computer software andaccessaries 2,49 249 -163 28 L9 -109 05 -1,10 -046 -071 1,13 084 | L5 -250 -356
22 0,459 |Internet services and electranc inforration mrovil  -0,34 034
0,070 Iﬁ?‘ﬂt‘ﬁhﬂw.’e’Fa‘whmrs'a"“me 3,41 341 0,5 1,07 5,3 8,2 -804 5,7 -554 -464 -515 3,8 230 | 2,8 252 -427
Harr, dental, shaving, and miscelaneots persoral
S 035 | e 0B 0,13 0,9
o ooocs 0338 |CosTetics, perfume bath, nai preparations and 077
035 0,192 |Finandal services 5,95 6,8 4,13 -405 6,6 -720 -735 -690 5,8 529 | 1,9
0,234 | Miscelaneous personal goods 096 141 0% 027
Total weights in goods and services with negative annual rates 1831 1974 1819 1725 2204 21,10 2642 2364 22,31 1993 24,26 2376 1615 1822 |2243 1649 13,92

*With the sum of the weights of the sub-groups with negative YoY price variations in the last month.
In shaded area the items with negative year-on-year inflation since January,2009.

Source: BLS & IFL
Date: March 18, 2010
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FORECASTING ERRORS IN U.S. INFLATION

CONSUMER PRICE INDEX IN U.S.
Monthly rates February, 2010 INFLATIONIN U.S.
Relatve onftonce Month-on-month rates
Imp. Observed = Forecasts [ ... .. 1,5 7
Dec. 2009
TOTAL INFLATION 100,0 0,02 015 0,13 10 -+
less Owner's equivalent rent of primary residence 76,4 0,05 0,23 0,17 05
/CORE INFLATION 77,7 0,23 031 0,12 !
less Owner's equivalent rent of primary residence 54,1 0,35 048 0,16 00
i H
Non-food and non-energy goods 21,3 0,41 0,59 0,27 E
Less tobacco 20,4 0,43 058 0,24 -0,5 A :
- Durable goods 10,0 0,02 0,06 0,32
- Non-durable goods 11,3 0,81 1,06 0,39 -1,0 A
Non-energy services 56,4 0,17 0,20 0,14
- Services less Owner's equivalent rent of primary -15 A
residence 32,8 0,32 040 0,21 r I
- Owner's equivalent rent of primary residence 23,6 -0,04 -0,09 0,13 20 i i E i i i i
RESIDUAL INFLATION 22,3 -0,69 -0,37 0,50 !
Food 13,7 0,04 0,13 0,26 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010
Energy 8,6 1,72 -1,16 1,19

Source: BLS & IFL(UC3M)
Date: March 18, 2010

OTHER GRAPHS ON U.S. INFLATION FORECASTS

TOTAL INFLATION CORE INFLATIONIN U.S.
year-on-year rates year-on-year rates
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CONSUMER PRICE INDEX AND COMPONENTS IN USA
Annual rates of growth
CPI
Core Residual
Non-ener: .
commodities Iegsys food Non-energy services
@ = ] Confidence| =~ Confidence
8| % oEz8l £ TOTAL mntervals | 2 | 3 |TOTAL Sotor iCnan
ﬁ 35 : g i:-’ .g g g : at 80% w level
5 '2 g S a-g 5 level
°1 s 2% £
o o
IR December 09 |10,0%|11,3%|21,3% | 23,6% |32,8%)56,4%)|77,7% 13,7% | 8,6%|22,3%
2002 -2,6 0,4 -1,1 4,1 3,5 3,8 2,3 1,8 -59 -0,8 1,6
2003 -3,2 -0,7 -2,0 2,4 3,3 2,9 1,5 2,1 122 53 2,3
2004 -2,3 0,4 -0,9 2,3 3,6 2,9 1,8 3,4 109 6,0 2,7
2005 0,4 0,6 0,5 2,3 3,1 2,8 2,2 2,4 169 7,6 3,4
2006 -0,7 1,2 0,3 3,5 3,3 3,4 2,5 2,3 11,2 58 3,2
2007 -1,7 1,0 -0,4 3,4 3,4 3,4 2,3 4,0 5,5 51 2,9
2008 -1,4 1,7 0,1 2,5 3,6 3,1 2,3 55 139 9,0 3,8
2009 -0,9 3,4 1,3 1,7 2,0 1,9 1,7 1,8 -184 -6,8 -0,4
2010 1,2 1,5 13 -0,1 1,5 0,8 1,0 + 0,26 06 120 48 18 + 1,05
2011 -1,0 1,3 0,2 -0,1 1,7 1,0 0,8 + 0,46 1,5 4,0 25 12 + 1,67
January -2,9 1,9 -0,5 2,2 2,8 2,5 1,7 53 -204 -5,3 0,0
February -2,6 2,5 0,0 2,1 2,8 2,5 1,8 48 -185 -4,8 0,2
March -2,5 3,3 0,4 2,1 2,4 2,3 1,8 44 -230 -7,2 -0,4
—_ April -2,0 3,9 0,9 2,1 2,4 2,3 1,9 33 -252 -9,0 -0,7
§ May -1,5 3,9 1,2 2,1 2,1 2,1 1,8 2,7 -27,3 -10,7 -1,3
: 3 June -1,1 4,1 1,5 1,9 1,8 1,8 1,7 2,1 -25,5 -10,7 -1,4
_3 Q July -1,2 4,0 1,4 1,7 1,5 1,6 1,5 09 -281 -126 -2,1
§ August -1,5 3,6 1,1 1,7 1,5 1,6 1,4 04 -23,0 -10,1 -1,5
: September | -0,6 3,7 1,6 1,3 1,6 1,5 1,5 -0,2 -21,6 9,7 -1,3
s October 0,9 3,6 2,3 1,2 1,7 1,5 1,7 -06 -140 -6,1 -0,2
s November 1,8 3,3 2,6 0,8 1,8 1,4 1,7 -0,7 7,4 2,3 1,8
§ December 2,5 3,5 3,0 0,7 1,9 1,4 1,8 -05 182 59 2,7
o January 2,5 3,3 2,9 0,4 1,5 1,0 1,6 -04 191 64 2,6
;E, February 2,3 2,6 2,5 0,3 1,4 0,9 1,3 -0,2 14,4 4,9 2,1
% March 23 1,9 21 0,1 1,5 0,9 1,2 + 0,12 00 183 64 24 + 0,13
3 April 2,2 1,2 1,7 -0,1 1,5 0,8 1,1 + 0,19 03 186 68 23 + 0,48
s May 1,8 1,2 15 -0,2 1,5 0,8 1,0 + 0,26 04 175 6,6 23 + 0,88
E: g June 14 1,1 13 -0,3 1,6 0,8 1,0 + 0,32 0,4 9,3 3,9 16 + 1,28
_2 ~ July 11 0,9 10 -0,3 1,6 0,8 0,9 + 0,36 08 11,1 48 1,7 + 1,62
+ August 1,5 1,0 12 -0,4 1,5 0,7 0,9 + 0,40 0,9 8,9 4,0 16 + 1,88
g September | 0,8 0,9 09 -0,2 1,4 0,7 0,8 + 0,43 1,1 101 45 16 + 2,05
o October -0,2 1,1 05 -0,3 14 0,7 0,7 + 0,46 1,1 88 4,0 14 + 2,17
s November | -0,6 1,2 04 -0,2 14 0,8 0,7 + 0,50 1,3 55 29 12 + 2,24
_2 December | -0,9 1,1 0,1 -0,2 1,4 0,7 0,6 + 0,54 1,3 59 31 11 + 2,31
E January -1,1 11 0,1 -0,1 1,6 0,9 0,7 + 0,57 1,4 45 2,6 11 + 2,38
g February -1,2 1,3 0,2 -0,1 1,6 0,9 0,7 + 0,61 1,6 6,8 3,6 13 + 2,45
e March -1,3 1,4 01 -0,1 1,7 0,9 0,7 + 0,62 1,6 53 3,0 12 + 2,55
- April -1,2 1,3 0,1 -0,2 1,7 0,9 0,7 + 0,62 1,5 45 2,7 11 + 2,60
P May -1,2 1,3 0,2 -0,2 1,8 1,0 0,7 + 0,62 1,6 34 23 11 + 2,57
= 3 June -1,1 1,3 0,2 -0,2 1,7 0,9 0,7 + 0,62 1,6 38 25 11 + 2,56
2 & July -1,0 1,3 0,2 -0,1 1,8 1,0 0,8 + 0,62 1,6 39 25 12 + 2,56
‘Zt August -0,9 1,3 03 -0,1 1,8 1,0 0,8 + 0,62 1,6 3,6 24 12 + 2,58
September | -08 1,3 03 -0,1 1,8 1,0 0,8 + 0,62 1,6 34 23 12 + 2,60
October -0,8 1,3 03 -0,1 1,7 1,0 0,8 + 0,62 1,6 33 23 11 + 2,66
November | -0,9 1,3 03 0,0 1,8 1,0 0,8 + 0,62 1,6 3,2 2,2 11 + 2,69
December | -0,9 1,3 0,3 0,0 1,7 1,0 0,8 + 0,62 1,6 3,2 2,2 11 + 2,72

Source: BLS & IFL

Date: March 18, 2010
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CONSUMER PRICE INDEX AND COMPONENTS IN USA
Monthly rates of growth
CPI
Core Residual
commlzgir:i-:snzi); food Non-energy services TOTAL TOTAL
- >
2 >0 8 - p TOTAL
8| = 2258 3 2 g 100%
a i = [T - -] o = w
g 3 < |[§%cz| ¢ <
3 c g Qn o
[a] ° (o] 5 “6 2 fr
IR December 09 |10,0%|11,3%|21,3%| 23,6% |32,8%|56,4% 77,7% 13,7%| 8,6% 22,3%
> 2008 0,2 -0,4 -0,1 0,2 0,8 0,6 0,4 0,9 0,9 0,9 0,5
s 2009 0,2 -0,4 -0,1 0,2 0,6 0,4 0,3 0,4 2,0 1,0 0,4
E 2010 0,2 -0,5 -0,2 -0,1 0,2 0,1 0,0 0,6 2,8 1,4 0,3
- 2011 0,0 -0,5 -0,2 0,0 04 0,2 0,1 0,7 1,5 1,0 0,3
> 2008 -0,2 0,9 0,3 0,1 0,5 0,3 0,3 0,3 -0,1 0,1 0,3
g 2009 0,2 1,5 0,8 0,1 0,4 0,3 0,4 -0,2 2,4 0,7 0,5
ﬁ 2010 0,0 0,8 0,4 0,0 0,3 0,2 0,2 0,0 -1,7 -0,7 0,0
- 2011 0,0 1,0 0,5 0,0 04 0,2 0,3 0,1 0,4 0,2 0,3
= 2008 0,0 1,1 0,5 0,2 0,6 0,4 0,5 0,1 51 2,2 0,9
[ 2009 0,0 1,9 1,0 0,2 0,2 0,2 0,4 -0,3 -0,7 -0,4 0,2
§ 2010 0,0 1,2 0,7 0,0 0,3 0,2 0,3 -0,1 2,6 1,0 0,5
2011 -0,1 1,3 0,6 0,0 0,4 0,2 0,3 0,0 1,2 0,5 0,4
— 2008 -0,3 0,5 0,1 0,2 0,0 0,1 0,1 0,8 4,2 2,3 0,6
% T:; 2009 0,1 1,0 0,6 0,1 0,1 0,1 0,2 -0,2 1,3 0,3 0,2
g < 2010 0,0 0,3 0,2 0,0 0,1 0,0 0,1 0,1 1,6 0,7 0,2
» 2011 0,1 0,2 0,2 0,0 0,1 0,0 0,1 -0,1 0,8 0,3 0,1
§ 2008 -0,3 -0,4 -0,3 0,1 0,3 0,2 0,1 0,5 7,0 3,3 0,8
E : 2009 0,2 -0,4 -0,1 0,1 0,0 0,0 0,0 -0,2 4,0 1,3 0,3
g = 2010 -01 -04 -03 0,0 0,0 0,0 -0,1 00 3,0 1,2 0,2
s 2011 -0,1 -0,3 -0,2 0,0 0,1 0,0 0,0 0,1 2,0 0,9 0,2
§ 2008 -0,1 -0,9 -0,5 0,2 0,6 0,4 0,2 0,6 7,2 3,5 1,0
g E 2009 0,3 -0,8 -0,3 0,0 0,3 0,2 0,1 0,0 9,9 3,6 0,9
2| A 2010 -0,1 -0,9 -0,5 0,0 04 0,2 0,0 0,0 2,2 0,9 0,2
g 2011 -0,1 -0,9 -0,5 0,0 0,4 0,2 0,0 0,0 2,5 1,0 0,2
g 2008 0,0 -0,6 -0,3 0,1 0,6 0,4 0,2 1,0 1,9 1,4 0,5
- .§~ 2009 -0,1 -0,7 -0,4 0,0 0,4 0,2 0,0 -0,2 -1,7 -0,8 -0,2
g n 2010 -0,3 -0,9 -0,6 0,0 0,3 0,2 0,0 0,1 -0,1 o1 0,0
E 2011 -0,2 -0,9 -0,6 0,0 04 0,2 0,0 0,1 0,1 0,1 0,0
8. - 2008 -0,4 0,8 0,2 0,2 0,2 0,2 0,2 0,5 -5,2 -2,1 -0,4
~ % 2009 -0,7 0,5 -0,1 0,1 0,3 0,2 0,1 0,0 1,5 0,6 0,2
ﬂ 3 2010 -0,4 0,5 0,1 0,0 0,2 0,1 0,1 0,1 -0,5 -0,1 0,0
E 2011 -0,3 0,5 0,1 0,0 0,1 0,1 0,1 0,1 -0,8 -0,3 0,0
>| & 2008 -0,6 1,7 0,5 0,2 -0,1 0,0 0,2 0,6 -3,1 -1,1 -0,1
E;' 'E 2009 0,2 1,7 1,0 -0,1 0,0 0,0 0,2 -0,1 -1,3 -0,6 0,1
'Cz-:i % 2010 -0,4 1,7 0,7 0,0 -0,1 -0,1 01 0,1 -0,3 0,0 0,1
= % 2011 -0,4 1,7 0,7 0,0 -0,1 0,0 0,2 0,1 -0,5 -0,1 0,1
5 2008 -0,4 0,5 0,1 0,2 0,0 0,1 0,1 0,5 -10,3 -4,3 -1,0
-g 2009 1,2 0,4 0,8 0,0 0,1 0,1 0,3 0,1 -1,5 -0,5 0,1
g 2010 0,2 0,6 04 0,0 0,1 0,1 0,2 0,2 -2,7 -1,0 -0,1
2011 0,2 0,6 0,4 0,0 0,1 0,1 0,1 0,2 -2,7 -1,0 -0,1
5 2008 -0,4 -0,2 -0,3 0,3 -0,4 -0,1 -0,2 0,0 -18,0 -7,4 -1,9
'g 2009 0,4 -0,4 0,0 -0,1 -0,3 -0,2 -0,2 -0,1 2,4 0,8 0,1
% 2010 0,0 -0,3 -0,1 0,0 -0,3 -0,2 -0,2 0,0 -0,6 -0,2 -0,2
4 2011 0,0 -0,3 -0,2 0,0 -0,3 -0,1 -0,2 0,0 -0,7 -0,3 -0,2
§ 2008 03 -,1 0,7 0,1 0,2 -0,1 0,3 0,0 99 -3,6 -1,0
€ 2009 03 -09 03 0,0 0,2 -01 0,2 02 -08 -0,2 -0,2
8 2010 0,0 -1,0 -0,5 0,0 -0,2 -0,1 -0,2 0,2 -0,5 -0,1 -0,2
8 2011 -0,1 -1,0 -0,6 0,0 -0,2 -0,1 -0,3 0,2 -0,6 -0,1 -0,2

Source: BLS & IFL(UC3M)

Date: March 18, 2010
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D

The American
residential sector
figures in February
were much as
expected.

There is still no solid
sign of the sector’s
recovery.

The figures in
February were much
as expected.

However, public aid
to facilitate home
purchases, poor
weather conditions,
mortgage
foreclosures, credit
restrictions and
unemployment are
all preventing us
from seeing the core
signal, making
forecasting difficult.

Housing stock (both
new and second
hand) has been
increasing in the last
few months.
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II1.3. PROPERTY SECTOR

Building permits registered better figures
than expected with a monthly reduction of
1.6%?!, versus the forecast 3%. On the other
hand, housing starts fell by 5.9% instead of
the forecast 2%. The poor housing start
figures in January and February are partly
explained by poor weather conditions (see
Graphs I11.3.1, II1.3.1b, III.3.2 and III.3.2b).

New home sales also registered a
significant downwards deviation: 308,000
homes sold instead of the forecast 342,000.
Prices, however, have registered slightly
higher than expected annual rates (see
Graphs II1.3.3, II1.3.3b, III1.3.4 and III.3.4b).

Graph II1.3.1
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1. Seasonally adjusted and annualized.

The number of second hand home sales
registered a month-on-month reduction of
0.6%, similar to the forecast 1.2%. On the
other hand, the annual rate of prices was
slightly higher than expected (see Graphs
I11.3.5, II1.3.5b, II1.3.6 and III.3.6b).

March is expected to register similar figures,
except new home sales which are expected
to rise to 335,000 units.

