THE SPANISH GDP IS EXPECTED TO DECLINE BY
0.3%(+0.5) IN 2010 WHILE AN AVERAGE GROWTH
RATE OF 1.1%(+0.7) IS EXPECTED FOR 2011.

GROSS DOMESTICO PRODUCT IN SPAIN
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THE ECONOMIC RECOVERY IN THE EURO AREA
GDP IS EXPECTED TO SLOW DOWN SLIGHTLY IN
THE FIRST HALF OF THE CURRENT YEAR. OUR
FORECAST ESTIMATE A GROWTH BY 1.5 AND
2.2% IN 2010 AND 2011, RESPECTIVELY.
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Spanish public finance: a difficult
situation
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In Spain, the present economic crisis is
producing a huge increase in the
unemployment rate, considerable disequilibria
in the public accounts and a reduction in the
disequilibrium affecting our foreign trade
accounts. The latter was cut practically in half
in 2009, from 10% of the GDP in 2008, due to
a very weak domestic demand and, therefore,
imports. The problem affecting the Ilabour
market and the current accounts will be more
difficult to correct in the next few years, due to
their heavy inertia. Courageous measures are
required to redirect the situation to tolerable
levels. Following is an analysis of the evolution
of the Spanish public accounts in the last few
years, identifying the main factors behind the
large deficit, primarily due to the economic
crisis. As we consider this public deficit, we
also analyse the dynamics of how it is financed,
public debt.

Macroeconomic Forecasts in the
Euro Area.
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As mentioned in last month’s report, the euro
area economy ceased to contract in the third
quarter of 2009, after five consecutive quarters
of decline. Indeed, the second estimation of
GDP growth in the euro area, published at the
beginning of January this year, confirmed
quarter-on-quarter growth of 0.4% in the third
quarter, equivalent to a year-on-year rate of
-4% (the previously advanced figure was
-4.1%), slightly less than our forecast. This,
together with the very likely quarter-on-quarter
GDP growth in the fourth quarter would
confirm that, technically, the euro area
economy has overcome the recession (two
consecutive quarters of quarter-on-quarter
growth). The recovery of the euro area
economy in the third, and very probably, the
fourth quarters of 2009 is largely due to
growing exports and, particularly, the economic
stimuli  implemented by the different
governments of the member States.
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I. ECONOMIC OUTLOOK

In January, the international economic
press, supported by the analyses of
study centres, rating firms and
economists with considerable media
impact, has seriously questioned the
medium-term solvency of the Spanish
economy. This is not a sudden attack,
but a series of ideas and arguments
which have gained in intensity and
support since the problems affecting the
Greek economy came to light.

This debate is not questioning the short-
term solvency of Spain or its financial
system. Public debt in the country
continues to be far lower than in other
euro area countries and the domestic
rate of saving is the highest of the

as we shall see later, has the potential to
improve its competitiveness.

Another recurring theme in analyses of
the Spanish economy is the inability of
the Government to control the
expenditure and indebtedness of local
corporations and regional governments.
The drop in fiscal income has certainly
had a negative effect on regional
accounts, and the protocols designed to
contain excessive deficit have not been
as effective as was hoped. Nonetheless,
the figures show moderate growth in
regional debt, far from the idea of
uncontrolled growth that is often
assumes. In the third quarter of 2009,

total regional debt represented

last decade, limiting foreign llfthZ',?,t,/gtr,}é,,Ze 7.9% of the country’s GDP, 2.4 pp
financing requirements. The battle| economicpress | more than the lowest ever figure
for the sustainability of public and Set’,"o";éym registered in the third quarter of
private debt in Spain is a medium- %jsj,f,g_te,me 2007, and only 1.6 pp higher than
and long-term battle and its| somengofthe |the 2001-2006 average. The
success basically depends on the Spanish exceptional situation in the last
Spanish economy’s ability, in the economy: two years may have created some
next 5 vyears, to generate\ / excesses, but they can easily be
economic growth, employment and contained from both an economic and

enough tax income to financial global
public expenditure, which is currently
disproportionate.

Some aspects of the problem are well
known: Spain is unable to devaluate its
currency, overcome the recession by
heavily increasing exports and deflating
debt and salaries in a painful inflationist
process.

Some assumptions, however, that are
made in association to this debate are
too pessimistic,c, and not necessarily
supported by the figures. Firstly, Spain
has not irreparably lost international
competitiveness in the last decade. Since
2001 (measures as a component of the
GDP), Spain exported less than Germany
but more than France and Italy, more or
less in line with the euro area. After the
first half of 2009, the turning point in the
international trade crisis, Spanish exports
have risen more than in any of these
countries. Spain is obviously not
Germany nor Japan, but it is capable of
competing in the global marketplace and,

political perspective.

Once we have clarified the situation
regarding these false problems, we can
now analyse the true risks that will be
affecting the Spanish economy in the
next few years. The principal risk at the
moment is private debt. At the end of
2008, the indebtedness of Spanish
households and non-financial firms
represented 221% of the GDP, clearly
higher than in all the principal emerging
and developed economies. A McKinsey
report showed that private debt (not
including banks) is 215% of the GDP in
the United Kingdom, 174% in the US,
and 154%, 128% and 122%,
respectively, in France, Germany and
Italy. In other words, not only is the
private debt/gross domestic product ratio
higher in Spain than in English-speaking
countries, which traditionally have higher
ratios, but it is completely out of line
with other major euro area countries.
The figures available for 2009 show that
the Spanish private sector’s leverage has
fallen in the last year to 212% of the
GDP.

Growth of Spanish
exports since 2001
(measured as
components of the
GDP) was less than
in Germany but
more than in
France and Italy,
more or less in line
with the euro area.
Since the first half
of 2009, the peak
of the international
trade crisis,
Spanish exports
have risen more
than those of any
of these countries.
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The debt reduction

An important part of this indebtedness is

The McKinsey analysts also study the

average of 6-7
years, and has
always been

associated to a

process lasts for an

substantial reduction
/in economic growth.

in credit to developers, which
continued to grow in 2009 to 30%
of the GDP. This is important,

(oo D

The property
bubble, although
important, is only

consequences of the deleveraging
process on GDP growth through
45 episodes occurring after 1930,

because there are only three| omeaspectofthe |in which a total of 14 countries
possible ways to improve the eZZZZZ,”;;f,‘;_’t were forced to reduce both their
sector’s situation: either 1) banks| panced Spanish | public and private debt. The debt
assume the losses or 2) the| economicgrowth |reduction process took an average
developers (or banks themselves) | * tﬁg;fss'tﬁ of 6-7 years, and was always

sell their housing, transforming
this debt into mortgage loans, or

3) part of the debt is absorbed by the
State.

In any event, the effect of the debt

N
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Date: January 27, 2010 investment
capacity,
banks’ ability to finance productive
investment in other sectors and
household spending capacity.
Table I.1
Spanish debt by sector as percentage of GDP
Period Public Sector Households Non-financial Total
firms
2005 51,1 71,9 89,3 212,3
2006 45,4 79,5 120,2 245
2007 40,9 83,3 130,6 254,8
2008 46,5 83,9 135,3 265,6
2009* 55,2 82,1 132,3 269,6
*Estimates

Source: BDE & IFL (UC3M)
Date: January 27, 2010

associated to a substantial

reduction in economic growth. This
process has started timidly in the private
sector in Spain, while the economy’s
global indebtedness grew in 2009 due to
an increase of more than 10 pp in public
debt relative to the GDP. A study
published in December by Crédit Agricol,
Spanish public debt in 2015 will be 100%
of the GDP, with an evolution similar to
that registered in Italy in the 1980s,
when public debt went from 60% to
120% of gross domestic product in a ten
-year period.

Although important, the property bubble
only represents one aspect of the
enormous credit bubble that finances
Spanish economic growth in the last 15
years. From 2000 to 2008, Spain’'s
aggregate debt grew by an average of
7.5 pp per year, compared with 3.9 pp in
France, 3.5 pp in the US and 0.3 pp in
Germany. It is very difficult to estimate
forecasts with appropriate confidence
intervals for the Spanish economy’s
leverage for more than a few years in
the future, so it is complicate to strictly
validate the sombre scenario projected
by the McKinsey and Crédit Agricol
reports or the more optimistic approach
recently found in a report by Banco de
Sabadell. It is much easier, however, to
argue that Spain will not be repeating
the previous boom in the inevitable
context of deleveraging the private
sector.

Indebted consumers have to adjust their
consumption patterns  downwards;
indebted firms have to cut costs,
investment plans and, sadly clear as it is,
their work force. On both the demand
and the supply sides, excessive debt
limits basic economic growth capabilities

Es



and the burden of debt will become more
evident as monetary policy is tightened.

These problems are clear for all to see,
they are known to the markets and the
solutions are neither rapid nor easy nor
painless. The Government has
established a savings plan which, in 4
years, will represent a cut in public
expenditure of 1.2 pp per year relative to
the GDP, while the deficit of the public
administrations in 2009 will probable be
12% of the Gross Domestic Product.
These plans also come up against
indefinite hiring which has grown by
128,000 units in the public
administrations in the last two years, and
80,000 in 2009 alone. If there is a
significant drop in income, which is
difficult to forecast, these plans will
clearly not be enough to reassure the
markets.

In sum, Spain can not expect us to
ignore the seriousness of this situation,
but it can face it with credibility and
decision. First, the export potential of the
Spanish economy must be strengthened

with appropriate economic policies.
Secondly, regional public accounts
require greater international

transparency, showing that most of them
are under control and that the State is
able to correct the greatest problems.
Finally, we have to assume that, for the
time being, a scenario in which Spain in
2012 returns to economic growth of
3.0% or more is both an ambitious and a
legitimate target, but that it is not
credible for the markets, as lower growth
rates are more than likely. What is
needed is a State pact to guarantee
budgetary stability in even more
pessimistic scenarios.

Finally, the credibility of the Spanish
economic system cannot be restored
while accepting an unemployment rate of
around 20%. Such rate was economically
sustainable in the 1980s when
households had few debts, when there
was practically no immigrant population
and family support minimised the social
impact of unemployment. To sustain that
part of these unemployed work in the

submerged economy is  another
argument in favour of the absolute need
for reform, and this is also supported by
the Greek experience. Expectations of
GDP growth in Spain for the next two
years continue to be weak, with a
downwards

revision of more
than 3 tenths of
a point in the

GROSS DOMESTIC PRODUCT IN THEEURO AREA
AND CONTRIBUTIONS OF FOREIGN
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Analysing the confidence intervals, we
see that the likelihood of seeing mean
contraction in 2009 of more than the IMF
forecasts (0.6%) is similar to that of
positive growth. In other words, the
Spanish GDP is
more likely to
contract in
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Table 1.2

2010 7
2011

2010 than to GDP GROWTH IN SPAIN
grow, a_nd th!s Growth rates
contra(I:jcll(o? is QoQ YoY
more likely to 2009 1 16 3,2
be around 1 11 42
0.30/0 ] than III _0[3 _4,0
0.6%. With a p— 0.0 20
GDP growth 2010 I -0,2 -1,5
rate on the - 0,1 -0,3
upper limit of I 0,2 03
the 800/0 v 0,3 0,5
Fonfldence o1l 0,2 0,9
interval of the - 03 1,0
2011 forecasts, - 0,4 12
growth will v 04 13
only be :
enough to Source: INE & IFL (UC3M)
produce very Date: January 27, 2010
modest

increases in employment.

With  regards to shorter term
expectations, the quarterly rate expected

for the last quarter of 2009 have been
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While the private
sector adjusts its
position, the public
sector will continue
to be decisive for
the Spanish
economy. The
exceptionally good
starting point of
Spanish public debt
relative to the GDP
provides significant,
but not endless,
room for
intervention, as
shown in our
analysis above.
According to our
forecasts, the GDP
components more
closely related to
public expenditure
will continue to
grow considerably in
2010 and 2011.
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revised upwards by one tenth of a point
to practically zero. For the first quarter of
2010, we are expecting a negative
quarterly rate (-0.2%) and Spain is not
expected to overcome nearly two years
of recession until the second quarter of
this year.

Analysing the GDP on the demand side,
the most significant revisions made this
month are found in the foreign sector
and private consumption.

The recovery process in the euro area
has slowed down. This is shown by our
forecasts, the cyclical indicators relating
to the fourth quarter of 2009 and the
latest declarations of the Governor of the
ECB. Our estimates for GDP growth in
the euro area shows an average annual
rate of 1.5% (+0.4) in 2010, with the
unemployment rate growing to 10.7% in
the same year.

The monthly import and export indicators
at constant prices for the Spanish
economy up to November show the
weakness of the euro area recovery
process. For 2010 growth has been
revised downwards for both imports and
exports, showing an unfavourable
change in euro area recovery. In 2011,
this reduction is partly compensated for
by a small upwards revision, particularly
in the second half of the vyear.
Nonetheless, the level of activity
expected at the end of the forecasting
horizon has fallen in both sectors.

With regards to household consumption,
the evolution of the high frequency
indicators in the fourth quarter of 2009
was divergent. On the one hand, the
consumer confidence index continued to
grow, albeit somewhat slower than in the
previous quarter. On the other, retail
sales adjusted for seasonality were weak,
with a 1.2% turnaround. In the forecast
growth expected for private consumption
in the fourth quarter of 2009, the
negative effect was slightly greater, with
a downwards revision of one tenth of a
point, to -0.2%.

Private consumption forecasts also fell
for the medium-term: for 2010 we are
expecting an average annual rate of
0.6%, followed by 1.0% growth in 2011.

While the private sector adjusts its
position, the public sector will continue
to be decisive for the Spanish economy.
The exceptionally good starting point of
Spanish public debt relative to the GDP
provides significant, but not endless,
room for intervention, as shown in our
analysis above. According to our
forecasts, the GDP components more
closely related to public expenditure will
continue to grow considerably in 2010
and 2011.

These expectations are largely based on
two factors: firstly, there are no objective
figures showing that the public
administrations are reducing their
expenditure. Although such a reduction
has become a priority in the
Government’s discourse, a significant
structural cut in public spending
inevitably  requires an  important
reduction in personnel. The current
labour market and the latest active
population survey figures clearly go
against such an adjustment.

With regards to employment, the fourth
quarter active population survey and the
SS contributor and registered
unemployment figures at the beginning
of February confirm that the labour
market's adjustment process is not yet
over, but this is not too surprising. There
has been an increase of 125,000
unemployed relative to December, in line
with our forecasts. In other words, the
expectations for this variable remain
unaltered, and it will tend to grow
throughout.

On the other hand, the drop in SS
contributors was greater than expected
and shows that job losses are growing
again, after reducing their growth in the
last few months. The figure adjusted for
seasonality shows a significant drop in
construction and  industry,  while
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evolution is stable in services and

agriculture.

The figures show that jobs continue to
be lost in Spain, although at a clearly
slower pace than in 2009. The dates of
an economy’s economic cycle can vary
much according to the variable used. If
we consider GDP growth in one quarter
relative to the previous quarter, the peak
of the crisis is found in November 2008.
But if we consider GDP growth in one
quarter relative to the same quarter in
the previous year, it peaked in April
2009. If we believe that the crisis is

getting worse, even if GDP contraction is
reduced, if jobs continue to be lost, we
have still not reached a turning point in
this recession, but it could be around the
corner. According to our forecasts,
estimated from the active population
survey, the Spanish economy is expected
to stop losing jobs in the second half of
2010, with around two million jobs lost in
this crisis. The unemployment rate,
which also depends on the inclusion of
new unemployed people in the previous
period, is expected to peak at 22% in the
first quarter of 2011, falling to 18.8% by
the end of the year.

Economic Outlook
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The dates of an
economy’s
economic cycle can
vary much
according to the
variable used. If we
consider GDP
growth in one
quarter relative to
the previous
quarter, the peak of
the crisis is found in
November 2008.
But if we consider
GDP growth in one
quarter relative to
the same quarter in
the previous year, it
peaked in April
2009. If we believe
that the crisis is
getting worse, even
if GDP contraction
/s reduced, if jobs
continue to be lost,
we have still not
reached a turning
point in this
recession.
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II. THE ECONOMY IN THE EURO AREA

The Economic Sentiment Indicator in the euro area ends 2009

with a rapid recovery from the lowest ever levels seen in march. GROSS DOMESTIC PRODUCT IN THE EURO AREA
The euro area left the recession behind in the third quarter, but 6 o YEOIOMYEA GTOWE
at a slower than expected pace. the forecasts show average GDP 3 }
growth rates of 1.5% and 2.1% for 2010 and 2011, respectively. A
5 4
The inflation forecasts for 2010 and 2011 have hardly changes: 0 4
for this year we are expecting an average annual rate of 1.5% i !
(£0.64) which will rise to 1.8%(+£0.92) in 2011. core inflation -2 -
will be 1.2%(+0.34) and 1.5%(+0.53), respectively. 4 4 L forme anterior—o— Actual - t(?[
In November, the industrial production growth was higher than N © ,\ m m O " N m : m o e o
expected due to surprising growth in intermediate goods. 28 axgS8S S % sSssssss
Recovery expectations are accelerating in 2010 after several
months of remaining unaltered. By component, capital
and intermediate goods have improved their growth
forecasts for 2010.
ggo%sognsasncmooucrcﬁwg
MA IN VARIA BLES AND INDICATORS ECONONIC SENTIMENT INDICATOR
Average annual rates . INTHEEUROAR’E'? r 120
2006 | 2007 | 2008 Forecasts fid [
2009 | 2010 | 2011 Yo X ﬁ% 100
GDP mp.! 31 27 05 -38 15 21 1 Zz
Demand '
Private final consumption 2,1 16 04 -09 11 25 4T i:;ig::tr)on yearrateS’Lem?j 7o
Public final consumption 2,1 23 20 26 1,5 -01 6 +————————+———————— 60
Gross capital formation 63 45 03 -130 23 20 fo8888888885883 ¢
(Contrbution domestic demend 3,0 23 05 29 14 18 R
Exports of goods and services 8,7 6,3 08 -139 4,7 18,8
| Importsof goodsandservices 8,6 55 09 -11,9 4,4 18,8
Contribution foreign demand 0,2 0,4 0,0 -1,0 0,2 0,3
Supply GVA
Total 33 30 08 -38 15 21
Agriculture 0,2 -0,2 1,9 0,2 0,5 0,6
Industry 3,8 2,3 -0,9 -13,6 3,1 3,8 s TOTAL INFLATION
Construction 3,1 2,2 -0,8 -4,0 1,2 1,5
Trade services 2,9 3,5 0,7 -4,4 1,8 2,7 4
Financial services 4,2 4,3 1,6 -0,9 1,0 2,2 3 N
Public services 1,5 2,0 1,6 1,1 0,2 0,2 i f %1& :@
Prices(MICPY) ’ %%& Bl B
Total 22 21 33 03 15 18 1 Bl
coe 1,5 20 24 13 12 15 .
Processed food 2,1 2,8 6,1 1,1 1,3 2,2 Previous report —e— Actual
Non-energy industrial goods 06 1,0 08 06 03 03 -1 — — —
Services 20 25 26 20 19 21 £ 5885558388888 ¢ 3
Residual 55 28 73 -45 28 36 T osasam e s d
Non. processed food 2,8 3,0 3,5 0,2 0,6 2,1
Energy 77 26 103 -81 45 49
Labour market®
Unemployment rate 8,3 7,5 7,5 9,4 9,3 10,2
Industrial production index (excluding construction)*
Total 42 37 -1,7 -150 26 08
Consumer goods
Durables 47 1,4 57 -172 -14 15 10~ TOTALINDUSTRIALPRODUCTIONINDEX
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Equipment 60 67 -01 -204 26 41 o :
Intermediate 49 37 -33 -194 34 -16 ! e
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The figures in the shaded area are forecasts. ] I T T T T B
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Euro Area. Macroeconomic Forecasts
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I1.1. MACROECONOMIC FORECASTS.

As mentioned in last month’s report, the
euro area economy ceased to contract in
the third quarter of 2009, after five
consecutive quarters of decline. Indeed,
the second estimation of GDP growth in
the euro area, published at the beginning
of January this year, confirmed quarter-on-
quarter growth of 0.4% in the third
quarter, equivalent
to a year-on-year
rate of -4% (the

IN THE EURO AREA previously
advanced figure
was -4.1%),

slightly less than
our forecast. This,
together with the
very likely quarter-

This timid
recovery continues
to question its
consolidation in
2010, as some of
the measures
behind it are
temporary and
domestic demand
continues to be
very weak.
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60 - ————————— on-quarter  GDP
ONO DO - AN MT N ON O O .
58885858558588858§8 | growth in the

fourth quarter
80% 60% mmmm 40% m.20% —o—ESI
would confirm
that, technically,
Source: EUROSTAT & IFL (UC3M) the euro area
Date: J 8, 2010
ate: January €, economy has
overcome the

recession (two consecutive quarters of
guarter-on-quarter growth). The recovery
of the euro area economy in the third, and
very probably, the fourth quarters of 2009
is largely due to growing exports and,
particularly,  the economic  stimuli
implemented by the different governments
of the member States.

This timid recovery continues to
question its consolidation in 2010, as

referred to the fourth quarter, such as
economic confidence in December 2009
and the previous two months, and the
November  and October  industrial
production indices, show that economic
activity continued to improve in the last
quarter of last year. The available labour
market indicators, however, show great
weakness and represent one of the

principal downwards risks affecting
possible euro area scenarios.
The December Economic Sentiment

Indicator (ESI) for the euro area continued
to grow, as in the last eight months, by 2.5
points to a total of 91.3. This was slightly
better than our forecast (90.9) and the
index has not been higher since June 2008.
Economic sentiment improved in all the
sectors covered by the ESI except
construction, with industry registering the
greatest progress (three points).

The new ESI information represents a
small upwards innovation and when the
indicator's  forecasts  were  revised
considering the new figures, its
expectations remain practically unaltered.
In the first half of 2010 it is expected to
show a similar rate of recovery, in a
context of low interest rates and continued
public aid programmes. At the end of 2010,
however, moderation is expected.

The November Industrial Production Index
(1PI) for the euro area has also been
published. It registered a month-on-

. . The December ; .
some of the measures behind it are Economic month increase of 1%, equivalent to
temporary and domestic demand| Sentiment |a year-on-year figure of -7.1%,
continues to be very weak.| #ndicator (ESD) | compared with the 10.9% decrease
Furthermore, there are still no ag;gi;gzgd in the previous month, according to
improvements in the labour market,| # grow, asin | Eurostat data corrected for calendar
as the unemployment rate continues| thelast eight |effect. =~ This has  significantly
to rise. This is having a negative| Months by 2.5 |\improved our forecast (an annual
impact on households’ real income points. rate of -9.5%). This heavy

and could ultimately be
responsible for the drop in private
consumption and, consequently, domestic
demand. In any event, although the
perspectives show that the euro area is
overcoming the crisis, the forecasts, in
view of the low GDP growth anticipated for
2010 and 2011, indicate that recovery will
be slow.

The euro area economic activity indicators
that show more recent information,

Iargely;/ discrepancy between the observed

and forecast IPI value was largely due to
the forecasting error in the group of
intermediate goods, which was a strong
positive surprise as the result of a greater
than expected provisioning rate in
November.

Also published was the December industrial
confidence indicator for the euro area. It
continued to rise as in previous months
and was just above our forecast. This

K
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indicator is expected to register neutral
levels in the second half of 2010, involving
positive annual production rates.

The new IPI forecasts, estimated with the
most recent information, have improved for
2009. We now expect an average annual
decline of 15% instead of the previously
forecast 15.4%. For 2010, the average
growth rate forecast for the index has
grown by 2.6%, 1.5 pp more than the
previous forecast. This year, all the major
components will contribute to IPI growth
except durable consumer goods. For 2011,
however, we expect a lower average
annual growth rate, 0.8% versus 1.5%.

The revision of the forecasts for the euro
area macro table, considering the second
GDP estimation for the third quarter and
the leading indicators for the fourth, shows
similar results to the first estimation, which
we discussed last month. The GDP is
expected to fall by 3.8% in 2009, growing
by 1.5% in 2010 and 2.1% in 2011.
Relative to our previous forecast, the most
outstanding differences is the greater
growth in 2011, resulting from greater
recovery of domestic demand.

The labour market continues to deteriorate
in the euro area and, in the current
context, is one of the principal downwards
risks affecting our forecasts, as recovery
will not consolidate until employment starts
to be created and the unemployment rate
falls. With regards to the evolution of
employment, the last published figure was
for the third quarter, and the second
estimation confirmed a quarter-on-quarter
decrease of 0.5%, corrected for
seasonality, making five consecutive
quarters of falling employment. In year-on-
year terms the decrease was 2.1%,
considerably less than the fall registered on
the Spanish labour market in the same
quarter (-7.3% according to the Active
Population Survey). Given the delayed
effect of the evolution of economic activity
on the labour market, we can expect job
losses to continue for another few
quarters. The last known unemployment
; rate in the euro area
ex;’;ftgfg";a// corresponds o to
by 3.8% in November, when it was
2009, growing | 10%, one tenth of a point
by 1.5%in 2010 | higher than the previous
a”dzzo'jf’  Imonth and two points

; higher than a year earlier.

