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THE SPANISH ECONOMY IN PERSPECTIVE _

= The Spanish economy has accumulated significant interrelated imbalances
during its expansionary phase

= Current account deficit
= Excessive growth of the real estate sector

» Indebtedness of the private sector

= The current international macroeconomic and financial crisis, together with the
Spanish economy’s process of adjustment, is resulting in a

= Strong increase in unemployment

» Rapid increase in the public debt
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THE SPANISH ECONOMY IN PERSPECTIVE _

= The adjustment of previously accumulated imbalances, in an adverse international context,
results in a negative evolution of the Spanish economy and strong job destruction
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THE SPANISH ECONOMY IN PERSPECTIVE

= Spain’s budget deficit has worsened, significantly increasing the debt-to-GDP ratio. The
later is still below that observed in other European countries

Budget deficit as % of GDP Public debt as % of GDP. Year 2011
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THE SPANISH ECONOMY IN PERSPECTIVE

= In order to assess the need for adjustment of the economy it is also important to take into
account some considerations

= The strong increase in the Spanish current account deficit since the start of the Monetary
Union was not caused by export underperformance

= Current account deficit is now under a process of correction, but external debt is still high
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THE SPANISH ECONOMY IN PERSPECTIVE

= Gross saving did not undergo a significant reduction. In fact, Spanish economic growth
was accompanied by high levels of investment ...

Total investment as % of GDP Gross savings as % of GDP
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THE SPANISH ECONOMY IN PERSPECTIVE _

Total investment as % of GDP

W Restofinvestment M Investmentin housing

= ... A portion of these high levels of 35
investment was in residential 30
investment 25 1

= In any case, the Spanish economy
witnessed an excessive increase in the 0 4
housing sector during the expansionary
phase

Spanish GDP year-on-yearrate of growth, %
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and is thus exerting a negative impact
on the Spanish GDP growth rate
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RECENT MEASURES FOR THE SPANISH _
ECONOMY

= The Government approved in February a comprehensive reform of the labour
market: it is geared to increasing companies’ flexibility so they may adapt to
negative macroeconomic shocks without reducing employment

= Two key areas of reform ...

= Promotion of the decentralisation of collective bargaining and facilitating opt-
out clauses in order to give companies more internal flexibility to set wages

» Cutting dismissal costs, reducing the degree of protection of permanent-
contract workers

= ... giving greater flexibility to companies to react to the situation of the
economy
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RECENT MEASURES FOR THE SPANISH _
ECONOMY

= This labour market reform comes on top of the wage agreement signed by social
agents on January 25 for the period 2012 - 2014 which

» sets ambitious targets for wage moderation for the private sector,
» weakens the potential impact of indexation clauses,

» and recommends the use of variable wage components linked to firm-
specific variables
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RECENT MEASURES FOR THE SPANISH _
ECONOMY

= In the fiscal domain the Government has submitted to Parliament a draft Organic
Law

= This law implements the constitutional reform of the national fiscal framework approved
last year in order to set limits on the public debt and deficit, including the balance budget
concept in the Constitution. This already includes the main features of the so-called Fiscal
Compact signed by the European Union Member States

» The law includes stricter information requirements and new coercive mechanisms to
guarantee compliance with new fiscal target at all levels of government

— The Central Government may initiate all the necessary actions against the Regional Government that
fail to comply with the agreed fiscal targets

= Severe personal sanctions for those public sector managers that do not comply
with the national fiscal framework

=The Government approved on 30t March the Budget for the year 2012, which
targets a reduction of the fiscal deficit of 3.2 percentage points this year

BANCODE ESPANA 13

Eurosistema



= The Spanish economy in perspective

= Recent measures for the Spanish economy

The Spanish banking sector

= Conclusion - What’s next?