Graph II1.3.1b
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USA. Property Sector

Graph IIL.3.3 Graph III.3.3b
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IV. SPAIN

New drop in core inflation expectations, showing an average
annual rate for 2010 and 2011 of 0.5%(+0.46) and 1.0%
(£0.71), respectively.

The forecasts for Spanish economic growth remain relatively
stable. The average annual growth rate for 2010 has gone
from -0.31% to -0.36%.

Industrial sector recovery slows down again in February.
Average growth of practically zero is expected until 2011.

GROSS DOMESTIC PRODUCT IN SPAIN
year-on-year rates
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MAIN VARIABLES AND INDICATORS
Average annual rates
Forecasts
2006 2007 2008 2009
2010 | 2011
GDP mp.! 4,0 3,6 0,9 -3,6 -0,4 0,7
Demand
Private final consumption 3,8 3,6 -0,6 -5,0 -0,2 0,9
Public final consumption 4,6 55 55 3,8 0,1 1,5
Gross fixed capital formation 7,2 4,6 4,4 -15,3 -5,0 -2,0
Equipment 9,9 9,0 -1,8 -23,1 4,5 4,4
Construction 6,0 3,2 -5,5 -11,2 -7,6 -4,9
Other products 7,5 3,6 4,3 -17,2 -8,1 0,6
Contribution domestic demand* 5,5 4,4 -0,6 -6,8 -1,3 0,3
Exports of goods and services 6,7 6,6 -1,0 -11,5 6,0 3,9
Imports of goods and services 10,2 8,0 4,9 -17,9 2,0 2,0
Contribution foreign demand* -1,4 -0,9 1,4 3,0 0,9 0,4
Supply GVA
Agriculture 58 1,8 -0,8 -2,4 0,4 1,8
Energy 1,3 0,9 1,9 -8,2 -0,8 -09
Industry 1,9 0,9 -2,1 -14,7 -1,6 0,3
Construction 4,7 2,3 -1,3 -6,3 -3,8 -18
Trade services 4,6 51 1,6 -2,0 0,3 1,3
Non-trade services 4,0 4,8 4,4 2,6 0,5 0,4
Total 4,1 3,9 1,1 3,8 -0,4 0,7
Tax 3,7 1,0 -1,0 -2,0 0,0 1,6
Prices CPI*
Total 3,5 2,8 4,1 0,3 1,4 1,4
Core 2,9 2,7 3,2 0,8 0,5 1,0
dec / dec 2,7 4.2 1,4 0,8 1,7 1,1
Labour market?
Active population (% change) 3,3 2,8 3,0 0,8 0,0 0,1
Employment EPA (Aver. year-on year) 4,1 3,1 -0,5 -6,8 -2,8 0,2
Unemployment rate 8,5 8,3 11,3 18,0 20,3 20,2
Basic Balances*
Foreign sector
Balance of current account (m€) 88872 -D5441 -10397  -49297 -43096 -39164
2;: (')‘:"g[';‘f) or borrowing 84 -96 91 47 41 -37
Public Administration
Net lending or borrowin
(0‘;'0 O‘: gDPg)° borrowing 20 1,9 41 112 -85 -7,2
Industrial production index (excluding construction)*
Total 3,7 2,4 7,1 -16,2 0,0 -0,1

The figures in the shaded area are forecasts

(1) Data adjusted for seasonality and working days effect.

Source: EUROSTAT & IFL (UC3M)

Dates: (1) March 25, 2010 (2) March 30, 2010
(3) February 26, 2010 (4) March 5, 2010
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ECONOMIC SENTIMENT INDICATOR IN SPAIN
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D

Graph IV.1.1

GROSSDOMESTICO PRODUCT IN SPAIN
year-on-year rates
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IV.1. MACROECONOMIC FORECASTS

The latest available indicators, largely
referring to the first two months of this
year, show that the Spanish recession will
probably continue in
the first quarter. The
information available
shows that nothing
has changed since
the last quarter of
last year, when the
economy registered
a quarter-on-quarter
rate  of -0.1%.
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Our latest headline
forecast anticipates
that the GDP will
register a quarter-
on-quarter rate of
-0.1% for the first
quarter, similar to
the rate seen in the
last quarter of last
year.

Source: INE & IFL (UC3M)
Date: March 26, 2010
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Unlike the euro area
economy, which
registered clear
progress in the third
and fourth quarters,
Spain’s recovery
from the recession is still questioned. Our
latest headline forecast anticipates that
the GDP will register a quarter-on-quarter
rate of -0.1% for the first quarter, similar
to the rate seen in the last quarter of last
year.

Indeed, the most significant indicators,

some GDP growth in the second quarter,
which will be consolidated in the third,
with the Spanish economy technically
leaving the recession behind. The profile,
however, is not strong enough to create
employment in the forecasting horizon.

On the demand side, the most significant
changes are found in  private
consumption and capital investment.
Forecast household consumption for 2010
has fallen by two tenths of a point. We
are now expecting a reduction of 0.2%
for 2010 and 0.9% for 2011, due to the
poor performance of retail sales last
December and January. The weak private
consumption  derived from  these
forecasts responds to several factors, the
most important of which is the expected
evolution of the labour market in this
period. With regards to capital
investment, the recovery forecast for
2010 is now more moderate, with an
average annual growth rate of 4.5%
instead of 5.3%. For 2011, however, the
forecast growth rate (4.4%) is nearly
2 pp higher than the previous estimates.

including  the  January  Industrial
Production Index, the January and As a result of these changes and the
February Sodial Security (/o 2010 we ) PTIVAtE CONsumption situation, the
contributors ~ and  confidence| areexpectes |N€Gative contribution of domestic
indicators, show that economic| anaverage demand to GDP growth in 2010 has
activity is weak. This is supported| #7748 ¢7% |fallen by two tenths of a IDfOIHE to -
by the recent performance of core| or-0.4% |13 PP, remaining at 0.3pp for 2011
inflation which, after falling for| witho.7% |This slight upwards revision in
more than 18 months, has recentl growth domestic demand for 2010 is partly
ion Y| forecast or compensated by a slight increase in
been close to deflation and there is|  2p17 as pensa Y ,9 €ase
certainly some risk of this in the| temre  |the foreign sector’s contribution,

next few months.

The perspectives derived from the
revision of our forecasts estimated with
the most recent figures, show that
expectations for the Spanish economy in
the first quarter of this year remain
practically the same. Indeed, for 2010,
we are expected an average annual GDP
growth rate of -0.4%, with 0.7% growth
forecast for 2011, as before. In turn, for
the first quarter of this year, the forecast
for the quarter-on-quarter GDP rate has
been revised downwards by one tenth of
a point and it is now expected to fall by
0.1%. However, we continue to expect

\ /due to less expected growth in

imports.

On the supply side, the forecasts are
slightly worse for industrial GVA in 2010,
with an average annual rate of -1.6%.
Expectations for 2011 have risen to
0.2%, however. Energy sector
expectations have also been revised
downwards, while market services have
risen slightly for 2010.

The weak private consumption derived from these
forecasts responds to several factors, the most
important of which is the expected evolution of the
labour market in this period.

B
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The January industrial production index
(IPI) registered a year-on-year growth
rate of -4.6%, after falling less intensely
the previous month (1.5%). This
negative figure becomes -2.5% when
corrected for the calendar effect. This
rate is 1.1 points less than last month’s.
The IPI figure was worse than forecast
with information up to December and
represents significant downwards
innovations in most of the groups in this
index, except for energy.

By economic destination, consumer
goods fell by 2.2% relative to a year
earlier, after growing by 1% in the
previous month; this was due to durable
consumer goods and, to a lesser extent,
non-durable consumer goods. The capital
goods index fell by 3.5% relative to a
year earlier, nearly 4.5pp less than the
previous month. Energy fell by 4.7%,
after a 8.1% reduction in the previous
month, and intermediate goods fell by

Spain. Macroeconomic Forecasts

The labour market
continued to decline
in the first few
months of 2010, but
at a slower pace
since the second
quarter of 2009. The
economic crisis is
affecting the labour
market much more
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than in other euro
area countries, due
to peculiar aspects
of the

2002
2003

1996
1997
1998 1
1999
2000
2001

SpaniSh Source: INE &
market. The latest Date: March
information refers to
Social Security  contributors  and

registered unemployment in February. SS
contributors registered a month-on-
month increase of 26,300 people. When
corrected for seasonality, however, this
represents a reduction of 30,000, or
0.2%, the same as the previous month.
Relative to a year earlier, there are

1%, in contrast with 4.9% growth
the previous month.

With the latest information about
the industrial sector, we have
updated our IPI  forecasts,
resulting in downwards revisions.
For 2010, we expect the IPI to
register a zero average annual
rate, followed by -1% in the
following year. By  sector,
consumer goods will register the

SS contributors
registered a
month-on-month
increase of
26,300 people.
When corrected
for seasonality,
however, this
represents a
reduction of
30,000, or 0.2%,
the same as the

previous month.

~

540,300 less contributors,
representing a  year-on-year
reduction rate of 3%, less than the
rate registered the previous month
(3.5%). These employment figures
show that the rate at which jobs
are lost continues to slow down, as
it has been doing since the second
quarter of last year. Consistent
with the evolution of SS
contributors, registered
unemployment at the end of

greatest growth, as we forecast 1.1% in
2010 and 0.8% in 2011. Capital goods
are expected to grow slightly this year
and decline somewhat next year. Both
energy and intermediate goods, however,
are expected to continue to fall during
the forecasting period.

The Spanish  Economic  Sentiment
Indicator (£51) edited by the European
Commission for February rose by 1.1
points to a total of 90.1. This is 18.2
points higher than the lowest point,
registered in December 2008, and
confirms the rising trend that started in
March 2009. By sector, evolution was
varied. Confidence increased in services
and the retail trade, remained stable in
industry and fell in construction and
consumers.

February affected 4,130,600 people,
82,100 more than the previous month.
When corrected for seasonality, this
represents a month-on-month reduction
of 2% compared with the previous
month’s stability.

2004
2005
2006
2007
2008
2009

IFL (UC3M)
26, 2010

The IPI figure was
worse than
forecast with
information up to
December and
represents
significant
downwards
innovations in
most of the groups
in this index

Graph IV.1.3

ANNUAL RATEOF GROWTHOF INDUSTRIAL
PRODUCTION INDEXAND
CONFIDENCE INDICATO

INDUSTRIAL
RIN SPAIN

Source: EUROPEAN COMMISSION (UC3M)
Date: March 23, 2010
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GROSS DOMESTIC PRODUCT IN THE SPAIN: DEMAND

GROSS DOMESTIC PRODUCT IN SPAIN
Annual rates of growht

Final Gross Capital Formation i Exports of Imports of .

Consumption . o Domestic goods and goods and Foreign | Real
"Private Public |Eduipment  Building  Other | Demand (1) services services Demand (1), GDP
g 2005 4,2 5,5 9,2 6,1 7,1 7,0 53 2,5 7,7 -1,7 3,6
é 2006 3,8 4,6 9,9 6,0 7,5 7,2 55 6,7 10,2 -1,4 4,0
g 2007 3,6 5,5 9,0 3,2 3,6 4,6 4,4 6,6 8,0 -0,9 3,6
: 2008 -0,6 55 -1,8 -5,5 43 | -44 -0,6 -1,0 -4,9 1,4 0,9
S| 2000 | 50 38 23,1 -11,2 17,2 | 15,3 -6,8 -11,5 -17,9 3,0 -3,6
g 2010 -0,2 0,1 4,5 -7,6 -8,1 -5,0 -1,3 6,0 2,0 0,9 -04
2011 0,9 1,5 4,4 -4,9 0,6 -2,0 0,3 39 20 0,4 0,7
QI -55 6,0 -24,0 -11,3 -13,2 -14,9 -6,2 -16,6 -22,3 2,8 -3,3
@ Qum| -60 47 28,3 -11,6 17,6 | -17,0 7,4 -14,7 21,7 3,1 -4,2
S Qi -50 41 23,8 -11,4 -19,9 | -16,0 -6,7 -10,8 -17,0 2,6 -4,0
m Q| -3,5 0,8 -15,3 -10,2 -18,5 -12,9 -5,5 -2,9 -9,6 2,3 -3,1
E QQl -11 03 -11 -9,0 -157 | -84 -2,9 6,6 11 1,4 -1,5
Zl2 qul o1 00 7,7 -8,1 -104  -50 -1,3 73 38 0,7 -04
§ Qaqu 02 -10 7,0 -7,0 38 | -33 -1,0 6,1 22 0,9 0,0
S QIv, 0,2 11 4,7 -6,2 -1,2 -29 -0,6 4,1 09 0,8 0,3
< QI 05 1.2 5,8 -5,7 04 | -23 -0,2 a4 1,6 0,6 0,6
T Qu o8 15 3,7 -51 04 -2,2 01 39 18 0,4 0,7
Q QI 1,1 1,6 3,8 -4,6 09 -19 03 38 23 0,3 0,8
v/ 1,2 16 4,4 -4,1 14 | -14 05 3,7 24 0,2 0,9

Year-on-year-rates

GROSS DOMESTIC PRODUCT IN SPAIN
Annual and quarterly rates of growht
i Gross Capital Formation
CO“ST:ll’tion . Domestic Bxports of Imports of Foreign Real
; L goods and goods and

Private Public Equipment  Building Other Demand (1) services services Demand (1) GDP
g 2005 4,2 5,5 9,2 6,1 7,1 7,0 53 2,5 7,7 -1,7 3,6
S| 2006 3,8 4,6 9,9 6,0 7,5 7,2 5,5 6,7 10,2 -1,4 4,0
E 2007 3,6 55 9,0 3,2 3,6 4,6 4,4 6,6 8,0 -0,9 3,6
:tl 2008 -0,6 5,5 -1,8 -5,5 -4,3 -4,4 -0,6 -1,0 -4,9 1,4 0,9
S| 2000 | 50 38 23,1 -11,2 17,2 | 15,3 6,8 -11,5 -17,9 3,0 -3,6
E 2010 -0,2 o1 4,5 -7,6 -8,1 -5,0 -1,3 6,0 20 0,9 -04
2011 0,9 1,5 4,4 -4,9 0,6 -2,0 0,3 39 2,0 0,4 0,7
QI -2,5 0,7 -14,2 -3,1 4,0 -6,3 -3,1 -8,4 -10,8 1,3 -1,7
2 Qul -13 04 -5,9 -2,8 64 | -39 -2,0 0,7 2,3 0,9 -1,0
» S QuI, 0,0 1,4 1,8 -2,6 -6,9 -2,4 -0,5 2,1 1,7 0,0 -0,3
@l onvl 03 17 3,1 -2,2 2,6 | -1,0 0,4 3,0 2,1 0,1 -0,1
2 QI -01 03 0,2 -1,8 -06 | -11 -0,3 0,6 -0,3 0,3 -01
E S qu -01 o041 2,5 -1,8 -05 -06 -0,2 14 03 0,3 0,1
E Q QII 0.1 04 1,1 -1,5 -0,1 -0,6 -0,1 1,0 01 0,2 0,2
2 qwv 03 04 0,9 -1,4 00 | -06 01 1,0 0,7 0,0 0,2
2 @ 02 o3 1,2 1,3 02 | -05 0,0 0,9 04 0,1 0,2
g Qu 03 04 0,5 -1,1 03 | -05 01 09 05 0,1 0,2
N QIII 0,3 04 1,1 -1,0 04 -0,3 0,2 09 0,6 0,0 0,3
QIv, 0,4 04 1,4 -0,9 0,5 -0,2 0,3 09 0,38 0,0 0,3

Data adjusted for seasonality and working days effect
*The figures in the shaded area are forecasts
(1)Contribution to GDP growth

Quarter-on-quarter rates

Source: INE & IFL (UC3M)

Date: March 25, 2010
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GROSS DOMESTIC PRODUCT IN THE SPAIN: SUPPLY

