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Highlights
» Integrated European response to the financial crisis combined with
reforms at the national level
» Strong democratic mandate for structural reform and structural fiscal
consolidation
» An aggressive two-pronged approach:

1. Public sector reform, fiscal consolidation and discipline
v" Strengthening the structural fiscal framework
v Budget austerity

2. Private sector structural reform
v" Labour market reform

v" Recapitalisation and restructuring of the financial sector
v Goods and services markets & enforcement of competition
» Prudent approach to Funding and Debt Management
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Reforms adopted & under consultation

Date of
Sector Reform
Approval
Il Accord on Collective Bargaining 2012-2014 Jan 2012 --
Labour Market Reform Jul 2012 Law 3/2012
EBIOV R Law Project Under Parliamentar
Plan Against lllegal Employment and Fraud to the Social Security Jun 2012 ) y
Approval
Royal Decree Law 3/2012, Royal
i i Feb/May y / Y
. . Financial Sector Reform Decree Law 18/2012 & Decree Law
Financial Sector 2012
24/2012
Measures for the Protection of Mortgaged Households Mar 2012 Royal Decree Law 6/2012
ICO lines for the Autonomous Regions Feb 2012 Agreement of the CDAGAE
Royal D Law 4/2012 & Royal
Fund for the Financing of the Payment of Suppliers March 2012 oyal Decree Law 4/ oya
Decree Law 7/2012
Salaries & Wages of CEOs of Firms of the Public Sector Mar 2012 Royal Decree 451/2012
Plan for the Restructuring and Rationalisation of the Firms and Foundations of the Public Sector Mar 2012 Order HAP 583/2012
Administrative and Tax Measures for the Reduction of the Public Deficit Mar 2012 Royal Decree Law 12/2012
: . .. . . . Royal Decree Law 14/2012 & Royal
Public Rationalisation of the Expenditure in Healthcare and Education Apr 2012
Adminsitration Decree Law 16/2012
sitrations Budgetary and Financial Stability of the Public Administrations Apr 2012 Organic Law 2/2012
Transparency, Access to information of the Public Sector and Governance Practices Jul 2012 Law Project
Environmental Protection & Management of Ressources May 2012 Royal Decree Law 17/2012
Fight Against Tax Fraud Jun 2012 Project Law
Reform of the Civil Code for Establishing Tax and Social Security Fraud as well as Criminal Offenses Jul 2012 Project Law
Measures for Assuring the Budgetary Stability of the Public Sector Jul 2012 Royal Decree Law 20/2012
Liquidity Measures for the Public Administrations Jul 2012 Royal Decree Law 21/2012
Liberalisation . o . .
Liberalisation of Commercial Services May 2012 Royal Decree Law 19/2012
Measures
Transport Road Transport of Goods and Passenger Transport Jun 2012 Project Law

[ ] Structural Reforms
[ ] Fiscal Measures and Other
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Boost to reforms: the Economic Policy Strategy Plan
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- High funding costs

- Loss of competitiveness

- High public deficit

- Exceszive external debt

- Fimancial sector in need of
restructuring

STREMGTHS

- Geopolitical situation
- Infrastructures

- Exports

-  Entrepreneurship

- Forzigninvestment

- Resilience

STRATEGY
OF

ECONOMIC
POLICY

STRUCTURAL

LIMES OF
STARTING POINT RESPORSE POLICIES
STRATEGY
IMBALANCES — Improvement of Economic Governance
- El_:unnmic SEET FISCAL Expenditure adjustment
- High unemployment CONSOLIDATION Commitment of Public Administration to deficit target

Revenues adjustment
Fight against fiscal and labor fraud

Fostering the cleaning up of the sector
Strengthening solvency

Caompletion of the restructuring process
Specific measures to protect consumers
Supporting legislative reforms

Labor market and Employment Policies reform
Entrepreneurship Plan

Public Sector Reform

Guaranteeing the pension system

Education reform

Reform of the regulatory and supemnisory framework
Fostering science and innovation

Energy reform

Liberalization of services

Strengthening the tourism sector

Supporting business internationalisation and the
external sector

Liberalization of telecommunications

Spurring competition in the transportation sector
Adjustment in the real estate sector

Supporting agriculture B fisheries

Protecting the environment

Legal certainty

Approved
September
27t 2012


http://www.thespanisheconomy.com/SiteCollectionDocuments/en-gb/Economic Outlook/120927_SpanishStrategyEconomicPolicy.pdf

—
Piblico s
.