= Annex. Doubts and myths regarding the macro-financial situation in Spain

BANCODE ESPANA 14

Eurosistema



THE SPANISH BANKING SECTOR

= During 2011 and to date, the restructuring of e eRer Eees, e i

the Spanish banking sector has been under Spain
way, reducing the number of institutions, the 280000
capacity in the sector and transforming savings 270000

banks into commercial banks, ... 260000
» The number of savings banks has been 220000
significantly reduced (28 had disappeared up to

December, and the process continues) ...

Dec-96 Dec-99 Dec-02 Dec-05 Dec-08 Dec-11

Number of branches, business in

: . Spain

= ... and all these institutions? have transferred P
their activity to commercial banks 48000 [
46000 [
44000 [
= - - . . 42000 [
» The reduction in capacity is observable in the 40000 |
reduction in the number of branches and oo |

employees from their peak in mid-2008 34000

32000
30000

Dec-96 Dec-99 Dec-02 Dec-05 Dec-08 Dec-11

1With the exception of the two smallest ones, which are very small and operate in their local
regional market

BANCODE ESPANA 15

Eurosistema



THE SPANISH BANKING SECTOR

i L i i Core Capital of Spanish depositinstitutions, %
" ... has significantly increased the capital of 0
8 M Including the
conversionof
7 Pref. Shares
and
= RDL 2/2011, approved in February 2011, ensures 6 Convertible
that all Spanish institutions are operating with core >
0 0 0 4
capital requirements of 8% June 2008 December 2011
r';;::ir:::ar:st:\;ets purposes Core Capital is defined as capital and reserves minus
= The EBA recapitalisation programme -for major
European banks- involves raising Core Tier1 COMPLIANCE WITH EBA TARGET, % OF THE
capital to 9% and the valuation at market prices of TOTAL‘L\D“e"erkJi?gTOF €26bn
general government debt instruments. The m 1H 2012 Profits
dead”ne iS end_June 201 2. M Conversion of Pref.Shares and Others
100% _
— Five Spanish deposit institutions have to increase 80% -
their core capital by an amount of €26bn. At this i
point in time Spanish institutions have basically e
complied with these new requirements 40%
20% -
0% -
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THE SPANISH BANKING SECTOR

= ...increasing the recognition of asset
impairment losses through provisioning
requirements ...

» Since June 2008 and thus not taking into
account the new measures approved by the
Spanish Government regarding construction and
property development-related assets (see next
slide), provisions have been increased by
€112bn

=... and requiring Spanish deposit
institutions to disclose all relevant
information regarding their exposures to
construction and property developers
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THE SPANISH BANKING SECTOR _

= In February 2012, the Spanish Government approved new measures for the
Spanish banking sector (RDL 2/2012)

= The reason was the uncertainty still prevailing regarding the value of
construction and property development-related assets on banks’ balance
sheets, in a context of increasing macroeconomic and financial tensions in the euro
area
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THE SPANISH BANKING SECTOR _

= The objective was to eliminate this uncertainty

1. Problematic assets were recognised reaching
very demanding level: by June 54% of the Cleaning-up of banks balance
construction and property development portfolio was sheets, €bn

classified as problematic. In addition, the RDL 2/2012
requires general provisions (7% of the normal
portfolio) to take into account potential migration 160 —
from the normal to the problematic portfolio

180

140

Capital add-
on New

120 Measures

2. RDL 2/2012 requires higher levels of provisions
and capital in order to ensure the clean-up of bank 100 || L Provisions
balance sheets: an additional amount of €53.8bn New

80 |— —_— — Measures

— On April 17t the Executive Commission of the Banco 80 EN | " rovistons
de Espana approved the plans that institutions submitted

prior to 31 March for complying with the RDL 2/2012. The
results in terms of provisioning needs are +€29.08 billion in 20 —— —
addition to the extraordinary write-downs of €9.19 billion
made in advance at the close of 2011. Core capital o
requirements amounts +15.58 billion. Thus, the total Since200s . New
additional amount resulting from the RDL 2/2012 is
€53.8bn

40 — — —
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THE SPANISH BANKING SECTOR _