Euro Area. Macroeconomic Forecasts

For 2009, the forecasts anticipate an
average annual unemployment rate of

9.5% and
0
10.6%, Graph IL.1.2
showing that
unemployment YEAR-ON-YEAR IN DUSTRIAL PRODUCTION INDEX
. ’ GROWTH AN D INDUSTRIAL CONFIDENCE
will continue to INDICATOR IN THE EURO AREA

grow during
most of this
year.

-50

DA A A A
#8EEEEEEEREEEE

* Year-on-year growth rate. IPI data is calendar adjusted
and excludes the construction sector. The last observed
data corresponds to July 2009. The last available data for
Industrial Confidence Indicator is August 2009.
Source: EUROPEAN COMMISSION, EUROSTAT &
IFL (UC3M)
Date: January 14, 2010

The new IPI
forecasts,
estimated with
the most recent

For 2009, the forecasts anticipate an average
annt{a/ unemployment rate of _9.5 % qnd 10.6%, information, have
showing that unemployment will continue to grow improved for
during most of this year. 2009. We now

expect an average
annual decline of
15% instead of
the previously
forecast 15.4%.
For 2010, the
average growth
rate forecast for
the index has
grown by 2.6%,
1.5 pp more than
the previous
forecast.
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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
] { ] I} 1
| Final Consumption ! Gro_ss ' Domestic | Exportsof  Imports of | Foreign ! Real
: ; Caplta}l ' Demand (1) ' goods_ and goods_ and ‘ Demand (1) ' GDP
! Private Public EFormatlon: ‘ services services | '
w 2005 | 1,9 16 127 1,9 ! 53 6,1 - 01 ! 18
g 2006 | 2,1 21 | 63 I 30 | 8,7 8,6 : 02 I 31
S 2007 | 1,6 2,3 E 45 123 | 6,3 5,5 04 27
>’ 2008 | 04 20 ¢ 03 : 05 | 08 09 | 00 ! 05
é 2009 -09 2,6 E -13,0 29 -13,9 -11,9 -1,0 -3,8
3 2010 | 11 1,5 ﬁ 2,3 \ 14 4,7 44 1 0,2 r 15
< 2011 | 25 01 = 20 18 188 188 = 03 | 21
QI | -13 25 | 133 ;32 | -166 128 | 18 50
2 qQum | -09 2,5 E 153 1 34 | 172 143 | -1,4 ! -48
& Qm! -1,0 25 1 140 | 32 | -135 11,8 | 09 1 -40
i Qv . -05 30 | -94 : -18 ! -7,.8 -8,7 | 0,2 ©-14
= QI 05 25 = 01 . 07  -03 22 | 08 | 14
E g ou | o2 2,1 E 43 | 15 | 00 06 = 03 @ 10
S [ Qm| 13 13 = 36 1,8 53 3,8 3,8 3 0,1 ©1,7
z QIV | 26 0,1 ¢ 15 1,8 ! 15,0 15,3 3 0,1 F 1,9
< QI @ 31 o1 11 20 | 232 228 = 05 . 26
o oQu ! 29 -0,5 E 24 2,1 ! 27,6 259 1,1 © 31
R oqQm: 22 00 = 32 19 = 21,4 21,8 02 | 21
QIV | 16 00 ° 14 12 | 50 66 05 | 05
GROSS DOMESTIC PRODUCT AND COMPONENTS IN THE EURO AREA
Annual average and quarterly rates of growht
Final Consumption | GM0SS | pomegtic | Exportsof  Importsof | o 0n | peal
_Capital |y and 1) | goodsand  goodsand |, . 4 (1)} GDP
Private Public |Formation| ' services services | ;
4 2005 1,9 L6 27 | 19 | 53 61 01 | 18
g 2006 2,1 21 | 63 | 3,0 ; 8,7 8,6 : 0,2 P31
s 2007 1,6 23 | 45 | 2,3 ! 6,3 5,5 : 04 1 27
=2 2008 0,4 20 | 03 | 05 | 08 09 | 00 i 05
) 2009 -0,9 26 | -130 = -29 | -139 -11,9  -1,0 | -38
2 2010 11 15 | 23 | 14 47 44 | 02 | 15
< 2011 2,5 01 | 20 @ 18 188 188 = 03 21
QI -0,4 o6 | 88 | 2,1 j -8,6 7,4 j 0,6 ' -2,5
2 qu | 01 o6 | 44 | 08 | -2 28 | 06 1 01
« |R qQm| -01 06 | 16 | 04 | 31 30 | 01 | 04
E Qv 0,0 11 22 07 | -11 -5 0 02 | 07
] QI 0,6 0,1 .05 0,5 5 -1,1 -0,8 5 -0,1 © 03
> |9 aQu -0,2 03 01 | -01 | -10 00 | 04 ! -05
€ |Q Qmn 0,9 02 | 10 | 0,7 : 71 6,3 05 11
E QIV 1,3 01 | 01 | 0,7 : 9,6 9,4 : 0,3 © 1,0
3 QI 1,1 o1 | 02 | 0,7 : 59 5,6 : 0,2 . 09
o Qu -0,4 02 12 00 | 2,6 25 | 01 : 00
R qu; o2 02 | 17 o5 19 28 | -03 | 01
Qv 0,6 01 | -16 | 0,0 E -5,2 43 | -04 ' -0,6

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)
January 8, 2010

Date:
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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
1 GVA ;
iAgricuIture Industry Construction Tra_d e Finar!cial Pul'{lic TOTAL Real GDP
1 Services Services Services 1
u 2005 | 6,1 1,6 1,7 2,1 2,8 1,3 L8 | 18
s 2006 | 0,2 3,8 3,1 2,9 4,2 1,5 31 1 31
£ 0 200 | 02 2,3 2,2 3,5 4,3 2,0 30 |27
5 2008 | 1,9 0,9 -0,8 0,7 1,6 1,6 08 | 05
§ 2009 | 02 -13,6 -4,0 -4,4 -09 1,1 38 | -38
= 2010 [ OS5 31 1,2 1,8 1,0 0,2 15 | 15
< 2011 | 06 38 15 2,7 2,2 0,2 21 21
QI | 01 -16,6 -5,9 5,5 -1,0 1,1 49 | 50
S qQu| o1 -17,1 -4,7 5,1 -1,2 1,3 49 | 48
& Q| 0,1 -13,6 -4,2 -4,6 -1,3 1,0 41 | 40
’Q QIV . 06 -6,4 -1,0 -2,3 -0,2 1,1 -14 | -1,4
E Q07 22 0,1 0,7 0,5 1,3 12 14
“ g QI | 0,9 4,7 11 2,2 0,5 0,1 L7 1,0
S |~ QuI 0,6 3,0 2,3 1,7 1,6 0,2 1,7 | 1,7
§ QIv | -01 2,5 14 2,5 1,2 -0,7 13 | 19
< QI | 0,3 44 15 2,7 1,2 0,5 19 | 26
o QI 05 3,7 1,7 2,2 2,7 0,6 22 | 31
R qur; 07 2,8 1,9 3,9 2,0 01 21 21
Qv . 09 4,2 1,1 2,0 28 -0,2 21 | 05
GROSS DOMESTIC PRODUCT AND COMPONENTS IN THE EURO AREA
Annual average and quarterly rates of growht
5 GVA 5
EAgricuIture Industry Construction Tra_de Flnan_aal PUb.I'c TOTAL Real GDP
j Services Services Services 4
W 2005 | -6,1 1,6 1,7 2,1 2,8 1,3 8 1,8
g 2006 ! 0,2 3,8 3,1 2,9 4,2 1,5 31 ¢ 31
g 2007 | -0,2 2,3 2,2 3,5 4,3 2,0 30 1 2,7
S 2008 ! 1,9 -0,9 -0,8 0,7 1,6 1,6 08 ! 0,5
S 2009 | 0,2 -13,6 -4,0 -4,4 -09 1,1 38 | -38
z 2010 | 05 31 1,2 1,8 1,0 0,2 15 | 15
| 2011 o 38 1,5 2,7 2,2 0,2 21 ¢ 21
Q! -03 -8,3 -1,0 2,8 -0,7 0,2 25 1 25
2 Q. 02 -1,5 -0,7 0,1 0,1 0,7 02 1 01
x |8 QI ; 0,4 2,3 -0,8 0,2 -0,1 0,1 04 i 04
g Qv | 0,8 1,4 1,5 0,4 0,5 0,5 09 : 07
g Qr | -02 0,1 0,1 0,3 0,1 0,0 o1 : 03
> |9 Qi | 0,0 09 0,3 1,4 0,1 -0,6 04 ; -05
£ |8 Q. 00 0,6 0,3 -0,4 0,9 0,3 04 @ 11
& QIv: 041 0,9 0,6 1,2 0,2 -0,5 04 ' 10
::i QI 0,1 2,0 0,3 0,5 0,1 1,3 08 0,9
o oQu ! 0,2 0,2 0,5 0,9 1,6 -0,5 06 : 00
R qur’ 0,2 -0,3 0,5 1,2 0,3 -0,2 03 ! 01
QIV | 0,3 2,3 -0,1 -0,6 0,9 -0,8 04 ' -06

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:

January 8, 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

DOMESTIC PRODUCT SUPPLY IN THE EURO AREA

CHANGE IN FORECASTS AND DATA REVISION FOR THE COMPONENTS OF GROSS
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Date previous report: November 31, 2009

Source: EUROSTAT & IFL (UC3M)
Date actual report: january 8, 2010



Euro Area. Macroeconomic Forecasts. IP1
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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 . o TOTAL
Durable Non Durable Total 1 Goods Goods
w 2005 0,8 1,1 08 2,5 0,6 2,7 1,3
S 2006 4,7 2,7 30 6,0 4,9 -1,0 4,2
Lo 2007 1,4 2,5 23 | 6,7 3,7 -1,0 3,7
= E 2008 -5,7 -1,4 21 1+ -01 3,3 1,4 -1,7
é 2009 -17,2 -3,2 -54 | -204 -19,4 -7,8 -15,0
z 2010 -1,4 16 1,2 2,6 3,4 5,4 2,6
< 2011 15 2,4 23 | a1 -1,6 -3,9 0,8
QI -19,8 5,5 239 1 -23,9 25,4 -8,5 -18,5
2 qu -21,3 3,4 242 | 24,2 24,3 -8,7 -18,6
g QIII -18,2 -1,9 21,1 1 -21,1 -18,4 -8,7 -14,5
*ﬂ QIV -9,0 -1,9 -120 | -12,0 -7,8 -5,5 -7,7
= QI -4,4 0,4 -5 1 -15 21 2,9 -0,7
g S qu -1,9 1,5 14 | 1,4 3,3 6,8 2,9
< | &  aqQm 1,4 2,0 43 4,3 4,4 6,6 4,3
z QIv -0,7 2,5 58 | 5,8 3,7 0,8 3,9
< QI 31 39 74 | 74 0,3 -0,2 4,9
%  Qu 21 2,8 65 | 6,5 -0,5 -4,7 -1,7
R QI 0,9 18 43 43 2,1 -5,5 15
QIV 0,0 1,4 -1,1 ! -1,1 -3,9 -0,9 -5,7
INDUSTRIAL PRODUCTION INDEX IN THE EURO AREA*
year-on-year rates of growth
2005 2006 2007 2008 2009 2010 2011
January 1,3 3,1 4,1 3,8 -16,6 -2,0 3,3
February 0,4 3,3 4,7 3,6 -19,3 -0,7 3,0
March 0,4 4,3 4,5 1,4 -19,4 0,5 2,9
April 1,1 2,5 3,3 4,8 21,4 24 1,7
May 0,0 6,5 3,4 0,6 -17,8 3,2 1,7
June 0,8 4,7 3,2 -0,5 -16,7 3,0 2,0
July 0,6 4,0 4,2 -0,9 -15,9 3,7 0,7
August 2,1 6,3 4,5 -1,0 -15,1 4.8 0,2
September 1,8 4,0 3,2 -2,3 -12,7 44 -0,1
October 1,1 4,2 4,9 -5,7 -10,9 4,1 -0,7
November 3,5 3,2 3,1 -9,0 -7,1 4,2 -1,5
December 2,8 51 1,6 -12,4 -4,5 3,3 -3,7

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: January 13, 2010
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Euro Area. Macroeconomic Forecasts. IPI

CHANGE IN FORECASTS AND DATA REVISION FOR THE COMPONENTS OF

INDUSTRIAL PRODUCTION INDEX DEMAND IN THE EURO AREA
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Date actual report: January 13, 2010

Date previous report: December 14, 2009
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Euro Area. Inflation

4,0
3,0 1

1,0 A
0,0 4

I1.2. INFLATION

The new inflation forecasts for the euro
area have undergone some changes in

-1,0

food and
Graph I1.2.1 manufactured
goods, but the
INFLATION IN THEEUROAREA prOﬂIe

(year-on-year rates) expected for
headline and
core inflation

2,0 vwvmw S remains

ixﬂ Mii 5 unaltered.

W The average
2005 2006 2007 2008 2009 2010 2011 annual  rate
Confidence intervals at: 80% 60% ®m40% m20% foreca_st for
Inflatio n mean (1996-2008) : 1,95% 2010 is 1.3%,
like last
Source; EUROSTAT & IFL(UC3M) month,  with
Date: January 15, 2010 core inflation

for 2011 rising

by one tenth
of a point to 1.8%. Core inflation is
expected to be 1.2% this year and 1.5%
Euro area b/'nﬂaﬁon the next, the latter having been revised
in December i
consolldated Its upwards by one tenth of a point.
rising trend, with a
itive rate of . .
Zloj%ﬁsriip%ded The food prices forecasts were revised
The forecasts for downwards as the observed figures were
headline and core somewhat lower than expected. These
Infiation have revisions were offset by an opposite
hardly changed. 4 Y PP
change in the forecasts for the prices of
non-energy industrial goods. In this
respect, our forecasts have gone from a
zero or slightly negative average annual
rate for 2010
Graph I1.2.2 and 2011 to a
slightly
positive rate
COREINFLATIONIN THEEURO AREA
30 - (year-on-year rates) for bOth
' years, 0.3%.
2,5 4
2,0 4

0,5

15 W W At this time,
10 the reasons
for this rise
2005 2006 2007 2008 2009 2010 2011 are_ _mlerely
Confidence intervalsat: 80% 60% ®40% ®20% StatIStlcaI' the
Inflation mean (1996-2008) : 1.72% innovation
observed in
Source: EUROSTAT & IFL(UC3M) December
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turning point and has altered the medium
-term trend for these prices. The January
figures will be fundamental for learning
whether this change will be consolidated
or if it is an atypical observation the
impact of which should not have affected
our forecasts.

In general, in spite of this adjustment
among components, expected inflation in
the euro area maintains the profile of
moderate, gradual recovery which has
characterised its evolution in the last few
months. The European  monetary
authorities share this viewpoint and have
clearly announced that there will be no
changes in the official rates in the short
term, while the rate curve discounted by
the fixed income market rules out an
increase in 2010.

Monetary expansion policies and the
liquidity injected into the financial system
do not appear have had significant
inflationist effects on consumer prices,
and they have helped to stabilise
economic activity and the banking
system. However, the heavy recovery in
financial asset prices is cause for concern
by the monetary authorities and could
represent a new risk for economic
stability when aid starts to be withdrawn
in 2010. No inflationist effects have been
seen in 2009 because, in spite of
extraordinarily low rates and the liquidity
transmitted to the banking sector,
household and business credit has
continued to contract. This trend may
have come to an end in November, with
a small rise in the annual growth rate of

household credit, both
consumer  loans . and The infiation
mortgages; business|  forecasts for
credit continues to fall,| 2010and 2011
however, and new|  havehardly
. . changes: for this
growth in the sector iS| ~ year e are
highly unlikely. Banks| expecting an

average annual
rate of 1.5%
(£0.64) which

will rise to 1.8%

(£0.92) in 2011.

have not transmitted the
liquidity pumped into the
system to the private
sector for three major

reasons:

-

45



B

. There was a fall in the demand for

credit in the private sector.

o Banks needed this liquidity to/—\

improve their balance sheets
and remain operative.

. Banks had better investment
opportunities (more profits
and less risk) on the variable
and fixed income markets.

The fact that monetary expansion
had no tangible effect on inflation
does not mean that the withdrawal

The
expectations for
food prices
were revised
downwards.
This change
was offset by a
revision in the
opposite
direction of
inflation in non-
energy
industrial
goods.

Euro Area. Inflation

of subsidies and the liquidity
auctioned in 2009 will also be
neutral. When we start to see stricter
monetary conditions, it can be expected
to be transmitted to consumers and firms
much faster than occurred in the recent
period of a laxer monetary policy.

In sum, there do not appear to be any
significant upwards risk in the observed
and forecast inflation figures which could
depend on the last year's expansionary
monetary policy. However, the as yet
unknown “exit strategy” could represent
a significant downwards risk  for
consumer prices.

~

The inflation forecasts for services and energy
remain stable.
J
The monetary expansion policies applied in 2009\
do not appear to have generated inflationist
trends. However, the end of the extraordinary
intervention measures could represent a
downwards risk for consumer prices.

Table I1.2.1
INFLATION IN THE EURO AREA
Annual average rates
HICP Annual rates
2008 2009 2010 2011
December ~ January
Core 1.1 1.2 1.5
82 6% 1,0 +013 2% 13 1034 o053
Total 1.2 1.5 1.8
100% 0,9 +0.11 33 03 +0.64 +0.92

* Intervals at 80% of confidence calculated with historical
errors.
(1) Year-on-year rate anterior
2) Yearly average rate
Source: EUROSTAT & IFL(UC3M)
Date: January 15, 2010

Graph I1.2.3

YEAR-ON-YEAR RATE OF EURO AREAINFLATION
AND CONTRIBUTIONS OF MAIN COMPONENTS

2004 2005 2006 2007 2008 2009 2010 2011
0 Energy Unprocessedfood

m Core —o0— Total inflation

Source: EUROSTAT & IFL(UC3M)
Date: January 15, 2010
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Table 11.2.2

GOODS AND SERVICES IN THE EURO AREA WITH NEGATIVE ANNUA L RATES IN HICP GROWTH
Weights x 1000
Special |Weights Description December November October September August July June May April March February January| QIV QIII Average
Group* | 2009 2009 2009 2009 2009 2009 2009 2009 2009 2009 2009 2009 2009 | 2008 2008 2008
22,67 | Mk, cheese and eggs -2,86 -3,34 -4,38 -4,10 =3,77. -3,47 -3,05 =2,57. 2,38 -1,82 -1,14 -0,07
omocessep | 538 O andfats 2,58 3,46 5,32 7,17 7,00 641 514 -408 -347 25  -1,28
FOOD 26,21 |Bread and cereals -0,59 -0,47 -0,16
64.02 9,76 (S:lgfaer&]iz:’c«)ney, chocolate and 0,27
37 Coffee, tea and cocoa -0,16 -0,16
0,17 | Clothing materials 0,57 1,94 2,63 0,94 3,54 121 1,24 1,94 258 13 03 093
50,18 |Garments 0,77 04 1,12
Major household appliances whether
9,38 electric or not and small electric -0,03 | -0,385 -0,72 -0,69
household appliances
42,67 | Motor cars 432 -1,45 -1,54 -1,67 1,10 068 062 022 026 0,17
1,81 |Telephone and telefax equipment -10,33 8,08 6,37 -6,50 11,86 -12,97 9,33 -12,60 -1421 -1232  -14,19 |-16,045 -1873  -16,81
NON-ENERGY | 4,8p |EQuipment for the reception, recording | ;4 g4 41,3 11,68 1221 -12,92 -13,5 -13,38 -13,46 -13,37 -1336 -13,62 -13,10 |-12,087 -10,58 -10,76
INDUSTRIAL and reproduction of sound and pictures
oS 1,66 |Photographicand cnemstographic -10,18 4021 11,62 11,4 -12,20 1343 13,47 -14,06 -14,65 -1517 -1599  -1584 |-155%1 -14,65 -14,19
. and optical
4,83 | Information processing equipment -6,30 6,29 6,16 7,78 844 893 968 -11,01 -12,09 -12,43 1281 -13,70 |-15,084 -14,61 -14,62
3,07 |Recordng media -3,41 3,27 3,08 3,79 3,84 353 373 293 203 36 40 309 3458 336  -3,06
535 | Games, toys and hobbies 0% 1,71 -1,48 0,61 040 0,17 0,71 023 0,69 | 0,566 1,17 0,72
6,45 Gardens, plants and flowers -0,19
6,16 |Books 0,24 0,09
12,17 | Pharmaceutical products -0,01
19 Carpets and other floor coverings -0,07 -0,25
6,01 Passenger transport by air -4, 54 -5,39 -4,11 -5,40 -4,84 -4,97 -4,88 -1,55 -2,17
27,88 | Telephone and telefax services 0,3 -0,40 0,04 0,07 069 -1,16 -12% 08  -1,25 |-1,229 -1,24  -1,13
i%‘.“sCGES 17,2 | Accommodation services 0,15 0,19 0,44 040 025 021 115
16,28 |Package holdays 08 0,30
0,69 Other purchased transport services -1,32 -1,62 -0,91 -0,48
N 11,07 | Fishand seafood 0,63 0,40 0,61 0,45 050 -1,00 -1,87 072 0,72 0,6
PROCESSED | 11,59 |Fruits 14,71 2,94 3,60 4,72 6,10 -553 0,34 0,08
FooD 1541 |Vegetables 479 2,95 -4,68 3,20 2,74 290 0,71
74:55 36,48 |Meat -0,41 -0,24
7,47 | Liqud fuels 12,37 248 32,78 -R48 4L% 9,27 -39,53 0,08 3478 2564 21,74 | 2,61
ENERGY | 39,04 |Fuelsand bricants for personal 9,24 1443 -13,62 20,71 -18,84 -1972 33,93 -19,00 -1504  -17,16 | -6,383
24.19 transport equipment
18,46 |Gas -16,39 455 -14% -10,89 888 7,51 0,78
573 |Heatenergy 9,14 7,17 4,76 0,70
I:':a't'i”;:ght 0f COICOP classes with negative YoY price 2799 20853 268,10 22602 24748 297,66 200,85 196,39 18503 159,35 212,55 17923 10621 7141 64,96

*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: EUROSTAT & IFL(UC3M)
Date: January 15, 2010

Page 18




Euro Area. Inflation

FORECASTS ERRORS BY SECTORS, COUNTRIES IN THE EURO AREA,
UNITED KINGDOM, SWEDEN AND DENMARK

INFLATION IN THE EURO AREA
Annual rates, December, 2009

Ha(rirc::sntljzern;jrlggceés()f Weights I Observed Forecasts Confidence
HICP 2009 , Intervals*
Processed Food 118,77 0,69 0,79 +0.38
Tobacco 22,61 . 6,60 6,64
exchsing tobacco 9616 | 070 059
ggg&‘;”ergy Industrial 597 94 0,40 0,18 +0.21
Services 413,73 | 1,60 1,65 £0.14
CORE 829,74. 1,04 1,00 +£0.13
Non-processed food 74,55 -1,56 -1,13 +0.72
Energy 95,71 | 1,85 1,77 +0.86
RESIDUAL 170,26 | 0,36 0,50 £0.57
TOTAL 1000 | 0,93 0,91 £0.12

HARMONIZED INDICES OF CONSUMER PRICES BY
COUNTRIES IN THE EURO AREA,
UNITED KINGDOM, SWEDEN AND DENMARK
year-on-year rates, December, 2009
Weights 2009| Observed oo ﬁig;’djgg‘i
Euro area | Monthly Rate 80%

Germany 260,74 0,8 0,9 +0.29
France 205,97 1,0 1,0 +0.20
Italy 184,97 1,1 11 +0.23
Spain 127,92 0,9 0,9 +0.15
Netherlands 50,94 0,7 0,8 +0.33
Belgium 33,85 0,3 -0,1 +0.32
Austria 30,23 1,1 1,0 +0.37
Greece 34,55 2,6 2,4 +0.78
Portugal 21,99 -0,1 -0,4 +0.66
Finland 16,81 1,8 1,6 +0.37
Ireland 15,64 -2,6 -2,5 +0.30
Slovakia 6,77 0,0 0,2

Slovenia 3,71 2,1 2,8 +0.24
Luxembourg 2,60 2,5 2,8 +0.32
Cyprus 2,50 1,6 1,4

Malta 0,81 -0,4 -0,1

United Kingdom 2,8 2,5 +0.33
Sweden 2,8 2,5 +0.50
Denmark 1,2 1,3 +0.27

Source: EUROSTAT & IFL(UC3M)

Date:

January 15, 2010

The inflation forecasts for 2010 and 2011
have hardly changes: for this year we are
expecting an average annual rate of 1.5%
(£0.64) which will rise to 1.8%(+0.92) in
2011. Core inflation will be 1.2%(+0.34) and
1.5%(+0.53), respectively.

Euro area inflation in December consolidated

its rising trend, with a positive rate of 0.9%,

as expected. The forecasts for headline and
core inflation have hardly changed.

The expectations for food prices were revised
downwards. This change was offset by a
revision in the opposite direction of inflation
in non-energy industrial goods.