KINGDOM OF

» Fiscal Consolidation & Reform of the Public Sector

» Structural reforms: financial sector and labour market reforms
» Recent macroeconomic developments

» Funding and debt management
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Fiscal consolidation at all levels of the administration

The Government is firmly committed to comply with the new consolidation path set
up under the Excessive Deficit Procedure in July

The structural adjustment effort above 7% of GDP in 3 years (2012 until 2013)

The multi-annual budget plan for 2013-14 presented by the end of July 2012
specifies the structural measures to achieve the correction of the excessive deficit
by 2014. Fiscal recommendations addressed to Spain under the European Semester
already implemented

Fiscal Adjustment measures have been adopted since December 2011.

A substantial improvement in the Spanish Fiscal Framework has been adopted and
is already effective:

Constitutional Reform introduced even before the Fiscal Compact adoption

Law on Budgetary Stability provides for further fiscal discipline and far-reaching
monitoring and enforcement tools
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» Negative growth in National Demand to be partially offset by export-
led growth in 2012 and 2013

» Private consumption and investment to resume growth in 2014

Macroeconomic scenario

(Year-on-year growth rates in percent)

2011

2012 (f)

2012-Q1 2012-Q2

2013 (f)

2014 (f)

2015 (f)

Private consumption
Government consumption
Gross Fixed Capital Formation
National Demand*

Exports of goods and services
Imports of goods and services
External demand*

GDP

Other macroeconomic variables

Unemployment rate (in %)
Unit Labour costs

Net lending(+)/borrowing(-) with RoW (% of GDP)

-1.0 -1.5 -1.4 -2.2 -1.4 1.0 1.3
-0.5 -4.8 -3.6 -3.0 -8.2 -6.4 -3.8
-5.5 -9.8 -2.7 -3.0 -2.0 1.4 3.1
-1.9 -4.0 -3.2 -3.9 -2.8 -0.3 0.8
7.6 1.6 2.8 3.3 6.0 7.1 7.7
-0.9 -6.7 -5.9 -5.4 -1.5 3.3 5.6
2.3 2.5 2.6 2.6 2.3 1.5 1.1
0.4 -1.5 -0.6 -1.3 -0.5 1.2 1.9
21.6 24.6 24.4 24.6 24.3 23.3 21.8
-1.5 -3.5 -1.5 -2.1 0.8 -0.5 -0.5
-3.2 -1.5 -- -- 0.5 1.5 2.0

Source: National Statistics Institute and Ministerio de Economia y Competitividad.

* Contributions to GDP growth.



http://www.ine.es/en/daco/daco42/daco4214/tabcntr_en.xls
http://serviciosweb.meh.es/apps/dgpe/estadisticas/ficherosLog.aspx?nombrefichero=prevesp.pdf&url=../textos/Previsiones/prevesp.pdf
http://serviciosweb.meh.es/apps/dgpe/estadisticas/ficherosLog.aspx?nombrefichero=prevesp.pdf&url=../textos/Previsiones/prevesp.pdf
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Fiscal consolidation 2012-2014

» The fiscal effort is frontloaded into 2012: the cyclically adjusted fiscal
impulse in 2012 amounts to 2.7% of GDP, 2.6% between 2013 and 2014

> In 2012 the debt/GDP ratio is forecasted around 85.3% of GDP, linked to
one-off measures like the EFSF-Bank recapitalisation loan, the FFPP, among
other factors. The funding needs account for 39% of the total increase

» In 2013 most of the increase in the debt to GDP ratio (90.5% of GDP) wiill
stem from funding needs and not one-off measures

: : Breakdown of the Increase in the Debt/GDP Ratio in
Net Lending(+)/Borrowing(-) of the General Government 2012 and 2013

: : 2012 2013 2014 20 - 1 (In % of GDP)

Central Government & Social Security -4.5 -3.8 -2.7 15 p———
Autonomous Regions 1.5 0.7 0.1 __

| . 10 7 85.3% 5.1
Local Governments -0.3 0.0 0.0 | p—
General Government -6.3 -4.5 2.8 . -5-3 B, 5 [~ 90.5%

1 ‘ [ —— |
Primary Balance -3.1 -0.8 0.9 5
Cyclically Adjusted Balance -4.3 -2.9 -1.7 2012 2013
Fiscal Impulse 2.7 1.4 1.2 B Funding needs - FFPP y |
. . Factorin EFSF-Bank Recapitalisation