= These higher levels of specific provisions and capital add-ons entail increasing
the levels of coverage of the problematic portfolio

Problematic construction and property developers portfolio. Coverage
ratio, %
90

80
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60 53

50 Actual

B New measures

40 .
1
29
30 27

20 T — —

10 T — —

0
Total problematic Housing under Land
portfolio development
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THE SPANISH BANKING SECTOR

= These levels of coverage, together with the loan-to-value ratios of the portfolio,
mean that bank balance sheets are on average protected against decreases in
the value of land of 87% (82% for housing under development)

. . n Price declines compatible with new coverage
House Price Declines From Peak to Now, % :l . P . &
I= ratios (RDL 2/2012) and average LTV ratios of
I} theportfolios
0 I
I
Iy
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-20 Iy
-20 ::
-30 27 n
I
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n
-40
- 1
-50 3 l:
I
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-70 i:
I
Iy
-80 Ii
I -82
-90 i
i -87
-100 I
I
Ireland us Spain UK 1 Finished Housing Land
L Housing Under
Development
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THE SPANISH BANKING SECTOR

= The sector is undergoing a necessary process of adjustment, which is still
compatible with an active housing market

SPAIN. THE ADJUSTMENT OF HOUSING PRICES . . .
(In real terms) COMPARISON BETWEEN THE HOUSE PRICES (real terms) DEMAND. Notarised housing transactions

CURRENT AND PREVIOUS CYCLES (inlast twelve months)
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THE SPANISH BANKING SECTOR

. _ . . Doubtful assets ratio by sector, %
= Despite this adjustment in the real estate 24
market in Spain, the non-performing loan fz
ratio of the retail mortgage portfolio is still ol
low 8 T
.l
O e——— s e W W N T T U W S T SR SR SR SN S S|
Mar-06 Sep-07 Mar-09 Sep-10  Dec-11
— TOTAL CREDIT
. . . . . == CONSTRUCTION AND PROPERTY DEVELOPERS (*)
= The retail mortgage business in Spain is HoUSING
p|aln-VanI”a (nO buy-t0-|et, nO home eqwty (*) Does not include subestandar and repossessed assets

lines of credit, ...) and regulation introduces
strong incentives for clients to meet their
financial obligations (recourse mortgages)

Doubtful assets ratio of credit to
households for house purchase, %

= ... and the average loan-to-value ratio of the 2 |
portfolio is relatively low, standing at average
levels for the sector of 62%

0 | - J
Dec-92 Dec-96 Dec-00 Dec-04 Dec-08 Dec-11
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THE SPANISH BANKING SECTOR

= The doubtful loan ratio of credit to non-financial companies excluding
construction and property developers is lower than the doubtful loan ratio of
total credit

= Except for the biggest non-financial companies, the doubtful loan ratio is similar
for the different size classes’

Doubtful assets ratio by sector, % SEUETEUL LEANE FATIS 6F CREE— 76 CREDIT BY SECTOR AS % OF TOTAL
NON-FINANCIAL CORPORATIONS EXCL N O
24 > :
CONSTRUCT. AND PROPERTY DEVELOPERS e
20 % Constr. and Property Developers
16 10 ¢ M Households excl. Housing
12 1 8 — Housing
— A==
8 } 6 | - NFC excluding C&P > €10 mill
4} 4 \ ENFC excluding C&P < €10 mill
o 2 I I
Mar-06 Sep-07 Mar-09 Sep-10  Dec-11
0

TOTAL CREDIT
Dec-10 Feb-11 Abr-11 Jun-11 Aug-11 Oct-11 Dec-11
— CONSTRUCTION AND PROPERTY DEVELOPERS ()

—— NON-FINANCIAL CORPORATIONSEXCLUDNG CONSTRUCTIONAN | | <l [ TW0.0 15 OS2 20%
PROPERTY DEVELOPERS — 5-10 MILLONES € —— 10-25 MILLONES € °
(*) Does not include subestandar and repossess assets >25 MILLONES € 0% _—