GROSS DOMESTIC PRODUCT IN SPAIN
Annual rates of growht
Gross Value Added
. . Market Non-market Tax Real
Agriculture Energy Industry Construction services services GDP
g 2005 -8,2 1,2 1,1 5,2 4,4 3,9 3,3 6,1 3,6
§ 2006 58 1,3 1,9 4,7 4,6 4,0 4,1 3,7 4,0
S| 2007 1,8 0,9 0,9 2,3 51 4,8 3,9 1,0 3,6
S| 2008 -0,8 1,9 -2,1 -1,3 1,6 4,4 1,1 -1,0 0,9
§ 2009 -2,4 -8,2 -14,7 -6,3 -2,0 2,6 -3,8 -2,0 -3,6
‘zt 2010 04 -0,8 -1,6 -38 0,3 0,5 -04 0,0 -0,4
2011 18 -0,9 0,3 -1,8 1,3 04 0,7 1,6 0,7
QI -3,0 -7,6 -15,3 -5,8 -1,3 3,0 -3,4 -1,6 -3,3
S QI -2,5 -9,3 -16,7 -6,7 -2,6 3,3 -4,4 -2,3 -4,2
] QI -2,2 -7,6 -15,5 -6,8 -2,4 2,8 -4,1 -2,4 4,0
E QIV -1,9 -8,3 -10,9 -5,8 -1,8 1,2 -3,3 -1,5 3,1
s QI -1,6 -15 -6,1 -4,7 -0,5 15 -14 -1,5 -1,5
2 § QII 0,0 -11 -1,3 -41 0,4 -0,2 -04 -0,1 -0,4
2 N QI 0,6 -2,8 0,38 -3,6 0,5 -0,1 -0,1 0,9 0,0
E QIV 2,6 2,2 0,3 -2,9 0,6 0,7 0,3 0,6 0,3
QI 24 -0,8 0,9 -2,2 1,0 0,2 0,5 14 0,6
g QII 2,0 -0,8 04 -1,9 1,2 05 0,6 15 0,7
N QII 1,7 -09 -0,1 -1,6 1,4 0,6 0,7 18 038
QIV 0,9 -0,9 0,0 -14 1,6 0,5 0,9 1,8 0,9
* Year-on-year rates.
GROSS DOMESTIC PRODUCT IN SPAIN
Annual and quarterly rates of growht
Gross Value Added
: . Market Non-market Tax Real
Agriculture Energy Industry Construction services services GDP
& | 2005 -8,2 1,2 1,1 5,2 4,4 39 3,3 6,1 3,6
é 2006 58 1,3 1,9 4,7 4,6 4,0 4,1 3,7 4,0
21 2007 1,8 0,9 0,9 2,3 51 4,8 3,9 1,0 3,6
j 2008 -0,8 1,9 -2,1 -1,3 1,6 4,4 1,1 -1,0 0,9
é 2009 -2,4 -8,2 -14,7 -6,3 -2,0 2,6 -3,8 -2,0 -3,6
Z | 2010 04 -0,8 -1,6 -3,8 0,3 0,5 -0,4 0,0 -04
< | 2011 18 0,9 0,3 -1,8 13 04 07 1,6 0,7
QI -0,6 -4,4 -5,2 -2,2 -1,3 0,3 -1,8 -0,5 -1,7
g QI -0,2 -0,6 -4,5 -1,3 -0,8 1,6 -1,0 -1,1 -1,0
w | QI 0,4 1,6 -1,7 -1,2 0,1 -0,1 -0,3 -0,7 -0,3
= QIvV -1,5 -5,0 0,5 -1,2 0,2 -0,5 -0,2 0,8 -0,1
s QI -0,3 2,7 -0,5 -1,1 0,0 0,6 0,0 -0,5 -0,1
E g au 14 -0,2 0,4 -0,7 01 -0,1 01 0,3 0,1
KN QI 0,9 -0,2 0,4 -0,7 0,3 0,0 0,1 0,3 0,2
£ Qv 05 0,2 0,0 -0,5 03 0,2 01 0,5 0,2
3 QI -0,4 -0,2 0,1 -0,4 04 0,0 0,2 0,3 0,2
o Qu 11 -0,2 -0,1 -0,4 04 0,2 0,2 0,3 0,2
c QIII 0,6 -0,3 -0,2 -0,3 04 0,2 0,2 0,6 0,3
QIV -0,3 -0,2 0,1 -0,3 0,5 0,2 0,3 0,5 0,3

Data adjusted for seasonality and working days effect
The figures in the shaded area are forecasts
(1)Contribution to GDP growth

Quarter-on-quarter rates

Source: EUROSTAT & IFL (UC3M)

Date: March 25, 2010
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CHANGE IN FORECASTS AND DATA REVISION FOR THE COMPONENTS OF GROSS

Spain. Macroeconomic Forecasts. GDP

Source: INE & IFL (UC3M)
Date actual report: March 25, 2010
Date previous report: February 26, 2010
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CHANGE IN FORECASTS AND DATA REVISION FOR THE COMPONENTS OF GROSS

DOMESTIC PRODUCT SUPPLY IN SPAIN
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Date previous report: February 26, 2010
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INDUSTRIAL PRODUCTION INDEX IN SPAIN

INDUSTRIAL PRODUCTION INDEX AND SECTORS IN SPAIN
Annual rates of growth
Consumer Goods |
Durable Non Durable Total C(J;i:)l:;asl InteGr?:dtllate Energy Energy TOTAL
& 2005 -1,6 0,3 0,1 -1,1 -0,3 3,1 0,3 0,2
S 2006 8,3 0,9 2,1 7,7 3,6 0,9 4,1 3,7
E 2007 3,4 2,0 2,2 5,0 1,6 0,8 2,6 2,4
4 2008 -16,5 22,2 4,6 -8,7 -11,0 1,6 8,4 7,1
2 2009 -28,3 -5,5 8,8 22,5 21,4 -8,6 -17,4 -16,2
Z 2010 1,0 11 1,1 0,2 -0,4 -1,5 0,2 0,0
2011 2,0 0,6 0,8 -0,1 -0,2 -1,9 0,2 -0,1
QI -14,1 -1,7 3,7 -4,9 -7,8 4,7 4,7 -4,5
K QI -10,1 -0,4 2,1 -3,3 -5,3 2,0 2,0 3,1
S Qi -16,8 1,1 3,5 -6,8 8,6 1,6 1,6 -5,4
Qv -25,1 -5,6 8,9 -19,7 22,7 -1,7 -1,7 -15,4
QI -29,6 -8,2 -11,4 28,3 28,9 -8,3 8,3 21,0
*ﬂ g au -35,9 -8,6 -12,9 28,6 28,2 -10,5 -10,5 21,9
E | QI -28,8 -4,2 7,5 -19,6 -18,6 -6,8 6,8 -13,9
E QN -17,1 -0,6 2,9 -11,2 -6,0 -8,7 -8,7 -6,5
g QI -10,5 0,1 -1,2 -2,0 -0,7 -2,0 -2,0 -1,3
2|8 aqu 71 36 4,0 3,6 2,7 -0,9 -09 28
< (R qu 5,4 05 1,1 -0,6 -1,9 -2,4 24 -0,8
QIv 2,8 0,2 0,6 -0,5 -2,0 -0,6 -0,6 -0,7
QI 103 33 4,1 2,9 1,7 -1,4 -14 2,2
o Qu 0,8 -0,7 -05 -1,4 -1,4 -2,0 -2,0 -1,2
R qmnn 24 -1,0 1,1 -2,0 -1,5 -2,2 2,2 -1,6
QIv -0,2 08 0,7 03 0,3 -1,9 -1,9 0,1
INDUSTRIAL PRODUCTION INDEX AND SECTORS IN SPAIN
Annual rates of growth
2005 2006 2007 2008 2009 2010 2011
January 0,9 7,2 6,6 -0,8 -24,5 -4,5 4,9
February -1,0 4,1 3,0 3,8 -24,3 -0,3 -0,8
March -6,6 12,4 1,0 -15,3 -13,5 0,7 25
Aprl 7,3 9,4 51 12,0 -28,4 3,6 -4,1
May 0,3 6,7 3,3 -8,4 -22,3 3,6 15
June -0,1 4,8 0,1 -10,9 -14,3 1,3 -1,1
July 3,4 3,7 4,5 -1,9 -16,9 -25 -3,6
August 4,1 3,0 2,4 -11,5 -10,6 1,4 1,0
September 0,3 0,6 1,3 -4,7 -12,7 -0,7 -1,4
October 0,0 6,6 5,3 -12,2 -12,8 -35 09
November 1,0 3,6 0,8 -18,3 4,0 0,1 0,9
December 1,5 0,8 0,2 -16,0 -1,5 1,5 -1,6

¢ Data adjusted for seasonality and working days effect
The figures in the shaded area are forecasts.

Source: INE & IFL (UC3M)

Date: March 5, 2010
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INDUSTRIAL PRODUCTION INDEX BY ECONOMIC ACTIVITIES IN SPAIN
Average annual rates of growth
Weoh | 2005 2006 2007 2008 2009 | 2010 2011
05 Mining of coal and lignite 0,4 -9,6 2,8 -4,0 -3,7 -15,3 1,3 2,2
08 Other mining and quarrying 1,7 4,3 2,7
10 Manufacture of food products
11 Manufacture of beverages 3,3 0,8 1,6 0,6 1,4 -4,7 1,6 8,0
12 Manufacture of tobacco products 0,4 -2,1 -14,8 54 -2,4 -10,1 -3,2 -0,5
13 Manufacture of textiles 17 -10,9 -2,3 -4,4 -17,7  -18,4 7,4 13,0
14 Manufacture of wearing apparel 18 -9,9 -2,9 -1,2 -9,1 -18,8 | -13,5 -11,3
15 Manufacture of leather and related products| 0,9 -12,9 -6,1 -8,2 -7,9 -19,5 | -11,5 -101
16 Manufacture of wood and of products of
wood and cork, except furniture; manufacture 21 -0,8 13 2,4 220 -232 | -164 -222
17 Manufacture of paper and paper products 2,6 -0,3 1,2 1,7 -1,8 -8,7 4,6 6,4
18 Printing and reproduction of recorded media 2,3 8,8 0,6 54 -10,8 -12,2 -7,7 -2,7
19 Manufacture of coke and refined petroleum
products 3,5 2,8 2,2 -1,7 4,2 -10,4 -4,2 3,9
20 Manufacture of chemicals and chemical
products 5.8 0,8 1,4 2,3 -5,4 -0,8 2,2 7,7
21 Manufacture of basic pharmaceutical
products and pharmaceutical preparations 2.4 0.5 10,1 7,6 8,0 0,6 58 10,3
22 Manufacture of rubber and plastic products 3,4 1,0 2,2 2,1 -10,9 -14,3 3,2 0,6
23 Manufacture of other non-metallic mineral
products 8,0 2,0 3,9 -1,2 -21,3 -27,7 -19,1 -23,6
24 Manufacture of basic metals 4,3 -1,8 6,3 0,7 -6,6 -21,5 7,7 -3,8
25 Manufacture of fabricated metal products,
except machinery and equipment 0.7 37 #5 4> 95 22,1 | -89 7.8
26 Manufacture of computer, electronic and
optical products 16 -8,1 3,4 7,5 4,1 -26,1 -1,6 -10,2
27 Manufacture of electrical equipment 3,7 -0,5 11,5 3,0 -6,2 -26,2 7,0 9,9
28 Manufact f machi d equi t
8 Manufacture o rr:aecclnery and equipmen 5.4 -0,6 15,4 9,4 -8,4 26,1 | -18,0 7,0
29 Manufacture of motor vehicles, trailers and
cemi-trailers 7,4 -5,0 57 4,2 -16,1 -19,0 13,6 3,3
30 Manufacture of other transport equipment 2,1 0,4 0,6 7,7 6,6 -12,4 -0,5 6,8
31 Manufacture of furniture 2,8 0,7 8,9 4,7 -19,6 -29,1 -2,0 7,7
32 Other manufacturing 1,8 -4,5 3,9 0,5 -8,1 -14,0 10,8 9,0
33 Repair and installation of machinery and
equipment 0,3 -9,0 55,6 -4,2 12,8 -16,2 -5,9 49

Source: INE & IFL (UC3M)
Date: March 5, 2010
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IV.2. INFLATION

The new Spanish inflation forecasts show
an average annual rate of 1.4% for 2010
and 2011. The core inflation rate

significant distortion caused by public aid
to encourage car purchases. They have
been approved up

Spain. Inflation

expected for this year is 0.5%, with to September (or Graph IV.2.1
1.0% next year, with a downwards untii a total of
revision of three and two tenths of a 200,000 subsidised | - et
point, respectively. vehicles is reached) | 50 1
on the one hand | %1~ VM /J\
and, on the other, ' 20{ VY ~ \ /’ﬁ
As usual in our recent reports, we have the  government & 7]
to remember that these forecasts include has repeated that @ -io \
the VAT increase scheduled for July. In they will be 21
the last week, however, the increase extended for “as | 20022003 2004 2005 2006 2007 2008 2009 2010 2011
approved by parliament at the end of last long as necessary”, | Confdenceintenalsat: m80% =60% =40% =20%
year has returned to the centre of a although the | [etenmentiee 0 2e
heavy political debate that adds further European
uncertainty to the complicated situation Commission  has souree: e s 11':2%(%130'\")
of the Spanish CPI. As currently started to ask
formulated, the impact of the governments
increase is estimated as 0.6pp on | Vewdopincore | v withdraw this type of subsidy as The downwards
the annual rate from July on, and nation soon as possible. In such a movement in
! expectations, food prices has
0.3pp on the average annual rates| swowingan | confusing context, it is important to become more
in 2010 and 2011. In core inflation, | @verageannual | define the assumptions made in intense. In both
the impact is estimated as 4 and 2| 2222”0 1our model. In the car price prggeiig;gz
tenths of a point. 0.5%(+0.46) |forecasts (representing 17% of all food, ',Z,e expect
a(’f(’) —’}?)"/" manufactured goods), subsidies are an inflation dif-
respectivey. | €xpected to be fully effective until ferential relotive
In the 2010 forecasts, the September this year. However, we o e
downwards  revisions in  core then assume a gradual reduction of their favourable to
inflation were compensated by rising oil impact during the next 15 months. Spain.
prices and a weak euro relative to the Although such an evolution is highly
dollar. The average annual rate expected unlikely, it is a reasonable approximation
for this year in headline inflation to two scenarios (a sudden withdrawal
therefore remains unaltered (1.4%). The on the announced date and an extension
average inflation rate expected in 2010 throughout 2011), which are just as
for energy products has risen to 9.7%, likely at this time. The inflation expected
1.6pp more than our previous forecasts. for non-energy industrial goods in 2010
For 2011, the forecast remains at 4.4%, and 2011 is an
practically the same as our previous average annual Graph 1V.2.2
estimation. rate of -0.6%

Within core inflation, processed food and
non-energy industrial goods underwent

the greatest
a The downwards B revisions. The
innovations in core forecasts for
inflation were
compensated by a manUfaCtured.
significant rise in energy | 900d prices
price infiation remain affected
expectations. The average by much
annual rate expected for .
the headline CPI in 2010 | Uncertainty, due,
remains at 1.4%. among other
_/ factors, to the

followed by 0.2%.

5,0 7
40
With regards to @ ° 'J\\\/’“‘v”"\‘

food, the observed
figures show that

2,0 1

1,0 A

CORE INFLATIONIN SPAIN
year-on-year rates

W

the downwards | °°
adjustment iS | | 92002 2003 2004 2005 2006 2007 2008 2009 2010 2011
becoming MOre | | Confidenceintervalsat: ~ #80% ®™60% ®40% m20%
intense. In Historical Inflation mean (1996-2009): 2,7%
processed food,

; Source: INE & IFL(UC3M)
the monthly rate in Date: March 12, 2010
February was
-0.4% versus

0
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January’s 0.2% and the -0.3% rate
observed in February, 2009. The annual

inflation rate in
Graph 1V.2.3 processed food
(not including
COREINFLATION IN SPAIN tobacco) has
25 yeronyeR e fallen again to
2 \ ****************** -2.0%. In
15 W unprocessed food,
! N the price index
o0 \vﬁm registered a
o A monthly fall of
" 000 5010 2011 1.4%, double the
o= COre 2009 ﬁgure.
Core excluding tobaaco and VAT increment in July, 2010
Source: INE & IFL(UC3M) The external
Date: March 12, 2010 causes behind the
adjustment
process in food
Confusion prices, which started at the end of 2008,
concerning t1e AT | have become less important in the last
possible extension few months as the heavy price increase
of car purchasing found in 2008 was cancelled out by the
e recent reductions. The processed food
to price dynamics in index in January and February 2010 is as
Spain.
Table IV.2.1
INFLATION IN SPAIN
Annual rates Annual average rates
CPI 2010
2008 2009 2010 2011
February March
Core 0.1 0.5 1
82.7% 0.1 +0.19 32 08 4046 +0.71
Total 131 1.5 1.5
100% 0.8 +018 | "1 03 io8 149

* The figures in the shaded area are forecasts

Page 50

Source: INE & IFL(UC3M)
Date: March 12, 2010

would be expected without the 2008
situation or the subsequent drops. On
the other hand, the moderation in
unprocessed food prices is incapable of
compensating exceptional rises in a
given time period, but affects a set of
prices which grew much more in Spain
than on average in the euro area in the
last ten years. Unprocessed food prices
in Spain are now falling at an annual rate
of 3.8% versus the 1.1% drop expected
for February in the euro area. For 2010
and 2011, as in 2009, Spain is expected
to register a favourable inflation
differential in this respect of 1.8pp and
0.4pp, respectively. A smaller but also
favourable differential is also expected
for processed food inflation.

Discounting the effect of the VAT and tobacco tax
increases, for 2010 the average annual core inflation
rate expected is practically zero.