Primary Fiscal Impulse 3.5 2.0 1.1 FADE & B Change in GDP i
Source: Ministerio de Hacienda y Administraciones Publicas. EFSF Loans to Por, Ire, Gre M Other
Excluding impact on EDP deficit resulting from Financial Sector Source: Ministerio de Economia y Competitividad and Bank of Spain.

recapitalisation EFSF-Bank Recapitalisation: €30 of EFSF initially committed funds


http://www.igae.pap.minhap.gob.es/sitios/igae/es-ES/ClnEjecucionPresupuesto/Paginas/MenuSitio.aspx
http://www.igae.pap.minhap.gob.es/sitios/igae/es-ES/ClnEjecucionPresupuesto/Paginas/MenuSitio.aspx
http://www.lamoncloa.gob.es/NR/rdonlyres/11BDF744-55AF-4A0C-9BB8-57F9C538016C/0/120927_EstrategiaEspa%c3%b1olaPoliticaEconomica3.pdf
http://www.lamoncloa.gob.es/NR/rdonlyres/11BDF744-55AF-4A0C-9BB8-57F9C538016C/0/120927_EstrategiaEspa%c3%b1olaPoliticaEconomica3.pdf
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The Central Government Administration’s Budget for 2013

» The Central Government’s Budgets for 2013 build upon the strategy
of the 2013-2014 Biennial Plan and on the economy-wide structural
reforms laid down in the Economic Policy Strategy Plan

Central Government Administration Budget. Income-side. In € bn
2012

Budget Collection

2013
Budget

1 Tax Revenues
Personal Income Tax
Corporate Income Tax

VAT Central Government Administration

Other Tax Income
, . Structural measures in 2013 and 2014. In % of GDP
2 Taxes Transferred to Regional & Local Units 2012 2013

3 Other Income Expenditure-side
4 = 1-2+3 Total Central Government Administration Revenue-side
Total

Central Government Administration Budget. Expenditure-side. In € bn
2012 Budget 2013 Budget

Total Expenditures excl. ESM capital
Transfers to the Social Security
Interest
Transfers to Regional & Local Units
Ministries' Expenditures
Other Expenditures

Source: Ministerio de Hacienda y Administraciones Publicas. 8



http://www.sepg.pap.minhap.gob.es/sitios/sepg/es-ES/Presupuestos/ProyectoPGE/Documents/LIBROAMARILLO2013.pdf
http://www.sepg.pap.minhap.gob.es/sitios/sepg/es-ES/Presupuestos/ProyectoPGE/Documents/LIBROAMARILLO2013.pdf
http://www.sepg.pap.minhap.gob.es/sitios/sepg/es-ES/Presupuestos/ProyectoPGE/Documents/LIBROAMARILLO2013.pdf
http://www.sepg.pap.minhap.gob.es/sitios/sepg/es-ES/Presupuestos/ProyectoPGE/Documents/LIBROAMARILLO2013.pdf
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Budgetary Execution of the General Government in 2012

» The budgetary execution outcome is highly impacted by the administrative tax
collection calendar and by the concentration of the impact of the adjustment
measures approved during the year during Q3 and Q4

Breakdown of the Lending(-)/Borrowing Needs of the General
Government. (Quarterly cumulative figures. In % of GDP)

2012-Q1 2012-Q2
Central Government
Autonomous Regions
Local Governments
Social Security Administrations

General Government

Financial Sector Recapitalisation 0.0 0.5

Deficit(-)/Surplus(+) of the Central Government excl. Budgetary Execution of the Autonomous Regions
Autonomous Institutions (EDP) 201102

==2010 H2012-Q2
2011
=2012

0% - Pais Vasco
Valencia

La Rioja

Navarra .
Region de Murcia
Madrid

Galicia

- = Extremadura
Catalufia |
Castilla yLedn
Castilla-La Mancha
Cantabria
Canarias
Baleares
Asturias

Aragén
Andalucia

-1%

—

-2%

-3%

-4% -

-5%

-6%

c

- -
Q2 © 5 =] S )
< = - <

2 45 -40 -35 -30 -25 -2.0 -1.5 -1.0 -05 0.0

Mar
Nov
Dec

s 3
Source: IGZ\E.
December 2010 and 2011 Net of Financial System Settlements Source: IGAE.