1 Corporation size is proxied by the volume of bank debt reported to the Banco de Espafia Central Credit Register (CIRBE)
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THE SPANISH BANKING SECTOR

* In a challenging macroeconomic environment, additional increases in the
doubtful loans ratio are expected

c 60 -5
o .
w Recession L
50 L 3
\ IMF GDP Projections
]
40 R p——
\ k-1
30 Trereeeees O
=1
20
2
* 3
10 -
- 4
0 T T —T T T —T 5
5555338388333 3c=s3=223003o4 2012 2013
S TR R R
'cE.E.g'c5.23'082,9,'08.23'0&.23'0
I Year-on-year change in doubtful assets. Other than construction and real estate
N Year-on-year change in doubtful assets. Construction and real estate sectors
e Year-on-year rate of change in GDP
= = = Year-on-year rate of change in GDP. 2012 -average forecast
eeeee* Year-on-year rate of change in GDP. 2013-average forecast
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THE SPANISH BANKING SECTOR _

= Against a background of uncertainty and EUROSYSTEM GROSS LENDING TO SPAIN AS
. . . . . PERCENTAGE OF TOTAL EUROSYSTEM
volatility in the financial markets, Spanish LENDING
. . . . . P gy 35%
financial institutions have used the possibilities 20%
offered by the ECB’s two 3-year LTROs 25% N
_ _ y I\  J/
= Increasing the funds obtained ... i M
= ... and replacing previous shorter-term ECB o
funding
2383238 ¢78520 ¢
= In December 2011 the ECB approved that EUROSYSTEM GROSS LENDING TO
National Central Banks may accept as SPAINBYMATURITIES
collateral for Eurosystem credit operations still- o
performing credit claims that meet specific 250 |
eligibility criteria. In the Spanish case, this new 200 |
. . 150
temporary framework was defined in February 00 |
2012. The use of this type of collateral by 50 [ : L
Spanish deposit institutions has been very
limited, up to 0.3% 1WEEK 1MONTH ™3MONTHS M6MONTHS M1T03 YEARS
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THE SPANISH BANKING SECTOR _

Spanish banking sector maturities for
= With the funds obtained from the ECB’s 3-year ready obtamed fromeCE
LTROs, the wholesale funding maturities for 210%
year 2012 for Spanish banking institutions are 175% |
already covered 140% -

105% 1

70% -
= On top of that, Spanish banking institutions are 35% -
still making good use of windows of opportunity in 0% -
the wholesale markets, as has been the case in fr2oiz  FY20t2w P20t
the opening months of 2012 MAIN WHOLESALE MARKET ISSUES OF

SPANISH DEPOSIT INSTITUTIONS

3500 M€

3000

= There is a risk that banking institutions simply

2500

rely on the ECB 3-year LTROs: this is not the case o000 |

for Spanish banking institutions as, 1500 |

simultaneously, they have been required to 1000 |

increase their capital and provisions 502 1L | ||‘| ||

Jun-11 Aug-11 Oct-11 Dec-11 Feb-12 Mar-12
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THE SPANISH BANKING SECTOR

= On the retail funding side, deposits from non-financial
corporations and households are experiencing negative
year-on-year rates of change

= To appropriate asses this recent trend in deposits, it is
relevant to consider that it is affected by some short-term
current developments

= Higher competition with other banking products, and
in particular commercial paper distributed to retail
clients. Considering the impact of this element on the
recent evolution of deposits, it would be basically flat

= Nevertheless, the recent decrease in deposits could
also be partly explained by higher competition with non-
banking saving products (i.e. Spanish Treasury Bills)

= and there has also been an observable increase in
investment in deposits in the rest of the world,
especially by companies —foreseeably multinationals-,
that would explained around a 15% of the decrease

BANCODEESPANA
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THE SPANISH BANKING SECTOR

= The P&L of the Spanish banking sector is under | DIFFERENCE BETWEEN AVERAGE RETURN ON

pressure mainly to LIABILITIES
1,8 f®
= Narrower margins in a context of lower activity and tensions | 1.2 = 4 & & A
in the funding markets gg