ONEMONTH AHEAD AND TWELVEMONTHSAHEAD
FORECASTS FOR THE EURO AREA HICP
‘ (yealr-o n-year ratgs)
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HARMONIZED INDEX OF CONSUMER PRICES AND COMPONENTS IN THE EURO AREA
Annual rates of growht
HICP
Core Residual
Profzezsdsed Non energy . 80 % non TOTAL 89 .
excluding Tobacco industrial Services |[TOTAL Confidence processed Energy |[TOTAL Confldenc*e
tobacco goods o, food 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
5 2002 2,4 59 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 57 2,2
§ 2006 1,6 3,9 0,6 2,0 1,5 2,8 7,7 55 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 0,0 7,0 0,3 1,9 1,2 + 0,34 0,6 4,5 2,8 15 + 0,64
2011 1,1 6,5 0,3 2,1 1,5 + 0,53 2,1 4,9 3,6 1,8 + 0,92
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
M ay 0,4 3,5 0,8 2,1 1,5 0,7 -11,6 | -6,4 0,0
3 June 0,0 54 0,6 2,0 1,3 0,0 -11,7 | -6,8 -0,1
& uy -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 | -6,4 -0,2
September -0,7 5,7 0,5 1,8 1,1 -1,3 -11,0 | -6,9 -0,3
October -0,9 58 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 -2,4 -1,8 0,5
- December -0,7 6,6 0,4 1,6 1,0 -1,6 1,8 0,4 0,9
% January -0,7 7,7 0,3 1,7 1,1 + 0,13 -1,3 39 1,6 1,2 + 0,11
- February -0,5 75 0,4 1,7 1,1 + 0,18 -1,2 34 13 1,2 + 0,23
q'i March -0,4 8,0 0,3 1,9 1,3 + 0,23 -0,7 4,6 2,2 1,4 + 0,35
'g April -0,3 81 0,3 1,5 1,0 + 0,27 -0,1 4,6 2,5 13 + 0,49
L M ay -0,2 81 0,3 1,8 1,2 + 0,31 0,5 4,6 2,8 15 + 0,61
8[| une 0,0 6,4 0,3 1,9 12 10,35 0,8 23 | 1,7 | 1,3 1073
ol ] auy 0,1 6,0 03 1,9 12 0,40 1,4 50 34 16 082
= August 0,1 6,0 03 1,9 1,2 i+ 044 1,6 34 | 26 | 1,5 0,92
§ September 0,3 6,3 0,3 2,0 1,3 + 0,49 1,7 52 3,7 1,7 + 1,00
E' October 04 6,7 0,3 2,0 1,3 + 0,53 1,8 59 4,1 1,8 + 1,06
2 November 0,4 6,5 0,3 2,1 1,3 + 0,57 1,6 4,9 3,5 1,7 + 1,12
§ December 0,6 6,6 0,3 2,1 1,4 + 0,60 2,0 6,0 4,2 1,9 + 1,16
< January 0,7 6,3 0,3 2,1 1,4 + 0,61 2,0 51 3,8 1,8 + 1,20
February 0,9 6,4 0,3 2,1 14 + 0,61 2,1 55 4,0 1,9 + 1,20
March 0,9 6,5 0,3 1,9 1,3 + 0,62 2,1 59 4,2 18 + 1,20
April 1,0 6,4 0,3 2,3 1,5 + 0,62 2,1 59 4,2 2,0 + 1,20
M ay 11 6,4 0,3 2,1 1,4 + 0,62 21 5,6 4,1 1,9 + 1,20
b June 1,2 6,4 0,3 2,1 1,5 + 0,62 21 5,6 4,1 1,9 + 1,20
& July 1,2 6,5 0,3 2,1 1,5 + 0,62 21 4,9 3,7 1,8 + 1,20
August 1,3 6,5 0,3 2,1 1,5 + 0,62 21 4,7 3,6 1,8 + 1,20
September 1,3 6,5 0,3 2,1 1,5 + 0,62 21 44 3,4 18 + 1,20
Octo ber 1,3 6,6 0,3 2,1 1,5 + 0,62 2,1 39 3,1 18 + 1,20
November 1,4 6,6 0,3 2,1 1,5 + 0,62 2,1 3,6 2,9 1,7 + 1,20
December 1,4 6,7 0,3 2,1 1,5 + 0,62 2,1 3,2 2,7 1,7 + 1,20

* Confidence intervals calculated with historical errors
The figures in the shaded area are forecasts

Source: EUROSTAT & IFL(UC3M)

Date: January 15, 2010
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HARMONIZED INDEX OF CONSUMER PRICES AND COMPONENTS IN THE EURO AREA
Monthly rates of growht
Harmonized Index of Consumer Prices
Core Residual
mezzstEd 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%
5. 2008 1,0 0,9 -2,3 0,2 0,8 1,2 1,6 1,4 0,4

‘gT 2009 0,2 0,4 -2,6 0,4 -1,1 1,0 0,0 0,4 0,8

£ 2010 01 1,4 -2,7 -0,3 -1,0 1,2 2,0 1,7 -0,6

” 2011 0,3 1,2 -2,7 -0,3 -1,0 1,3 1,2 1,2 -0,6

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

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

g 2010 01 0,3 0,6 05 05 0,2 0,0 0,1 04

- 2011 0,2 0,4 0,6 0,5 0,5 0,2 04 0,3 05
2008 0,4 0,2 1,7 0,4 0,9 0,5 2,3 1,5 1,0

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

s 2010 0,0 0,9 18 0,2 0,7 0,2 0,0 0,1 0,6
2011 01 1,0 1,8 0,0 0,6 0,2 0,3 0,2 0,6

. 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 0,0 0,5 0,6 -0,1 0,2 0,6 0,3 04 0,2
g 2011 01 0,4 0,6 0,4 0,4 0,6 0,3 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
P = 2010 0,0 0,2 0,0 0,3 0,2 0,5 0,5 0,5 0,2
B 2011 0,0 0,2 0,0 0,1 0,1 0,5 0,2 04 0,1
% 2008 0,2 0,1 -0,2 0,3 0,1 0,2 2,6 1,6 0,4
£| & 2009 -0,2 2,0 -0,3 0,1 0,0 -0,5 2,5 1,2 0,2
S| A 2010 0,0 0,4 -0,2 0,2 0,0 -0,2 0,3 0,1 0,0
E 2011 0,0 0,4 -0,2 0,2 0,0 -0,2 0,2 0,1 0,0
s 2008 0,3 0,5 -2,4 0,9 0,4 0,1 1,3 0,7 0,2
5| > 2009 -0,1 0,7 -2,5 0,8 -0,5 -1,2 -1,8 -1,5 0,7
§ A 2010 00 03 -2,5 08 -0,5 -0,7 08 01 -04
g 2011 01 0,3 -2,5 0,8 -0,5 -0,7 0,1 -0,3 -0,4
e . 2008 0,3 0,1 0,4 0,3 0,3 -1,0 -3,0 2,2 0,1
218 2000 0,0 0,2 0,5 0,2 0,3 -1,1 1,8 0,5 0,3
5 5’ 2010 01 0.2 0,5 0,2 03 -0,9 03 -0,2 0,2
> 2011 01 0,2 0,6 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
g %’_ 2010 0,1 0,4 15 -0,6 0,2 0,2 05 03 0,2
& 2011 01 0,4 1,5 -0,6 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 01 0,4 0,7 0,1 0,3 0,2 0,5 04 0,3
2011 01 0,5 0,7 0,1 0,3 0,2 0,1 0,1 0,3

.§ 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 01 0,5 0,1 -0,2 0,0 0,2 04 0,3 0,0

Z 2011 01 0,6 0,1 -0,2 0,0 0,2 0,1 0,1 0,0

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

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

Y 2010 0,1 0,8 0,0 0,9 0,5 0,5 0,5 0,5 0,5

8 2011 01 0,9 0,0 0,9 0,5 0,5 0,1 0,3 0,4

*The figures in the shaded area are forecasts
Source: EUROSTAT & IFL(UC3M)
Date: January 15, 2010
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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 9 » £ 5 E £ 8 % T T & £ % s gsivE 5 %
E 5§ = § % @2 % ¢ 2 =& £ T ¢ T E S |£% ¥ E
5 g ® w £ 7} 3 & § = o o s g = |5& 2 o
U] ] 0 7} [0} X ¥ @ a
z o]
Weights 2009 % | 26,1 206 185 128 51 34 30 35 22 17 16 07 04 03 03 0,1
2000 1,4 8 26 35 23 27 20 29 28 29 53 122 89 38 49 3008 1,3 2,7
- 2001 1,9 1,8 23 28 51 24 23 37 44 27 40 72 86 24 20 25|12 27 23
B 2002 1,4 19 26 36 39 16 1,7 39 37 20 47 35 75 21 28 26|13 1,9 24
e 2003 1,0 22 28 31 22 15 13 34 33 13 40 84 57 25 40 19|14 23 2,0
2 2004 1,8 23 23 31 14 19 20 30 25 o1 23 75 37 32 19 27|13 1,0 0,9
; 200 19 1,9 22 34 15 25 21 35 21 08 22 28 25 38 20 25|20 08 1,7
< 2006 1,8 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 1,6 20 28 16 18 22 30 24 16 29 1,9 38 27 22 07|23 1,7 1,7
E 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 10 16 18 18 10 1,7 16 29 06 17 -07 05 25 21 25 06|28 29 1,6
2014 1,7 19 21 19 16 19 11 25 07 18 -11 14 30 12 16 13|24 24 1,9
Janvary 09 08 14 08 1,7 21 12 20 o1 25 11 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 -0,3 09 39|29 19 1,6
April 0,8 0,1 12 -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 O01 07 -,2 15 -1,7 1,1 05 -09 05 34|22 1,7 1,1
S| sune o0 -06 06 -10 1,4 -10 -03 07 -1,6 16 -22 0,7 02 -1,0 o1 28|18 16 0,9
QI suy 0,7 -08 -01 -14 -01 -1,7 -04 0,7 -1,4 12 -26 06 06 -1,5 -08 08|17 1,8 0,7
August -1 -2 o1 -08 -01 -0 01 10 -1,2 13 -24 05 o1 -02 -09 1016 19 0,7
September 0,5 -0,4 04 -10 0,0 -1,0 00 o7 -,8 11 -30 00 00 -0,4 -1,2 08 | 1,1 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 O06 21 -08 13 -28 00 18 1,7 1,0 -01|19 24 0,9
December 0,8 1,0 11 09 07 03 11 26 -01 18 -26 0,0 21 25 16 -0,4|28 28 1,2
January 09 1,4 15 1,7 08 03 12 26 02 16 -24 -01 19 29 18 04 29 28 15
£ February 0,7 14 15 16 06 07 11 27 o1 15 -19 01 1,7 23 20 01| 26 27 1,2
g March i0 16 1,7 19 06 13 15 28 ©02 16 -14 03 18 27 17 -02 28 29 1,3
& April 07 15 16 19 06 12 15 29 03 16 -13 04 22 23 19 01|30 30 1,7
s May o8 16 17 21 07 18 1,7 31 07 17 -08 04 24 24 24 03 29 30 1,6
@ g June o6 15 15 1,7 o07 22 19 31 07 15 -05 05 23 20 27 05 29 31 15
Ak July 11 1,7 18 18 14 25 20 31 07 18 02 06 32 21 32 08|28 30 1,7
o August 09 15 1,8 16 15 22 1,7 30 07 16 -02 08 29 17 33 06 27 29 1,4
< September 1,2 1,8 19 19 15 23 18 31 10 17 o1 09 31 19 34 08|29 32 18
E October i3 19 21 20 14 23 1,7 30 10 22 oO01 09 31 20 33 13 28 30 18
< November 14 1,8 21 18 14 21 15 26 08 19 01 08 26 14 23 11| 27 27 19
December 1,7 20 23 19 15 21 14 26 07 18 00 1,0 28 13 21 13|24 25 1,9
January 1,6 1,9 22 1,7 16 22 13 26 07 18 -01 10 31 12 21 13| 24 24 19
February 1,7 1,9 23 17 1,7 21 14 26 07 19 -03 10 30 13 20 13|24 25 1,9
March 1,7 19 21 1,8 16 20 12 25 07 18 -06 1,2 30 11 22 13|24 24 1,9
April 19 21 23 21 1,7 21 12 25 08 19 -08 12 30 11 21 13|24 24 19
May i8 20 22 21 16 19 11 24 O7 19 -10 13 30 10 16 13|24 24 19
5 June 18 20 22 20 16 1,8 10 24 07 19 -13 1,3 30 09 15 13| 24 23 1,9
S I 1,7 20 21 20 16 1,8 09 24 07 18 -14 14 30 08 12 13| 24 24 19
August 1,7 1,9 21 20 16 18 11 24 07 18 -15 15 30 11 12 13 24 24 1,9
September 1,7 1,9 21 20 1,6 18 10 24 07 18 -16 16 30 1,1 11 13|24 23 1,9
October 16 1,9 20 20 15 18 10 24 07 18 -17 16 30 11 11 13|24 24 1,9
November 1,6 1,8 20 20 15 1,8 1,1 25 07 18 -17 16 30 15 16 13| 24 25 1,9
December 16 18 19 19 15 17 12 26 07 18 -16 16 30 17 16 13|24 26 1,9

* The figures in the shaded area are forecasts
Source: EUROSTAT & IFL(UC3M)
Date: January 15, 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

> % — 9 K3

E ¢ » £ 8 § #g ¢ &% 2 2z £ € 2 8 s|zf5 & %

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

g £ 5 & £ 3 2 & 5 E L 8 & ¢ & =58 & §

o g @ < a = »n »w X g o &

z 3
Weights 2009 %| 26,1 20,6 185 12,8 51 34 30 35 22 17 16 07 04 03 03 0,1

> 2008 -04 00 -08 -06 00 -1,3 -03 -03 -0 1,2 -0,7 1,2 oO1 -04 -14 -04 -0,7 00 0,3
s 2009 -06 -04 -1,7 -13 00 -19 -06 -05 -09 O3 -08 03 -03 -1,1 -2,3 -22|-0,7 -0,1 -04
S 2010 -05 -01 -13 -05 o1 -19 -05 -05 -06 00 -07 03 -05 -07 -20 -14 -0,7 0,0 -0,1
~ 2011 -o6 01 -14 -07 01 -1,7 05 -05 -05 o1 -08 02 -03 -09 -20 -14 -0,7 -0,1 -0,1

> 2008 o6 02 01 01 09 25 03 -10 00 05 1,2 03 -01 1,0 O3 0408 04 1,0

S 2009 07 04 02 00 10 23 05 -11 00 07 02 00 0O6 1,8 00 08|08 06 1,0
% 2010 oO05 04 02 00 O9 27 04 -10 -01 O6 O7 O1 O4 12 O1 O6 06 05 0,7
- 2010 o6 05 03 00 09 25 o5 -10 -01 06 O5 02 04 13 O1 06 06 05 0,7
2008 o5 o08 16 09 12 07 09 23 15 10 09 O3 13 09 11 11,04 09 0,5

'F,g 2009 -02 02 1,2 02 1,2 -006 02 20 08 04 01 -03 08 -01 14 1502 05 04
g 2010 oL 04 14 05 12 00 06 21 09 O5 06 -01 10 O02 11 12 O3 O7 OS5
2010 oL 04 12 05 11 0O O4 21 09 04 03 OO0 10 OO 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 O6 110 O3 O3 02 04 04 02 O1 -01 02 O5 09 23|03 03 -01
€/< 2010 -02 00 O5 10 O3 02 02 O5 O5 02 02 00 O6 O02 11 26 O05 03 03
é 200 00 02 07 12 O4 O3 02 O5 O5 O3 O1 O1 O6 02 10 26 O5 03 03
'q>, 2008 o7 06 06 07 04 09 05 07 05 05 06 04 1,2 10 08 07|07 04 04
s & 200 -1 01 02 00 01 -01 01 02 -02 -01 -04 01 06 03 07 02|05 03 04
g = 2010 01 02 03 02 02 05 03 04 01 O1 O1 01 09 04 12 05 05 04 0,3
5 200 o00 02 02 O1 O1 O3 O2 O3 O1 OO -01 O1L O8 02 O7 O5 O5 04 03
3 2008 o04 04 05 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 05 07 01 -01|03 02 0,2
g a 2010 o1, 00 0O O+ -04 03 O1 -01 02 02 03 O1 O5 02 04 01 03 03 O1
o 200 O01 O1 OO O1 -04 02 OO -01 02 O02 O1 O1 O5 02 O02 O1 O3 03 O1
g 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 -01 -08 -09 -14 -01|-0,1 -0,2 -0,6
g =~ 2010 o04 -03 -09 -08 -08 -1,3 -03 -0,7 -04 -04 -06 OO0 O1 -07 -09 02 -02 -04 -04
I} 2010 o4 -04 -10 -08 -09 -1,3 -04 -08 -04 -04 -08 01 O1 -08 -1,2 02 -0,2 -03 -04
= - 2008 -04 -0,1 00 -0,2 O1 1,1 -0,2 -1,1 -04 O3 00O -0, -0,7 OO O3 0306 01 02
a 2009 03 o6 02 04 02 21 04 -08 -02 04 02 -02 01 113 02 06 05 02 03
@ ft’ 2010 oO01 O4 02 02 O2 18 O1 -09 -02 02 02 -01 -03 09 02 04 04 01 0,0
'E 200 01 04 02 02 O02 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 0005 10 0,5
E g 2009 -05 -0,2 0,7 -02 O5 -04 02 19 -0¢ O3 -04 -01 -01 -001 O8 -02|01 04 0,2
5 ‘é 2010 -01 O1 O8 O1 O6 -03 O3 20 02 O5 -01 OO O1 OO 10 OO O2 O7 OS5
=|a 2010 -02 00 O07 OO O6 -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 00 OO0 -0,2 OO -0,4 03 00 -04 07 09 -03 -02 -0,2

§ 200 01 01 04 07 03 00 01 05 00 -05-02 02 01 -02 09 -04 02 03 0,0

g 2010 oO01 O02 O6 O8 O1L OO O1L O4 OO OO -02 O02 O1 -01 09 O1 O1 OO0 O1
200 O01 O1 O6 O8 O1 OO O1L O4 OO OO -02 02 O1 OO O9 O1 O1 02 O1
g 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 O6 01 02 -01 03 O8 06 07 -26 03 00 0,0
g 2010 -01 O1 OO O3 -02 -01 OO O3 -01 -01 -01 O3 O3 -01 -03 -27 O1 -0,2 0,0
Z 2011 -01 O1 OO O4 -02 -01 O1L O4 -01 -01 -01 02 O3 O3 02 -27 01 -01 0,0
@ 2008 o4 -03 -01 -05 -08 -01 -0,2 -03 -05 -03 -0,7 -0,1 -0,7 -09 -1,0 0,2 |-0,4 -0,2 -0,5
'E 2009 09 03 02 00 -07 02 03 01 02 02 -05 -01 -04 -01 -04 -02| 05 0,2 -02
g 2010 12 o4 04 O1 -05 02 O1 O1 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 01 -01

*The figures in the shaded area are forecasts
Source: EUROSTAT & IFL(UC3M)
Date: January 15, 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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Source: EUROSTAT & IFL (UC3M)

Date actual report: January 15, 2010

Date previous report: pecember 16, 2009
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EURO AREA INFLATION FORECASTS BY SPECIAL GROUP CHANGES OF
EXPECTATIONS FOR THE AVERAGE 2009 RATE
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Euro Area. Monetary Policy

I1.3. MONETARY POLICY

Spain, the most indebted country in the
euro area, need not be concerned with
monetary policy developments in the area.
Trichet's dedarations regarding the
possibility of recovery remaining stagnant
in 2010, the 10% unemployment rate in
the euro area and lower than expected
inflation figures provide the ECB with a
comfortable margin with which to keep
interest rates at their current levels
throughout 2010. At the same time, the
extraordinary measures taken to increase
the monetary base could be withdrawn
extremely gradually, guaranteeing liquidity
on the markets in the short term.

The evolution of credit last year can be
analysed with the monetary mass figures
published in December 2009.

In January 2009, the M3 aggregate was
growing at an annual rate of 5.9%, while
credit to the private sector registered an
annual rate of 5.0%. In December of the
same year, the annual variation of M3
could be near to its lowest point with a
negative value of 0.3%, whereas credit to
the private sector fell to its lowest in
October, with a rate of -0.8%, rising to
zero in December.

As expected, the evolution in credit to the
public sector shows the opposite process,
going from 5.2% growth in January to
15.2% in October 2009. It has since fallen
considerably, due to the Government's
need to reduce its rate of indebtedness. In
December, the annual rate of variation of
public credit fell to 11.2%, two pp less
than the previous month.

In view of these figures, it is clear that in
2009, the public sector’s need for financing
had a crowding out effect on credit to the
private sector. This phenomenon registered
a turning point in October due to the rise in
inflation which is reducing the real rate of
return on public debt and to the need to
consolidate the public accounts after a year
of high deficits in all euro area countries.

With regards to the private sector, the
contraction of credit to non-financial firms
was intense and has not yet come to an
end. The growth rate of this type of loan
has gone in one year from an 8.8% annual
growth rate to a 2.3% reduction, and this
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could continue
for a few
more months.
Household
credit,
however,
reached a
turning point
in October
and grew in
December at
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a year-on-
year rate of
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In conclusion, the evolution of credit in the
euro area has been much as expected.
Liquidity auctions guaranteed the financial
system’s solvency but have not been
transmitted to the private sector as long as
the real returns on public debt continued to
provide banks with practically risk-free
opportunities of significant returns. In the
last quarter of 2009, there was a rise in
household credit. Except for Spain and
another few countries, households have
relatively few debts and their expectations
have improved. At the same time, credit to
businesses continued to fall, pushing more
competitive and better equipped firms to
differentiation of their sources of financing,
which could even be positive in the
medium term.
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In conclusion, the
evolution of credit
in the euro area
has been much as
expected. Liquidity
auctions
guaranteed the
financial system’s
solvency but have
not been
transmitted to the
private sector as
long as the real
returns on public
debt continued to
provide banks with
practically risk-free
opportunities of
significant returns.




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
-
=% e 59 o5 by o
zZxk ' ' g ’ '
E § § 2009 -17,1 -1,8 -11,7 -10,9 -9,9
< 2010 13,3 2,4 2,1 6,7 4,8
2011 7,5 2,6 54 7,3 5,9
QI -25,2 2,2 -12,4 -13,4 -11,5
3 QII -24,3 -3,5 -14,9 -15,3 -13,5
] QIII -13,1 -1,0 -11,6 -10,3 -9,2
E Qv -3,7 -0,6 7,5 -4,2 -4,9
= QI 6,0 0,7 -41 1,8 -0,3
E 9 QI 11,8 2,5 0,4 6,1 3,8
S | aqn 16,3 2,6 4,2 8,7 6,5
E QIv 18,4 3,7 8,0 10,3 9,0
< QI 15,1 4,0 9,7 11,8 9,8
o QII 13,1 3,2 8,2 9,3 8,0
& qm 38 2,7 3,0 48 3,9
QIv 0,1 0,7 1,4 3,6 2,2
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 -1,8 9,8
February 3,1 1,7 1,7 0,9 -11,3 -0,3 10,1
March 3,4 2,6 1,0 0,5 -12,5 1,2 9,6
April 4,3 1,3 1,9 0,5 -13,6 2,6 10,1
May 3,0 2,4 1,5 -0,4 -13,4 3,9 8,0
June 4,2 2,4 1,2 -0,8 -13,4 5,0 6,1
July 3,9 3,1 1,3 -0,6 -11,6 58 6,2
August 3,7 2,7 1,1 -2,4 -9,8 6,6 2,6
September 2,0 3,9 1,8 -6,5 -6,2 7,2 3,0
October 1,9 2,6 1,4 -5,0 -7,0 8,5 2,7
November 2,8 1,3 2,3 -6,6 -4,9 9,0 2,3
December 3,1 1,3 1,7 -8,4 -2,8 94 1,6

Source: Federal Reserve & IFL(UC3M)

Date: January 15, 2010
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The general CPI,
in aggregate
terms, was
slightly worse
than expected.

Graph II1.2.1
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Date: January 15, 2010

INFLATION IN RENT OF PRIMARY RESIDENCEAND
OWNER'SEQUIVALENTIN U.S.
Year-on-yearrates

II1.2. INFLATION

In the US in December,
general consumer price index fell

the ™\ similar to our forecasts in all the
Although the total

sub-groups, with a small upwards

by a monthly rate of 0.18%}, C’pr’gﬁ’;"igeas innovation in both actual rental

instead of the forecast 0.28%.| ypuards innovation price_s and ow_ner’s estimated rent

The annual rate grew from 1.84% | /n second hand cars, |of primary residence. Even so, the

to 2.72%. ﬂf/?e 5//?/72’ egf!iﬁef, annual rate for effective rentals
an expected rise in 0 o

home rentals and the fell from 0.89% to 0.70% and the

On the other hand, the core index
registered a month-on-month fall

new growth in oil
prices have taken

rate for owner’s estimated rent of
primary residence fell from 0.81%

. expectations for the 73%.
of 0.16% instead of the expected| average annual cPI to 0.73%. The new forecasts show
less than the falls predicted last
0.26%. The annual rate rose from | 0 2.2% and 1.5% h h
1.70% to 1.82%. for 2010 and 2011, | Month (see Graph II1.2.2).
As we have mentioned before, this crisis is
The upwards

innovation in core
inflation is largely

COREINFLATIONIN U.S. _due tO_ non-energy
year-on-year rates |ndUStrIa| gOOdS,
specifically second
hand cars.
Indeed, non-
energy  industrial
bresent goods  registered
B an upwards
o g o ©O ©O ©O © = o . .
SS28888 .. surprise, with a
month-on-month

decrease of 0.34%
instead of the
forecast 0.57%.
The annual rate rose from 2.59% to
2.98%. Second hand cars have increased
their annual rate from 5.76% to0 9.17%.