http://www.igae.pap.meh.es/sitios/igae/es-ES/InformesCuentas/Contabilidad/Documents/AAPP_Trimestral/2T2012_AAPP_sub.xls
http://www.igae.pap.meh.es/sitios/igae/es-ES/InformesCuentas/Contabilidad/Documents/Estado_M/Estado 2012-08.pdf
http://www.igae.pap.meh.es/sitios/igae/es-ES/InformesCuentas/Contabilidad/Documents/AAPP_Trimestral/2T2012_AAPP_sub.xls
http://www.igae.pap.meh.es/sitios/igae/es-ES/InformesCuentas/Contabilidad/Documents/AAPP_Trimestral/2T2012_AAPP_sub.xls
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New fiscal framework

» The public expenditure review establishes a new institutional and
regulatory framework for Public Administrations

Budgetary and Financial Stability Law

- Fiscal discipline at all levels of the Administration
- Early-warning system, enforcement and sanction procedures
- Transparency: monthly and quarterly reporting on budget execution/submission of budgetary guidelines
previous to the approval of regional budgets
- Assurance of compliance: coercive measures and enforced compliance by application of article 155 of the
Constitution and article 61 of the Law 7/1985 for Local Governments (Direct intervention of a
Region/Municipality)

Draft Law for Transparency in the Public Administrations

—> Increases the provision of information to citizens
- Good Governance Code with statutory principles of action for all Public Administrations
- Individually sanctions public employees and senior officials that do not administer public funds properly

10


http://www.thespanisheconomy.com/SiteCollectionDocuments/en-gb/Public Finances and Public Debt/Public Finances/120524 Budgetary Stability and Financial Sustainability.pdf
http://www.leydetransparencia.gob.es/anteproyecto/index.htm
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Budgetary and Financial Stability Law (I)

» Implements Article 135 of the Spanish Constitution ot 3eon) 2012

» Strengthens Spain's commitment to the EU by incorporating EU
regulation requirements and allowing these to be continuously and
automatically adapted

» Budgetary and financial sustainability are the guiding principles of all
public administrations

Fiscal Rules and Supervision in the Budgetary and Financial Stability Law

Automatic Preventive
Mechanisms

Preventive Mechanisms

Warning in case of risk
of non-compliance

Structural Balance Structural balance or surplus

Automatic corrective
measures

Public Debt Volume of EDP Public debt < 60%

) Computable expenditure below medium-
Expenditure Rule
|| term GDP growth reference rate

Corrective and Economic and financial
enforcement mechanisms plans

PREVENTIVE AND CORRECTIVE MECHANISMS

Enforcement measures

e
ke
S
.

11


http://www.minhap.gob.es/Documentacion/Publico/GabineteMinistro/Presentaciones/LEY ESTABILIDAD PRESUPUESTARIA/en_LOEPSF-WEB MINHAP 30-4-12_rev.pdf
http://www.minhap.gob.es/Documentacion/Publico/GabineteMinistro/Presentaciones/LEY ESTABILIDAD PRESUPUESTARIA/en_LOEPSF-WEB MINHAP 30-4-12_rev.pdf
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Budgetary and Financial Stability Law (Il)

» The law is directly applicable to the rebalancing plans presented for
2012 by the Regional Governments
> |If these plans fail to be approved, the enforcement mechanisms set

in the law will be used:

v" Approval of non-availability agreement within 15 days and
possible immediate exercise of regulatory authority by the
Central Government on transferred taxes

v If non-availability agreement is not adopted or considered
insufficient: expert delegation is sent to the region, proposal of
coercive measures

v" Creation of a deposit at the Bank of Spain = fine in 3 months

v If a regional government fails to adopt any of the enforcement
measures: Article 155 of the Spanish Constitution = direct intervention

12
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The Regional Liquidity Mechanism (FLA)

KINGD

Mechanism designed to enable the centralisation of public debt
issuance in Spain, to provide liquidity to Autonomous Regions, and
to ensure their fiscal and financial sustainability

The mechanism is based on the following principles:
Participation is voluntary. Autonomous regions that wish to participate in
2012 must make a formal request to the Central Government
The Central Government will add the funding needs of participating regions to
its funding programme
Participating Autonomous Communities will be subject to strict fiscal
conditionality

The liquidity mechanism will fund up to €18 bn in 2012:
Funding from Loterias y Apuestas del Estado for €6 bn

Funding from the banking sector for €8 bn
Transfers from the Kingdom of Spain to the Regional Liquidity Mechanism

13
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Fund for the Financing of Payments to Suppliers (FFPP)