Dec-09 Jun-10 Dec-10 Jun-11 Dec-11

= Higher provisioning requirements, particularly this year due to

the application of RDL 2/2012 measures MARGINAL INTEREST RATES ON ASSETS AND

LIABILITIES (*)

4,5 o
s M_/_/_/ﬁ
- - - L] L] [ 3’5
= On the positive side it is relevant to consider 30
2,0
1,5
" Margins on new operations are performing better, and this | '
iS haVing an impaCt on the average Spreads 0’oDec-OQ Apr-10  Aug-10  Dec-10  Apr-11 Aug-11 Dec-11
I D|FFERENCE === ASSETS == LIABILITES
» Provisioning requirements resulting from the new measures
are a one-off
= = = ROA e ROA ex-provisions
2,0 %

= The Spanish banks do not have a problem in terms of their
business model

1,5 /Av = \7‘

1,0 - an " W an o,

N\

--~\
- @ - -
0’5 el

. . = - STt g \

= Efforts in the reduction of capacity will be a positive in the |9
. wn o ~ 0 [e)] o —
medium term g 8 5 & 8 = 9
3 3 3 3 3 3 3

(*) The assets-weighted marginal rates include, inter alia, those applied to housing and consumer finance and credit to non-financial corporations, while the liabilities-weighted ones include, inter
alia, fixed-term deposits and repos

BANCODEESPANA

Eurosistema

29



THE SPANISH BANKING SECTOR

= On top of all the measures and developments mentioned in previous slides, it is
also important to factor in the assessment of the Spanish banking sector the
structural measures adopted regarding the Spanish banking sector

= Transformation of savings banks into commercial banks: there are no savings
banks pursuing financial activity left in Spain

= Significant reduction in the number of former savings banks (from 45 before the
crisis to 11 institutions considering the ongoing already announced processes)

= Rapid crisis resolution scheme: the FROB has been able to initiate rapidly the
process of disposal of intervened institutions, and thus the creation of a big and
inefficient public bank/banking sector has been avoided

(*) Except the two smallest ones, that are very small and very located in their local region
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= To finalise the ongoing disposal of FROB holdings of the capital of the five
banking institutions in which it has a majority

» The disposal of the holdings of the FROB through competitive processes has already
been carried out for two institutions

= On 12t April 2012 the FROB resolved to initiate the process of disposal of its holding
in one institution through a competitive process. It has also approved the initial plan for
the restructuring of another institution and contacts have been made in order to design
its competitive sale

= Both procedures will be pursued as speedily as possible and, in any event, will
be concluded before the summer
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= To finalise the implementation of the measures of RDL 2/2012

= On 31st March 2012, Spanish banking institutions submitted to the BdE a plan to
comply with the measures. On April 17t the Executive Commission of the BdE approved
credit institutions’ plans to comply with the RDL (additional provisions and core capital
amounts for €53.8bn)

» Those institutions that are planning to enter into merger processes need to submit their
plans before 315t May 2012 for the approval of the Ministry of Economy

» |[nstitutions have to comply with the new measures of RDL 2/2012 before year-end
2012. Institutions that are in merger processes have 12 months to comply with RDL
2/2012 after the approval of the integration plan by the Ministry of Economy
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= Further consolidation of the sector and reduction in capacity

» [n addition to the incentives given by the new regulatory framework, market dynamics
will also put pressure on the banking sector to reduce capacity

= Separate the legacy assets from the rest of the banking business?