B
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Table 1V.2.2

COICOP SUBCLASSES IN SPAIN WITH NEGATIVE VALUES IN YEAR-ON-YEAR INFLATION RATES
weights x 1000
Special Weights Subclasse COICOP February January D October August July June May April March February January, QIV QIII Aver.
Group* 2010 2010 2010 2009 2009 2009 2009 2009 2009 2009 2009 2009 2009 2009 2009 | 2008 2008 2008
0,997 |Rice 6,2 4,4
16,19 |Bread -0,6 -0,5 -0,7 -0,7 -0,7 -0,5 0,2 0,1 00 -0,1
1,235 |Farinaceous-based products -3,5 5,3 -5,5 -7,6 -9,5 -10,3 96 97 -74 -30 -19
9,315 | Bakery and pastry-cook products -0,8 -0,7 -0,1 -0,3
1,537 |Flours and cereals -2,0 -1,1 -1,0 -0,6 -0,2 -0,1
15,882 | Delicatessen type meat products -0,7 -0,5 -0,7 -0,6 -0,5 -0,1
2,953 | Meat preparation -0,8 -0,7
6,205 | Preserved and processed fish -1,1 -0,8 -0,9 -0,9 -0,2
10,187 | Mik 7,6 -8,1 9,2 -10,1 -10,1 )4 93 83 -88 65 <66 6,7 6,4 -3,9
7,494 | Other dairy products 5,5 5,4 6,3 -5,5 -4,2 2,9 34 25 -07 0.2
PROCESSED 6,821 |Cheeses -1,1 -1,5 -2,1 2,2 -1,8 -0,9 -08 -06 -0,5
FOOD 0,546 | Butter and margarine 2,2 2,0 -1,3 -1,3 -1,0 0,4
112.12 5,192 |0ils 3,5 5,6 8,4 -11,7 -17,3 -17,8 -17,5 -165 -142 -7,1 57 -4,0 2,1 -0,3
2,656 | Preserved fruits, nuts and dried fruits -1,3 -1,2 -1,0
0,834 |Fresh pulses and vegetables -1,9 -1,9 221 E2a -0,2 -1,0 -,8 -1,5 -5 -132 -11,2 =2 il =52 -0,2
3,406 |Frozen and preserved pulses and vegetables -1,9 1,6 -1,5 -1,3 0,1
1,078 |Sugar 7,4 7,4 -10,0 -9,0 -8,0 68 76 7,7 -7,6 0,7 -09 0,1
4,84 | Chocolates -1,4 -1,4 -1,6 -1,4 -0,8 -0,6 0,5 0,2
0,831 |Baby food -1,2 -1,5 -1,3 -1,5 -1,9 -1,9 2,0 24 22 22 -24 -1,5
3,006 |Coffee, cocoa and infusions -0,6 0,6 0,6 -1,6 0,7 05 -06
7,739 |Water and juices -0,1
3,176 | Wines -1,6 -1,3 -1,7 -1,9 -1,0 -0,8 -0,3
22,441 | Men's outerwear -1,2 -0,5 0.5 il -2,6 -2,6 O 2 AR R TR 76 75 75
1,435 |Men's underwear -0,7 -1,0 -0,3 0,0 -1,9 -0,4
29,133 | Women's outerwear 2,2 221 -1,7 -2,0 -3,6 =5 =5 34 25 -26 -26 -26 73 73 -0,1
2,496 |Women's underwear -0,1 -1,7 -0,7
10,336 | Children's and infants' garments =il -1,1 =13 -0,6 -1,8 -2,0 =1;9 1,8 -0,7 0,6/ -1,7 -1,8 =1;5
1,705 | Clothing accessories of garments -1,3 -1,2 -0,2 -0,1 -1,9 -0,8
6,575 | Men's footwear -0,01 -0,1 -0,3 -0,3 -0,3 0,0 0,0
8,641 | Women's footwear -0,2 -0,1 -1,6 =il,5 =il,5 -,0 04 -03 -08 -0,2 -0,6
3,356 | Children's and infants' footwear =il 0,6 -0,8 -0,7 0,3 -0,6 -5 05 -06 -02 -0,2 -0,2
2,737 | Other equipments 01  -02
6,324 | Household textiles -0,2
4,63 | Refrigerators, washing machines and dishwash. -1,4 =1,2 =1;2 =1,0 -0,9 -0,4 -0,5 08 -11 -08 -09 -1,2 =1:3 =1;5 -1,6 -2,2 -1,9
1,47 | Cookers and ovens -1,4 1,4 0,1 0,0 -0,1 -0,1 41,2 1,3 08
2,53 Heating and air conditioning -0,7 -0,9 -0,5
1,305 |Other household appliances -0,2 -0,2 -0,1 -0,1 -0,4 -0,2
“:ggﬂi?ﬂ 13,616 | Cleaning productos for household 0,7 0,2
GOODS 3,777 | Other non-durable household goods -0,1
203.775 9,307 | Medicines and other pharmaceutical products 7,6 7,4 7,5 7,5 7,5 7,3 73 73 73 73 23 23 58 59 | 59 65 65
6,549 | Therapeutic appliances and equipment -0,1
47,126 | Motor vehicles =13 -5,6 “55 6,5 55 -7,0 -5,8 42 -36 -20 -26 -20 2,2 -0,2 0,0 -0,4 -0,5
2,182 | Other vehicles -1,3 0,8 -1,5 -1,5 2,7 31 2,4
1,51 Spare parts and maintenance accesories -0,9 -1,5 -2,4 -2,3 -2,0 -0,9 -1,0 -4,1 09 -07 -0,3
0,686 | Telephone equipments -26,7 25,8 -33,0 -34,4 -37,2 -35,0 33,7 37,3 -368 -323 -241 -230 -21,6 241 | -16,7 -238 -257
4,93 |Equip. recep., record. and rep. of sound and pictt  -9,9 -10,6 12,4 -12,9 -13,4 -13,5 -13,4 13,2 -13,4 -13,7 -144 -148 -14,7 -14,2 | -12,5 -12,3 -12,7
1,188 ic and ci i i -16,2 -16,1 -15,0 -14,9 -17,1 -17,4 -17,9 -18,4 -19,0 -19,8 -19,8 -21,4 -20,8 -194 | -19,3 -19,0 -18,0
4,196 | Information processing equipments 7,6 =72 -8,4 -9,1 o -11,0 -11,6 -11,6 -11,7 -144 -17,0 -16,8 -17,2 -18,2  -19,9 -20,7 -21,5
2,242 |Recording media 0,8 0,4 0,2 -0,3 -04 -08 -09 -08 -07 -03 -0,5 41,1 1,4 1,0 -0,9
6,062 |Games and toys 2,4 2,7 3,5 3,6 3,7 3,0 4,6 1,1 -1,5 -5 -0,8 -0,6 41,2 04 -05 -04
0,797  |Large sports equipment -0,2
0,84 Other recreational and sporting articles -1,2 -0,8 -1,0 -0,7 -0,3 03 -05 -09 -1 -04 -0,3
2,003 |Gardens, plants and flowers 0,3 0,8 1,7 0,9 0,5 04 -02
18,568 | Personal care articles 0,5 0,1 0,1
2,812 | Other articles for personal use -0,8 -0,9 -0,8 -0,8 -1,2 -4,0 -04 -02 -04 -0,7 -0,5 0,0
1,201 | Hospital services 0,1 0,1
3,478 | Other services in respect of personal transport e -0,9
3,321 | Air transport -0,9 -1,2 -0,1 -1,3 -1,7 -1,0 -1 1,0
SERVICES 14,761 |Package holidays -6,3 3,7 -4,3 -4,9 -3,5 -2,7 -1,6
30.285 1,158 | Obligatory education -4,5 -4,0 21 21 21 21 21 21 2,1 2,1
7,524 |Hotels and other lodgings -1,7 -1,4 -1,7 -2,3 3,1 41,3 33 1,7 07 -5,0
8,982 |Beaf
6,111 | Pork -4,8 4,6 -4,6 =50 =55 =ir/3) OISO R R S 7 ) =il (i) -0,2
3,028 | Sheep meat -4,6 4,2
7,642 | Poultry 7,7 -5,8 -4,2 2,3 -3,0 -3,5 -45 54 -44 -13 -1,3
NON- 1,453 | Other meats, viscera and other non-meat edibles -4,4 -4,9 -3,9 -5,7 -4,2 -1,9 40 -35 -24 -1,2
PROCESSED 10,066 |Fresh fish -0,8 2,6 -2,8 235 5] e D R O B O s -4,6 6,6 -1,9
FOOD 2,247 |Frozen fish 3,2 2,8 2,8 22,2 -1,7 41,5 -4,7 -1,6 -1,3 -0,7
71.295 5436 | Crustaceans and molluscs -1,0 13 0,7 1,4 -1,8 20 28 43 33 29 1,4 4,9 | 13 01 02
1,804 |Eggs -0,6 0,3
13,013 |Fresh fruits 4,1 4,1 4,1 3,8 33 2,7 08
8,677 |Fresh vegetables -1,6 0,5
2,836 | Potatoes and processed potato products -8,8 -10,0 -11,3 -12,4 -13,6 -14,3 -151 -12,4 -1,3 -1,7
ENERGY 11,988 |Gas -16,2 -19,7 -19,7 -18,3 -15,7 -15,7 -152 -13,4 -13,4 -10,8
11,988 4,441 | Other fuels 11,5 28,2 37,5 37,2 451 -43,4 -42,4 -388 -360 -268 288 | -7,0
57,898 | Fuels and lubricants -9,5 -15,1 -154  -23,3 -22,2 -24,0 -204 -22,4 -17,9 -19,6 -6,5
I:::s'we'g"t in COICOP subclasses with negative year-on-year 4295 4120 4006 3690 4449 4204 4213 3848 3530 3435 331,4 3060 2858 2811  203,1 1332 1058

*With the sum of the weights of the sub-groups witn negative YoY price variations in the last month.
In shaded area the items with negative year-on-year inflation since January,2009.

Source: INE & IFL(UC3M)
Date: March 12, 2010
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CONSUMER PRICE INDEX AND COMPONENTS IN SPAIN
Annual rates of growth (With assumption of VAT increment in July, 2010)
Consumer Prices Index
Core Residual
Processed .
f°°q Tobacco Nizgu‘esr:reiragly Services |[TOTAL Qonfidence proI::a)snsed Energy | TOTAL TOTAL ﬁ]otg:\;itle:(:
excluding goods intervals at food 100% 809% *
tobacco 80% *
Weights 2010 12,0% 2,0% 29,2% 39,6% | 82,7% 7,1% 10,1% | 17,3%
2002 3,9 7,4 2,5 4,6 3,7 5,8 -0,2 2,6 3,5
:tl 2003 2,9 3,8 2,0 3,7 2,9 6,0 1,4 3,6 3,0
g 2004 3,3 5,6 0,9 3,7 2,7 4,6 4,8 4,7 3,0
Z W0 2005 3,0 6,6 0,9 3,8 2,7 3,3 9,6 6,5 3,4
< 2006 3,9 1,5 1,4 39 | 2,9 4,4 80 | 63 | 35
9 § 2007 3,0 8,8 0,7 3,9 2,7 4,7 1,7 3,2 2,8
E 2008 6,9 3,5 0,3 3,9 3,2 4,0 11,9 8,5 4,1
<>t 2009 -0,7 11,7 -1,3 2,4 0,8 -1,3 -9,0 -5,4 -0,3
2010 -1,2 11,8 -0,6 13 05 + 046 -11 11,1 6,1 15 + 0,80
2011 -0,2 6,9 0,2 1,7 1,0 + 0,71 1,7 4,5 34 15 + 1,49
January 2,3 4,0 -0,3 3,6 2,0 1,3 -9,3 -4,8 0,8
February 1,3 4,7 -0,7 3,3 1,6 2,2 -8,1 -3,7 0,7
March 0,6 4,7 0,6 2,7 1,3 0,8 -11,6 | 64 | -0,1
April 0,1 4,7 -0,7 3,1 1,3 0,0 -124 | 71 | -0,2
May -0,7 4,7 -0,8 2,6 0,9 -0,6 -15,3 -9,1 -0,9
8| June -1,1 11,1 -1,1 2,4 0,8 2,7 -142 | 9,1 | -1,0
8 July -1,6 17,6 -1,5 2,1 0,6 -2,7 -15,9 | -10,2 -1,4
August -1,7 17,6 -1,8 1,9 0,4 -2,5 -10,2 | -6,5 -0,8
September -2,1 17,6 -2,1 1,8 0,1 -2,5 -10,2 -6,5 -1,0
October -2,1 17,7 -2,1 1,6 0,1 -2,6 -6,6 -4,3 -0,7
November -2,0 17,7 -1,7 1,6 0,2 -2,7 1,9 0,6 0,3
December -1,8 17,7 -1,7 1,6 0,3 -3,1 7,5 3,4 0,8
January -1,9 16,6 -1,7 1,2 0,1 -3,2 11,4 | 56 1,0
February -2,0 17,2 -1,5 1,1 0,1 -3,8 9,9 4,4 0,8
" March -1,9 17,1 -1,5 1,2 01 0,19 -2,7 138 [ 71 1,3 10,18
Jg April -1,6 17,0 -14 0,9 01 + 0,30 -2,1 14,4 7,7 13 + 0,36
b May -1,2 17,0 -1,2 1,0 02 + 0,39 -15 14,1 7,7 15 + 0,54
§ E June -1,1 10,3 -0,9 1,0 02 * 0,46 -0,9 97 | 53 1,1 + 074
&N July -0,7 8,2 -0,6 14 06 =+ 0,54 -0,4 119 6,9 1,7 + 0,93
2 August -0,7 8,2 -0,1 1,6 0,8 + 0,60 -0,2 9,3 54 1,6 + 1,07
E September -0,6 8,2 0,4 1,6 1,0 + 0,69 -0,3 108 | 62 1,9 +1,22
October -0,7 81 04 1,7 1,0 = 0,76 0,1 111 | 6,6 20 + 1,33
November -0,7 81 0,5 1,6 1,0 + 0,84 0,5 84 51 1,7 +144
December -0,7 8,1 0,5 1,6 1,0 + 091 1,0 8,8 5,6 18 + 1,53
January -0,6 7,5 0,5 1,8 1,1 * 0,98 1,0 71 4,5 1,7 + 161
February -0,2 53 0,5 1,9 1,2 * 1,04 1,5 74 | 49 1,8 =+ 1,69
March 0,0 6,6 0,5 1,9 1,3 + 1,08 1,8 54 3,9 1,7 + 1,77
April 0,0 7,4 0,6 1,9 1,3 * 1,10 2,1 5,5 41 1,8 1,80
May 0,1 8,3 0,6 2,0 14 + 1,11 2,2 53 4,0 1,8 + 1,81
o) June 0,1 9,5 05 2,0 1,4 + 1,08 2,1 51 38 18 +181
Q& ouy -0,2 6,3 0,3 1,6 1,0 * 1,05 1,9 34 | 27 | 1,3 +181
August -0,3 6,3 0,1 1,5 09 + 1,07 1,7 3,2 2,6 12 + 1,81
September -0,3 6,4 -0,1 1,5 08 + 1,10 1,6 3,2 2,6 1,1 + 1,81
October -0,3 6,4 -0,1 15 08 + 1,14 1,6 31 2,4 1,1 + 1,81
November -0,3 6,5 -0,2 15 08 + 1,14 1,7 31 2,5 1,1 + 1,81
December -0,3 6,7 -0,2 15 08 1,14 1,8 30 | 25 1,1 +181

* Confidence intervals calculated with historial errors
*The figures in the shaded area are Forecasts
Source: INE & IFL(UC3M)

Date: March 30, 2010
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CONSUMER PRICE INDEX AND COMPONENTS IN SPAIN
Monthly rates of growth (With assumption of VAT increment in July, 2010)
Core Residual
Profcesdsed Non energy Non
00. Tobacco industrial Services TOTAL processed Energy TOTAL
excluding
tobacco goods food
Weights 2010 12,0% 2,0% 29,2% 39,6% 82,7% 7,1% 10,1% 17,3%
> 2008 0,5 2,4 -3,8 0,5 -1,0 0,6 1,4 1,1 -0,6
S| 2009 -0,1 2,7 -4,4 0,3 -1,4 0,3 -0,8 -0,4 -1,2
S| 2010 -0,2 1,8 -4,4 -0,1 -1,6 0,2 2,8 1,8 -1,0
7| 2011 0,0 1,2 -4,4 0,1 -1,5 0,2 1,1 0,7 -1,1
>| 2008 0,7 0,9 -0,2 0,5 0,3 -1,6 0,0 -0,7 0,2
S| 2009 -0,3 1,6 -0,6 0,2 -0,1 -0,7 1,3 0,5 0,0
1
3 2010 -0,4 2,1 -0,4 0,1 -0,1 -1,4 0,0 -0,6 -0,2
Y| 2011 0,0 0,0 -0,4 0,2 0,0 -1,0 0,3 -0,2 -0,1
= 2008 0,4 0,1 0,9 0,8 0,7 0,1 2,8 1,7 0,9
©| 2009 -0,3 0,0 1,0 0,3 0,4 -1,3 -1,1 -1,2 0,2
2 2010 -0,2 0,0 1,0 0,4 0,5 -0,1 24 1,4 0,6
2011 0,0 1,2 1,0 0,3 0,5 0,2 0,5 0,4 0,5
—_ 2008 0,3 0,1 2,9 0,2 1,1 0,4 1,2 0,9 1,1
£ T | 2009 -0,3 0,1 2,7 0,6 1,2 -0,4 0,3 0,0 1,0
g < | 2010 0,0 0,0 2,8 0,2 1,1 0,3 0,8 0,6 1,0
@ 2011 0,0 0,8 2,9 0,3 1,1 0,6 1,0 0,8 1,1
o 2008 0,3 0,0 0,3 0,2 0,3 0,1 4,3 2,6 0,7
E = | 2009 -0,5 0,1 0,3 -0,3 -0,1 -0,5 0,9 0,3 0,0
3 = | 2010 -0,2 0,0 04 -0,1 0,1 0,0 0,6 0,4 0,1
= 2011 -0,1 0,8 0,4 0,0 0,1 0,0 0,4 0,3 0,2
E;a 2008 0,3 0,0 -0,2 0,5 0,2 1,3 3,1 2,4 0,6
2 21 2009 -0,2 6,1 -0,5 0,3 0,0 -0,8 4,4 2,4 0,4
£ A | 2010 0,0 0,0 -0,2 0,2 0,0 -0,1 0,4 0,2 0,1
g 2011 0,0 1,1 -0,2 0,2 0,1 -0,2 0,1 0,0 0,1
2 2008 0,2 0,0 -3,6 0,7 -0,9 -0,1 2,3 1,4 -0,5
> % 2009 -0,3 6,0 -3,9 0,5 -1,1 -0,1 0,3 0,1 -0,9
_2 = | 2010 0,1 4,0 -3,6 0,9 -0,7 0,5 23 1,6 -0,3
'§ 2011 -0,1 1,0 -3,9 0,5 -1,1 0,3 0,7 0,5 -0,8
g ~ | 2008 0,2 0,0 -0,2 0,6 0,3 0,0 -3,9 -2,4 -0,2
= % 2009 0,1 0,0 0,5 0,5 0,1 0,2 2,5 1,7 0,3
] 3: 2010 0,1 0,0 0,0 0,6 0,3 0,4 0,2 0,3 0,3
E 2011 0,0 0,0 -0,2 0,5 0,2 0,3 0,0 0,1 0,2
> o | 2008 0,2 0,0 1,1 -0,5 0,2 0,4 -1,8 -0,9 0,0
a
l:'_: £ | 2009 -0,2 0,0 0,8 -0,7 -0,1 0,3 -1,7 -1,0 -0,2
[}
E '§ 2010 -0,1 0,0 1,3 -0,6 0,1 0,2 -0,5 -0,2 0,1
z|a 2011 -0,1 0,1 1,1 -0,6 0,0 0,1 -0,5 -0,2 0,0
= 2008 0,1 0,0 2,7 0,0 0,9 -0,4 -3,9 -2,4 0,3
S| 2009 0,0 0,0 2,7 -0,1 0,9 -0,5 0,0 -0,2 0,7
g 2010 -0,1 0,0 2,8 0,0 0,9 0,0 0,3 0,2 0,8
2011 -0,1 0,0 2,8 0,0 0,9 0,0 0,1 0,1 0,8
g 2008 0,0 0,0 1,0 -0,2 0,3 0,1 -6,6 -3,8 -0,4
£ | 2009 0,1 0,0 1,4 -0,2 0,4 -0,1 1,9 1,2 0,5
% 2010 0,1 0,0 1,4 -0,2 0,4 0,3 -0,5 -0,2 0,3
Z | 2011 0,1 0,0 1,4 -0,2 0,4 0,4 -0,6 -0,2 0,3
E 2008 -0,1 0,0 -0,5 0,3 0,0 0,6 -5,8 -3,0 -0,5
€| 2009 0,1 0,0 -0,4 0,3 0,0 0,2 -0,6 -0,3 0,0
§ 2010 0,1 0,0 -0,4 0,3 0,0 0,7 -0,2 0,1 0,0
Q| 2011 0,1 0,2 -0,4 0,3 0,0 0,8 -0,3 0,2 0,0