The import prices of durable and non-

durable goods, however, were somewhat
lower than
expected.

With regards to
services, the
figure was worse
than expected,
with a drop of
0.09% instead of

0,0
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from

forecast
The

annual rate went
1.36%

to

1.37%. Within this

Source: BLS & IFL

Date: January 15, 2010 group,

evolution

the
was

1. In our reports, unless differently specified, only

non-seasonally adjusted data are used.

registering different price behaviours, with
non-energy industrial goods on the rise
and service prices falling. Indeed, if we do
not include tobacco (its weight is reduced
but its rates are high) and estimated rent
figures (not included in European
statistics), we find that for the first time,
the annual rate of non-energy industrial
goods is higher than the annual rate of
services.

Based on the above, core inflation
expectations have worsened (see Graph
II1.2.1).

With regards to prices not included in the
core index, food prices evolved much as
expected. Indeed, as we mentioned last
month, the November figure was the
lowest point in the annual rate, which will
now start to rise to around 2.0%. In fact,
the annual rate went from -0.68% in
November to -0.53% in December.

The monthly dedine of 0.85% in energy
prices was much as expected (1.26%),
with the annual rate rising from 7.42% to
18.20%. This heavy rise is due to the
effect of last year’s oil prices and explains
the heavy increase in the annual rate of
the general CPI.

West Texas oil on the futures markets have
increased by an average of 6% since last
month, and this is the basic reason for the
increase in headline inflation expectations.

Core inflation fell by one tenth of a point less than
expected, thanks to second hand cars and home
rentals, increasing our core infiation forecasts.
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USA. Inflation

All the above ) The profile forecast for the  In  conclusion, the
leadss to general CPI is that the heavy increase in Graph II1.2.3
inflation annual rate will remain  durable goods prices,
ger’gl’;;.‘:;tgz close to 2.9%-2.7% in the  particularly ~second | i
average annual | NEXt three months, hand cars, the less . ]
rateof 2.2% in | subsequently falling to than expected fall in 4]
2010. around 1.5% by the end of home rentals and, 31
\ ) 2010 (see Graph IIL.2.3). above all, rising oil f
priccs on  the ]| -
With regards to the forecasts for January, |rét$rnat|0|_1al markleti N ﬁf::l ng
the general CPI is expected to grow by Eno:lth) since haa\fe 3 e I i
0.59% (+0.13), with the annual rate rising -2 70r L HETE | 00s 206 2007 2008 29 zoi0 2o

to 2.88%. For core inflation, the forecast is
a monthly increase of 0.19% (£0.12), with
the annual rate falling from 1.82% to
1.72%.

expectations by close
to four tenths of a
point, and we expect

Source: BLS & IFL
Date: January 15, 2010

Bt

an average annual |
rate of 2.17% for 2010. Table I1I.2.1

DIFFERENT MEASURES OF INFLATION IN THE U.S.
Annual rates of grow ht

For 2010 and 2011, we are expecting
average annual core inflation rates of

On the other hand,

1.24% (£0.31)> and 1.04% (%0.41
o ( ) . 0 § )" December saw a more T
respectively, representing 0.26% and . .

o . intense acceleration of | 2 29 | 23 24 21
0.20% more, respectively, that last goods prices and |2%3 2008 3,8 2,3 2,4 2,3
month'’s forecasts (Table II1.2.1 and Graph . . E8E” DA
m2.1) ( PN moderation of services |=="[i 2 | a2 a2

e prices, and  higher Ty 21 | 15 13 18
annual rates are now August 15 L4 L3 L7

September -1,3 1,5 1,2 1,6

0l o
On the other hand, average annual found in goods than in |3 8 loctober 02 17 1,4 15
H H H H 0, H -4 November 1,8 1,7 1,4 1,5
headline !nflatlon is expected to be 2.17_/o services. 8| pecsnoer Y e te 1
(:|:1.26) in 2010 and 1.51% (:|:1.86) In z January 2,9 1,7 1,4 14
2011, representing an increase in the i |  [Februay | 27 ] L6 14 12
, TP 9 Finally, our core PCE |§ g March 27 | 15 13 11

expected rates of 0.43% and 0.13%,
respectively (see Table III.2.1).

2,5
2,4
1,9

1,3
1,3
1,2
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1,2
1,1

1,0
0,9
0,9

April
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June

forecasts are in the
lower half of the central
tendency established by
the Fed in November.

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: January 15, 2010

In terms of the core personal consumption
expenditure index —core PCE3-, which is the
inflation indicator most closely monitored
by the Fed, and including the December

CPI figure .in the models, our forecast fqr (" our core PCE. )

December is 1.43%. The actual figure will forecasts are

be published at the end of this month. For on the lower

the next two years, our forecasts are on limit of the

the lower half of the central tendency tgsgetféy Graph II1.2.4

established by the Fed in its November established by

meeting (see report4)- /t\zé;/e%g; . DIFFERENTCosfalrltl;rﬁgza?l:ai:;?sIN THEU.S.
\ / 2,5

2,0
1,5

2. Considering an 80% confidence interval for all M0

indices 0,5 7

CorePCE —o—Core CPI

0,0 ——t

1998
1999
2000
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2002
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2005 1
2006
2007
2008
2009
2010
2011

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.

Source: BLS & IFL
Date: January 15, 2010

4. http.//www.federalreserve.gov/newsevents/press/monetary/fomcminutes20090429. pdf
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Table II1.2.2

GOODS AND SERVICES WITH NEGATIVE ANNUAL RATES IN U.S. INFLATION
Weig hts| October August July June May April March February January) QIV QIII Average
Group* 2007 Ttem 2009 2009 2009 2009 2009 2009 2009 2009 2009 2009 2009 2009 :ZWS 2008 2008
0,211 |Bread 3,48 3,16 2,27 2,21 -1,18  -055 ]
0,098 | Fresh biscuts, roll, muffins 2,58 252 155 223 3,17 09 !
0,208 | Other bakery products -0,49 i
0,203 | Uncooked ground beef 6,08 5% 615 372,91 079 !
0,083 | Uncooked beef roasts 2,46 08  -821 648 7,75 -601 2,98 1,06 j
0,192 | Uncooked beef steaks 5,06 440 7,40 677 685 -593 2,29 0,78 0,80 0,04 !
0,048 | Uncooked other beef and veal 0,84 3,70 3,38 322 2,47 083 !
0,118 | Bacon, breakfast satsage, and reiated products | 5,15 6,33 5,70 3,60  -3,67 ! 0,50
0,067 | Ham 8,48 7,00 5,45 3,40 044 2,37 !
0,065 | Pork chops 7,99 8,62 9,21 5% -646 520 3,05 i
0,080 | Other porkinduding roasts and picnics 10,97 12,70 10,54 10,81 825 -566 5,56 0,64 !
0,234 | Other meats 2,45 2,43 1,05 0,59 |
0,260 | Chicken 2,10 1,88 2,09 1,44 i
0,057 | Other poultry including turkey 1,66 !
0,152 | Fresh fish and seafood -1,42 0,88 4,07 1,12 -0,53 ]
0,120 |Eggs 6,61 410,50  -15,55 17,94 13,12 -2130 18,52 17,79 -14,59 17,67 12,99 951 | 2,53
0,323 | Mik -10,55 -13,41 13,17 416,02 -17,74 -1835 -14,53 -13,63 -13,56 -12,08 -10,04  -4,45 |, 2,52
0,269 | Cheese and related products 9,33 -10,34 -9,07 -10,11 -11,02 -9,01 5,81 3,79 -1,23 !
0,139 | Ice creamand related products 2,09 -1,16 -0,17 0,04 -0,15 :
0,157 | Other dairy and related products 3,82 5,06 -4,05 3,55 3,57 -343 2,25 1,86 2,44 0,25 i
0,078 | Apples 9,89 1480 18,22 21,9 22,41 -1819 4519 12,74 9,89 7,92 561 0,5 |
b?f:;g”gs 0,064 | Bananas 8,45 -11,16 4,35 3,99 -2,00 2,05 1,08 -0,61 1
645 0,080 |Gitrus fruts 864 697 419 937 724 884 967 673 39 |14 2,92
0,243 | Otherfresh fruits 1,30 1,23 7,82 569 -405 3,57 7,06 5,09 4,50 59  -12,99 | 4,97
0,068 | Potatoes 16,93 1845 -17,12 1553 -11,18 -597 i
0,059 | Lettuce 001 10,8 817  -437 25 !
0,092 | Tomatoes 519 -3,99 8,28 -11,48 -886 12,23 7,10 7,19 1427 9,9  -1633 , 4,70
0,222 | Otherfresh vegetaties 5,53 631 563 475 617 -607 3,88 2,88 !
0,126 | Canned fruts and vegetables 0,27 |
0,077 | Frozen fruts and vegetables 3,2 2,07 i
0,292 | Carbonated drinks -0,71 !
0,301 | Nonfrozen noncarbonated juices and drinks 3,00 1,60 -1,88 -0,33 i
0,115 | Coffee 2,76 -2,06 -2,80 2,57 -2,63 -291 -1,81 3,09 -2,01 :
0,206 | Otherbeverage materiak induding tea -0,10 -0,23 )
0,052 | Othersweets -0,17 ]
0,570 | Butter and margarine -8,48 -7,80 5,34 2,75 -0,73 !
0,090 | Otherfats and ols induding peanut butter 541 -4,18 414 410 -206 i
0,088 | Soups -3,47 !
0,295 | Frozen and freeze dried prepared foods -1,08 |
0,068 | Baby food !
0,404 | Other miscelaneous foods 1,85 0,48 !
0,229 | Wine athome i
0,036 | Flour and prepared flour mixes 448 -1,06 0,05 -0,88 !
0,09 | Rice, pasta, commeal 3,00 2,14 1,75 j
2,416 gtn:e':")‘t’:i"gamy"‘”""""e“"""‘ghms 6,80 6,06 7,60 858 -964 7,58 7,49 -6,54 -855 636 -528 | 2,73 0,72
0,239 |Fueloi -6,94 -26,34 3595 39,95 -48,26 47,57 45,9 -41,24 39,52 29,17  -26,88 | 2,67
0,113 | Propane, kerosene, and firewood 417 9,03 17,37 23,71  -24,48 -2472 20,33 18,00 -14,67 9,68 4,95  -3,93 |
2,766 | Blectridity 0,51 -0,59 015 1,21 -402 2,79 !
1,098 | Wity (piped)gas service -18,08 18,63 -23,95 27,99  -32,73 -3745 -28,65 -19,81 -10,78 2,96 |
0,048 | Floor coverings 2,73 2,5  -1,73 079 -0,81 !
0,112 | Window coverings 6,19 663 7,97 672 532 -400 2,79 3,29 -1,30 2,31 2,60 -1,01 | 0,9 0,35
1,03 | Otherlinens 1,46 1,83 2,06 2,69 4,07 -443 518 5,64 -595 544 635 7,61 7,30 401 535
0,338 | Bedroom furnture 2,41 273 438 2,5  -1,85 1,03 ) 046 0,71
Housing 0,505 | Living room, kitchen, and dining room fumiture 1,03 0,07 -0,50 0,23 -1,9 0,51 0,60 4,26
7.96 0,186 | Otherfurniture 0,80 0,99 ! 0,78 0,86
0,219 | Major appliances 2,92 -3,11 -3,31 2,31 -1,77 :
0,133 | Other appliances 2,14 2,25 10,06 2,9 1,8
0,349 | Gods, lanps, and decorator ke 5,07 537 -3,08 446 3,74 363 388 405 322 471 358 3,9 | 431 3,65 50
0,104 | Indoor plants and flowers 2,90 -0,81 -0,73 -1,68 -1,22 -0,50 2,13 2,15 0,20 ]
0,074 | Dishes and fiatware 2,29 41,31 -1,68 1,28 3,14 -111 0,79 2,29 -0,03 1,25 |15 0,43 0,48
0,211 | Took, hardware andsupples 2,48 -1,28 -1,61 1,20 -0,65 0,02 1 0,82 0,76
0,350 | Outdoor equipment and supples 41,10 0,76 -0,36 10,38 0,73 1,44
0,292 | Mscelaneous household products 1,41 2,00 2,16 1,06 !
0,246 | Gardening and lawncare services 035 011 0,15 i
0,080 | Moving, storage, fraght expense 2,23 232 304 270 337 370 4,36 2,05 273 2,08 302 -340 ! 058
0,148 | Men's suts, sport coats, and outerwear 2,03 4,50  -4,07 699 58 -912 7,62 4,86 -591 4,18 2,14 -3,77 | 281
0,224 | Men's shits and sweaters 097  -1,37 0,24 4,21 12,00 239 2,53
0,175 | Men's pants and shotts 0,43 08  -1,45 081 1,65 -021 11,00
0,196 | Boys apparel 2,27 0,29 0,38 0,86 11,53
0,122 | Women's outerwear 11 3,07 3,18 7,5 532 59 | 0,50
0,105 | Women's dresses 0,36 -0,81 1,21 2,00 0,04
Appard 0,739 | Women'ssuis and separates 1,09 2,43 0,97 225 37 525 403 020 365
129 0,340 | Women's undervear, nightwear, sportswear and 021 |03 035 45
accessories |
0,271 | @rls'apparel -1,76 0,07 -2,58 3,32 10,24 2,58
0,144 | Boys'and girls' footwear 9,61 :
0,319 | Women's footwear 054 0,9 041 0,29 0,25 034 2,85 065
0,185 | Infants and toddiers apparel 0,38 042 1,91 -1,35 1,00 010 016
0,045 | Watches 2,75 415 -3,57 191,92 137 ! 0,03
0,288 | Jewelry -0,81 i
4,632 | New vehies 023 082 454 260 | 268 132 1,49
1,773 | Used ars and trucks 2,67 545 -971 -10,86 41,20 -10,20 9,01 4,47 8,99 | 6,83 45 1,32
Transportation | 5,215 | Gasoine (al types) 17,91 29,66 -29,96 -37,26 34,63 39,42 -39,47 39,30 35,57  -40,43 !21,02
0.4 0,268 | Other motor fueks 6,03 2829 3579  -40,37 -4620 46,57 48,80 -45,22 44,76 32,61 29,20 | 7,02
0,721 | Airine fare 6,50 1,70  -1588 -1660 17,06 13,28 -9,15 7,72 3,52 0,94
0,167 | Otherinterdity K 4,06 665 7,10 9,02 7,65 724 7,49 4,59 3,27 420 2,70 2,72 !
0,252 | Internaland respratory over-the-counter drugs | 0,06 1
Medical care 0,113 | Nonprescription medical equipment and supplies 0,72 ! 0,18
0.54 0,243 | Eyeglasses and eye care -0,13 0,29 0,23 -0,94 -0,87 :
0,537 _| Health insurance 3,02 2,86 -3,27 3,17 -2,85 -293 3,19 3,28 -3,39 3,60 3,53  -3,68 13,19 1,72
0,167 | Teevisions 27,43 27,92 2929 27,31 2558 -2480 23,48 22,35 21,30 20,86 21,03 -20,78 |-18,80 -1558 17,44
0,035 | Othervideo equipment 10,01 10,67  -10,73 10,10  -7,48 -837 9,63 8,88 -10,70 13,40 13,43 -14,38 ,-13,55 13,43 13,30
0,163 | Video cassettes, discs, and other media induding | 3,27 1,78 0,87 !
0,109 | Audio equipment 4,81 590 7,77 624 510 -435 3,90 3,73 3,9 472 59  -503 | 3,47 463 473
0,082 | Audio discs, tapes and other media 8,96 4,08 -4,49 662 49 -427 3,5 1,62 -39 575 4,07  -1,17 12,79 261 1,87
Recreation | 0,321 | Sports vehicks indludng bicycles 0,15 09  -0,09 012 |
201 0,255 | Sports equipment 2,25 -1,98 A
0,077 | Photographic equipment and suppies 2,17 312 2,5 241 23 147 316 305 345 530 65 584 | 613 54 62
0,245 | Toys ,19 7,00 646 5,66 537 361 4,27 4,57 -464 534 576 59 | 573 477 527
Cub dues and fees for particpant sports and )
0,555 | Group exerdses partidpant s 1,68 0,42 0,55 0,72 -035 0,33 0,38 -0,68 |
0,121 | Recreational books 0,70 |
0,010 | Delivery servies 658 7,04 9,34 892 -1027 9,52 8,27 -493 3,18 543 1,58 |
1,047 | Wireless telephone services 1,14 -1,13 : 0,10 0,22
Educationand | 0,242 d peri i 41,94 42,26 1,63 14,10 1544 -1465 42,74 13,05 13,29 -1410 12,78 -12,35 |-12,15 12,94 12,42
communication | 0,040 | Computer software and accessories 2,49 1,63 2,31 2,88 1,40 -1,09 0,55 1,10 -0,46 0,71 1,13  -0,84 -5 250 3,5
14 0,282 | Internet services and electronic information provil 0,34 !
0,061 [Pnbbe S R R et e 3,41 0,54 1,07 5,39 8,29 -804 5,73 5,54 -464 -515 3,28 -230 | 2,88 2,52 4,27
consumer inforation ks )
Hair, dental, shaving, and mscelaneous personal J
othergoodsand | 2% | care products 13 091 !
servies 0.56 | 0,192 | Finandil services -5,95 68 413 -405 669 7,20 -7,35 69 58  -529 | 1,9
0,234 | Miscelaneous personal goods 09  -1,41 0,26 -027 i
T
Total weights in goods and services with negative annual rates 21,43 20,64 24,56 24,42 26,42 23,64 22,31 19,93 24,26 23,76 16,15 1822 :22,43 16,49 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: January 15, 2010
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FORECASTING ERRORS IN U.S. INFLATION

CONSUMER PRICE INDEX INU.S.
Monthly rates December, 2009 INFLATIONIN U.S.
Relative ] Month-on-month rates
Imp. Observed = Forecasts (Itonfdenbc*e T

Dec. 2008 menva
TOTAL INFLATION 100,0 -0,18 -0,28 0,13 i
less Owner's equivalent rent of primary residence 75,6 -0,23 -0,35 0,17 A
/CORE INFLATION 77,7 -0,16 -0,26 0,12 g
less Owrer's equivakent rent of primery residence 53,3 -0,24 -0,35 0,16 Y
Non-food and non-energy goods 21,5 -0,34 -0,57 0,26
Less tobacco 20,7 -0,37 -0,61 0,24 S
- Durable goods 10,5 0,29 -0,18 0,33
- Non-durable goods 11,0 -0,93 -0,93 0,38 Y
Non-energy services 56,3 -0,09 -0,14 0,14
;eire\;iees less Owner's equvalent rent of primary 0,16 §0%0 0,28 15 ; ; i S . : ______

— R

- Owner's equivakent rent of primary residence 24,4 0,00 -0,05 0,12 20 ' F9reca§ts . ‘bSeI’V@ vall.’16 i
RESIDUAL INFLATION 22,3 0,22 -0,35 0,48 ’ T T T T T T T T
Food 146 017 0,21 0,29 2001 2002 2003 2004 2005 2006 2007 2008 2009
Energy 7,6 -0,85 -1,26 1,16

Source: BLS & IFL(UC3M)
Date: January 15, 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

CP1
Core Residual
Non-ener .
commodities Ieg.!s food Non-energy services
Confidence| o & TOTAL CIo l;ﬁdenlc <
2| _8 ezl oo TOTAL mntervals | 8 | & | TOTAL|SoSo R S00h
< ] = o B0 =2 = at 80% w level
€ |zg| < |s25Ez2 52| < level
3 3 og=&gl ©8
IR December 08 |10,5% |11,0%|21,5% 24,4% 31,9%|56,3% |77,7% 14,6%)| 7,6% (22,3%
2002 -2,6 0,4 -1,1 4,1 3,5 3,8 2,3 1,8 -59 -08 1,6
2003 -3,2 0,7 -2,0 2,4 33 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 34 109 6,0 2,7
2005 0,4 0,6 0,5 2,3 3,1 2,8 2,2 24 169 76 3,4
2006 -0,7 1,2 0,3 3,5 33 3,4 2,5 23 11,2 58 3,2
2007 -1,7 1,0 -0,4 3,4 3,4 3,4 2,3 4,0 55 51 2,9
2008 -1,4 1,7 0,1 2,5 3,6 31 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 14 18 1,6 0,0 19 11 12 031 11 126 54 22 1,26
2011 -0,9 15 0,3 0,2 2,2 13 10 041 19 49 31 15 + 186
January -2,9 1,9 -0,5 2,2 2,8 2,5 1,7 53 -204 -53 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 33 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
P 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 41 1,5 1,9 1,8 1,8 1,7 21 -255 -10,7 | -1,4
2 Q July -1,2 4,0 1,4 1,7 1,5 1,6 1,5 09 -281 -126 | -21
q>a August -1,5 3,6 1,1 1,7 1,5 1,6 1,4 04 -23,0 -10,1 -1,5
;‘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 -61 -0,2
s November | 1,8 3,3 2,6 0,8 1,8 1,4 1,7 -0,7 74 23 1,8
§ December 2,5 3,5 3,0 0,7 1,9 1,4 1,8 -0,5 18,2 59 2,7
o January 2,6 34 3,0 0,5 18 12 17 0,12 -02 204 69 29 013
E February 2,6 30 2,8 0,3 18 12 16 0,20 01 178 63 2,7 044
E March 2,6 23 2,5 01 19 11 15 + 0,26 03 193 7,0 27 082
3 April 24 1,6 2,0 0,0 19 11 13 0,32 07 178 6,7 25 116
= May 2,0 16 18 -0,1 2,0 11 13 0,35 09 159 63 24 146
E;: E June 1,6 15 1,6 -0,2 21 11 12 0,38 10 95 43 19 +1,70
_g N July 14 13 14 -0,2 20 11 12 039 14 120 55 21 + 186
] August 1,7 13 15 -0,3 2,0 1,0 12 1041 15 9,4 45 19 £ 198
g September | 1,1 13 12 -0,1 19 1,0 11 044 1,7 104 50 20 + 208
o October -0,2 14 0,7 -0,1 19 1,0 09 +£048 18 92 46 18 + 217
s November | -0,2 15 0,7 0,0 20 11 10 0,51 19 62 36 16 + 225
_2 December | -0,6 14 0,4 0,0 19 11 09 + 0,56 20 66 38 16 + 232
E January -0,8 14 0,3 0,0 20 11 09 + 0,57 20 45 30 14 +242
g February -1,0 14 0,2 0,1 2,0 12 09 + 0,57 20 55 33 15 + 247
;’ March -1,2 15 0,2 0,1 21 12 10 0,57 20 58 35 15 £ 250
u April 1,1 14 0,2 01 21 12 | 09 %057 19 63 36 16 251
§ May -1,1 14 0,2 01 2,2 13 10 057 19 59 35 16 + 251
-g' E June -1,0 15 0,2 0,2 2,2 13 10 0,57 19 49 31 15 + 252
Z| July -1,0 15 0,3 0,2 2,2 14 11 0,57 19 46 30 15 + 256
E August -0,9 15 0,3 0,3 22 14 11 £ 0,57 18 45 29 15 + 262
September | -0,8 15 0,4 03 2.2 14 11 0,57 18 44 28 15 + 264
October -0,5 14 0,5 03 2.2 14 11 0,57 18 42 28 15 + 265
November | -0,8 15 04 04 2,2 14 11 0,57 18 41 27 15 + 267
December | -0,8 15 0,4 04 2,2 14 11 £ 0,57 18 39 26 15 +271

Source: BLS & IFL

Date: January 15, 2010
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CONSUMER PRICE INDEX AND COMPONENTS IN USA
Monthly rates of growth