» After recognition of problematic assets (54%) and valuation adjustments (provisioning
requirements reaching a coverage ratio of 80% for land related assets and 65% for
housing under development), a third step would be ringfencing

= Increases clarity with respect to external stakeholders

» and internally allows for a better alignment of managers’ incentives to concentrate their
efforts on the going-concern part of the balance sheet
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DOUBTS AND MYTHS ABOUT THE MACRO-
FINANCIAL SITUATION IN SPAIN

Doubt 1: Public debt to GDP is much higher than the official figures, reaching a
level of around 90%

= General Government Debt as a % of GDP, under the definitions and methodology of the Excessive
Deficit Procedure, is 68.5% in 2011 and not 90%

» Other definitions are possible, but in order to make figures comparable across countries, alternative
definitions should be applied to all of them

= Moreover, in many occasions, the computation of these other figures using other definitions is wrong

Definition under Otherpossible definitions:  Naive Estimates
euroarearules need to make them
internationally comparable
100 % of GDP
0 I
80
70 I _—
60
50
40
30
20
10
0 —
General Public Other Accounts Other Accounts  Social Secutiry
Government Enterprises' Debt Payable Payable - Reserve Fund
Debtaccording to (consolidated) Intragroup
EDP Operations
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DOUBTS AND MYTHS ABOUT THE MACRO- _
FINANCIAL SITUATION IN SPAIN

Other accounts payable (consolidated) as % of

Doubt 2: There is a huge amount of GDP
unpaid bills to public sector suppliers
that will impact Spanish debt-to-GDP
ratio

Bl To be included as public debt

Denmark

France

» This would be reflected in the amount of Other Ll

Accounts Payable Greece

Finland

» Under the definitions and methodology of the
Excessive Deficit Procedure they are not included in
the General Government Debt for any Euro Area NeherEnds
country

Portugal

Italy

Belgium

» [n Spain, considering this item, the debt to GDP ratio
would increase from 68.5% to 73% Ireland

Austria

" |In order to make cross-country comparisons, this
calculation should also be made for other countries
where Other Accounts Payable could be relevant

Germany

U

[EEY
o

Sources: Eurostat
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DOUBTS AND MYTHS ABOUT THE MACRO- _
FINANCIAL SITUATION IN SPAIN

Deviation from Public Deficit Target as % of GDP

Doubt 3: Public deficit deviation

B Total deviation from the target

responds to occultation of the Due to lower Revenues
reality and/or manipulation of the e | Bueto Higher Bxpendiure
figures Yo

= This is simply false a0 | ]

= What’'s more, most of the deviation
from the original target (6%) to the
observed data (8.5%) is explained by
lower revenues (almost 90% of the
deviation) in the context of a weaker
macroeconomic outlook and not by an
increase in expenses

1,0

-20

-3,0 -
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DOUBTS AND MYTHS ABOUT THE MACRO- _
FINANCIAL SITUATION IN SPAIN

Spanish GDP year-on-yearrate of growth, %

==@==GDP Growth =lll=GDP Growth Excluding Construction

Doubt 4: The Spanish economy

has no growth capacity °
ad 3
. . . ) N /]
» The Spanish economy is undergoing (¥
an adjustment process, largely in j Y
connection with the construction .
sector 99 01 03 05 07 09 11
3
2,5
= There has been a downward revision = Euro Ares
of GDP growth projections for the 05 = Germany
major euro area countries s ] = France
: M [taly
-1,5 M Spain
i M UK
-2,5
Projectionsfor  Projectionsfor
2012 made in 2012 made in
January 2011 April 2012
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DOUBTS AND MYTHS ABOUT THE MACRO- _
FINANCIAL SITUATION IN SPAIN
Doubt 5: It is impossible to generate growth in a context of deleveraging

= The argument is not so simple: how deleverage impacts economic growth
depends very much on the deleveraging process itself

= [n Spain, this means redirecting resources from financing real estate assets
more to export-oriented sectors and employment creating SMEs

= And even the de-leveraging in the sectors where it is needed should be done in
an orderly fashion in terms of timing
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DOUBTS AND MYTHS ABOUT THE MACRO-
FINANCIAL SITUATION IN SPAIN

Doubt 6: The level of coverage for the real estate portfolio of Spanish banks is
not enough

« Banks balance sheets are on average significantly protected against
decreases in the value of real estate assets
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