* The figures in the shaded area are Forecasts
Source: INE & IFL(UC3M)

Date: March 30, 2010
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FORECASTS ERRORS IN SPAIN

year-on-year rates

ONEMONTH AHEAD AND TWELVE MONTHS AHEAD
FORECASTS FOR THE SPANISH CPI
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INFLATION IN SPAIN
Annual rates, February, 2010
Consurmer Price Index | Weights Observed | Forecasts ICn(zngl;ZCaet
CPI 2010

80%
Processed food 14,54 0,50 0,69 0,49
g'gg&i“ergy ndustrial 59 07 1,53 -1,29 0,31
Services 39,80 1,09 1,23 0,16
CORE 83,36 0,10 0,26 0,18
Non-processed food 6,55 -3,82 -3,42 1,00
Energy 10,09 9,92 9,82 0,74
RESIDUAL 16,64 4,48 4,52 0,76
TOTAL 100 0,83 0,99 0,16

Source: INE & IFL (UC3M)

Date: March 30, 2010
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INFLATION BY COMPONENTS IN THE CONSUMER PRICE INDEX OF SPAIN
Annual average rates
Weoh® 2006 2007 2008 2009 | 2010 2011
AE Iessf::sbacco & 9.8 2,8 4,5 7,4 0,1 -11 -0,2
Processed Oils & Fats 0,6 23,4 -16,8 2,2 -11,4 -1,2 0,2
food Tobacco 16 15 88 35 11,7 | 11,8 69
12,0 3,6 3,7 6,5 0,9 0,6 0,8
Vehicles 5,6 2,3 1,4 05 -38 | -22 15
Non eneray Footwear 18 1,6 1,3 1,4 04 | 02 01
industrial Clothing 6,6 1,1 0,9 0,4 -2,1 -0,5 -0,5
goods Rest 15,1 1,2 0,3 03 01 | -01 0,2
29,2 1,4 0,7 0,3 -1,3 -0,6 0,2
Postal services 0,0 5,7 3,6 2,8 2,8 44 2,0
Cultural services 1,9 2,4 3,1 2,8 2,7 0,2 1,3
Education 0.9 3,5 4,1 3,4 2,5 24 2,6
Hotels 0,8 3,6 5,5 4,2 -1,4 0,0 -0,5
Health 2,4 4,1 4,2 4,1 3,9 29 3,0
ng.ﬁgrf 19 4,4 4,2 4,4 3,4 2,6 18
Services Restaurants 1,8 4,5 4,8 4,7 2,2 1,5 2,1
Telephone 3.7 ‘1,4 03 0,6 0,1 00 02
Transports 5.5 4,2 3,1 4,1 3,1 1,9 1,7
Package holidays 14 3,1 0,6 4,5 0,2 -4,5 0,7
University 0,5 5,0 53 5,2 5,3 3,5 4,0
Housing 5,4 4,7 4,6 4,1 3,0 1,9 1,9
Rest 3.3 4,3 3,9 3,8 2,4 1,3 1,4
39,6 3,9 3,9 3,9 2,4 1,3 1,7
M eat 2,7 6,0 52 3,9 -0,6 -1,2 2,7
Fruits 13 0,1 4,5 9,4 03 | =21 15
Eggs 0,2 2,8 4,3 10,7 1,2 -0,3 -0,1
pm':g:sed Vegetables 0.8 -0,8 6,4 2,4 21 | -02 42
foods Mollusc 0,6 2,3 0,1 -0,2 -2,2 0,1 2,9
Potatoes 0,3 17,6 8,4 -1,7 -7,0 -3,8 1,6
Fish 13 5,7 2,5 1,2 46 | -09 -21
7.1 4,4 4,7 40 -1,3 | -11 1,7
Heat energy 5,9 6,6 1,4 13,0 -15,2 15,7 3,5
e Fuels 0,5 11,8 -0,8 23,5 -32,7 24,1 5,2
Electricity and gas 3,7 9,6 2,1 8,7 2,1 2,3 6,1
10,1 8,0 1,7 11,9 90 | 111 45
* The figures in the shaded area are forecasts
Source: INE & IFL(UC3M)
Date: March 30, 2010
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BY SPECIAL GROUPS IN SPAIN

CHANGE IN FORECASTS OF ANNUAL RATE OF INFLATION
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Spain. Inflation
FORECASTS FOR 2009 ANNUAL AVERAGE CPI GROWTH RATE BY COMPONENT

TOTAL CPIINDEX CORE INDEX
3,0 3,0

i\ 9 . c’\%\
A TS

1,0 0,5
2009 2010 2009 2010
RESIDUAL INDEX SERVICES
6
4,0
P \
5 f 3,5

N AN
AN
A

2,0 ;‘

R
! 1,0
2009 2010 5009 5010
PROCESSED FOOD UNPROCESSED FOOD
5

0 Ol
1 YNV N\
Y 1 xaN
[e]
0 -2
2009 2010 2009 2010
ENERGY NON-ENERGY INDUSTRIAL GOODS

10 1,0

. Ao
6 /o\/\o/ 0,0 (\R
4 0,5

AVA AV

o) 19

\(\‘ .
o

0 -1,5
2009 2010 2009 2010

Note: These graphs show the average anual CPI growth rates forecast in the Bulletin published in the month on the abscissa
Source: INE & IFL (UC3M)
Date: March 30, 2010

Page 57




Spain. Inflation forecasting by sub-groups

INFLATION FORECASTING BY SUB-GROUPS IN SPAIN

The tables and graphs show the observed and forecast annual rates for 2009, according to the
five special groups.

CONSUMER PRICE INDEX BY SUBCLASSES IN SPAIN
Annual average rates of growht

CONSUMER PRICE INDEXBY SUBCLASSES 2007 2008 2009 | 2010 2011
IN SPAIN PROCESSED FOOD
Average annual rates of growht Rice 27 188 168  -96  -24
20 Flours and cereals 3,7 8,7 0,5 -2,2 0,8
* Bread 8,2 8,9 0,0 -04 -0,7
- Pastry goods, cakes, mixes and doughs for bakery p. 2,6 7.5 1,6 0,4 2,0
10 Farinaceous-based products 3,9 18,5 -5,8 -2,1 -1,2
Delicatessen type meat products 3,9 33 0,4 -0,3 -0,5
Processed meat products 2,3 4,8 2,3 0,0 1,0
0 Preserved and processed fish 3,7 53 0,7 -0,2 1,8
. Milk 10,0 156  -83 42 -1,0
o -10 Other dairy products 3,1 7,6 -2,2 =Tl =7/
8 a o Cheeses 3,7 10,0  -0,4 0,4 1,7
~ Preserved fruits, nuts and dried fruits 0,5 2,1 0,4 -1,8 -1,4
-20 a Dried pulses and vegetables 3,8 10,8 -1,0 =il 7/ -0,5
Frozen and preserved pulses and vegetables 6,3 7.8 0,7 -1,4 -0,8
Sugar 1,6 0,3 -6,9 -54 -1,0
-30 B Chocolates and confectionery 2,8 53 0,5 0,8 2,5
i @ Other food products 3,5 8,7 4,2 0,4 -0,8
: Baby food 37 -1,7  -14  -18
-40 Coffee, cocoa and infusions 4,7 7,1 1,3 0,4 1,8
Mineral water, soft drinks, fruit and vegetable juices 2,5 4,0 3,0 -0,9 0,6
35 25 15 5 5 15 25 35 Spirits and liqueurs 25 45 19 18 23
Wines 2,5 4,7 0,1 -0,4 0,5
2008 ) ) Beer 36 55 43 1,4 33
* Processed food 8 Non-energyind ustrial goods Tobacco 8,8 3,5 11,7 11,8 6,9
A Services X Non-processed food Butter and margarine 4,6 16,2 0,9 1,8 24
Qils -184 1,1 -126 041 0,2
9 Energy NON-ENERGY INDUSTRIAL GOODS
Men's outerwear 0,4 0,1 -2,0 -0,4 0,3
Men's underwear 1,9 1,2 0,0 1,2 14
Women's outerwear 1,4 0,3 -2,7 -1,6 -0,9
Women's underwear 1,1 1,4 0,0 1,1 -1,4
CONSUMER PRICEINDEXBY SUBCLASSES Children's and infants' garments 1,5 0,6 -1,4 1,1 -0,8
IN SPAIN Clothing accessories of garments 7,2 1,4 -0,2 1,3 -1,2
Average annual rates of growht Men's footwear 19 L3 00 04 13
10 Women's footwear 0,7 1,6 -0,7 0,4 -0,2
Children's and infants' footwear 1,6 1,3 -0,5 -0,5 -13
Motor vehicles 1,4 -0,5 -4,1 23 1,4
A . Other vehicles -0,6 =24 1,0 -0,9 1,3
Spare parts and maintenance accessories 3,9 4,6 -0,7 1,4 4,0
5 Materials for the maintenance and repair of the dwe 5,7 51 3,0 1,8 il
Water supply 54 4,9 57 SA 4,7
Furniture 3,9 3,9 1,1 il 58 il
o a Other equipments 4,8 2,7 0,5 0,8 2,5
8 0 = Household textiles 2,1 2,2 0,5 0,4 0,9
~N Refrigerators, washing machines and dishwashers -1,3 -1,9 -1,0 =i s =il,3
Cookers and ovens 0,5 -0,8 0,1 =4 -0,9
a X Heating and air conditioning -1,1 -0,5 0,8 1,2 0,0
-5 X Other household appliances 0,3 -0,2 0,5 0,6 0,4
Glassware, crockery and cutlery 1,6 3,1 2,6 1,0 1,5
X b Other kitchen utensils and furnishing 4,2 3,7 2,6 2,5 2,6
Tools and accessories for house and garden 4,1 3,0 1,9 2,0 2,3
10 Cleaning household articles 1,4 1,7 1,9 0,2 1,2
Other non-durable household articles 2,7 2,7 1,4 0,3 0,9
-10 -5 0 5 10 Medicines and other pharmaceutical products -9,0 -6,5 -6,3 -4,6 =3
2008 Therapeutic appliances and equipment 1,7 3,6 1,0 1,6 1,9
. . Telephone equipments -5,2 -25,7 -30,9 -20,6 -25,1
¢ Processed food 8 Non-energy industrial goods Equip.for the reception, recording and reproduction -11,4  -12,7  -13,7  -10,5 -13,0
A Services %X Non-processed food Photographic and cinematographic equipments -145 -180 -185 -180 -22,7
o) Energy Information processing equipments -20,0 -21,5 -13,3 -10,6 -18,3
Recording media -1,3 -0,9 -0,4 -0,1 0,0
Games and toys -0,8 -0,4 -1,8 -1,5 -1,1
Large sports equipment -0,5 0,6 4,3 1,2 2,0
X Other recreational and sporting articles 0,0 1,1 -0,6 0,1 -0,1
The graph below zooms on the grey area marked in the Gardens, plants, flowers and pets 41 53 28 13 23
previous figure. pooks ) 29 20 22 1820
papers and magazines 1,4 2,2 3,6 245 1,8
Source: EUROSTAT & IFL (UC3M) Material de papeleria 2,7 3,7 32 1,8 2,3
Date: March 12, 2010 Personal care articles 2,1 2,2 0,8 0,5 1,3
Jewellery, costume jewellery, clocks and watches 9,7 11,1 7.5 7.9 6,5
Other articles for personal use 0,8 1,1 -0,6 0,6 0,4

1. There exists a small agregation causad by the fat that
sume sub-group contains goods and services taht belong
to different spacial groups.
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CONSUMER PRICE INDEX BY SUBCLASSES IN SPAIN
Annual average rates of growht
2007 2008 2009 | 2010 2011 CONSUMER PRICE INDEXBY SUBCLASSES
Maintenance and repair services 45 48 4,1 2,4 2,7 Average annual rates of growht
Other services related to vehicles 3,7 3,3 1,3 -0,8 -0,6 20 i
Railway transport 4,2 3,7 55 4,7 4,2 c')
Road transport 39 4,2 53 1,4 1,7 .
Air transport 3,0 13,7 3,0 1,0 1,9 10 ot ety (it
Other transport services 3,9 7,3 7,0 59 3,7 | :- ]
Insurances connected with transport 1,7 2,0 1,3 1,5 0,6 | |
Restaurants, bars, coffee bars, canteens 4,8 4,7 2,2 1,5 2,1 0 - | t
Hotels and other lodgings 55 42  -1,4 00 05 I |
Package holidays 0,6 4,5 0,2 -4,5 0,7 * L x |
Higher education 53 52 53 3,5 4,0 o — e ——— N
Postal services 36 28 28 44 20 o -10 =
Telephone services 0,3 0,6 0,1 0,0 0,2 N
Rentals for housing 4,4 4,2 31 0,7 -0,1 ]
Services for the maintenance and repair of the dwel 5,5 51 1,4 0,0 0,1 -20 o
Sewerage collection 4,6 3,4 3,8 3,6 4,0
Out-of-hospital medical and paramedical services 4,0 4,9 2,2 1,9 2,8
Dental services 3,2 3,2 2,4 1,6 1,8 -30
Hospital services 3,6 3,4 0,9 1,1 2,6
Medical services 53 4,7 6,9 52 4,6 -35 -25 -15 -5 5 15 25 35
Recreational and sporting services 2,8 1,7 2,1 0,3 1,7 2009
E:;Lt garg:;erwces i:: ;:i ;:; g:ﬁ ;:é * Processed food B Non-energy industrial goods
Repair of footwear 58 6,2 4,2 3,6 4,0 A Services X Non-processed food
Domestic service and other household services 4,4 4,8 3,0 2,7 2,2 o Energy
Insurances connected with the dwelling 3,6 3,5 4,4 2,4 0,8 )
Personal care services 41 4,0 14 0,9 0,8 *The figures for 2010 are forecasts
Social services 52 4,6 4,0 2,4 2,7
Other insurances 3,9 3,9 4,5 2,1 2,9
Financial services 7.8 4,7 3,6 4,3 0,5
Other services 2,2 2,2 2,2 0,6 1,2
Repair of household appliances 39 4,3 4,2 3,2 4,0 CONSUMER PRICE INDEXBY SUBCLASSES
Repairs and cleaning of garments 3,8 4,7 2,4 0,6 0,1 IN SPAIN
NON-PROCESSED FOOD Average annual rates of growht
Beef 6,0 4,0 1,7 1,0 42 10
Pork 2,7 1,6 -3,8 =il 3 ilys
Mutton -0,7 53 19 0,3 3,8
Poultry 9,7 43 -1,9 -4,9 1,0
Other meats, viscera and other non-meat edibles 0,1 7,0 -1,5 0,7 &) 5 2
Fresh fish 2,5 1,2 46  -09 -19
Crustaceans and molluscs 0,1 -0,2 -2,2 0,1 2,9
Eggs 43 107 1,2 03 01
Fresh fruits 4,5 9,4 0,3 -2,1 1,5 * 0
Fresh pulses and vegetables 6,4 2,4 2,1 -0,2 4,2 3
Potatoes and processed potato products 8,4 -1,7 -7,0 -3,8 1,6 8 .
ENERGY x
Electricity and gas 2,1 8,7 2,1 2,3 6,1 5 o
Other fuels 08 235 32,7 241 52 *
Fuels and lubricants 1,4 13,0 -15,2 15,7 3,5 .
-10
-10 -5 0 5 10
2009
* Processed food B Non-energyindustrial goods
4 Services x Non-processed food
O Energy

*The figures for 2010 are forecasts

The graph below zooms on the grey area marked in the
previous figure.