CPI
Core Residual
Non-energy
commodities less Non-energy services TOTAL TOTAL
food = ;
£ B
8| _8 £Esz8 oo g ¢ jpritey
T |28 T |sS8gE £5| 3 -
& 3 8388 °¢g
] t=
IR December 08 |10,5%|11,0%| 21,5% 24,4% 31,9%|56,3% 77,7% 14,6%)| 7,6% 22,3%
> 2008 0,2 -04 -01 0,2 0,8 0,6 0,4 0,9 0,9 0,9 0,5
8 2009 0,2 -04 -01 0,2 0,6 0,4 0,3 0,4 2,0 1,0 0,4
H 2010 0,3 -05 -01 0,0 0,5 0,3 0,2 0,7 4,0 1,9 0,6
~ 2011 0,1 -0,5 -0,2 0,0 0,6 0,3 0,2 0,7 1,8 1,1 0,4
> 2008 -0,2 0,9 0,3 0,1 0,5 0,3 0,3 0,3 -0,1 0,1 0,3
s 2009 0,2 1,5 0,8 0,1 0,4 0,3 0,4 -0,2 2,4 0,7 0,5
s 2010 0,2 1,1 0,6 -0,1 0,5 0,2 0,4 0,1 0,1 0,1 0,3
£ 2011 0,0 1,1 0,6 0,0 0,5 0,3 0,4 0,1 1,1 0,5 0,4
= 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 0,1 1,2 0,7 0,0 0,3 0,2 0,3 -0,1 0,6 0,2 0,3
2011 -0,1 1,3 0,6 0,0 04 0,2 04 0,0 0,8 0,3 0,3
2008 -0,3 0,5 0,1 0,2 0,0 0,1 0,1 0,8 4,2 2,3 0,6
:-=: E 2009 0,1 1,0 0,6 0,1 0,1 0,1 0,2 -0,2 1,3 0,3 0,2
5l < 2010 -0,1 0,3 0,1 0,0 0,1 0,0 0,1 0,1 0,0 0,1 0,1
E 2011 0,0 0,2 0,1 0,0 0,1 0,0 0,1 0,0 0,5 0,2 0,1
3 2008 -0,3 -04 -0,3 0,1 0,3 0,2 0,1 0,5 7,0 3,3 0,8
'5 = 2009 0,2 -04 -0,1 0,1 0,0 0,0 0,0 -0,2 4,0 1,3 0,3
i = 2010 -01 -04 -03 0,0 0,0 0,0 -0,1 0,0 23 0,9 0,2
g 2011 -01 -03 -0,2 0,0 0,1 0,0 0,0 0,1 1,9 0,8 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
o| 2 2009 0,3 -0,8 -0,3 0,0 0,3 0,2 0,1 0,0 9,9 3,6 0,9
é A 2010 -01 -09 -05 0,0 0,4 0,2 0,0 0,1 39 1,6 0,4
° 2011 -01 -09 -05 0,0 0,4 0,2 0,0 0,0 2,9 1,2 0,3
E 2008 0,0 -0,6 -0,3 0,1 0,6 0,4 0,2 1,0 1,9 1,4 0,5
f—-_ % 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 -02 -09 -06 0,0 0,3 0,2 0,0 0,2 0,6 0,3 0,1
E 2011 -02 -09 -05 0,0 04 0,3 0,0 0,2 0,3 0,2 0,1
ol . 2008 -0,4 0,8 0,2 0,2 0,2 0,2 0,2 0,5 -52 -2,1 -0,4
AN 2009 -0,7 0,5 -0,1 0,1 0,3 0,2 0,1 0,0 1,5 0,6 0,2
@ E 2010 -0,4 0,5 0,1 0,0 0,2 0,1 0,1 0,2 -0,9 -0,3 0,0
= 2011 -0,3 0,5 0,1 0,1 0,2 0,1 0,1 0,1 -1,0 -0,3 0,0
E 5 2008 -0,6 1,7 0,5 0,2 -0,1 0,0 0,2 0,6 -3,1 -1,1 -0,1
'i_:' 'E 2009 0,2 1,7 1,0 -0,1 0,0 0,0 0,2 -0,1 -1,3 -0,6 0,1
g % 2010 -0,4 1,7 0,7 0,0 -0,1 0,0 0,2 0,1 -0,4 -0,1 0,1
=4 2011 -0,3 1,7 0,7 0,1 -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 05 -10,3 -4,3 -1,0
S 2009 1,2 0,4 0,8 0,0 0,1 0,1 0,3 0,1 -1,5 -0,5 0,1
© 2010 -0,1 0,6 0,3 0,0 0,1 0,1 0,1 0,2 -2,6 -0,9 -0,1
© 2011 0,2 0,6 0,4 0,1 0,1 0,1 0,2 0,2 -2,7 -1,0 -0,1
5 2008 04 -02 -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 04 -0,3 0,0 0,0 03 -0,2 -0,1 0,1 -0,5 -0,1 -0,1
= 2011 0,1 -03 -01 0,1 03 -01 -0,1 0,0 -0,6 -0,2 -0,1
g 2008 -0,3 -1,1 -0,7 0,1 -0,2 -0,1 -0,3 0,0 -9,9 -3,6 -1,0
£ 2009 0,3 -09 -0,3 0,0 -0,2 -0,1 -0,2 0,2 -0,8 -0,2 -0,2
8 2010 -01 -1,0 -05 0,0 0,2 -01 -0,2 0,2 -0,4 0,0 -0,2
a 2011 -01 -10 -05 0,1 -02 -01 -0,2 0,2 -0,5 -0,1 -0,2

Source: BLS & IFL(UC3M)
Date: January 15, 2010
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II1.3. PROPERTY SECTOR

The building permit and housing start
figures showed different behaviour. There
were 653,000 permits® instead of the forecast
576,000, while there were 557,000 housing
starts instead of the forecast 611,000. The
poor housing start figure is partly affected by
bad weather conditions (see Graphs III.3.1,
I11.3.1b, II1.3.2 and II1.3.2b).

Likewise, new housing registered a
significant downwards deviation, with prices
higher than expected (see Graphs III.3.3,
I11.3.3b, II1.3.4 and III.3.4b).

Graph II1.3.1
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1. Seasonally adjusted and annualized.

The number of second hand house sales
registered a strong decline relative to
November, affected by the public aid
calendar. Prices, however, were higher than
expected (see Graphs II1.3.5, II1.3.5b, II1.3.6
and II1.3.6b).

Given the low levels of the series, the reader
is advised to follow the graphs, which better
illustrate the sectorQ’s evolution, particularly
Graph III.3.5b this month, showing the drop
in second hand homes.

Graph II1.3.1b
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IV. SPAIN

For the last quarter of 2009 we expect no variations in GDP with
respct to the previous quarter. As for 2010 and 2011, the
forecasts for private consumption, imports and exports have been
revised downwards.

Average annual inflation rates of 2.3% and 2.4%, respectively,
are expected for 2010 and 2011. These forecasts include the VAT
increase approved for July this year.

We expect industrial production to resume to positive growth in
March. In spite of this average annual growth of industrial GVA is
expected to be slightly negative.

MAIN VARIABLES AND INDICATORS
Average annual rates
Forecasts
2006 2007 2008
2009| 2010 | 2011
GDP mp.! 4,0 3,6 0,9 -3,6 -0,3 11
Demand
Private final consumption 3,8 3,6 -0,6 -51 -0,6 1,0
Public final consumption 4,6 55 55 52 4,5 48
Gross fixed capital formation 7,2 4,6 -44 -153 -39 0,5
Equipment 9,9 9,0 -1,8 -245 13 54
Construction 6,0 3,2 -55 -11,1 -56 -1,2
Other products 7,5 3,6 -4,3 -16,9 -7,7 -0,7
Contribution domestic demand* 5,3 4,4 -0,7 -6,4 -0,6 1,7
Exports of goods and services 6,7 6,6 -1,0 -124 49 4,5
Imports of goods and services 10,2 8,0 49 -186 29 56
Contribution foreign demand* -1,4 -0,9 1,4 2,7 0,3 -0,6
Supply GVA
Agriculture 58 1,8 -0,8 -0,6 -1,5 -1,8
Energy 1,3 0,9 1,9 -7,5 -0,1 0,5
Industry 1,9 0,9 -2,1 -150 -21 -0,2
Construction 4,7 2,3 -1,3  -6,0 -1,7 1,7
Trade services 4,6 51 1,6 -2,0 -0,2 09
Non-trade services 4,0 4,8 4,4 2,9 2,6 2,6
Total 4,1 3,9 1,1 -3,7 -0,3 1,0
Tax 3,7 1,0 -1,0 -22  -01 1,2
Prices CPI*
Anuual average rate 3,5 2,8 4,1 -0,3 2,1 23
dec/ dec 2,7 4,2 1,4 0,8 2,6 2,0
Labour market?
Active population (% change) 3,3 2,8 3,0 0,9 0,2 03
Enployment EPA (Aver. year-on year) 4,1 3,1 -0,5 -6,7 -2,2 -0,6
Unemploy ment rate 8,5 8,3 11,3 18,0 199 20,7
Basic Balances*
Foreign sector
Balance of Current Account (m. €) -88872 -105441 -D397 -52680 -50322 -46776
(”f;)t (';f"g'D“P%ﬂ borrowing -84 -96 91 -50 -48 -4,2
Public Administration |
(hf,zt (';“gg;,g)f,: borrowing 20 1,9 41 11,4 95 90
Industrial production index (excluding construction)*
Total 3,7 2,4 -7,1 -164 1,0 2,2

The figures in the shaded area are forecasts

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

Source: EUROSTAT & IFL (UC3M)

Dates: (1) January 28, 2010 (2) January 14, 2010
(3) January 2, 2010 (4) January 8, 2010
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GROSS DOMESTICO PRODUCT IN SPAIN
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The perspectives
derived from our
latest forecasts,
estimated with the
most recent
information
available, show
that the Spanish
economy continues
to show a weak
and uncertain
recovery profile.

With regards to
private
consumption, for
the fourth quarter
its quarter-on-
quarter growth
rate has been
revised downwards
by one tenth of a
point to -0.2%.

Graph IV.1.1
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IV.1. MACROECONOMIC FORECASTS

According to the latest indicators, largely
referring to the last two months of last year,
the Spanish economy continued to
weaken, as it has been doing for
nearly two years, albeit more
moderately. Unlike the euro area
economy, which registered clear
growth in the third quarter and will
probably continue to do so in the
fourth, the question in the Spanish
economy is whether it will continue to
decline this quarter, stabilise or register
some growth. Our latest forecast anticipates
a practically stable quarter-on-quarter GDP
rate for the quarter.

The perspectives derived from our latest
forecasts, estimated with the most recent
information available, show that the Spanish
economy continues to show a weak and
uncertain

recovery profile.
Indeed, for 2010
we are expecting

an average

annual reduction

in the GDP of

0.3%, after the

47| 3.6%  decrease
/j registered in
X@ 2009, and we

expect a modest
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last quarter of
2009, the forecast
quarter-on-

quarter GDP rate
has been revised
upwards  slightly
by one tenth of a
point and is now
expected to be

practically  zero.
The rate is
expected to

worsen slightly in
the first quarter of
2010 (-0.2%) and
it will not be until
after the second
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quarter of 2010
when the Spanish
economy  could
leave the
recession behind.

2006
2007
2008 7
2009
2010 1
2011

2003 7
2004
2005 1

Activity will slow
down slightly in
the euro area in

the last quarter
of 2009 and that
/s reflected in
our exports.

The International Monetary Fund recently
updated last October's international
economic forecasts for the next two
years. The Spanish forecast has been
revised upwards and now shows a
negative average annual growth rate
for 2009 (-3.6%) instead of the
previously expected -3.8%. For
2010, it forecasts a rate of -0.6%,
followed by 0.9% growth in 2011.

The revision of our GDP forecasts on the
demand side shows that the most
significant changes are found in the foreign
sector and private consumption, with small,
negligible changes in all the other sectors.
Activity will slow down slightly in the euro
area in the last quarter of 2009 and that is
reflected in our exports. After the increase
in trade in the third quarter, more moderate
recovery is expected in the last quarter of
2009, with quarter-on-quarter rates of
0.2%. This evolution of the foreign sector
indicators leads us to revise the average
growth rates expected for exports and
imports downwards for 2010, and we now
expect 4.9% growth in exports and 2.9% in
imports, with foreign demand making a
positive contribution to GDP growth (0.3
pp). For 2011, we expect exports to grow a
little less than the previous year (4.5%),
with imports growing by 2.7 pp. For the first
time after three years, the foreign sector’s
contribution to GDP growth will be negative

(0.6 pp).

With regards to private consumption, for
the fourth quarter its quarter-on-quarter
growth rate has been revised downwards by
one tenth of a point to -0.2%. This change
is derived from the differing evolution of its
high frequency indicators, with consumer
confidence rising and retail trade sales
adjusted for seasonality falling. For 2010
and 2011, growth of this aggregate has
been revised downwards slightly to -0.6%
for this year and 1% for the next. The
weakness of private consumption is due to
several factors, induding the adverse
evolution of the labour market in the same
period, with an unemployment rate of
around 20%, high household indebtedness
and a VAT increase in July this year.

The Government’s recent austerity plan
does not change our public expenditure
forecasts for 2010 and 2011, as it largely
refers to civil servants’ wages and salaries,
and our forecasts already contemplated

K
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some moderation in this item. As further
information becomes available, however,
the forecasts will be updated accordingly.

On the supply side, the forecasts have
hardly changes in services, agriculture and
construction, while industrial GVA growth
has been revised upwards for 2010, in view
of the good IPI in November, much better
than expected. For 2011, however,
expectations have fallen, and the forecast
shows an annual rate of 0.2%.

The November Industrial Production Index
(IPI) registered a year-on-year decrease of
4.1%, equivalent to -5.7% when corrected
for calendar effect. This rate is 3.5 points
higher than last month. These results have
improved our forecast estimated with
information up to October and represent
significant upwards innovations in most of
the groups that comprise the index.

The upwards innovation of the IPI was
largely due to consumer and intermediate
goods. With regards to the former, durable
consumer good production more than
exceeded the expected growth rate, due to
the effects of public incentives for motor
vehicle purchases. The smaller apparent
effect of this aid in the previous months was
due to the fact that car manufacturers were
selling their stocks. In the last few years of
the past period of growth, these firms
accumulated an excess in capacity which
will probably lead to a structural change,
the scope of which is as yet unknown. The
non-durable consumer good index also
improved our forecast and the same
occurred with intermediate goods. In capital
goods and energy, however, the deviation
between the observed and the forecast
figures was marginal.

Using the latest information about the
industrial sector, we have updated our IPI
forecasts, resulting in upwards revisions in
all the sectors. For 2009, we expect the IPI
to register an average annual rate of -
16.4% and rates of 1% and 2.2%,
respectively, for this year and the next. This
improvement will be due to consumption of
durable and non-durable consumer and
intermediate goods. Non-durable consumer
goods will show average annual rates of
3.7% and 5% and intermediate goods 1.1%
and 1.8%, respectively, while durable
consumer goods will continue with
decreasing negative rates.

The Spanish Economic Sentiment Indicator
(ESI) estimated by the European

Spain. Macroeconomic Forecasts

Commission for December rose by 1.2
points to a total of 85.2. This is 18.6 points
more than the lowest figure observed 12
months eadier, and reinforces the upwards
evolution registered since March 2008.
Different sectors evolved differently.
Confidence increased by three points in
both services and consumption and two
points in industry, falling in construction and
the retail trade.

As mentioned in earier reports, one of the
most visible and negative effects of the
economic crisis on the Spanish economy is
found in the labour market. Its decline is
much more intense than in other euro area
countries, basically because of its peculiar
characteristics. In the last two years our
unemployment rate has doubled, increasing
by nearly 10 points, while it hardly grew in
the euro area. The
perspectives show
that it could end
2009 at more than
18%, with well over

four million
unemployed. The
latest information
about the labour
market takes the
form of

D

The upwards
innovation of the
IPI was largely due
to consumer and
intermediate
goods.

Graph IV.1.3

ANNUAL RATE OF GROWTH OF INDUSTRIAL
PRODUCTION INDEXAND INDUSTRIAL
CONFIDENCEINDICATOR IN SPAIN

administrative data
for December 2009,
Social Security (SS)
contributors and
registered
unemployment. SS
contributors fell by
a month-on-month rate of 43,800 people,
which falls to 15,400 when corrected for
seasonality. Relative to a year earlier, there
are now 727,500 contributors less,
representing a year-on-year rate of decline
of 3.9%, although this figure was higher in
the previous month (4.7%). This affected all
non-farming  sectors, starting  with
construction (17.9%). Consistent with the
evolution of SS contributors, registered
unemployment at the end of the month
totalled nearly four million people
(3,923,600), with 794,600 added during the
year. The results of the fourth quarter’s
Active Population Survey (EPA) will be
published at the end of January. We are
forecasting a year-on-year dedine of 5.7%,
after a greater decrease in the previous
quarter (7.3%), with 158,000 jobs lost in
the quarter. Unemployment is expected to
reach 4.3 million, with an unemployment
rate of 18.5%, six tenths of a point more
than the previous quarter.

Source: EUROPEAN COMMISSION, INE &
IFL (UC3M)
Date: January 13, 2010.

SS contributors fell
by a month-on-
month rate of
43,800 people,
which falls to
15,400 when
corrected for

seasonality.
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GROSS DOMESTIC PRODUCT IN THE EURO AREA: DEMAND
GROSS DOMESTIC PRODUCT IN SPAIN
Annual rates of growht
Final Gross Capital Formation EDomesticf Exports of Imports of | Foreign | Real
: Consumption :Total Equipment Building Other : Demand | goodsand goodsand |Demand| GDP
‘Private Public| products ;| (1) | services services | (1) |
wl 2005 1 42 55| 7,0 9,2 6,1 71 . 52 | 25 7,7 1 L7 | 36
g1 2006 i 3,8 46 | 7,2 9,9 6,0 75 53 | 6,7 10,2 | -1,4 | 40
8 2007 : 36 55 46 9,0 3,2 36 44 | 66 80 | 09 | 36
S| 2008 ¢ 06 55| 44 -1,8 -5,5 43 | -07 | -1,0 49 | 1,4 | 09
S| 2000 © -51 52 -153 245  -111  -169 | -64 = -124 -186 | 27 | -36
2 2010 0 -06 45 -39 1,3 -5,6 77 . 06 49 29 | 03 | -03
< 2011 1,0 48 05 5,4 -1,2 -07 - 1,7 45 56 | -06 | 1,1
Ql: -54 64 -152  -24,4 -11,3 142 63 | -16,9 22,6 | 28 | 32
@ Qu: -60 52 |-17,0 -28,9 -11,8 175 . 74 | 151 220 1 31 | 42
& qm! -51 49 -61 -243 -11,5 199 © 65 | -11,1 17,0 | 2,6 | 4,0
) QIV: -41 45 '-128 -19,9 -9,9 -162 ' -52 = -59 -120 | 23 | -29
E Qr: -1,8 41  -78 -6,8 -7,9 -13,2  -24 38 05 | 12 | -15
g S Qu: -04 47 -43 2,6 -6,3 -94  -05 54 37 | 02  -03
< R qQuil -02 45 - -2,0 3,8 -4,8 -34 . 00 438 34 | 02 03
2 QIV: 02 46  -1,3 6,3 -3,4 -37 : 07 55 52 | -02 | 05
< QI 06 47 0,0 7,9 -2,4 21 : 13 52 57 | -05 | 09
4 Qi 1,0 49 02 5,2 -1,4 09 | 16 48 58 | -06 1,0
S Quii 1,2 49 06 4,3 -0,7 00 @ 18 44 57 | -07 | 1,2
Qv: 1,3 48 11 4,4 -0,1 o5 : 20 38 52 | -0,7 @ 1,3
Year-on-year-rates
GROSS DOMESTIC PRODUCT IN SPAIN
Annual and quarterly rates of growht
! Final ' Gross Capital Formation 1 C .
fConsumptionE iDomestlci Exports of Imports of | Foreign Real
ﬁTotal Equipment Building Other : Demand goods_ and goods_ and (Demand GDP
Private Public: products | (1) : services services 1)
Wl 2005 | 42 5570 9,2 6,1 71 | 52 | 25 7,7 -1,7 3,6
S| 2006 | 38 46 72 9,9 6,0 75 | 53 | 67 10,2 -1,4 4,0
£ 2007 | 36 55 46 9,0 3,2 36 | 44 | 66 8,0 0,9 3,6
S| 2008 | 06 55 % -44 -1,8 5,5 43 | -07 | -1,0 4,9 1,4 0,9
S| 2000 | -51 5,2 -153 -24,5 -11,1 -169 | -64 | -124 -18,6 2,7 | -3,6
2 2010  -06 45 ;-39 1,3 -5,6 -727 | -0,6 | 4,9 2,9 0,3 -0,3
< 2011 | 1,0 48 05 5,4 -1,2 07 1,7 | 45 5,6 06 & 11
Q! -24 1,2 : -63 -14,6 3,0 50 | 31 | 8,7 -11,1 1,4 -1,6
g QHf -1,5 0,5 ! -3,9 -6,3 -3,0 53 | 2,0 } 0,6 2,3 0,9 -1,1
« |8 QU 01 1,6 i -22 1,9 2,6 70 | 03 | 23 2,0 01 | -0,3
E Qv 6 -02 12 . -1,4 -1,8 -1,7 01 | -03 | 02 -0,6 0,3 0,0
S QI 01 08 -10 -0,6 -1,0 -5 | 02 | 07 0,5 00 | -0,2
|9 Q| 00 10 : -01 31 -1,2 12 | 01 | 22 1,8 0,0 0,1
E & Qqm' o1 14 : o1 3,1 -1,0 08 03 17 1,8 01 | 0,2
E QIV§ 02 13 : 0,0 0,6 -0,3 -0,2 04 | 08 1,1 -02 | 03
3 Q| 03 09 : 03 0,9 0,1 o1 04 04 1,0 -02 ! 02
9 Qu 03 11 : 00 0,5 -0,2 00 04 | 1,8 1,9 -01 : 03
& qm. 03 15 ' 04 2,2 -0,2 oL | 06 | 1,3 1,7 -02 | 04
QIv. 04 13 04 0,8 0,3 04 06 03 0,6 -01 | 04

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: january 28, 2010
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GROSS DOMESTIC PRODUCT IN THE EURO AREA: SUPPLY

GROSS DOMESTIC PRODUCT IN SPAIN
Annual rates of growht
: Gross Value Added !
iAgricuIture Energy Industry Construction Sh::‘:::;ts Nos':r':";;kset Total I Tax Real GDP
& | 2005 | -82 1,2 1,1 5,2 4,4 3,9 33 | 61 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 39 | 1,0 3,6
; 2008 | -0,8 1,9 -2,1 -1,3 1,6 4,4 1,1 -1,0 0,9
2 2009 | -06 -7,5 -15,0 -6,0 -2,0 2,9 -3,7 : -2,2 -3,6
E 2010 -1,5 -0,1 -2,1 -1,7 -0,2 2,6 -03 | -01 -0,3
2011 ;. -1,8 0,5 -0,2 1,7 0,9 2,6 1,0 | 1,2 11
Ql | 21 7,6 -15,5 5,8 -1,0 2,9 31 | -,7 -3,2
S QI -09 -9,6 -17,0 -6,6 -2,5 3,2 41 | 2,6 -4,2
5 QIII | -0,6 -7,9 -15,7 -6,6 -2,4 2,6 -3,8 -2,7 -4,0
*m QIV 5 1,1 -4,5 -11,6 -5,0 -2,0 3,0 -2,7 | -1,8 -2,9
= QL ; -07 -0,3 -6,5 -3,3 -1,0 2,8 -12 | -1,5 -1,5
E S qQu!@ -14 0,7 -1,8 -2,2 0,0 21 01 | -01 -0,3
g Q QII | -1,9 -0,8 0,2 -1,1 0,0 31 03 | 08 03
£ Qv | -21 -0,1 01 -0,1 03 2,4 05 | 04 05
< QL. -13 0,5 0,2 0,9 0,5 2,8 09 | 09 09
O Qu ' -1,7 0,4 -0,1 1,5 0,8 2,5 1,1 1,1 1,0
R Qum' -20 04 -0,5 2,1 11 2,6 12 | 14 1,2
QIV : -2,1 0,8 -0,4 2,4 1,3 2,7 14 1,5 13

* Year-on-year rates.