Source: EUROSTAT & IFL (UC3M)

Date: March 12, 2010
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The economic crisis
/s leading to many
Jjob losses in the
Spanish economy, a
much more severe
impact than on the
GDP, so apparent
labour productivity
/s steadlily
recovering.

ECONOMY
The limited productivity growth
traditionally present in the Spanish

economy has always been one of its weak
points, particularly in the period of growth
since the late 1990s. Productivity is a key
factor in an economy, as real salaries,
payment for other productive factors,
competitiveness and potential long-term
growth all depend on it. In the current
economic context, therefore, recovery of
productivity should continue to be one of
the priority objectives of Spanish economic
policy. Jobs are being destroyed rapidly
since mid-2008, and employment is falling
faster than the GDP, leading to
considerable recovery of productivity,
which has increased its growth rate

( ) IV.3. THE RECENT EVOLUTION OF PRODUCTIVITY IN THE SPANISH

number of hours worked; estimations of
the latter, however, present some
homogeneity problems and are not very
precise, so we use employment. When
quantifying employment, the most
suitable of all the available indicators is
equivalent to full-time employment as
estimated in the National Accounts. The
use of this indicator attempts to
overcome the implicit bias derived from
the use of other employment indicators
such as the active population survey,
which does not homogenise employment
with different working hours.

This way of measuring productivity
per worker or apparent labour

; Our productivity o
to 3.3% in 2009 from the 0.7% | 0 orems |productivity presents several well
registered in the year before the year and the next | known limitations, although it
crisis, 2007. This improvement in| show that thisrate | Jovin e to be the most

productivity is due to a drop in
employment. It is only temporary

of growth will
decrease, to 2.5%

commonly used procedure in

mpor in 2010 and 0.7% | practice. These limitations include
and responds to th.e. antljcycllcal in 2011, returning | the fact that it attributes all
nature of productivity in the| o thegrowth rates

Spanish economy since the late
1980s (unlike other western
economies). What is required is an
increase in labour productivity that is not
based on employment but on product
growth.

IV.3.1. The evolution of productivity

Labour productivity defined as the ratio

EN

[ - N NI N

o
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between real
Graph 1v.3.1.1 product and the
GROSS DOMESTIC PRODUCT, EMPLOYMENT AND labour factor
LABOURPRODUCTIVITY IN SPAIN ; ;
Annual average rates Used . in It.S
production is
"""""""""""""""""""""""""" usually
= S vo_o»—o\oﬂ/\\ estimated by the
----- real GDP/
employment
| i M i ratio.
exzagszagzssssgge g | Employment s
a0 000 OO O O O O O O O O o o
- H A A NNANNNNNNNNNN norma”y
GDP —o—Labour productivity Employment quantiﬁed as the
number of
Source: INE & IFL employed

individuals or the

prior to the present
ECconomic crisis.

\ ) productivity of other factors too.

production to a single productive
factor, thus reflecting the

Also, part of production is not
attributable to the labour and capital
production factors but depends on
multiple factors, such as the impact of
factors such as organisational
improvements, technical progress, R&D
investment, etc., on production. This
measurement is known as total factor
productivity in the context of growth
accounting. Within  the  neoclassic
approach, it is known as Solow’s residual
and usually provided as information
supplementary to ALP analyses.

The information on graph IV.3.1.1 shows
that, since the mid-1990s, high GDP
growth has been based on heavy growth
in employment, while productivity grew
but moderately with a small contribution
to GDP growth. The economic crisis is
leading to many job losses in the Spanish
economy, a much more severe impact
than on the GDP, so apparent labour
productivity is steadily recovering.



Indeed, in 2009 the ALP growth rate was
3.3%, more than double that of 2008
(1.5%) and nearly five times that of 2006
and 2007 (0.7%). This increase in
productivity is due to the heavy
adjustment of employment due to the
economic crisis and to the fact that
employment has fallen much more than
the GDP. Last year, equivalent to full-time
employment registered a fall of 6.7%, with
the GDP falling much less (3.6%). Our
productivity forecasts for this year and the
next show that this rate of growth will
decrease, to 2.5% in 2010 and 0.7% in
2011, returning to the growth rates prior
to the present economic crisis.

The quantitative information regarding the
evolution of ALP and TFP for Spain and the
euro area in 1995-2009 is provided in table
Iv.3.1.1 and graphs 1V.3.1.2 and 1V.3.1.3.
An analysis of this information

Spain. The recent evolution of productivity in the Spanish economy.

1.5% growth, and
particularly in 2009

AT
Graph Iv.3.1.2

(3.30/0), LABOURPRODUCTIVITY
productivity 40 theati s
recovered 30

considerably.  For

2010 and 2011,

however, the

growth rate will be | , | ' q.n sewosres
lower, 2.5% in @,

2010 and 0.7% in
2011, following a
pro-cyclical pattern,
thus returning to
2007 levels.

1996
1997
1998
1999
2000
2001
2002
2003

Source: INE & E

ALP growth in Spain is considerably
lower than in the euro area in most of
the years considered, except for 2008
and 2009 when, due to the contra-
cyclical performance of productivity in

Spain and the opposite in the euro

reveals some characteristic features

The recovery of | @rea, Spanish ALP growth was
of the performance of productivity| ALPin2008and |higher than in the euro area. TFP
from the mid-1990s to date. 2009 was due to | a|so grew less than ALP and has

the contra-cyclical . . i

Py been clearly declining since 2001;

The following can be seen: productivity in the | it also registers less growth than

5/;%7(’35;/7/ ezggg[’j’s}; in the euro area. This is surprising

« Labour productivity in the| "employmeniis | this period, when new

Spanish economy has registered falling much more teChnOIOgieS boomed, as their

very low growth since 1995,| anteGDP principal effects on productivity
\____ Jshould be seen in this indicator.

bordering on stagnation in some

years (1997-2000). It improved slightly
in 200-2007 and has recovered steadily
in the two years of this crisis.

e Labour productivity shows a clear
anti-cyclical pattern that is not found in
the euro area or other developed
economies.

e TFP tends to decrease, with lower
growth rates than ALP. It has been
clearly declining since 2001.

e In Spain, both labour productivity
and TFP grow less than in the euro
area, except ALP in 2001, 2002 and
2003. TFP decreased in the euro area.

According to table 1V.3.1.1, Ilabour
productivity in the Spanish economy in
1995-2000 registered a low average
annual growth rate (0.3%) and recovered
slightly in 2001-2007, when the average
annual rate was 0.6%. In 2008, with

Unlike Spanish productivity during the
crisis, in the euro area productivity has
fallen from slightly negative in 2008
(0.2%) to much more negative (2.8%) in
2009. This drop in productivity reflects
that GDP contraction, even more so than
in Spain (4% in 2009) was not
accompanied by respective job losses.
Indeed,

employment has

not been much

PRODUCTIVITY OF FACTORS

2004
2005
2006
2007
2008
2009

urostat

ALP growth in
Spain is
considerably
lower than in
the euro area in
most of the
years
considered,
except for 2008
and 2009
when, due to
the contra-
cyclical
performance of
productivity in
Spain and the
opposite in the
euro area,
Spanish ALP
growth was
higher than in
the euro area.

In most
western
economies
proauctivity is
pro-cyclical,

Graph 1V.3.1.3

affected, largely @ 20

due to the high | 15 \&/Y
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employees with | 05 \
indefinite 1 A
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and working hour Source: European Commission (AMECO)
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( \ many jobs, instead of

Graph IV.3.1.4 dismissal. This partly
reflects the support

GDPAND LA?;E?OZF};EEI%E\QITYIN SPAIN g iven by d ifferent

6 national governments

4 it to plans to reduce
> //\ N working  hours in
0 SRR IR { response to the crisis.

I T \ [ This increase in part-
time work is not found
in our labour market.

1996
1997
1998 |
1999
000
2001
2002
2003
2004
2005
2006 |
2007
2008
2009
2010
2011

—G;P —o— Labour productivity
The recovery of ALP in

Source: INE (CNTR) 2008 and 2009 was
due to the contra-
cyclical  nature  of
productivity in the

Graph 1V.3.1.5 Spanish economy,

O oETIC 0D D oot primarily  because
. Year-on-year rates employment is falling
4 much more than the
2 O/M GDP in this period.
0 N\ / This also occurred in
2 V. previous recessions.
Z o Note that the high
eneaszanszusssgo| rate of destruction of
Z2222RAKRKIJIKRKII]/IRKRAER emp|oyment in the
——— GDP —o— Laburproductivity current phase iS

lower than for indefinite employment
contracts. In this respect, most of the
net employment destroyed in Spain last
year was temporary.

This cyclical profile of ALP in the Spanish
economy is unlike what occurs in the
other western economies and the euro
area, where it is usually pro-cyclical (see
graphs 1V.3.1.4 and 1V.3.1.5). Indeed, as
table IV.3.1.1 and graph IV.3.1.5 show,
ALP in the euro area fell in 2008 and
2009, while it was growing considerably
in Spain (see graph 1V.3.1.4). This
characteristic of labour productivity in
Spain has been present since 1985, but
not before.

In most western economies productivity
is pro-cyclical, as shown on graph
1V.3.1.5 for the euro area. This is largely
due to the adjustment costs involved in
employment variations, with Ilabour
accumulating in recessive periods. In
these phases of the cycle, employment
usually decreases less than product, so
productivity growth slows down as a
result of the GDP falling more than

Source: INE (CNTR) largely ~ due  to employment. At other times, product
temporary accelerates and so does employment,
employment which, in  but at a lower rate, as labour was

this country, represents around a third of accumulated in the previous phase, so
all employment, double the euro area the ALP growth rate increases.
figure; dismissal costs are significantly
Table IV.3.1.1
Evolution of productivity
Spain Euro area
individual productivity (TFP) individual (TFP)
Mean rate of variation as %
1995-2000 0.3 0.4 1.1 1.1
2000-2007 0.6 -0.2 0.8 0.5
Annual rates of variation as %
2001 0.4 -0.1 0.4 0.1
2002 0.4 -0.4 0.3 -0.2
2003 0.7 -0.2 0.4 -0.1
2004 0.6 -0.1 1.1 1.1
2005 0.4 -0.2 0.9 0.2
2006 0.7 -0.3 1.5 0.7
2007 0.7 -0.3 1.0 0.7
2008 1.5 -0.2 -0.2 -0.7
2009 3.1 - -2.8 -
Sources: INE and European Commission
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The contra-cyclical
pattern in the Spanish
economy is found since
1985 but not before,
when it was pro-cyclical.
This change is probably
due to the introduction of
a series of temporary employment
measures in 1984, included in the reform
of the Workers' Statute. This reform
promoted temporary employment and
probably led employment to grow more
than necessary in growth phases, as
dismissal is simple in recessive periods,
due to the lower dismissal costs for
temporary employees. The large volume of
temporary employment on the labour
market, which is usually 30% of the total,
although it has now fallen to 25% is easily
dismissed in slow growth periods, so
employment decreases more than product.

The contra-cyclical
pattern in the
Spanish economy
/s found since 1985

but not before,
when it was pro-
cyclical.

IV.3.2. Causes of low productivity
growth

Labour factor productivity directly depends
on capital equipment per employee and
total factor productivity (TFP). The above
tables and graphs show the disadvantage
of this variable. The causes of this low
productivity growth in Spain compared
with the euro area are multiple and varied.
They include:

1. The sectoral structure of the Spanish
economy, with great importance given
to construction and some service fields
such as tourism and catering, which
are labour-intensive, have low
productivity and represent an important
part of total production of goods and
services. Furthermore, they are not the
best sectors for using capital of high
technological content.

2. The low capital equipment per
employee (K/L), significantly lower than
in the euro area. In a way, this is due
to our excessive dependence on
construction and some service fields, as
mentioned above (see graph 1IV.3.2.1).

3. The structure of the Spanish labour
market and how it operates, especially
the segmentation between indefinite

Spain. The recent evolution of productivity in the Spanish economy.

and temporary employees. The high
proportion of temporary contract
employees, who represented a third
of the total in
2009, double
the rate in

EVOLUTION OF CAPITAL BY WORKER

Graph Iv.3.2.1
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costs and

temporary

workers with low dismissal costs.
According to different studies, this is
another of the factors responsible for
the Spanish economy’s low
productivity. Due to this heavy
segmentation of the labour market,
firms have no incentives for investing
in training temporary employees, who
might not be working for them for
very long.

According to different assessments by
institutions such as the OECD, the low
quality of our educational and research
systems. Furthermore, insufficient
competition in many sectors could also
be limiting productivity growth.

Another factor that could have helped to
discourage investment in  capital
equipment in the last ten years, and
hence lead to low productivity, could be
the relative lower cost of the labour
factor relative to capital, resulting from a
considerable increase in the labour
supply, largely from immigration. These
workers could well receive lower salaries
than others.

Most of the employment created since
the late 1990s was for people with little
experience and less qualifications, most
of whom were young immigrants.

Low investment in R&D and workers’
qualifications compared with other
countries, leading to a lower TFP and,
therefore, less ALP growth.

The evolution of
labour factor
proauctivity in
the Spanish
economy
presents large
sectoral
differences.
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IV.3.3. Sectoral productivity rates

The evolution of labour factor productivity
in the Spanish economy presents large
sectoral differences. Graph IV.3.3.1 clearly

shows the
heterogeneity of
productivity growth
in non-agrarian
productive fields.
What the graph first
shows is the greater
growth of industrial
productivity
(including energy) in
1998-2007 than in
construction and
services. Productivity
growth in these two
sectors was either
very low or negative
in this period;
however, since the
start of the crisis,
productivity has
grown in  these
sectors due to their
heavy job losses.
There are reasons
for greater ALP
growth in industry,
starting with the fact
that most industrial
fields are more likely
to register
technological
innovation and more
likely to benefit from

technical  progress
than the tertiary
sector and
construction.

In 1998-2007,
industrial

productivity tended
to grow, showing a
clear increase in the
last two years; this
growth was
systematically

greater than that of
the economy as a
whole, which grew
by an average
annual rate of

1.5%, with ALP growing by just 0.5%.
Indeed, the annual growth rate in 2007
was more than 1.2% and 1.6% in 2006,
considerably greater than in 2005
(1.1%). This evolution of industrial
productivity justified the improvement in
the economy’s total productivity in these
two years (2006 and 2007) and was due
to both the dynamic nature of its value
added and the sector’s moderation in the
creation of employment. Indeed,
employment declined in 2007, possibly
due to the need of industrial firms to
increase productivity in a context of
growing competition. In 2008, however,
productivity fell considerably, by 0.5%,
as a result of a greater drop in activity
(1.5%) than in employment (1%); this
fall was more intense in 2009, to 2.7%,
because the GVA fell by 13.7% and
employment did so by 11.3%.

Services  registered very  modest
productivity growth rates in 2001-2007,
with an average annual growth rate of
0.4%, after small decreases in the
previous few years. In 2007 they started
to grow slightly, with productivity rising
to 1.3% from the 0.2% registered in
2006; growth was more moderate in
2008 (0.6%), but rose heavily in 2009
(1.8%) due to heavy job losses (-3.7%).
Low productivity growth in services,
however, fails to show the high rate of
dispersion between different sectoral
branches, where there is low productivity
in bars and restaurants and high
productivity in communications and
banking services. The latter are very
likely to use technological innovations
and therefore register much greater
productivity growth than industrial
branches. If productivity is broken down
into market and non-market services, the
former grew much less than the latter in
most years of the 2001-2009 period,
except for 2009, when productivity in the
former was 2.5% and 0.9% in the latter.
This was because employment in market
services fell by an annual 4.4%, while

Services registered very modest productivity growth

rates in 2001-2007, with an average annual growth

rate of 0.4%, after small decreases in the previous
few years.




increasing by 1.7% in non-market (public
sector) services. Irrespective of other
factors, the low productivity of market
services in the last decade, with negative
growth in some years, stability in others
and slight increases in others, can partly
be explained by the fact that this sector
made considerable use of immigrant hand
labour, which registers less productivity.