GROSS DOMESTIC PRODUCT IN SPAIN
Annual and quarterly rates of growht
E Gross Value Added |
EAgricuIture Energy Industry Construction Mar!(et Non-m_arket Total ‘ Tax Real GDP

1 services services '
u 2005 | -82 1,2 1,1 5,2 4,4 3,9 33 | 6,1 3,6
s 2006 | 58 1,3 1,9 4,7 4,6 4,0 41 | 37 4,0
81 200 | 18 0,9 0,9 23 5,1 4,8 39 | 1,0 3,6
s 2008 | -0,8 1,9 -2,1 -1,3 1,6 4,4 L1 -0 0,9
§ 2009 | -0,6 -7,5 -15,0 -6,0 -2,0 29 37 | -22 -3,6
zZ | 2010 | -15 -0,1 -2,1 -1,7 -0,2 2,6 03 | -01 -0,3
< 2011 | -18 0,5 -0,2 1,7 0,9 2,6 10 12 1,1
Ql | 04 -4,5 -5,2 2,2 -1,1 0,2 -1,6 | -06 -1,6
2 Q1| 05 -0,9 -4,6 -1,2 -1,0 1,6 09 | -1,3 1,1
« |& Qm | 03 1,5 -1,7 1,1 0,1 -0,2 03 | -06 -0,3
i0 Qv | -02 -0,7 0,0 -0,7 -0,1 1,4 o1 07 0,0
g QI -14 -0,2 -0,4 -0,4 0,0 0,0 01 @ -03 -0,2
> 19 Qu| -02 0,1 0,2 -0,1 0,0 0,9 02 o1 01
€ R qu -02 -0,1 03 0,0 0,1 0,8 02 | 03 0,2
'n<'= Qv -0,3 0,1 -0,1 0,4 0,2 0,7 03 | 04 03
3 QU -06 0,4 -0,2 0,6 0,2 0,4 02 02 0,2
o Q| -06 0,0 -0,1 0,5 0,3 0,6 03 | 03 03
& qqu| -o5 -0,1 -0,1 0,6 0,4 0,9 04 06 04
Qv | -05 0,4 0,0 0,7 0,4 0,8 05 ' 05 04

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: January 28, 2010
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Spain. Macroeconomic Forecasts. GDP

Source: INE & IFL (UC3M)
Date actual report: January 28, 2010
Date previous report: December 31, 2009
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CHANGE IN FORECASTS AND DATA REVISION FOR THE COMPONENTS OF GROSS

DOMESTIC PRODUCT SUPPLY IN SPAIN
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INDUSTRIAL PRODUCTION INDEX IN SPAIN

INDUSTRIAL PRODUCTION INDEX AND SECTORS IN SPAIN
Annual rates of growth
Consumer Goods Capital  Intermediate Energy TOTAL
Durable Non Durable Total Goods Goods
2005 -1,6 0,3 0,1 -1,1 -0,3 3,1 0,2
o 2006 8,3 0,9 2,1 7,7 3,6 0,9 3,7
=20 2007 3,4 2,0 2,2 5,0 1,6 0,8 2,4
z E 5 2008 -16,5 22,2 -4.6 8,7 -11,0 1,6 -7,1
<< 2009 -29,2 -5,6 -9,0 -22,7 -21,5 -8,6 -16,4
2010 -8,1 3,7 2,7 0,0 1,1 -2,7 1,0
2011 -1,1 5,0 4,4 2,3 1,8 -2,1 2,2
QI -14,1 -1,7 -3,7 -4,9 -7,8 4,7 -4,5
3 QII -10,1 -0,4 -2,1 3,3 -5,3 2,0 -3,1
&  Qm -16,8 1,1 -3,5 6,8 -8,6 1,6 -5,4
QIvV -25,1 -5,6 -8,9 -19,7 22,7 -1,7 -15,4
QI 29,6 -8,2 -11,4 -28,3 28,9 -8,3 21,0
E 2 qu -35,9 -8,6 -12,9 -28,6 28,2 -10,5 21,9
E | & qu -28,8 -4,2 -7,5 -19,6 -18,6 -6,8 -13,9
E QIV -20,7 -1,0 -3,5 -12,0 -6,8 -8,7 -7,2
< QI -224 -0,2 -2,4 -6,0 -3,6 -4,7 -3,7
z g qQu -8,3 5,1 3,9 0,2 21 -21 1,8
< | ] qQm 0,8 52 52 2,6 2,8 2,4 2,9
QIV -0,5 4,8 43 3,4 2,8 -1,6 2,9
QI 3,9 7,9 7,6 6,5 5,4 -0,9 5,4
%  qQu -2,5 4,2 3,5 1,1 0,9 -2,0 14
& aqm -3,8 2,9 23 0,2 -0,1 -2,9 03
QIV -1,6 5,0 4,4 2,0 1,3 -2,4 19
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 -6,4 9,0
February -1,0 4,1 3,0 3,8 -24,3 -3,8 4,6
March -6,6 12,4 1,0 -15,3 -13,5 -1,1 6,3
April 7,3 9,4 5,1 12,0 -28,4 0,3 0,7
May 0,3 6,7 33 -8,4 -22,3 3,7 4,2
June 0,1 4,8 0,1 -10,9 -14,3 1,4 1,4
July 3,4 3,7 4,5 -1,9 -16,9 -0,2 -0,5
August 4,1 3,0 2,4 -11,5 -10,6 6,5 3,6
September 0,3 0,6 -1,3 -4,7 -12,7 3,5 0,6
October 0,0 6,6 53 -12,2 -12,9 1,8 3,8
November 1,0 3,6 -0,8 -18,3 4,1 4,2 2,4
December 1,5 0,8 0,2 -16,0 -3,5 2,7 0,2

e Data adjusted for seasonality and working days effect

The figures in the shaded area are forecasts.

Source: INE & IFL (UC3M)
Date: January 8, 2010
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INDUSTRIAL PRODUCTION INDEX BY ECONOMIC ACTIVITIES IN SPAIN
Average annual rates of growth

Ye9ns | 2005 2006 2007 2008 | 2009 2010 2011
05 Mining of coal and lignite 0,4 96 28 40 -3,7|-148 -12,7 24
08 Other mining and quarrying 1,7 43 2,6 -154
10 M anufacture of food products s
11 M anufacture of beverages 3,3 o8 16 06 14| -4,7 39 7,9
12 M anufacture of tobacco products 0,4 -2,1 -148 54 -2,4| -90 -23 1,1
13 M anufacture of textiles 17 -10,9 -2,4 4,4 -17,7|-19,7 -64 -7,1
14 M anufacture of wearing apparel 18 98 -29 -12 -91|-188 -89 -10,2
15 M anufacture of leather and related 0.9 12,9 6,1 82 -7,9|-206 -16,1 -7,4
16 Manufacture of wood and of |
products of wood and cork, except
furniture; manufacture of articles of 21 0,8 L3 2,4 -22,01-234 -13,7 -151
straw and plaiting materials
17 M anufacture of paper and paper
products __2_’?__ _013 112 117 _118 -8I5 3I8 7I3
18 Printing and reproduction of
focorted monia 23 | 88 06 54 -10,8[-133 -9,9 05
19 M anufacture of coke and refined
petroleum products________ __3_’?__ 218 212 _117 412 '1010 '3,0 5'3
20 Manufacture of chemicals and
chemical products 58 0,8 L4 23 54| -1,7 27 7,6
21Manufacture of basic
pharmaceutical products and 2,4 o5 10,1 7,6 8,0 1,4 6,0 10,3
pharmaceutical preparations
22 Manufacture of rubber and plastic 3.4 1,0 2,2 2,0 -10,9|-157 -3,9 -1,4
products
23 Manufacture of other non-metallic
Tineral products 80 | 20 39 -1,2 -21,3|-274 -12,2 -158
24 Manufacture of basic metals 4,3 -18 63 0,7 -66|-214 10,0 3,2
25 Manufacture of fabricated metal
products, except machinery and 10,7 57 45 45 -95|-222 -55 4,4
equipment
26 Manufacture of computer,
electronic and optical products 16 81 34 7,5 42|(-268 -93 -150
27 Manufacture of electrical equipment | 3,7 -05 115 3,0 -6,2|-270 10,1 126
28 Manufacture of machinery and
equipment n.e.c. 54 | -0,6 154 9,4 -8,4|-265 -27,7 -2,7
29 Manufacture of motor vehicles,
trailers and semi-trailers 74 50 57 42 -161|-226 -2,3 -7,6
30 Manufacture of other transport
Squipment 21 | 04 06 77 66 |-11,1 19 7,2
31Manufacture of furniture 2,8 08 89 48 -196|-304 -9,1 -17,7
32 Other manufacturing 18 45 39 05 -81|-156 25 -3,2
33 Repair and installation of machinery
o e 03 | -90 556 4,2 128|-182 -164 82

Source: INE & IFL (UC3M)
Date: January 8, 2010

Page 45



CHANGE IN FORECASTS AND DATA REVISION FOR THE COMPONENTS OF
INDUSTRIAL PRODUCTION INDEX DEMAND IN SPAIN
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Date previous report December 4, 2009

Source: EUROSTAT & IFL (UC3M)
Date actual report: January 8, 2010
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IV.2. INFLATION

The inflation forecasts for Spain have been
revised upwards slightly, without
significantly altering the recovery profile
expected for this variable. From now on,
unless otherwise specified, they will always
include the VAT increase approved in
December.

The new forecasts show an average annual
value of 2.3% and 2.4% in 2010 and 2011,
respectively. Core inflation will be 1.4%
and 1.7%. The impact of the VAT increase
on the headline inflation rate is estimated
at 3 tenths of a percentage point in 2010
and 4 in 2011. In core inflation, the impact
will be 2 and 3 tenths, respectively. It will
be somewhat less this year because the
transmission of the tax increase to
consumers is expected to be gradual.

Spain. Inflation

h

Only

unprocessed Graph Iv.2.1
food prices INFLATION IN SPAIN

continue to vary E,g : year-on-year rates

with increasingly 40 1 o [/\

negative annual 38 T Y™ WY

rates. The 10 4 \ M
lowest, 00

according to our | 0] v
forecasts,  will 30

be seen in
February 2010

Confidence intervals at: 80%

Inflationmean (1996-2007): 3.0%

20022003 2004 2005 2006 2007 2008 2009 20102011
540%

60%

with an

estimated

annual decline Source: INE & IFL(UC3M)
of 3.5% Date: January 14, 2010

In sum, Spanish inflation in 2009 was
exceptionally low, much lower than
economic agents expected at the

u20%

Average annual | beginning of the year. The most
N(.at of these effects,.vye expecteq Al inflation rates of intense adjustment phase, however 7h /
slight upwards revision in price| 239 and2.4% ! ! s )
dvnamics tlv due to ener S eectivel, are | 2PPEArS to have ended and our inflation rate
Y r_Partly 9y eﬁ ccted for | forecasts  show  relatively  rapid grew o 0.8%,
products and partly to greater P hich will end at level as expected.
. 2010 and 2011. |recovery, which will end at levels
expected growth in processed food hese i Energy and food
prices (not including tobacco) e et |clearly lower than those of fche Igst prices cause a
Althouah there was practically zero ’”C/‘/’_ggrgiemr decade. Nonetheless, the inflation slight upwards
. 9 i prac Y differential with the euro area could revision in our
innovation in these items, the| approved for : forecasts.
figure’s composition in relation to the| 4% @syear. continue to be unfavourable for
intermediate aggregates comprising i?]li?ér;.seWIEp ?stegggqs;f:émagt tshzn\éA;
the index has generated a significant . .
upwards revision. The expected average tenths of a point (average annual rate) in
annual rates ha\;e risen by 8 tenths of 2010 and 2011, while it will be zero for
point for this year and 1 pp Zor the next. to core inflation in the first year and rise to
1.1% and 3.3%, respectively. 0.2pp in the second.
No significant changes are found in other ggag‘ctggcs)n(sjeiﬁzt lower economic growth
items, and the forecasts published last th: curo  area
month largely remain unaltered. Headline especially in 2010’ Graph 1V.2.2
inflation, after its annual rate reached its L
. L . - The Spanish
turning point in August, will continue to |
rise in the next few months and could unemp oymentl COREINFLATIONIN SPAIN
5,0 A ear-on-year rates
reach values of around 2.0% by March. rate IS also / et
. ; . : expected to be | 40
Core inflation, after reaching practically around  20% in »/\\\ "
zero rates, consolidated the previous the next ° o 301 AV VAR,
month’s increase in December. Processed oars racticall 2,0 4
food and manufactured goods will goublle P ch 1,0
moderate their negative rates in the next average euro area | 00
few month and return to positive rates in 9 . ——— -
April and August, respectively. Service rate-f It s “1,05502 2003 2004 2005 2006 2007 2008 2009 2010 2011
inflation fell to its lowest point in the last tE:{e ore gvu:sg; Confidenceintervalsat: ~ =80% =60% ®40% ™20%
tWO monthsl Wlth an annual rate of 1.60/0. Inﬂation pa HistoricalInflation mean (1996-2007): 2,84%

It could start to rise as early as January
2010, with an expected rate of 1.8%.

expectations could
be difficult to

Source: INE & IFL(UC3M)
Date: January 14, 2010
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)

Unless specified
otherwise, all our
forecasts in the
future will include
the estimated
impact of the VAT
Iincrease approved

understand and it is normal to ask why
prices have not fallen, or are not still falling,
even further.

One possible explanation can be found in the
stability of nominal salaries and housing
prices. There is important disequilibria in
these two markets in the country. It is not
surprising, as real salaries are growing faster
than in the last 5 years, while the adjustment
in housing prices is clearly insufficient.

The creation of employment and sale| Coreinfiation

* Intervals at 80% of confidence calculated with historical errors.

Source: BLS & IFL (UC3M)
Date: January 14, 2010

Page 48

nominal salaries increases real salaries and
reduces creation of employment. At the
same time, the effect of the clearly
insufficient reduction in real housing prices
is also smaller. These reasons could be
making inflation reach its turning point with
the Spanish economy still in recession, and
it is rising relatively quickly, in spite of
weak economic growth and a high
unemployment rate. Spain appears to have

gradually deflated nominal salaries
and property prices through a

for July 2010. of assots can react fo nommal| ©S0ldated the |moderate, and always positive,
. ) rise registered in | inflation  rate. The loss of
fluctuations in the short term, but| wovempberand |- ) o
o - ) international competitiveness and a
equilibrium on these markets depends| will continue to subsequent decline in the dual
on real prices. With the stability of| 9rowin the next q £ th <h b .
inal brices. nedative or too few months. aspect of the Spanish labour market
SOme nominal prices, neg Annual rates of | —temporary and indefinite
moderate  inflation  would not| 0.6% and over _ - .
employment- are the principal risks
moderate the accumulated 1.0% are involved with this option
disequilibria; quite the opposite. Low|  €xpected for pton.
. . . - January and after
or negative inflation with constant March.
-
The stability of nominal
salarfes and property prices
may have limited the price
adjustment and be favouring
rising inflation.
Table 1v.2.1
INFLATION IN SPAIN
Annual average rates
Pl Annual rates
2008 2009 2010 2011
December January
Core 0.7 1.5 2
8.3% 0,3 +018 | 32 08 1040 o058
Total 15 2.1 23
" 100% 0,8 +016 | 1 03 4100 +1.20
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Table 1V.2.2

Spain. Inflation

COICOP SUBCLASSES INSPAIN WITH NEGATIVE VALUES IN YEAR-ON-YEAR INFLATION RATES
weights x 1000
Special Weights Subclasse COICOP October August July June May April March February January} QIV  QIII Aver.
Group* 2009 2009 2009 2009 2009 2009 2009 2009 2009 2009 2009 2009 2009 | 2008 2008 2008
0,889 |Rice 44
15,613 |Bread -0,5 -0,7 -0,7 -0,5 -0,2 0,1 0,0 0,1
1,136 | Farinaceous-based products -53 -55 -9,5 -103 96 9,7 -74 -30 -19
8,863 |Bakery and pastry-cook products -0,7 -0,1
1,39 Flours and cereals -1,1 -1,0 -0,2 -0,1
15,587 |Delicatessen type meat products -0,5 -0,7 -0,5 -0,1
2,769 |Meat preparation -0,7
5988 |Preserved and processed fish -0,8 -0,9 -0,9 -0,2
10,184 |Mik -81 9,2 -10,1 -10,1 9,4 93 83 -88 65 66 6,7 -6,4 -39
7,416 | Other dairy products -54 6,3 -5,5 -4,2 -2,9 34 25 07 -02
"R(F)ggsm 6499 |Cheeses -15 21 22 1,8 09 08 06 05
102.14 0,49 Butter and margarine -2,0 -1,3 -1,3 -1,0 -0,4
58 |0k -56 -84 -11,7 -17,3 -17,8 -17,5 -16,5 -142 -7,1 57 =30 2} -0,3
2,525 | Preserved fruts, nuts and dried fruits -1,2 -1,0
0,836 | Fresh pukes and vegetables =il =22 il 22,0l -0,2 -1,0 -8 -1,5 -5 -13,2 -112 =2 il =2 -0,2
3,317 |Frozenand preserved pukses and vegetables 1,6 1,5 1,3 0,1
1,154 |Sugar -74 -10,0 -9,0 -8,0 -6,8 76 -7,7 -76 -0,7 -0,9 -0,1
4,715 | Chocolates -14 -1,6 -1,4 -0,8 -0,6 0,5 0,2
0,737 | Baby food -1,5 -1,3 -1,5 -1,9 4,9 20 24 22 22 24 1,5
2,843 | Coffee, cocoa and inf usions -0,6 -0,6 -1,6 -0,7 -0,5 -0,6
3,349 | Wines -13 -1,7 -1,9 -1,0 -0,8 -0,3
22,808 | Men's outerwear -0,5 -0,5 =il il -2,6 2,6 SR AR B VTR ) 2,5 2.3
1,438 | Men's underwear -0,7 -1,0 0,3 0,0 -1,9 -0,4
29,552 | Women's outerwear =il -2,0 -3,6 =34 3,4 34 25 -26 -26 -26 255 2] -0,1
2,508 |Women's underwear -0,1 -1,7 -0,7
10,452 |Children's and infants' garments -1,3 -0,6 -1,8 -2,0 4,9 -8 -0,7 -06 -,7 -1,9 -1,8 1,5
1,714 | Clothing accessories of garments -1,3 -1,2 -0,2 -0,1 -0,5 -1,9 -0,8
6,757 |Men's footwear -0,1 -0,3 -0,3 -0,3 0,0 00 -0,1
8,849 | Women's footwear -0,2 -0,1 -1,6 =il cilg) -1,0 -04 -03 -08 -04 0,2 -0,6
3,402 | Children's and infants' footwear -0,6 -0,8 -0,7 -0,3 -0,6 05 05 -6 -02 -04 0,2 -0,2
2,613 | Other equipments -0,1 -0,2
6,353 | Household textiles -0.2
5005 |Refrigerators, washing machines and dishwash. -1,2 -1,0 -0,9 -0,4 -0,5 08 -1 -08 -09 -1,2 -4,3 =il 5 -1,6 2,2 -1,9
1,645 |Cookers and ovens -0,1 0,0 -0,1 -0,1 -1,2 -1,3 -0,8
2,939 | Heating and air condtioning -0,7 -0,9 -0,5
"‘Iﬁgﬁf{;‘fl 1,286 | Other household appliances 02 02 01 | 01 04 02
GOODS 9,525 | Medicines and other pharmaceutical products =7,5 =75 =7,5 =7,3 7,3 7,30=7,30=7,3 " =2,31 =2,3 58 =5:9 59  -65 -6,5
196.568 6,239 | Therapeutic appliances and equipment -0,1
54,075 | Motor vehickes -6,5 6,5 -6,5 7,0 -58 42 36 -20 -26 -20 2,2 -0,2 0,0 04 0,5
2,323 |Other vehicks -1,5 -1,5 2,7 31 2,4
1,494 |Spare parts and maintenance accesories -2,4 -2,3 -2,0 -0,9 -1,0 -1,1 -09 -0,7 -0,3
0,841 | Telephore equipments -33,0 -34,4 -37,2 -35,0 -33,7 -37,3 -368 -323 -241 -230 -21,6 -24,1 -16,7 -23,8 -25,7
4,909 |Equip. recep., record. and rep. of sound and pictt 12,4 12,9 13,4 13,5 13,4 -132 -13,4 -137 -144 -148 -14,7 -142 | -125 12,3 -12,7
1,365 | Photographic and cinematographic equipments -15,0 -14,9 -17,1 -17,4 -17,9 -184 -19,0 -198 -19,8 -21,4 -20,8 -19,4 | -19,3 -19,0 -18,0
4,241 | Information processing equipments -84 91 =9:4 -11,0 -11,6 -11,6 -11,7 -144 -17,0 -168 =17,2 -18,2 1 -19,9 -20,7 -21,5
2,624 |Recording media -0,2 -0,3 -0,4 -8 -9 -08 -7 -03 -0,5 -1,1 -4 -3,0 09
6,223 |Games and toys -35 -3,6 -3,7 -3,0 -1,6 4,1 -4,5 -1,5 08 -0,6 -1,2 04 0,5 -0,4
0,868 | Large sports equipment -0,2
0,825 | Other recreational and sporting articles -1,2 -0,8 -1,0 -0,7 -0,3 03 -5 -09 -41 -04 -0,3
2,086 |Gardens, plants and flowers -0,8 -1,7 -0,9 -0,5 -0,4 -0,2
17,523 | Personal care artickes -0,1 -0,1
2,771 | Other artickes for personal use -08 -0,9 -0,8 -0,8 4,2  -1,0 04 02 -04 -07 -0,5 0,0
1,188 | Hospital services -0,1
3,228 |Airtransport -1,2 0,1 -1,3 -1,7 4,0 4,1 -1,0
SERVICES 14,23 |Package holdays =37 4,3 -4,9 -3,5 2,7 -1,6
26.29 1,167 | Obigatory education -4,5 -4,0 21 21 21 21 21 21 21 2,1
7,651 | Hotek and other lodgings -14 -1,7 -2,3 -3,1 -1,3 33 1,7 07 -5,0
5937 |Pork -4,6 -4,6 5.4 =53 -4,8 =4,5000=5,300 4,200 =310 =2,4 -1,4 -0,2
2,984 |Sheep meat -4,2
7,324 |Poutry -58 4,2 2,3 3,0 35 -45 -54 -44 -1,3 -1,3
1,436 |Other meats, viscera and other non-meat edbles| -4,9 -3,9 -5,7 -4,2 -1,9 -4,0 -3,5 -2,4 -1,2
NON- 10,852 |Freshfish -26 2,8 33 3,5 44 74 94 49 65 74 46 66 | -1,9
PR?SSS‘ED 2,283 |Frozen fish -2,8 2,8 2,2 -1,7 -5 -,7 -6 -1,3 0,7 0,3
62,540 5729 | Crustaceans and moluscs -13 07 1,4 1,8 20 28 43 33 29 30 -4 4,9 | 43 01 02
1,678 |Eggs 03
12,763 | Fresh fruits -4,1 41 -3,8 -3,3 -2,7 -0,8
8,536 |Freshvegetables -0,5
3,027 | Potatoes and processed potato products -10,0 -11,3 -12,4 -13,6 -14,3 -151 -12,4 -1,3 -1,7
NERGY 13,077 |Gas -19,7 -19,7 -18,3 -15,7 -15,7 -152 -13,4 -134 -10,8
13077 4836 | Otherfuek AL5 82 5 372 451 434 424 388 360 268 288 | 7,0
60,16 | Fuek and lubricants -9,5 -15,1 -154 23,3 -22,2 -240 -20,4 -224 -17,9 -19,6 6,5
I::: weight in COICOP subclasses with negative year-on-year 4006 3690 4449 4204  421,3 3848 353,0 3435 3314 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: January 14, 2010
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FORECASTS ERRORS IN SPAIN

ONE MONTH AHEAD AND TWELVE MONTHS AHEAD
FORECASTS FOR THE SPANISH CPI
year-on-year rate

2002 2003 2004 2005 2006 2007 2008 2009

Observed values* —0—Forecasts (t-1) —*— Forecasts (t-12)

ONEMONTH AHEAD FORECAST ERRORS IN
SPANISH INFLATION

0,3 -+

o Y] Hénﬂﬂﬂéwﬂnu lTER
o] Hu WF”H[!””L” IRERTIR

-0,3 1l

-0,5 -
2002 2003 2004 2005 2006 2007 2008 2009
—— 2 Standard Deviation

3 Standard Deviation

INFLATION IN SPAIN
Annual rates, December, 2009
Consumer Price Index | Weights Observed | Forecasts I(E'l(i::?aelzcai
CPI 2009

80%
Processed food 14,04 0,68 0,67 0,50
ggg(—jinergy industrial 30,01 1,68 1,71 0,31
Services 39,09 1,63 1,63 0,16
CORE 83,14 0,27 0,26 0,18
Non-processed food 6,57 -3,09 -2,73 1,02
Energy 10,29 7,49 7,51 0,75
RESIDUAL 16,86 3,37 3,31 0,78
TOTAL 100 0,79 0,79 0,16