With regards to the evolution of
productivity in construction from 1998 to
2007, it fell in nearly all these vyears,
coinciding with the property boom and the
immigration flows that lowered labour

Spain. The recent evolution of productivity in the Spanish economy.

costs. The only exception was 2002,
when it grew slightly. The fall was
significant in 2007, 1.8%, after 1%
registered in the previous year. The
adjustment of employment in this sector,
however, which started in mid-2007 and
is still continuing to date, has generated
a considerable rise in productivity, up to
21.9%, and this explains most of the
overall improvement in productivity in
the Spanish economy (see graphs
1v.3.3.1 1V.3.3.2 1V.3.3.3). This evolution
is due to the over one million jobs lost in
the sector since the start of the crisis,
over a third of its total employees.

am

With regards to
the evolution of
proauctivity in
construction
from 1998 to
2007, it fell in
nearly all these
years, coinciding
with the
property boom.
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V. SUMMARY OF FORECASTS FOR DIFFERENT AREAS

HOMOGENOUS INFLATION IN THE EURO AREA AND U.S.
Annual average rates
Weights | 5003 2004 2005 2006 2007 2008 2009 _Orecasts
2009 2010 2011
TOTAL
less Owner's equivalent rent of primary residence
Euroarea 100,0 | 2,1 21 22 22 21 33 03 13 1,2
u.s. @ 76,4 | 22 28 37 31 27 43 -0 24 15
CORE
Services less Owner's equivalent rent of primary residence
and Non-energy industrial goods less Food and Tobacco
Euroarea 73,4 20 22 16 15 20 19 1,5 09 09
u.s. 541 1,1 1,6 21 21 1,8 21 21 13 10
COMPONENTS OF CORE INFLATION
Services less Owner's equivalent rent of primary residence
Euroarea 41,4 2,5 2,6 2,3 2,0 2,5 2,6 2,0 14 1,5
u.s.® 32,8 33 36 31 33 34 36 20 15 1,7
Non-energy industrial goods less Food and Tobacco
Euroarea 29,7 o8 o8 03 06 10 08 06 -0,2 -05
U.S. 213 | -21 -10 03 01 -07 -01 -01 10 -0,1
EXCLUDED COMPONENTS FROM CORE INFLATION
Food
Euroarea 19,3 28 23 15 24 28 51 07 06 18
u.s. 13,7 21 34 24 23 40 55 1,8 06 15
Energy
Euro area 9,6 30 45 1101 77 26 103 -81 6,7 3,7
u.S. 8,6 12,2 10,9 169 11,2 55 139 -184 12,0 4,0
8 HOMOGENOUS HEADLINE INFLATION 8 3 HOMOGENOUS CORE INFLATION
6 6
4 4 2
2 % 2
0 0 1
) -2
D R B o+ —_ 0
— o o0 < wn O ~ [} D o —
- o [sa) < wn j¥e} ~ [} [o2} o — o o o o o o o o o — -
E8E58E888¢8%8 REEEEEREERR
HOMOGENOUS SERVICES NON-ENERGY INDUSTRIAL GOODS
5 5 2 2
4 4 1 1 1
3 3 0 0
2 2 -1 9 -1
—UME
1 1 -2 -2
—o—EE.UU.
0 - T T T T T T T T T T + 0 -3 T T T T T T T T T T + -3
2838585 88¢8+¢ z 88388588 ¢8¢z
8888888888 S 8888888 ¢8 &%
- FOOD .
F 30
6 - 6
5 L5 r20
4 = F 10
3 -3 A 0
2 r 2
F -10
1 F1
0 0 F -20
1 1 -30 -30
Ssgs88sgcse8¢g 8 S S8 888888 & EK8
Differential = Euro Area —o—U.S, Differential Euro Area —o—U.S.

1. Excluding owner s equivalent rent of primary residence. 2.This homogeneous measure of core inflation does not coinci-
de with the usual measure of core inflation for the euro area nor for the USA. It has been constructed in order to com-
pare the data inthe euro area and in the USA.

Source: EUROSTAT, BLS & IFL (UC3M)

Date: March 31, 2010
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Summary of Forecasts for Different Areas

INFLATION IN SPAIN AND IN THE EURO AREA
Annual average rates

Weights 003 2004 2005 2006 2007 2008 2009 _orecasts
2009 2010 2011
TOTAL
Spain 1000 30 30 34 35 28 41 03 15 15

Euroarea 1000 2,1 21 22 22 21 33 03 13 1,2
CORE INFLATION
Services and Non-energy industrial goods
Spain 82,5 29 27 27 29 27 32 08 05 1,0
Euro area 83,0 2,0 2,1 1,5 1,5 2,0 2,4 1,3 07 09
COMPONENTS OF CORE INFLATION
Processed food
Spain 13,4 30 36 34 36 37 65 09 06 08
Euroarea 11,9 33 34 20 21 28 61 1,1 05 1,7
Non-energy industrial goods

Spain 30,1 20 09 09 14 07 03 -3 -06 0,2

Euroarea 29,7 o8 o8 03 06 1,0 08 06 -02 -05
Services

Spain 38,9 37 37 38 39 39 39 24 13 1,7

Euroarea 41,4 2,5 2,6 2,3 2,0 2,5 2,6 2,0 14 15
COMPONENTS OF RESIDUAL INFLATION
Non-processed food

Spain 7,2 6,0 4,6 3,3 4,4 4,7 40 -13 -11 1,7
Euro area 7,5 2,1 0,6 0,8 2,8 3,0 3,5 0,2 0,7 21
Energy
Spain 10,3 1,4 4,8 9,6 8,0 1,7 11,9 9,0 11,1 45
Euro area 9,6 3,0 45 10,1 7,7 2,6 103 -8,1 67 3,7
HEADLINE INFLATION s COREINFLATION s
4 4
319 3
2 1 2
19 1
2 ————— 2 0 — T " 0
0 8 ©® YT Vw9 N I QS = 23 89 8938 8 85 3838 8 o
888888888 s8s SR E888 388 8§
s SERVICES s NON-ENERGY PROCESSED GOODS -5
4 4 r 4
r3
3 3 r2
2 2 ri
1 1 0
- -1
o +——>—>———-————"—t o0 o 11,
— o [s2) < wn O ~ @ f2) o -
o o o o o o o o o — — — o [sa] < wn {¥e] ~ oo} [} o —
o o o o o o o o o o o o o o o o o o o (=} - -
o~ o~ o~ o~ o~ o~ o~ o~ o~ o~ N o o o o o o o o o o o
o~ (2] (2] o~ o~ (2] (2] o~ o~ (2] (2]
NON-PROCESSED FOOD ENERGY
11
r 8
rs
r 2
- -1 -20 - b -20
-4 T T T T T T T T o T -4 -30 -30
53 8338 853538382 = 53 8938388588 32 =
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o~ o~ o~ o~ o~ o~ o~ o~ o~ o~ o~ o~ o~ o~ o~ o~ o~ o~ o o~ o~ o~
Differential Euro Area —o— Spain Differential Euro Area —o— Spain

Source: EUROSTAT, BLS & IFL (UC3M)
Date: March 31, 2010
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VI. FORECASTS OF DIFFERENT INSTITUTIONS

FORECASTS FOR DIFERENT INSTITUTIONS
Annual average rates

UNITED STATES SPAIN EURO AREA

1. Consensus Forecasts, February, 2010.
2. BIMA. Bulletin of EU & US Inflation and Macroeconomic Analysis, February, 2010.
3. FMI. World Economic Outlook. GDP: January, 2010.
4, OCDE. Euro area and US: Interim Economic Outlook, November, 2009
5. BCE SPF, “Survey of Professional Forecasters”, February, 2010.
6. BCE STAFF, staff macroeconomic projection for the Euro Area. December, 2009. Point forecast for interval.
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THE HOUSING MARKET IN SPAIN. THE DIFFICULT RETURN TO NORMAL
Julio Rodriguez Lopez!
Introduction large part of the productive activity in the
. . . Spanish economy. The last housing census,
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: households in
This evolution had a significant impact on Spain 14.2
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In the last 50 years, the most important autonomous o Source: CSCAR
cycles of productive activity in Spain were regions, t ?c
derived from housing market fluctuations. E(rasrtcenl:g%ees ?n
The graph of officially approved housing . .
projects (Graph 1) shows three clear 2001 ranged from 38.6% in Valencia to
o ;
periods of growth after 1950, identified as 15.1% in the Basque Country. It is interesting to
1960-1974, 1985-1990 and 1997- In the Jast 50 Itis interesting to note thatl in Spain, note that, in Spain,
2007. years, the most | only a small number of these first nungy;;gg
The first growth period affecting the| 77 7’1‘3"; homes are rented, 11.4% according first homes are
housing market was after the 1959 p%;iih?ve to the census, the lowest figure in rented, 11.4%
Stabilisation Plan. A total of 553,400 | activity in Spain the OECD. This was not always the
building projects were approved in| Werederived case in the past. In 1950, 51.4% of
1973. and this figure was not| /oM fousing the first homes registered were
! . g market rented, in line with other continental

exceeded until 26 years later. The| Auctuations, E ! . Th
profound change involved in more urope?n” c_ountrllgs.o he dcenius
flexible mortgage financing in the mid-80s counts  following >0 showed that

more and more

led to the second period of growth, in 1985
-1990. The greater integration of mortgage
loans in national financial systems
generated a mortgage “banalisation”
process.

The 1997-2007 period of growth was
characterised by both its duration and
simultaneous occurrence in a large number
of developed countries. During this time,
the housing market reached the highest
level ever, with 920,000 building projects
approved in 2006.

The construction of numerous new homes
in Spain gave rise to high stock figures,
with residential construction representing a

1. Economist. Ex-chairman of the board of BHE and
Caja Granada. Professor of Urban Economy in the
Town Planning master s course at the UC3M
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land with homes
that remain
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purchasers, 1995-2009. Annual variations,
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90s on, with the
adjustments required to return to a more
balanced foreign  position  seeming
unnecessary.

The property boom lasted for a long time,
supported by exceptional financing
conditions and falling interest rates (Graph
3). The increase in credit balances derived
to the residential property sub-sector was
spectacular, particularly loans to property
developers (Graph 4). Dynamic
demographics, with immigration growing,
and greater household indebtedness also
helped to increase the demand for
housing.

No action was taken to correct the foreign
deficit, so the housing market boom lasted
for a decade. There were also large
numbers of people buying homes as
investments, encouraged by a long period
of constantly increasing property prices.
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seek financing
elsewhere.

Spain’s domestic
savings were not
sufficient to
finance such

2001
2002
2003
2004
2005
2006
2007
2008

2009 (¥*)

large credit growth. Abundant financing
from outside Spain at low interest rates
and long terms, with a higher loan/value
ratio than before, gave rise to the most
important and longest property boom of
the last 50 years in Spain.

Financial innovation helped to increase the
demand for housing. In this context,
mortgage loan securitisation became an
important instrument with which banks
attracted foreign resources. The fact that
the Spanish authorities did not allow the
lenders to remain risk-free in loan portfolio
sale processes, limited the scope of this
bank re-financing mechanism in Spain.

The growing demand for housing was
accompanied by significant property price
increases (Graph 5) and a spectacular
reaction by the new property supply.
Housing prices grew by 196.7% between
the 4™ quarter of 1997 and the same
period in 2007, an average annual rate of
nearly 11.4% in nominal terms and 8.1%
in real terms. The greatest price increases
were found in “Mediterranean Arch”
regions, especially the Balearic Islands
(270.2%), Murcia (258.9%) and Andalusia
(240.7%).

No serious land availability problems arose.
All the necessary land, and indeed a lot
more than was necessary, was classified as
suitable for residential use. At the same
time, immigration provided the hand labour

required to maintain a high rate of
construction of new homes.
The intense urbanisation process

supported by local councils and regional
governments often meant the loss of
sustainable productive activities in favour
of new property developments that would
be difficult to sell. This process not only
reduced Spain’s potential production, but
also occupied large tracts of land with
homes that remain empty.

During the 1997-2007 period, an average
of 850,000 homes were sold each year
(Graph 6), 55% of them second hand and
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of 0.5 percentage points per year to
economic growth in Spain (Table 1).

In 1997, housing investment represented
4.7% of the GDP, and this figure had risen
to 9.3% by 2007. The weight of housing in
construction rose from 40.9% to 52.3% in
the same period. The share of the
construction sector grew to nearly 18% in
2006-2007, much higher than in other euro
area and European Union countries.

In spite of a total of more than 25 million
homes in 2008, and many more per
thousand inhabitants and household than
in the European Union, access to housing
became much more costly in the boom
period. In 1996, the price of a 90 m2 home
was the equivalent to 4.3 annual salaries,
rising to 9.16 in 2007. In spite of the low
interest rates, this made it difficult for new
households to access the market, as the
cost involved represented much more than
50% of their total income.

2. The difficult adjustment following
the cycle change

The housing crisis that started in 2007
soon caused a heavy cut in the demand for
housing. From 2005 to 2007, rising interest
rates, and lower GDP and employment
growth rates, helped to moderate the
demand in 2006 and the first half of 2007.
Housing prices rose less in 2006-07
because of a slightly tighter monetary
policy and significant stock of unsold
homes. Our central banks rose interest
rates before the start of the sub-prime
crisis in the United States in the summer of
2007.

The shocks on the capital markets after
that time caused numerous liquidity and
solvency crises for banks. This was
followed by a long period of credit
rationing on the housing market, a
situation that last well into 2009. The
greatest restrictions were found in the
autumn of 2008, especially after the
collapse of the Lehman Brothers
investment bank and intervention of the
AIG insurance company in September.

The expression “credit rationing” is used to
refer to the failure of interest rates to
rapidly adjust to balance the financial
markets. The presence of credit rationing
implies instability in banks’ sources of
financing. At the beginning of housing
market recessions, as occurred in Spain in
2007-2008, credit rationing is responsible
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for much of the restrictive effect on
demand, the impact of which is reduced
slightly over

time.

At the beginning

Housing price (appraisals) and Consumer
price index. Average rates of growth
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thus provided to
banks failed to
give rise to the
establishment of
“normal”

financing flows in 2009. Money circulates
slower, although variable income assets
have increased in value. The cuts in
housing prices and lower interest rates in
2009 reduced the cost of accessing a home
in Spain in relation to 2007. But further
cuts are still necessary to obtain a greater
adjustment of the housing market.

The stock of unsold homes in Spain is still
high in the first quarter of 2010. They may
well have totalled more than 900,000 at
the beginning of 2009, and must have
increased by a further 100,000 during the
year. Particularly, there were numerous
unsold homes in the regions of Valencia
(228,500), Andalusia (126,300), Castilla-La
Mancha (110,000) and Madrid (95,900)
(Graph 6).

The end of rising

(*) For CPI, the last figureis for February, 2010 ..
Source: M°de Vivienda e INE

The shocks on the
capital markets
after that time
caused numerous
liqurdity and
solvency crises for
banks.
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Adjustment of

the housing

market will be a long process, and prices
will continue to fall for some time.

In the two years of the property crisis,
2008-2009, the average level of housing
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New construction
has suddenly
fallen to around
70% the average
level during the
boom, and 80%
less than the
levels registered
during the highest
levels of the
cycle .

In 2010, sales will
rise and housing
starts will reach
their lowest point.
The reduction in
the large stock of
unsold new
housing will
continue to be the
variable on which
housing policy
depends. The
housing market’s
recovery could
have been faster if
housing prices had
fallen further.

sales fell by 40% relative to the boom
period, home prices fell by around 10%?
and the increases in the pending balances
of credit to the property sub-sector
decelerated sharply.

New construction has suddenly fallen to
around 70% the average level during the
boom, and 80% less than the levels
registered during the highest levels of the
cycle (Table 1). The sudden fall in housing
investment subtracted more than one and
a half points from GDP growth in 2008-09
and significantly contributed to the heavy
job losses found in Spain since the start of
the crisis. The equivalent to 1,800,000 jobs
were lost, and nearly 60% of them were
derived from the adjustment process in the
construction sector.

Table 1

The low interest rates in 2009 and slow
recovery in credit assignments led to a
more optimistic end of the year, and
beginning of 2010. The market’s
adjustment was based on the sharp cut in
the supply of new housing.

In 2010, sales will rise and housing starts
will reach their lowest point. The reduction
in the large stock of unsold new housing
will continue to be the variable on which
housing policy depends. The housing
market’s recovery could have been faster if
housing prices had fallen further. This will
not prevent housing investment from
falling by more than 10% again in 2010,
with an additional negative impact on the
labour market. The 2007-2009 housing
market recession will last for more than
three years and recovery will be slow,
subject to fluctuating interest rates and the
level of employment.

Housing. Boom (1998-2007) and crisis (2008 and 2009)

Main indicators

1998-2007 2008-2009
Average annual Average annual

DEMAND
1. Mortgage 847.500 497.700 (*)
2.House purchase transactions 902.400(**) 483.450
3. Employment EPA. Annual rates 540.400 -758.500
4. GDP, constant prices 3,8 -1,5
5. Interest rates, credit to households

(nominal, annual average) (%) 4,66 4,67
SUPPLY
6. Housing starts 607.780 185.800
7. Housing completions 506.460 504.300
Annual rates of growht 1997 a 2007 2007 a 2009
SUPPLY, NATIONAL ACCOUNTS
8. Housing investment, constant price (%) 7,8 -17,7
PRICES
9.Residential property prices
9.1 Appraisals. (%) Q-4 11,5 -4,7
9.2 Housing prices Ind. INE. Total -5,0
9.3 Housing prices Ind. INE. Second hand. -8,3
9.4 Housing prices Ind. INE. New. -1,0
CREDIT
10. Total mortgage credit (**) (%) 22,5 1,3
11. Credit to house purchasers (%) 19,9 2,1
12. Credit to property dewelopers (%) 33,0 3,8

(*) Estimated for 2009
(**) Average 2004-2007

Source: M° de Fomento, INE, M° de Vivienda, Banco de Espafia
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2. Between "peak” and “valley”, the INE housing price
index fell by -10.2% in the housing market recesion,
with a -16.1% drop in the second hand home index.
The reduction in the average appraisal prices pub-
lished by the Ministry of Housing was more moderate,
-9.6%
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The effect of the crisis on the volatility and risk of the IBEX35 index
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This paper analyses the evolution of the volatility and risk associated to the daily
yield of the IBEX35 index from 2007 to 2009. Both the volatility and risk have
increased greatly with the crisis, so they could be classified as its indicators. We
also analyse the robustness of the econometric models used to estimate volatility
and risk associated to the crisis, finding that they have not undergone major

changes in the analysed period.