Source: INE & IFL (UC3M)
Date: January 14, 2010
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INFLATION BY COMPONENTS IN THE CONSUMER PRICE INDEX OF SPAIN
Annual average rates
Yook 2006 2007 2008 2009 | 2010 2011
AElesstobacco & o5 28 45 74 01 | 11 33
Processed Oils & Fats 0,5 23,4 -16,8 2,2 -11,4 52 1,6
food Tobacco 16 1,5 88 35 11,7 103 6,7
11,6 3,6 3,7 6,5 0,9 25 3,7
Vehicles 6,2 2,3 1,4 -0,5 -3,8 -2,0 0,9
Non energy Footwear 19 1,6 1,3 1,4 -0,4 1,0 1,0
industrial Clothing 6,9 1,1 0,9 0,4 -2,1 1,3 1,1
goods Rest 1,9 1,2 0,3 03 -01 | 02 03
29,9 1,4 0,7 0,3 =i,3 0,0 0,7
Postal services 0,0 57 3,6 2,8 2,8 2,0 2,0
Cultural services 19 2,4 3,1 2,8 2,7 24 2,9
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 1,4 3,2
Health 2,4 4,1 4,2 4,1 3,9 3,3 3,4
e o 44 42 44 34 | 36 43
Services Restaurants 11,6 4,5 4,8 4,7 2,2 19 1,8
Telephone 3,6 -1,4 0,3 0,6 0,1 0,2 0,2
Transports 5,5 4,2 3,1 4,1 3,1 3,2 3,2
Package holidays 14 3,1 0,6 4,5 0,2 4,2 8,3
University 0,4 5,0 5,3 5,2 5,3 3,5 4,0
Housing 5.3 4,7 4,6 4,1 3,0 2,0 1,1
Rest 3,3 4,3 3,9 3,8 2,4 29 2,9
38,9 3,9 3,9 3,9 2,4 24 2,5
Meat 2,7 6,0 5,2 3,9 -0,6 -0,9 2,8
Fruits 13 0,1 4,5 9,4 0,3 -1,1 2,4
Eggs 0,2 2,8 4,3 10,7 1,2 -0,5 -0,1
pmt‘gs“se ; Vegetables 0.9 08 64 2,4 21 0,6 4,6
foods Mollusc 0,6 2,3 0,1 -0,2 -2,2 0,6 3,1
Potatoes 0,3 17,6 8,4 -1,7 -7,0 -0,1 1,9
Fish 13 57 2,5 1,2 -4,6 -1,8 -2,6
7,2 4,4 4,7 4,0 -1,3 -0,7 1,9
Heat energy 6,0 6,6 1,4 13,0 -15,2 11,1 4,0
Eneray Fuels 0,5 11,8 -0,8 23,5 -32,7 16,7 6,3
Electricity and gas 3,8 9,6 2,1 8,7 2,1 2,0 52
10,3 8,0 1,7 11,9 -9,0 8,5 5,0
* The figures in the shaded area are forecasts
Source: INE & IFL(UC3M)
Date: January 14, 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 Non ener Non i
exifu"d?ng Tobacco industriagly Services |TOTAL (i:n(tmfidence processed Energy | TOTAL Tl?)-(l;‘)A/oL icnl:;]:\l/daf:cai
goods ervals at food 80% *
tobacco 80% *
Weights 2009 11,6% 1,8% 29,9% 38,9% 82,3% 7,2% 10,3% 17,5%
2002 3,9 7,4 2,5 4,6 3,7 5,8 -0,2 2,6 3,5
:1‘ 2003 2,9 3,8 2,0 3,7 2,9 6,0 1,4 3,6 3,0
2 2004 3,3 5,6 0,9 3,7 2,7 4,6 4,8 4,7 3,0
7)) 2005 3,0 6,6 0,9 3,8 2,7 3,3 9,6 6,5 3,4
: E 2006 3,9 1,5 1,4 3,9 2,9 4,4 8,0 6,3 3,5
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
: 2009 -0,7 11,7 -1,3 2,4 0,8 -1,3 -9,0 -54 -0,3
2010 13 10,3 0,0 2,4 1,5 + 049 -0,7 8,5 4,7 2,1 + 1,09
2011 3,3 6,7 0,7 2,5 20 + 0,58 19 5,0 3,8 2,3 + 1,29
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 -12,4 | -7,1 | -0,2
M ay -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 -14,2 -9,1 -1,0
&I oy -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 -1,3 17,3 -1,1 1,8 07 +0,18 -3,3 11,6 55 1,5 + 0,16
February -0,7 15,4 -0,8 1,9 09 + 0,28 -3,5 10,1 4,5 15 + 0,35
@ March -0,2 15,4 -0,8 2,2 1,1 + 0,38 -2,3 10,9 55 1,8 + 0,54
% April 0,2 15,3 -0,6 1,8 1,0 + 045 -1,5 10,9 58 1,8 + 0,75
C May 0,8 15,2 -0,5 2,0 1,3 + 0,53 -1,0 10,5 58 2,0 + 0,93
§ g June 1,2 8,6 -0,1 2,0 1,3 0,59 -0,4 6,2 3,4 1,7 + 1,08
c|N July 1,8 6,6 0,1 2,5 1,7 + 0,68 0,1 8,6 51 2,2 + 1,23
:-3 August 2,0 6,6 0,4 2,8 1,8 + 0,75 0,3 6,2 3,7 2,2 + 1,34
E September 2,5 6,6 0,9 2,8 21 +083 0,2 79 4,6 2,6 + 1,46
October 28 6,5 1,0 2,8 21 0,89 0,6 81 5,0 27 155
November 3,0 6,5 11 2,8 22 £0,95 1,1 56 | 3,6 25 + 1,63
December 3,1 6,5 1,1 2,8 23 + 1,00 1,6 6,1 4,1 2,6 + 1,71
January 3,2 53 1,0 2,8 22 + 1,01 1,8 4,3 3,3 24 + 1,76
February 3,2 53 0,9 2,8 22 1,02 1,8 4,7 3,6 24 + 1,78
March 3,3 6,6 0,9 2,6 22 +1,03 2,0 5,6 4,2 2,5 + 1,79
April 3,4 74 1,0 2,9 24 +1,03 2,2 6,5 4,8 2,8 + 1,79
May 3,4 8,3 1,1 2,8 24 + 1,05 2,2 6,5 4,8 2,7 + 1,79
o June 3,4 9,5 1,1 2,7 24 1,07 2,2 6,5 48 27 1,79
Q| 3,2 6,3 0,6 23 | 20 1,10 1,9 46 36 @ 23 +1,79
August 3,2 6,3 0,4 2,2 1,8 + 1,14 1,8 44 3,4 2,1 + 1,79
September 3,2 6,4 0,2 2,2 1,8 1,14 1,7 4,2 3,3 2,0 + 1,79
October 3,2 6,4 0,2 2,2 1,8 *1,14 1,6 42 | 3.2 20 + 1,79
November 3,2 6,5 0,3 2,2 18 + 1,14 1,7 4,1 3,2 2,0 + 1,79
December 3,2 6,7 0,3 2,1 18 + 1,14 1,8 4,0 3,2 2,0 + 1,79

* Confidence intervals calculated with historial errors
*The figures in the shaded area are Forecasts

Source: INE & IFL(UC3M)
Date: January 14, 2010
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CONSUMER PRICE INDEX AND COMPONENTS IN SPAIN
Monthly rates of growth (With assumption of VAT increment in July, 2010)
Consumer Prices Index
Core Residual
Prof(;eosdsed Non energy Non TOTAL
excluding Tobacco industrial Services TOTAL processed Energy TOTAL 100%
tobacco goods food
Weights 2009 11,6% 1,8% 29,9% 38,9% 82,3% 7,2% 10,3% 17,5%

> 2008 0,5 2,4 -3,8 0,5 -1,0 0,6 1,4 1,1 -0,6

8| 2009 -0,1 2,7 -4,4 0,3 -1,4 0,3 -0,8 -0,4 -1,2

S| 2010 0,4 2,4 -39 0,5 -1,0 0,2 3,0 1,7 -0,5

| 2011 0,5 1,2 -4,0 0,5 -1,1 0,3 1,2 0,9 -0,7

| 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

S| 2010 0,3 0,0 -0,3 0,3 0,1 -1,0 -0,1 -0,4 0,0

& 2011 0,4 0,0 -0,4 0,3 0,1 -1,0 03 -0,1 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

E 2010 0,2 0,0 1,0 0,5 0,6 0,0 -0,3 -0,2 0,5
2011 0,2 1,2 11 0,3 0,6 0,2 0,5 0,4 0,6

2008 0,3 0,1 2,9 0,2 1,1 0,4 1,2 0,9 1,1

E:: T"i 2009 -0,3 0,1 2,7 0,6 1,2 -0,4 0,3 0,0 1,0
5 |<| 2010 0,1 0,0 29 0,2 11 0,4 0,3 0,3 1,0
E 2011 0,2 0,8 3,0 0,5 13 0,6 11 0,9 1,2
§ 2008 0,3 0,0 0,3 0,2 0,3 0,1 4,3 2,6 0,7
'g | 2009 -0,5 0,1 0,3 -0,3 -0,1 -0,5 0,9 0,3 0,0
s|=| 2010 0,1 0,0 05 -0,1 0,1 0,0 0,5 0,3 0,2
g 2011 0,1 0,8 05 -0,2 0,1 0,0 0,5 0,3 0,2
5 2008 0,3 0,0 -0,2 0,5 0,2 1,3 31 2,4 0,6
3| 2| 2009 -0,2 6,1 -0,5 0,3 0,0 -0,8 4,4 2,4 0,4
S ~| 2010 0,1 0,0 -0,2 0,3 0,1 -0,2 0,3 0,1 0,1
5 2011 0,2 1,1 -0,2 0,2 0,1 -0,2 0,2 0,1 0,1
E 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
5|3 2010 0,4 4,0 -3,7 0,9 -0,8 0,5 25 1,7 -0,3
§ 2011 0,1 1,0 -4,1 0,6 -1,1 0,3 0,7 0,6 -0,8
o | .| 2008 0,2 0,0 -0,2 0,6 0,3 0,0 -3,9 -2,4 -0,2
O3] 2009 0,1 0,0 0,5 0,5 0,1 0,2 2,5 1,7 0,3
0 2 2010 0,2 0,0 -0,1 0,7 03 0,4 0,3 0,3 0,3
= 2011 0,2 0,0 -0,4 0,6 0,2 0,3 0,1 0,2 0,2
E 5 2008 0,2 0,0 1,1 -0,5 0,2 0,4 -1,8 -0,9 0,0
|5_=‘ g 2009 -0,2 0,0 0,8 -0,7 -0,1 0,3 -1,7 -1,0 -0,2
§ ‘é 2010 0,3 0,0 13 -0,6 0,2 0,2 -0,2 -0,1 0,1
“1 2011 0,3 0,1 11 -0,6 0,1 0,1 -0,4 -0,2 0,0

= | 2008 0,1 0,0 2,7 0,0 0,9 -0,4 -3,9 -2,4 0,3

-§ 2009 0,0 0,0 2,7 -0,1 0,9 -0,5 0,0 -0,2 0,7

g 2010 0,3 0,0 28 -0,1 1,0 0,0 0,2 0,1 0,8
2011 0,3 0,0 29 -0,1 1,0 0,0 0,2 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 14 -0,2 04 -0,1 19 1,2 0,5

% 2010 0,3 0,0 15 -0,2 05 0,4 -0,4 -0,1 0,3

Z| 2011 0,3 0,0 15 -0,2 05 0,4 -0,5 -0,2 0,4

@ 2008 -0,1 0,0 -0,5 0,3 0,0 0,6 -5,8 -3,0 -0,5

E 2009 0,1 0,0 -0,4 0,3 0,0 0,2 -0,6 -0,3 0,0

8| 2010 0,2 0,0 -0,4 0,3 0,1 0,8 -0,1 0,2 0,1

4 2011 0,3 0,2 -0,4 0,2 0,0 0,8 -0,2 0,2 0,1

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

Date: january 14, 2010
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CHANGE IN FORECASTS OF ANNUAL RATE OF INFLATION

BY SPECIAL GROUPS IN SPAIN
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FORECASTS FOR 2009 ANNUAL AVERAGE CPI GROWTH RATE BY COMPONENT
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Spain. Inflation forecasting by sub-groups

INFLATION FORECASTING BY SUB-GROUPS IN SPAIN

The tables and graphs show the observed annual rates for 2008 and 2009, and the forecast for
2010 according to the five spedal groups.

CONSUMER PRICE INDEX BY SUBCLA SSES IN SPAIN
Annual average rates of growht

CONSUMER PRICE INDEXBY SUBCLASSES 2006 2007 2008 2009 2010
IN SPAIN PROCESSED FOOD
Average annual ratesof growht Rice -1,0 2,7 188 16,8 1,6
b e e e e - Flours and cereals 0,5 3,7 8,7 0,5 -0,6
- Bread 4,5 8,2 89 0,0 -0,4
Pastry goods, cakes, mixes and doughs for bakeryp 3,1 2,6 7,5 1,6 0,5
10 ¢ Farinaceous-based products -0,5 39 18,5 -5,8 -1,0
! : ' ' Delicatessen type meat products 2,4 3,9 33 0,4 0,5
1 H H : Processed meat products 2,8 2,3 4,8 2,3 0,0
0 : H H i Preserved and processed fish 4,2 3,7 53 0,7 0,6
H H ' ! i Milk 35 10,0 15,6 -8,3 -2,2
8 10 - Other dairy products 0,6 31 7,6 -2,2 -51
8 a . Cheeses 1,5 3,7 100  -0,4 1,2
~ Preserved fruits, nuts and dried fruits 4,4 0,5 2,1 0,4 -3,7
20 - [~ I S I - Dried pulses and vegetables 0,3 38 10,8 -1,0 -0,3
Frozen and preserved pulses and vegetables 1,5 6,3 7,8 0,7 -1,2
Sugar 03 1,6 0,3 69 -1,5
30 bemme--- B e e M oty EULLULRY . Chocolates and confectionery 2,5 2,8 53 0,5 0,1
i @ Other food products 2,1 3,5 87 42 2,5
! Baby food 37 41,8 -1,5
B T e CTLLLLTL - Coffee, cocoa and infusions 4,9 4,7 71 1,3 2,2
Mineral water, soft drinks, fruitand vegetable juices 2,2 2,5 4,0 3,0 2,3
35 25 15 5 5 5 25 35 Spirits and liqueurs 46 25 45 21 21
Wines 1,6 2,5 4,7 0,2 0,3
2008 Beer 32 3,6 55 44 3,6
* Processed food s Non-energyind ustrial goods Tobacco 1,5 8,8 3,5 11,7 9,2
Services XNon-processed food Butter and margarine 1,2 4,6 16,2 0,9 1,4
o Energy Qils 253  -184 1,1 -12,6 6,4
NON-ENERGY INDUSTRIAL GOODS
Men's outerwear 1,1 0,4 0,1 -2,0 2,3
Men's underwear 11 19 1,2 0,0 34
Women's outerwear 1,1 14 0,3 -2,7 -1,7
Women's underwear 1,6 1,1 1,4 0,0 0,6
CONSUMER PRICEINDEXBY SUBCLASSES Children's and infants' garments 0,9 1,5 0,6 -1,4 0,8
IN SPAIN Clothing accessories of garments 0,0 -7,2 1,4 -0,2 0,9
Average annualrates of growht Men's footwear 1,6 19 13 0,0 1,3
10 r ; —_ T Women's footwear 1,9 0,7 1,6 -0,7 14
| : i —I Children's and infants' footwear 0,9 1,6 1,3 -0,5 0,7
: : | Motor vehicles 2,4 14 -0,5 -4,1 -2,5
: i Other vehicles -1,1 -0,6 -2,4 1,0 -0,9
S e Y ol Spare parts and maintenance accessories 2,6 39 4,6 -0,7 0,1
5 |* * Materials for the maintenance and repair of the dwe 4,8 57 51 3,0 28
Water supply 3,4 5,4 4,9 57 4,3
s Q Furniture 38 39 39 1,1 2,6
=) e .5 Other equipments 33 4,8 2,7 0,5 2,1
S 0 * e Household textiles 2,0 2,1 2,2 0,5 1,8
N X Refrigerators, washing machines and dishwashers -0,3 -1,3 -1,9 -1,0 -14
b Cookers and ovens -0,8 0,5 -0,8 0,1 -1,2
Heating and air conditioning -0,7 -1,1 -0,5 0,8 0,7
-5 B Other household appliances -1,5 0,3 -0,2 0,5 0,3
Gassware, crockery and cutlery 2,1 1,6 31 2,6 1,3
x * Other kitchen utensils and furnishing 2,8 4,2 37 2,6 2,7
Tools and accessories for house and garden 2,7 4,1 30 19 2,3
-10 i Cleaning household articles 2,2 14 1,7 19 0,3
Other non-durable household articles 1,1 2,7 2,7 1,4 0,8
-10 -5 0 5 10 Medicines and other pharmaceutical products -1,6 -9,0 -6,5 -6,3 -4,8
2008 Therapeutic ap‘pliances and equipment 2,0 1,7 36 1,0 22
. . Telephone equipments -52 -25,7 -309 -33,0
* Processed food BNo n-energy ind ustrial goods Equip.for the reception, recording and reproduction: -8,5 -11,4 -12,7 -13,7  -12,1
Services x Non-processed food Photographic and cinematographic equipments -95 -145 -18,0 -185 -17,2
© Energy Informz-_lhon prgcessmg equipments -15,4 -20,0 -21,5 -13,3  -13,0
Recording media -0,4 -1,3 -0,9 -0,4 -0,1
Games and toys -0,6 -0,8 -0,4 -1,8 -2,5
Large sports equipment -0,5 0,6 4,3 1,9
. Other recreational and sporting artides 0,4 0,0 1,1 -0,6 -0,1
The graph below zooms on the grey area marked in the Garders, plants, flowers and pets 27 41 53 28 31
IR ﬁgure. lil'zz/k:papers and magazines i,g fltgl %Ig ;é tZ
Source: EUROSTAT & IFL (UC3M) Material de papeleria L5 27 37 32 22
Date: 3 anuary ]_4, 2010 Personal care articles 2,1 2,1 2,2 0,38 0,8
Jewellery, costume jewellery, clocks and watches 16,4 9,7 11,1 7,5 91
Other articles for personal use 1,8 0,8 1,1 -0,6 -0,6

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 SUBCLA SSES INSPAIN
Annual average rates of growht

2006 2007 2008 2009 2010
SERVICES
Maintenance and repair services 59 4,5 4,8 4,1 4,0
Other services related to vehicles 4,5 3,7 33 1,3 0,7
Railway transport 3,7 4,2 3,7 55 4,5
Road transport 4,9 39 4,2 53 2,9
Air transport 9,0 3,0 13,7 3,0 1,9
Other transport services 6,3 3,9 7.3 7,0 4,2
Insurances connected with transport 2,0 1,7 2,0 1,3 1,6
Restaurants, bars, coffee bars, canteens 4,5 4,8 4,7 2,2 23
Hotels and other lodgings 3,6 55 4,2 -1,4 -1,4
Package holidays 31 0,6 4,5 0,2 1,9
Higher education 50 53 52 53 35
Postal services 57 3,6 2,8 2,8 2,0
Telephone services -14 0,3 0,6 0,1 0,4
Rentals for housing 4,4 44 4,2 3,1 1,2
Services for the maintenance and repair of the dwel 5,2 55 51 1,4 0,3
Sewerage collection 4,8 4,6 34 3,8 3,6
Out-of-hospital medical and paramedical services 3,9 4,0 49 2,2 2,5
Dental services 3,2 3,2 3,2 2,4 2,0
Hospital services 56 3,6 34 0,9 2,0
Medical services 4,9 53 4,7 6,9 4,7
Recreational and sporting services 39 2,8 1,7 2,1 1,6
Cultural services 1,4 3,4 3,6 3,1 2,2
Education 35 4,1 34 2,5 2,5
Repair of footwear 6,2 5,8 6,2 4,2 51
Domestic service and other household services 4,8 44 4,8 3,0 31
Insurances connected with the dwelling 3,5 3,6 3,5 4,4 2,7
Personal care services 4,3 4,1 4,0 1,4 20
Social services 53 52 4,6 4,0 3,6
Other insurances 58 3,9 3,9 4,5 39
Financial services 3,5 7.8 4,7 3,6 4,4
Other services 2,2 2,2 2,2 2,2 2,0
Repair of household appliances 4,0 3,9 43 4,2 3,9
Repairs and cleaning of garments 3,8 4,7 2,4 1,5
NON-PROCESSED FOOD
Beef 89 6,0 4,0 1,7 2,2
Pork 44 2,7 1,6 -3,8 -1,3
Mutton 35 -0,7 53 1,9 1,2
Poultry 3,5 9,7 43 -19 -3,2
Other meats, viscera and other non-meat edibles 2,4 0,1 7,0 -1,5 -0,8
Fresh fish 57 2,5 1,2 -4,6 -1,8
Crustaceans and molluscs 2,3 0,1 -0,2 -2,2 0,6
Eggs 2,8 4,3 10,7 1,2 -0,5
Fresh fruits 0,1 4,5 9,4 0,3 -1,1
Fresh pulses and vegetables -0,8 6,4 24 2,1 0,6
Potatoes and processed potato products 17,6 8,4 -1,7 -7,0 -0,1
ENERGY
Electricity and gas 9,6 2,1 8,7 2,1 2,0
Other fuels 11,8 -0,8 235  -32,7 16,7
Fuels and lubricants 6,6 14 13,0 -15,2 11,1

Spain. Inflation forecasting by sub-groups

CONSUMER PRICE INDEXBY SUBCLASSES
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Average annualrates of growht
20

10

-10

2010*

-20

-30

-35 25 -15 -5 5 15 25 35

* Processed food
A Services
© Energy

* The figures for 2010 are forecasts

B Non-energy ind ustrial goods
X Non-processed food

CONSUMER PRICE INDEX BY SUBCLASSES
IN SPAIN
Average annualrates of growht
10

2010*
.

-10

-10 -5 0 5 10
2009
8 Non-energy industrial goods
x Non-processed food

* Processed food
4 Services
GEnergy

* The figures for 2010 are forecasts

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

Source: EUROSTAT & IFL (UC3M)

Date: January 14, 2010

Page 57



Spain. Spanish Public Finance: A difficult Situation
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IV.4. SPANISH PUBLIC FINANCE: A DIFFICULT SITUATION

In Spain, the present economic crisis is
producing a huge increase in the
unemployment rate, considerable disequilibria
in the public accounts and a reduction in the
disequilibrium affecting our foreign trade
accounts. The latter was cut practically in half
in 2009, from 10% of the GDP in 2008, due to
a very weak domestic demand and, therefore,
imports. The problem affecting the labour
market and the current accounts will be more
difficult to correct in the next few years, due to
their heavy inertia. Courageous measures are
required to redirect the situation to tolerable
levels. Following is an analysis of the evolution
of the Spanish public accounts in the last few
years, identifying the main factors behind the
large deficit, primarily due to the economic
crisis. As we consider this public deficit, we also
analyse the dynamics of how it is financed,
public debt.

1IV.4.1.- Public income and expenditure

In 2009, the aggregate deficit of all the Spanish
public administrations was around 12%, after a
4.1% deficit in 2008 and a 1.9% surplus in
2007 (Table 1V.4.1.1). This rapid and profound
deterioration of Spanish public finance is
derived from the effects on the international
financial crisis on the public accounts, as a
result of less economic activity and, therefore,
less income from taxes and greater
unemployment benefits; although, to a large
extent, the problem could also be attributed to
the measures taken by the Government to
mitigate the effects of the economic crisis on
the liquidity and disposable income of
businesses and households. Furthermore, as
we shall see later, there appears to be a
structural deficit accumulated over time, which
can be seen in the historic evolution of public
expenditure, which has systematically grown
more than the Spanish economy’s potential
product, which was traditionally not clearly
manifest thanks to a nominal GDP growth rate
which was higher than the potential rate,
enabling the economic growth conditions and
booming prices which regularly affected
Spanish public finance, particularly in the last
period of growth.

Table 1V.4.1.1 shows the large drop in public
income in the last two years, specifically from
taxes, an income which is highly sensitive to
the economic cycle. This reduction was much
greater that that of the nominal GDP, which
remained practically unaltered. This divergence
between public income and the national
accounts magnitudes that are normally
associated to the different tax bases (private
consumption with VAT, GDP with all taxes, etc.)

to establish the respective elasticities, arises
when the country experiences price bubbles
for real (property) and financial (stock)
assets, as was the case in Spain from 2004 to
2007. In these cases, the high gains obtained
with such assets are not usually included in
the national account variables (flow
accounts) while they are considered in the
legal tax bases.

In these circumstances of economic growth
and reduction of the public deficit, in the
context of an asset price bubble, the
application of traditional elasticities (around
one for income from tax) leads to
underestimating the cyclical component of
the deficit and, therefore, overestimating the
structural component (the authorities’ fiscal
consolidation efforts). Naturally, the opposite
would occur when, as in the current recessive
phase, the bubbles burst and public income
falls significantly below what could be
suggested by national accounts variablest

However, the huge drop in public income in
the last two years (in which the reduction
represented 6.5% of the GDP, to 34.6% in
2009) is not only for cyclical reasons (in the
broad sense of cycle due to the GDP and
cycle due to the asset boom), but because
the measures applied by the Government to
combat the economic crisis have also had a
significant impact on public income and
expenditure (Table 1V.4.1.2).

In the last two years, they maintained the
heavy growth of previous years, while the
nominal GDP remained unaltered or fell
slightly, leading to an importance increase in
public spending relative to the GDP (7.4
points), reaching 46.6% in 2009 (Table
Iv.4.1.1). This table shows how all
expenditure items grew, which is only natural
considering the denominator’s stability (GDP),
although there was an outstanding increase
in social benefits (12.8%), largely related to
unemployment (these benefits grew by 115%
from 2007 to 2009, to 33,000 million euros in
the last year). The interest on debt
contributed to a lesser extent. After moderate
evolution and even a reduction in the last few
years of economic growth, it grew
significantly in the last two, solely due to the
increase in public debt, as interest rates (long
-term) remained more or less stable and
even decreases (short-term).

1. See in this respect "Una aproximacion al
componente transitorio del saldo publico en Espaia’.

Boletin Economico. June 2008. Bank of Spain.
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TABLE IV.4.1.1. ACCOUNTS OF THE PUBLIC ADMINISTRATIONS 2006-2009

% mean arjnual
Millions of euros variatior % GDP
2006/ 2008/
2006 2007 2008 2009 2007 2009 | 2006 2007 200 2009
LINCOME 7720 432808 402677 363880 2.9 5.3 40,4 41,1 37.0 .6
Tazes 241.094 264.627 ZZOBO0Z 152115 | 111 <148 | M5 21 XA 183
Social contributions 127104 136752  143.043 140585 7.5 1.4 12,8 12,0 13,1 12,4
Other income 28.522 31.42% 28,532 31.206 5.3 0.4 3.0 3.0 27 3.0
2. EXPENDITURE ITTATY 412742 446937 489728 . 8.9 3.4 38,2 41,1 46,6
Consumption (1} 173,270 188123 2056846 219544 85 7.7 176 18,0 18,9 20,9
Irvestment I.604  4Z5ET 41642 45721 | 147 TO 7 40 cX:] 46
Interest 16.143 16523 17228 18657 | 240 i 16 16 16 13
social benefits 112740 122486 135460 155779 | 7.2 128 | 1.5 1.6 124 148
Other expenditure 38110  41.623 46.250  45.025 Bl 52 4.0 4.0 42 4.4
3. BALANCE [1-2) 19,847  20.066  -44.260  -125.848 2.0 1.9 44 20
Stote gdministro tion B.802 11.880 -30.500 -98.537 07 1.1 -28 24
Autonomous regions -382 -2 348 -T6. 8582 -26 260 0o -0z -1.8 -23
Loca! councils TET -3 227 -3.230 -6.302 o1 02 0.5 08
Socigl Securiny 12660 13738 2462 5255 132 132 0sa 0.
19847 20066 -44.260 -125.F4B 2,0 1,8 41 -12,0
Pro memaoria:
Public debt 359507 380543 432023 ST9.98B -1.4 23,5 3.6 36,1 3.7 55,2
EOP S84 284 1.052.730 1.088.502 1.050408) T.E 0,1 1000 1000 1000 1000

[1} For the purposes of this table, public consumption comprises zalaries, intermediate consumption and transfers in kind

[viz market].

SOURCE: 2006-200E, Ministry of Economy and Public Finance. 2008, author’s estimation.

Table IV.4.1.2. Measures with impact on public deficit (1)

% of GDP
Measures Impad
With impacton income 23
400 € deduction personal income tax 0,6
Reform of personal and corporate income tax 1.0
Suppression of wealth tax 0z
Taxdeferral 0,6
Dne-off measure: a7
Supportforliquidity (3) a7
With impact on spending 14
State Local Investment Fund 03
Economic Dynamisation Fund 03
2500 € deduction per child 01
Extension of unemployment benefits 01
Cther measures (2] 0.z
Total 44
Total (not including one-off measures) 3.8

[1) With impact in 2008 and 2008. (2) Promotion of home rental

and Dependency Act. (3) Extension of monthly VAT r=tum

and advancemsent of housing deduction.
Source: Ministry of Economy and Public Finance and the author

)
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Nominal potential product growht

1V.4.2. Public deficit and the dynamics of
public debt

Indeed, public debt grew by more than 19
percentage points from 2007 to 2009, and was
just over 55% in 2009 (Table 1V.4.2.1). This
significant increase is firstly due to the decline
in the primary budgetary balance (after
discounting interest) in these two years (12.6
points) in the context of the economic crisis
(cycle effect) and the Government's support
measures (structural effect), whereas interest
payments have helped to increase the debt/
GDP ratio by 3.5 points. The reduction in the
GDP (denominator) in 2009 for the first time in
many years, represented 0.3 points of this
increase. Finally, the adjustment required to
reconciliate deficit and debt, the main
component of which is the net acquisition of
financial assets by public administrations, is
estimated at nearly 3 points. In this respect, we
should mention the extraordinary increase in
the State’s financial assets in 2009 as a result
of the contributions made to the Financial
Assets Acquisition Fund (FAAF) and the Fund
for Orderly Restructuring of Credit Institutions
(FROB), the objectives of which are to increase
banks’ solvency and liquidity and to facilitate
bank mergers.

In the European Union, Spain is one of the
countries (together with Ireland, Greece or the
United Kingdom) with a high public deficit,
although its debt is still in the low part of the
table because of its low level at the beginning
of the period (36.1% of the GDP in 2007,
versus 58.7% in the European Union or 66% in
the euro area, in the same vyear) (Table
Iv.4.2.2). However, in situations of weak
economic growth and rising primary deficits,
debt levels increase rapidly, and can become
unsustainable in extreme cases.

As a result of how the deficit has evolved, the

European
Graph IV.2.1 Commission  has
opened an
PUBLICEXPENDITURE AND POTENTIAL PRODUCT . . .
GROWHT IN SPAIN excessive  deficit
year-on-year rates procedure for
many European

Union countries. In
the case of Spain,

the procedure
establishes a
Yoo b i target of 3%
i —n—Publicexpenditurewithoutunemployment'i pUb”C deficit by

| 2013, requiring a

1996
1997
1998
1999

o
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ggssggs8¢ss8 con5|d_erat_JIe fiscal
consolidation

INE & IFL(UC3M) effort. Such an

: January, 2010 effort will require
the responsible

involvement of all

public administrations, as half the spending
corresponds to autonomous regions and local
councils, pension, unemployment and other
benefits, which are not very flexible, at least
in the short term, represent nearly 30% of
public expenditure and just over 20%
corresponds to the central administration
(Table 1v.4.2.3).

Table 1V.4.2.4, which attempts to explain the
factors behind the significant deterioration of
the deficit from 2007 and 2009, was edited in
order to estimate, albeit approximately, the
magnitude of the effort required to position
Spanish public finance on the way to
consolidation.

Of the nearly 14 points in which the public
deficit grew in the period, around 4 can be
attributed to loss of economic activity,
employment and income (including the
effects derived from the drop in asset prices,

according to the previously described
method) and 0.3 to interest, so the
Government’s discretionary actions,

measured by the evolution of the primary
structural balance, contributed more than 9
and a half points. As shown on Table
IvV.4.1.2, economic support measures had a
3.8 point impact on the deficit?, so there is
still an unidentified residual structural deficit
of around 6% of the GDP (some 60.000
million euros), which needs to be corrected
by Spanish fiscal policy with reforms in the
tax system and, preferably, public
expenditure.

In this respect, on the enclosed graph we can
see how public expenditure (not including
unemployment) has been growing since the
start of the century and is diverging from
nominal potential product growth®. This
situation has been maintained over time,
thanks to the long period of economic growth
in this decade (with positive output gaps
during most of the period). The perspective
of growth rates being more moderate in the
next few years shows the magnitude of the
challenge facing Spanish public finance.

2. After discounting measures that have one effect
one year and the opposite effect in the next (one-off
measures), such as enabling all businesses to opt for
monthly VAT returns, which had a high cost (0.6% of
the GDP) in 2009, but will represent greater income
(smaller returns) in the same amount in 2010.

3. Utilizando un deflactor del PIB del 2%, objetivo de
inflacion de la politica monetaria del Banco Central
Europeo.
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TABLEIV.4.2.1.DYNAMICS OF PUBLIC DEBT
% of GDP
Vanation
2006 2006 2007 008 2009 2008-2007

Gross debt 430 3986 36,1 Ll 552 12,1

Variation from previous year 32 35 34 35 155 16,1

Factors explaining the variation in the debt/GDP ratio:

Primary balance 28 37 35 25 -101 126
Inter=est 18 16 16 16 19 35
Effect of nominal GOP growth 34 5.3 26 4.2 14 03
Debi-deficit acjustment 1.2 19 11 o7 21 28

Tetal factprs =32 3,3 34 35 155 16,1
Promemona
Implicitinterest rafio (1) 418 413 134 4 53 4 55
Nominal CDF growth 8.1 33 70 34 35
(1) Year's inlerest divided by year's deht
SOURCE: Bankof Spain and the autho

TABLEIV.4.2.2. PUBLIC FINANCE IN THE EUROPEAN UNION

% GDP
Deficit (-) or Surplus (+) Public debt

Countrles 2006 2007 2008 2009 2006 2007 2008 2009
Germany -1,6 0,2 0,0 3,4 67,6 65,0 55,9 73,1
Ireland 3,0 0,3 -7,2 -12,5 25,0 25,1 44,1 65,8
Greece 2,9 -3,7 7,7 12,7 07,1 95,6 99,2 112,6
Spain 2,0 1,9 -4,1 -12,0 39,6 36,1 39,7 55,2
France 2,3 2,7 -3,4 -8,3 63,7 63,8 57,4 76,1
Italy 3,3 -1,5 2,7 5,3 106,5 103,5 1058 1146
Portuga -3,9 -2,6 2,7 -8,0 64,7 63,6 56,3 77,4
Euiro area -1,3 -0,6 -2,0 -6,4 68,3 66,0 59,3 78,2
United Kingdom 2,7 2,7 5,0 12,1 43,2 44, 52,0 68,6
European Union -1,4 -0,3 23 5,9 61,3 58,7 51,5 73,0

SOURCE:Eurepean Commission ferecasts (autumn 2009) exceptSpain (2009) which are the auther’s estimatiens

TABLE |1V.4.2.3. PUBLIC EXPENDITURE BY ADMINISTRATION (1)

% Average annual

growth % of total spending
Administrations 2001/ 2006/ 2001/
2005 2008 2008 2000 2005 2008
Central administration 4,3 7.1 5,4 25,7 22,4 21,5
Autonomous regions 12,4 a3 11,2 28,3 35,7 35,5
Councils 7,9 0,7 8,5 12,6 13,0 13,4
Social Security administrations 4,2 8.3 5,7 33,3 28,8 28,6
Total Public Administrations 7,2 8,6 7,7 100,0 100,0 100,0
(1) Notincluding transfers between pubic administrations
SOURCE: EUROSTAT
TABLEIV.4.2.4. STRUCTURAL DEFICIT
% GDP
2007 2009 | 2009-2007
Output gap 1,5 -2,8 -4,3
Sensitivity 0.43 0.43
Cyclical balance due to GDP 0,6 -1,2 -1,8
Cyclical balance due to asset boom 1,5 -0,7 -2,2
Total cyclical balance 2.1 -1.9 -4.0
Budgetary balance 1,9 -12,0 -13,9
Structural balance -0,2 -10,1 99
Interest 1.6 1.9 -0.3
Primary structural balance 1,4 -8,2 96
- Impact of measures (except one-off) -3,8
- Unidentified -5.8
SOURCE: European Commission (output gap) and the author

)
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V. SUMMARY OF FORECASTS FOR DIFFERENT AREAS

HOMOGENOUS INFLATION IN THE EURO AREA AND U.S.
Annual average rates

Forecasts

Weights| 5003 2004 2005 2006 2007 2008 2009
| 2010 2011

2009

TOTAL
less Owner's equivalent rent of primary residence
Euroarea 100,0 | 2,1 2,1 22 22 21 33 03 1,5 18
u.s.® 75,6 : 2,2 28 37 31 27 43 -1,0 29 19
CORE

Services less Owner's equivalent rent of primary residence

and Non-energy industrial goods less Food and Tobacco
Euroarea 73,4 | 2,0 2,2 1,6 1,5 2,0 1,9 15 14 15
u.s. @ 53,3 | 1,1 1,6 21 2,1 1,8 21 14 16 13
COMPONENTS OF CORE INFLATION

Services less Owner's equivalent rent of primary residence
Euroarea 41,4 | 25 26 23 20 25 26 20 19 21
u.s.® 31,9 ' 33 36 31 33 34 36 20 19 22
Non-energy industrial goods less Food and Tobacco
Euroarea 29,7 | 08 08 03 0,6 30 o8 06 03 03

U.S. 21,5 : 2,1 -10 03 01 -07 -0,1 0,5 1,2 00
EXCLUDED COMPONENTS FROM CORE INFLATION

Food

Euro area 19,3 i 2,8 2,3 1,5 2,4 2,8 51 0,7 11 21

u.s. 14,6 | 2,1 34 24 23 40 55 1,8 11 19
Energy

Euro area 96 [ 30 45 101 77 26 103 -81 45 49

U.S. 7,6 : 12,2 109 169 11,2 55 139 -184 126 49

8 - HOMOGENOUS HEADLINE INFLATION _ 8 3,00 - HOMOGENOUS CORE INFLATION -

4 R . 4 0,00 —— 0
- o [sa) wn [ ~ 2] o ~—
Z 823285823 ¢8&E 858588588 <=2 2
R R KRR IIKK LR N & & § &§ 8§ § & & & &
HOMOGENOUS SERVICES NON-ENERGY INDUSTRIAL GOODS
5 2 9 r2
4 1 F1
3 0 Ef' 0
2 -1 & F -1
— UME
1 2 1 L2
—o— EE.UU.
0 -3 -3
— o~ [5e) < wn i ™~ @ (<)) o — — o [sa) < wn O ~ o] [ o ~—
o o o o o o o o o - - o o o o o o o o o ~— —
S R R8RS KR SR S RRIRKRL RKR LR
ENERGY
_— FOOD . E
F 30
6 o6
5 5 F 20
4 F 4 F 10
3 F3 0
2 -2
r -10
1 1
0 0 r-20
-1 —— r -1 -30 — T -30
- o [se] < wn O ™~ @© D o — - o~ ™ < wn i3 ~ @ (o)) o —
SS8&888838¢8¢c¢8E8 §88&8888¢88 88
Differential EuroArea —o—U.S. Differertial 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: January 15, 2010
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Summary of Forecasts for Different Areas

INFLATION IN SPAIN AND IN THE EURO AREA
Annual average rates

Weights Forecasts
2003 2004 2005 2006 2007 2008 2009
2009 2010 2011
TOTAL
Spain 1000 30 30 34 35 28 41 -03 21 23

Euroarea 1000 2,1 2,1 22 22 21 33 03 15 18
CORE INFLATION
Services and Non-energy industrial goods
Spain 82,3 29 2,7 27 29 27 32 08 16 20
Euro area 83,0 2,0 21 1,5 1,5 2,0 2,4 1,3 1,2 15
COMPONENTS OF CORE INFLATION
Processed food
Spain 13,4 30 36 34 36 37 65 09 25 37
Euro area 11,9 3,3 3,4 2,0 2,1 2,8 6,1 1,1 1,3 2,2
Non-energy industrial goods

Spain 29,9 20 09 09 14 07 03 -3 00 07

Euro area 29,7 08 08 03 06 0 o8 06 03 03
Services

Spain 38,9 37 37 38 39 39 39 24 23 24

Euroarea 41,4 2,5 26 23 20 25 26 20 1,9 21
COMPONENTS OF RESIDUAL INFLATION
Non-processed food

Spain 7,2 60 46 33 44 47 40 -13 -07 19

Euro area 7,5 21 o6 08 28 30 35 02 06 21
Energy

Spain 10,3 1,4 48 96 80 1,7 119 90 81 46

Euro area 9,6 30 4,5 10,1 7,7 26 103 -81 45 49

HEADLINE INFLATION s COREINFLATION s
4 4
3 3
2 2
1 1
2 —_— : ) 0 ——————————— . 0
- &N M ¥ ;M O N ®® O O - 3 89 8 385 8 85 8838 28 =
§ § § § § § § § § § § 2 R R R R B R R KR K R
SERVICES NON-ENERGY PROCESSED GOODS
5 5
4 4
3 3
2 2
1 1
0o +—/—4m—m———+—" 0 2 —_— : 2
3 33 38 8 3 3 3 2 H o N M ¥ W VW N ® O O o
S R R & R KR & K KR 8 8 8 8 8 8 8 8 8 5 &
o~ o~ o~ o~ o~ o~ o~ o~ N o~ ~N

NON-PROCESSED FOOD

-20 I -20
-30 -30
— o o© < wn j=] ~ @© [o2) o — — o ™ < wn hie ~ @ (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 o o o j=3 j=3 j=3 [=] o o
o~ o~ o~ o~ o~ o~ o~ N o~ N o~ ~N ~N o~ ~N o~ ~N ~N ~N ~N ~N ~N
Differential Euro Area —o—Spain Differertial Euro Area —o—Spain

Source: EUROSTAT, BLS & IFL (UC3M)
Date: January 15, 2010
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VI. FORECASTS OF DIFFERENT INSTITUTIONS

FORECASTS FOR DIFERENT INSTITUTIONS
Annual average rates
UNITED STATES SPAIN EURO AREA

1 The Economist. Economist Poll. November, 2009.

2 Consensus Forecasts, January, 2010.

3. BIMA. Bulletin of EU & US Inflation and Macroeconomic Analysis, January, 2010.

4, FMI. World Economic Outlook. GDP: January, 2010.

5 BCE SPF, “Survey of Professional Forecasters”, November, 2009.

6 BCE STAFF, staff macroeconomic projection for the Euro Area. December, 2009. Point forecast for interval.
7 OCDE. Euro area and US: Interim Economic Outlook, November, 2009.

EVOLUTION OF FORECASTS FOR 2010

Annual average rates
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2009 2010 2009 2010
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VII. FORECASTS FOR THE NORWEGIAN ECONOMY 2010q1-2013qg4

Forecasts are presented for the first quarter of 2010 until the end of 2013 of important
macroeconomic variables, using The Norwegian Aggregate Model (NAM). Information about
the model and a disclaimer are in the box at the back of the document. The forecasts are
presented in Figures 1-4 below, each consisting of four panels of graphs. Starting from upper
left, going to upper right and then to lower left, and ending at lower right, the four panels of
each Figure are referred to as a)-d).

The four panels of Figure 1 show NAM forecasts of four headline variables: CPI inflation, the rate of
unemployment, the average nominal interest rate on loans in Norwegian banks, and real credit growth.
The distance between the dashed (red) lines represents the approximate 70% prediction intervals. Hence,
future realizations within the intervals are regarded by the model as more likely events than realizations
outside the intervals.

Panel a) shows a decrease in the annual rate of CPI /nflation during 2011, before stabilizing around 2%.
The rate of unemployment (panel b) is forecasted to start falling during 2010 and stabilize just below
2.5%. Panel c) shows the domestic /interest rate, represented by the average bank loan rate. Following
recent increases in the policy rate, the bank lending rate will increase during the period, ending around
7% at the end of 2013. The final panel in Figure 1 shows real credit growth, which is projected by the
model to increase rapidly towards a representative growth rate of 12% at the beginning of 2012.

Figure 1
a) b)

INFLATION IN NORWAY UNEMPLOYMENT RATE IN NORWAY
year-on-year rates

/jA
N \/
-1 T T T T T T 1,0 T T T T T T i
2007 2008 2009 2010 2011 2012 2013 2007 2008 2009 2010 2011 2012 2013
<) d)

BANK LOAN INTEREST RATES IN NORWAY ANNUAL REALCREDIT GROWTH

8 16 -
7,5 1
7 -
6,5 -
6_
55 g -
5_
45 A
4 - 4
3,5 -
3 ' ' ' ' ' ' 0

20072008 2009 2010 2011 2012 2013 2007 2008 2009 2010 2011 2012 2013

NAM forecasts for the period 2010q1-2013qg4 with 68% prediction intervals (represented by the dotted lines). Data for the
period 2007q1-2009g4 are included for reference.
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Norway

Figure 2 gives an overview over the development in prices by showing inflation adjusted for energy and
taxes (CPI-AET), so-called core inflation, in panel a), CPI inflation and wage cost growth in panels b) and
¢), and import price growth (panel d). Core inflation is forecasted to fall gradually towards 1% by late
2011, before stabilizing around 1,5% at the end of 2013. The annual rate of wage inflation is starting
increasing at the end of 2010. Import price fall is halted, due to stabilizing prices internationally.

Figure 2

a) b)

COREINFLATIONIN NORWAY INFLATION IN NORWAY
year-on-year rates year-on-year rates

o
N/
NS

2007 2008 2009 2010 2011 2012 2013 2007 2008 2009 2010 2011 2012 2013

ANNUAL WAGE COST GROWTH IN NORWAY ANNUAL IMPORT PRICE INFLATIONIN NORWAY

2007 2008 2009 2010 2011 2012 2007 2008 2009 2010 2011 2012
NAM forecasts for the period 2010q1-2013g4 with 68% prediction intervals (represented by the dotted lines).
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Norway

Four important real variables are shown in Figure 3. Panel a) shows real GDP growth for Mainland-Norway.
The forecasted GDP growth is shown in graph a). After the negative growth in 2009 as a manifestation of
the ongoing world recession, growth is expected to be back close to 4% already at the end of 2010 and will
increase towards the end of the forecast period. This might prove to be optimistic and will depend upon
whether international contraction or domestic expansive policy will dominate. Panels b) and c) of Figure 3
give an indication. They show two important explanatory variables for mainland GDP: the real exchange
rate and the domestic real interest rate. The real exchange rate (graph b) is depreciating over period as a
whole, and is therefore a help for GDP growth to recover. The low real interest rate in 2010 in panel c) is
also an important impetus, despite the increase during the rest of the period. Growth is a main factor
behind the increase and then fall in unemployment shown in Figure 1 above, and graph d) in figure 3
shows how the model projects the Labour Force Survey rate of unemployment. GDP growth is also related
to credit growth, which is captured by the model in two important ways. First, the easing of credit supply
affects the GDP growth rate positively. Second, higher GDP growth increases the demand for loans.

Figure 3
a) b)
MAINLAND GDP REAL EXCHANGE RATE IN NORWAY
year-on-year rates
o | /\\ 110
6 SR
\/ ! 106
3 .
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ST SR S 98
-6 94
2007 2008 2009 2010 2011 2012 2013 2007 2008 2009 2010 2011 2012 2013
c) d)

REAL BANK INTEREST RATE IN NORWAY UNEMPLOYMENT RATE

[
_____
1

2 \/ - J 25
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2013 2007 2008 2009 2010 2011 2012 2013

2007 2008 2009 2010 2011 2012

NAM forecasts for the period 2010q1-2013qg4 with 68% prediction intervals (represented by the dotted lines).
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Norway

Figure 4 takes a closer look at the interest rate and (the market for) foreign exchange. Panel a) shows the
rate of currency depreciation (the four quarter rate of change in the trade weighted nominal exchange
rate). The international value of the krone is projected to decrease in 2010, before remaining roughly
constant for the rest of the forecast period. We note that this is in line with the falling differential against
foreign interest rates (panel c). Of the in spite of the increase in the money market interest rate in panel
b). The relatively low interest rates, however, will help credit growth to recover very quickly once it starts
increasing during 2010.

Figure 4
a)

CURRENCYDEPRECIATION IN NORWAY
year-on-year rates
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NAM forecasts for the period 2010q1-2013g4 with 68% prediction intervals (represented by the dotted lines).
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Norway

About NAM and disclaimer

Model developers are Gunnar Bardsen (http://
www.svt.ntnu.no/iso/gunnar.bardsen ) and
Ragnar Nymoen (http://folk.uio.no/rnymoen/).

Norwegian Aggregate Model (NAM) is an
econometric model project which extends from
the early econometric assessment of wage- and
price-inflation in  Nymoen (1991), further
developed in Bardsen, Fisher, and Nymoen
(1998), Bdrdsen and Fisher (1999), and the
monetary transmission model of Bdrdsen and
Klovland (2000).

Earlier versions of the model are documented in
Bardsen and Nymoen (2001), Bardsen, Jansen,
and Nymoen (2003) and B&rdsen, Eitrheim,
Jansen, and Nymoen (2005). NAM is used for
both research purposes and for teaching. The
macroeconomic data is from the model
databases of Statistics Norway (KVARTS model)
and Norges Bank (FPAS database).

Earlier forecasts can be found at
http://www.svt.ntnu.no/iso/qgunnar.bardsen/
nam/forecasts/forecasts.html http://folk.uio.no/
rnymoen/NAM/Forecasts.html

NAM relies on data provided by the
macroeconometric research unit in Statistics
Norway, and on data from the macroeconomic
database of The Norwegian Central Bank.

The user assumes the entire risk related to the
use of this information. The authors are
providing this information "as is," and the
authors disclaim any and all warranties, whether
express or implied, including (without limitation)
any implied warranties of merchantability or
fitness for a particular purpose. In no event will
the authors be liable for any direct, indirect,
incidental.
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INDICATORS CALENDAR

JANUARY
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Euro Area HICP Euro Area ESI (November)
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(December) (December)
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* ESI: Economic Sentiment Indicator
CPI: Consumer Prices Index

HICP: Harmonised Index of Consumer Price

QNA: Quarterly National Accounts

PCE: The Personal Consumption Expenditure Price Index
EAPS Economically Active Population Survey

IPI: Industrial Production Index
A.D.: Advanced Indicator




The industrial production data for the Euro Area relative to the month of
November 2009 were extremely positive. Growth expectations for 2010 and
2011 were revised upwards up to 3.1% and 3.3%, respectively

INDUSTRIAL PRODUCTION INDEX AND SECTORS IN THE EURO AREA*
Annual rates of growth
Consumer Goods ' capital Intermediate
Durable Non Durable Total : Gol::)ds Goods Energy TOTAL
W 2005 -0,8 1,1 08 2,5 0,6 2,7 1,3
g 2006 4,7 2,7 30 ! 6,0 4,9 -1,0 4,2
Lo 2007 1,4 2,5 23, 67 3,7 -1,0 3,7
j 5 2008 -5,7 -1,4 2,1 1 -0,1 3,3 1,4 -1,7
§ 2009 -17,2 -3,2 -5,4 : -20,4 -19,4 -7,8 -15,0
z 2010 -1,4 1,6 1,2 : 2,6 34 54 2,6
2011 1,5 2,4 23 4,1 -1,6 -3,9 0,8
TI -19,8 5,5 23,9 1 -239 25,4 -8,5 -18,5
2 T -21,3 3,4 24,2 : -24,2 24,3 -8,7 -18,6
& Tm -18,2 -1,9 21,1 1 21,1 -18,4 -8,7 -14,5
0 TIV -9,0 -1,9 -120 | -120 -7,8 -5,5 -7,7
e I -44 0,4 -15 1 -15 2,1 2,9 -0,7
E 3 -1,9 15 14 | 14 3,3 6,8 2,9
< & TIHI 1,4 2,0 43 43 44 6,6 43
z TIV -0,7 2,5 58 5,8 3,7 0,8 3,9
< TI 31 3,9 74 7,4 0,3 -0,2 4,9
4 TII 2,1 2,8 6,5 : 6,5 -0,5 -4,7 -1,7
& T 0,9 18 43 | 43 21 -5,5 15
Data adjusted f TIV 0,0 1,4 o % -1,1 -3,9 -0,9 -5,7
The figures in the shaded area are forecasts
*Year-on-year rates
Source: EUROSTAT & IFL (UC3M)
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