1. Introduction

The evolution of uncertainty and risk on
the financial markets is largely of interest
since the financial crisis reared its head in
the last quarter of 2008. The uncertainty
associated to the yield of a given financial
asset is popularly known as volatility. It is
important to note that volatility is not a
tangible quality of which we can obtain
observations. Volatility is a measure of the
dispersion of a financial asset’s yield
around its mean yield. But this measure
can be obtained in different ways.
Something similar is applicable to financial
risk, which cannot be directly observed.
Although they are occasionally mistaken for
each other, volatility and risk are not the
same things. There is volatility whenever a
yield deviated from the mean, but such a
deviation can be positive or negative, and
we only usually refer to risk in relation to
negative yields. As neither volatility nor risk
can be directly observed, in practice there
are different definitions and different ways
of measuring the two. In this note, we will
be focusing on volatility and risk
measurements obtained from econometric
models. We will specifically be analysing
the evolution of the volatility and risk
associated to the Madrid Stock Market
index, IBEX35, observed on a daily basis at
closing from 1/9/2003 to 19/1/2009. Our
first objective is to analyse the robustness
of the models used to represent the
dynamic evolution of volatility and risk in
relation to the financial crisis. In particular,
we will analyse whether the model’s
characteristics have changed since the
start of the crisis and whether the values of
their parameters have remained constant
or not throughout the analysed period. As

well as analysing the effects of the crisis on
the models, we will also be studying the
dynamic evolution of the volatility and risk
estimations obtained.

2. Empirical characteristics of IBEX35

A widespread belief among the financial
press is that, in the last two years, there
has been increased volatility on the
financial markets, which are evident if we
consider the evolution of the yield of any
financial asset over time; in other words,
the relative increase in its price between
two consecutive  observations). The
evolution of IBEX35 is shown on graph 1,
where we can see a clear drop in prices
since mid-December 2007 with slight
recovery starting in the first quarter of
2009. However, volatility and risk are
concepts that are not associated to prices
but to the daily yields as shown in graph 2.

Graph 2 shows the increase in volatility
generated in the last two years, since the
financial crisis was broadly acknowledged.
It also shows a phenomenon known as
“volatility grouping”, according to which
days on which market uncertainty is high
are usually followed by other days of high
uncertainty, while the dispersion of yields
around their mean is smaller at other
times. Volatility grouping results from
temporary dependence on daily volatility.
Considering that daily yields have a mean

that is approximately equal to zero
throughout the analysed period,
dependence in volatility leads to the

deviation of yield values around their mean
(that is, absolute vyield values) being
autocorrelated. Autocorrelations between

We will be
focusing on
volatility and risk
measurements
obtained from
econometric
models. We will
specifically be
analysing the
evolution of the
volatility and risk
associated to the
Madlrid Stock
Market index,
IBEX35, observed
on a daily basis at
closing from
1/9/2003 to
19/1/2008.

Considering that
daily yields have a
mean that is
approximately
equal to zero
throughout the
analysed period,
dependence in
volatility leads to
the deviation of
yield values
around their mean
(that is, absolute
yield values) being
autocorrelated.
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There is a
different volatility
response
depending on
whether past
yields were
positive or
negative. As is to
be expected, a
drop in prices,
and therefore a
negative yield,
causes a greater
variation in
volatility than a
price increase,
and therefore a
positive yield, of
the same
magnitude.

Page 74

absolute vyields, that is the correlation
between |y and |yws, where p
represents the yield on day t, are shown on
graph 3 for lags h=1,...,,100. This graph
shows that the autocorrelations of absolute
yields with their own past absolute yields
are positive and very persistent, which
could mean that volatility shocks persist for
long periods of time.

Another characteristic of the daily IBEX35
yields during the period considered is that
there is a different volatility response
depending on whether past yields were
positive or negative. As is to be expected,
a drop in prices, and therefore a negative
yield, causes a greater variation in volatility
than a price increase, and therefore a
positive yield, of the same magnitude. This
effect can be seen on graph 4, which
shows the correlation between IBEX35
yields, y;, and future yields squared, }%.s,
which are a measure of variance, and
therefore of volatility, for h=1,...,100.
These correlations are negative, especially
in the first lags, meaning that when there
is a negative yield, we expect greater
increases in  squared vyields, that is
volatility, than when the yield is positive.

The third empirical characteristic of the
IBEX35 vyields shown on graph 1 is that

there is a relatively large number of
extreme, positive or negative yields far
from the mean value. This shows that the
daily yield values cannot be represented by
a normal distribution, but that we have to
assume distributions with wide tails, where
the likelihood of obtaining extreme values
is greater than normal. Figure 5 shows the
histogram of the yields together with the
normal density corresponding to the mean,
and the estimated variance of the yields.
The figure shows that the left-hand yield
distribution tail (which corresponds to
negative yields) is wider than the normal.
Consequently, we will have more negative
yields than we would expect with a normal
distribution. This effect is much smaller on
the right-hand distribution tail, which
corresponds to positive vyields. The
asymmetry coefficient of the distribution of
the yield values is -0.14, showing that we
are more likely to obtain negative yields
than positive values. The kurtosis
represents the measure associated to the
presence of extreme values. When a
variable is distributed with a normal
distribution, the kurtosis is 3, and this is
the value often taken as reference. In the
case of the IBEX35 index, the kurtosis is
12.22, clearly greater than if the
distribution of the vyield values were
normal.

Figure 1. Daily IBEX35 prices from 1/9/2003 to 19/1/2010
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Figure 3. Autocorrelations of the absolute IBEX35 yields observed daily from 2/9/2003 to ( \
19/1/2010
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The daily yields of
the IBEX 35 index
from 2/1/2003 to
19/1/2010, like
many other series
of financial yields,
have positive and
persistent
correlations of the
positive absolute
values,
correlations of the
yields with
negatively
correlated future
volatilities and
excess kurtosis,
that is a non-
normal distribution
with wide tails.

If the model is
suitable for
representing the
dynamic evolution
of volatility, oy,
the residuals
squared should
have no time
autocorrelation
other than zero
and, moreover,
they should not be
correlated with
residuals in the
past.

Finally, the
residuals should
have the
distribution
assumed for
shocks, that is a
Student
distribution with
the degrees of
freedom estimated
in each case.
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3. A model to represent volatility

In sum, the daily yields of the IBEX 35
index from 2/1/2003 to 19/1/2010, like
many other series of financial yields, have
positive and persistent correlations of the
positive absolute values, correlations of the
yields with negatively correlated future
volatilities and excess kurtosis, that is a
non-normal distribution with wide tails. A
very popular model in the econometric
literature, which has been shown to be
suitable to represent these three
characteristics, is the EGARCH (Exponential
Generalized Autoregressive  Conditional
Heteroscedasticity) model which, in its
simplest version, is given by:

yl :Stat

logo; = w+ IBlogUtz—l + angt—l - E(gt—l)‘] tVE L

Where y; is the daily yield on day t, o; is
the same day’s volatility and &; is a serially
independent shock the distribution of
which has zero mean and a variance of 1.
The EGARCH model has 4 parameters. The
first, w, is related to the mean volatility of
the daily yields during the analysed period,
known as marginal variance. The second,
a, measures the dependence over time of
the volatility shown in the correlations of
the absolute yields. Another parameter is
y, which is related to the asymmetrical
response of volatility to negative and
positive yields. Finally, B is related to the
persistence of shocks to volatility. The
closer this parameter is to 1, the longer is
volatility affected by the shock. The
EGARCH model represents the evolution of
volatility over time, but if we want to
describe the distribution of the daily yields,
we also have to make an assumption
concerning the probability distribution of
the vyields of a specific day given past
history. In other words, we have to assume
a given distribution for &. We assume here
that this distribution is Student-like with v
degrees of freedom. The greater the
degrees of freedom, the closer the Student
distribution to normal. When the degrees
of freedom are relatively small, the Student
distribution has wide tails and, therefore,
kurtosis greater than 3. The degrees of
freedom of the Student distribution is the
fifth parameter estimated in the EGARCH
model.

We first consider how the financial crisis
has affected the model representing the
dynamic evolution of volatility in the last
two years. We want to know whether the

estimations of its parameters have
remained approximately constant over this
time, and then whether the model is
suitable throughout the period. In relation
with the first point, to investigate whether
the estimation of the five parameters has
remained constant over time, we adjust
the EGARCH model, which is estimated
with data up to 11/12/2007. We then
eliminate the first observation in the
sample and add a new observation at the
end untii we reach 19/1/2010. The
estimations of the parameters obtained are
shown on graph 6 together with the
respective 95% confidence intervals. This
graph shows that parameters a, y and v
have not undergone significant changes
since  December 2007, remaining
approximately constant throughout 2008
and 2009. Parameters w and B, however,
have gradually increased in this period,
showing an increase in the market’s mean
volatility, together with greater persistence
of volatility shocks. Parameter  has gone
from just under 0.9 in December 2007 to
very close to 1, showing that mean
volatility is not constant. In any event, note
that the confidence intervals of the five
parameters of the EGARCH model contain
straight lines, showing that the model’s
parameters did not significantly vary during
the period considered.

With regards to the analysis of
whether, during the crisis, the
model remained suitable for representing
the dependence of volatility on
time, in each sample, once the parameters
were estimated, we calculated the
standard residuals, that is the yield
values divided by estimated volatility,

é:l :yl/a’\-l

If the model is suitable for representing the
dynamic evolution of volatility, o; , the
residuals squared should have no time
autocorrelation other than zero and,
moreover, they should not be correlated
with residuals in the past. Finally, the
residuals should have the distribution
assumed for shocks, that is a Student
distribution with the degrees of freedom
estimated in each case. To verify whether
the model is suitable we calculated the Box
-Ljung statistic of the autocorrelations of
the squares of the residuals to discover
whether  said  autocorrelations  are
significantly different from zero, that is,
whether there is volatility dependence not
explained by the model. We also calculated




the Box-Ljung statistic of the cross
correlations to discover whether the model
is suitable for representing the
asymmetrical response of volatility to
positive and negative price movements.
Finally, a test was performed to compare
the kurtosis of the residuals with the
kurtosis of the estimated Student
distribution. The results are shown in
graphs 7 to 9. Graph 7 represents the
evolution of the ratio between the Box-
Ljung statistic of the correlations of the
squares and its respective critical value
during the period considered. When this
ratio is less than 1, the model correctly
describes dependence, so the above graph
appears to show that the EGARCH model
was appropriate for representing the
dependence between absolute yields
shown on graph 3 throughout 2008 and
2009.

We can see that, in the first three quarters
of 2008, the asymmetrical response of

MONTHLY DEBATE. BY ESTHER RUIz AND MARiA ROsA NIETO

volatility to positive and negative yields
was not suitably represented by the
EGARCH model. Starting in the 4™ quarter

of 2008, however, the model again
correctly predicts this asymmetry.
Finally, graph 9 represents the ratio

between the statistic to test whether the
kurtosis of the residuals and the kurtosis of
the distribution estimated in the EGARCH
model are the same. We can see that the
Student distribution is rejected from May
2009 on, and that we have to assume
distributions with a larger number of
extreme vyields than are traditionally
assumed. It is important to note, however,
that in this period, although the ratio
between the statistic and its critical value is
more than 1, and the Student distribution
is therefore rejected, the ratio is only just
over 1. Considering that the tests are
asymptotic, that is, valid in very large
samples, the Student distribution would not
appear to be firmly rejected.

Figure 6. Estimations of the parameters of the EGARCH model from 11/12/2007 to
19/1/2010
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In the first three
quarters of 2008,
the asymmetrical
response of
volatility to positive
and negative yields
was not suitably
represented by the
EGARCH model.
Starting in the 4"
quarter of 2008,
however, the
model again
correctly predicts
this asymmetry.

We can see that
the Student
distribution is
rejected from May
2009 on, and that
we have to assume
distributions with a
larger number of
extreme yields
than are
traditionally
assumed. It is
important to note.
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Figure 7. Ratios between the Box-Ljung statistic and its critical value for squared residual
autocorrelations.

L-B statistic for squared residuals
05 T T T

1 1 1 1 1 1 1 1 1 1
11/12/2007 27/02/2008 12/05/2008 21/07/2008 29/09/2008 08/12/2008 23/02/2009 07/05/2009 16/07/2009 24/09/2009 25/11/2009

Figure 8. Ratio between the Box-Ljung statistic and its critical value for correlations be-
tween squared residuals and residuals.

LB statistic for cross-correlation of residuals and squared residuals
14 T T T T T

1 1 1 1 1 1 1 1 1 1
11/12/2007 27/02/2008 12/05/2008 21/07/2008 29/09/2008 08/12/2008 23/02/2009 07/05/2009 16/07/2009 24/09/2009 25/11/2009

Figure 9. Ratio between the statistic to test equality of kurtosis of residuals and kurtosis
of estimated Student distribution.
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4. The evolution of the volatility and
risk of the IBEX35 index

In conclusion, the three previous graphs
support the robustness of the EGARCH
model throughout the crisis for explaining
the evolution of volatility. Moreover, the
model’'s parameters appear to have
remained approximately constant
throughout the period considered. The
EGARCH model appears to be relatively
solid in the financial crisis. Using this
model, we will now analyse how daily
volatility forecasts, that is the predicted
uncertainty and risk associated to the
Madrid Stock Market, have changed in
2008 and 2009.

Graph 10, which represents the daily
volatility forecasts, shows that the market’s
volatility grew considerably in the last
quarter of 2008, but returned to pre-crisis
levels after the second quarter of 2009.

Although volatility is a very important
factor in market risk, there are other
measurements more directly related to
risk. In particular, we will be focusing on
the VaR (Value at Risk) of 1%, which is
defined as the yield such that there is a
1% likelihood of obtaining a lower daily
yield. The VaR is usually negative, that is a
loss, and the smaller it is, more risk will
there be as, the losses could even be
greater with a likelihood of 1%. From a
probabilistic perspective, VaR is defined as
the 0.01 quartile of the yield distribution.
This distribution can be obtained by using
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re-sampling procedures in the previously
estimated EGARCH model. To illustrate the
type of distributions than can be estimated,
graph 11 represents the densities of the
yield values estimated for three specific
days in 2007, 2008 and 2010. In particular,
it shows the densities of the yield values
estimated for 12/12/2007, 12/10/2008 and
19/1/2010. Although we chose these
specific days as an example, the
conclusions are similar if we compare other
days in each of these years. Graph 11
shows that the dispersion of the densities
of the yields around the mean daily yield
clearly increased when we compare the
density of the yields of 12/12/2007 with
those of 12/10/2008, but the increase is
even greater if we compare the density of
the vyields of the latter with those of
19/1/2010.

Evidently, these changes in the yield
density forecasts affect the forecasts for
VaR and other risk measurements. Graph
12 shows the estimations of the daily VaR
of 1% obtained from the previously
described bootstrap densities for the entire
sample period.

Graph 12 shows that the VaR, and
therefore the risk associated to IBEX 35,
remained more or less constant at around -
2%, up to the third quarter of 2008. The
VaR then registered a spectacular increase,
occasionally reaching values of over -15%.
From 2009, the risk increased from its
2008 level, to approximately -4%.

Figure 10. Daily volatility forecasts generated by the EGARCH model.
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The daily volatility
forecasts, shows
that the market’s
volatility grew
considerably in the
last quarter of
2008, but returned
to pre-crisis levels
after the second
quarter of 2009.

The risk associated
to IBEX 35,
remained more or
less constant at
around -2%, up to
the third quarter of
2008. The VaR
then registered a
spectacular
increase,
occasionally
reaching values of
over -15%. From
2009, the risk
increased from its
2008 level, to
approximately
-4%.
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The EGARCH
model was valid
for representing
the evolution of
volatility in the
IBEX35 index
throughout 2008
and 2009.

The risk
associated to the
Madrid Stock
Market remained
approximately
stable at values
greater than those
observed before
that quarter.
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Figure 11. Bootstrap densities of the daily yield values for three selected days.
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Figure 12. Daily estimations of the IBEX35 VaR 1%.
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5. Conclusion

We can conclude that the EGARCH model
was valid for representing the evolution of
volatility in the IBEX35 index throughout
2008 and 2009. Its parameters do not
appear to have undergone a significant
change during the financial crisis. The daily
estimations of volatility (the uncertainty
associated to IBEX35) obtained with the

1 1
23/02/2009 07/05/2009 16/07/2009 24/09/2009 25/11/2009

EGARCH model, clearly increased in the
last quarter of 2008, subsequently
returning to pre-crisis levels. We have also
estimated the risk associated to IBEX35
through VaR, finding that said risk
increased spectacularly in the last quarter
of 2008. Since then, the risk associated to
the Madrid Stock Market remained
approximately stable at values greater than
those observed before that quarter.
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