» In the last few years, Regional & Local Administrations Approved
have been accumulating arrears owed to suppliers ol
(~€35bn), generating liquidity problems to SMEs OtZi:‘i‘;ﬁZ::‘;P:g:'l"'e
> The FFPP has been established for €30bn (Max up to [ (in%of GDP)
€35bn) to: ] ‘ |
v Provide liquidity to suppliers by immediately ..
regularising arrears somin
v Provide a financing vehicle to Regional and Local Sreece
Governments for the regularisation of arrears .
v" Force the fiscal adjustment in Regional and Local ...,
Administrations N
> FFPP support subject to strict fiscal conditionality oy
» Payments to suppliers has begun in May in the case of ..
Local Administrations (€9.3 bn). The tranche for Regional

Administrations has been disbursed in June (€17.5 bn). Sourca: Bomk of Sooin. Eurostar
Estimated economic impact: 0.8%-0.5% of GDP o SRR



http://www.thespanisheconomy.com/SiteCollectionDocuments/en-gb/Public Finances and Public Debt/Public Finances/120329 Mechanims regularisation suppliers.pdf
http://www.bde.es/webbde/en/secciones/prensa/intervenpub/diregen/regula/regula190412e.pdf
http://www.bde.es/webbde/en/secciones/prensa/intervenpub/diregen/regula/regula190412e.pdf
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» Fiscal Consolidation & Reform of the Public Sector

» Structural reforms: financial sector and labour market reforms

» Recent macroeconomic developments

» Funding and debt management

15
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Banking sector reform: overview

» During 2012 the provisioning system has been redressed and the

restructuring process has been accelerated

> The MoU sets the milestones for the resolution of the Spanish

financial sectors’ weaknesses in 2013

2009 2011
Creation of FROB Law to
- Regulatory
- Liquidation of non-viable Reform of ﬁg:":‘ﬁ
entities the SaVingS T

- Support restructurin
PP : ne Banks
process of viable entities e

Reduction of capacity and consolidation
Improved Governance
Transparency Requirements
Increased Core Capital: 8%/10%. Process

complete in September 2011

Confidence

First phase of the
Financial Sector
Reform
Feb 16th 2012

L !

2012

Second phase of
the Financial Sector
Reform

May 11th 2012

L !

EFSF/ESM support
to the Spanish

Financial Sector
Jul 20t 2012

L

Increase in
provisions & capital
buffers on real
estate exposures

Incentivised
mergers
Limitation of
wages of managers
in intervened
institutions

Increase in
provisions on
performing assets

Transfer of
foreclosed assets
Independent
third party risk
valuation of the
entire asset

portfolio

Providing a

backstop for
financial system

restructuring
Up to €100bn

New Framework
for the Banking
Sector

16


http://www.bde.es/webbde/en/secciones/prensa/intervenpub/diregen/regula/regula190412e.pdf
http://www.thespanisheconomy.com/SiteCollectionDocuments/en-gb/Financial Sector/2012 05 11 Presentacion Reforma Financiera Mayo EN versi�n definitiva.pdf
http://www.google.es/url?sa=t&rct=j&q=european commission mou spain&source=web&cd=1&ved=0CCUQFjAA&url=http://ec.europa.eu/economy_finance/eu/countries/pdf/mou_en.pdf&ei=yBE-ULidCY-JhQfg_oDgCQ&usg=AFQjCNHbFGTGEozw1XIeHQHzb0HXWqMMcw
http://www.google.es/url?sa=t&rct=j&q=european commission mou spain&source=web&cd=1&ved=0CCUQFjAA&url=http://ec.europa.eu/economy_finance/eu/countries/pdf/mou_en.pdf&ei=yBE-ULidCY-JhQfg_oDgCQ&usg=AFQjCNHbFGTGEozw1XIeHQHzb0HXWqMMcw
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KEY STEPS: 1. CLEAN UP, 2. RESTRUCTURING, 3. ENHANCED FRAMEWORK

1. CLEAN-UP OF BANKS BALANCE SHEETS
1.A. Increase in provisions and capital buffers for loans to developers (€307bn)

Coverage of Real estate Assets Linked to Coverage of Real estate assets linked to loans
Loans to Developers to developers
60 - 54 (in percent) 160 - (in € bn)
137
il 140
50 B December 2011 45
120 ~ M December 2011
40 - B December 2012 100
100 H December 2012
29 30
30 N 80 |
18 60 - 54 55
20 1 37
40 7
0 - \ \ 0 - \
Problematic Assets Performing Assets TOTAL Problematic Assets Performing Assets TOTAL
Source: Bank of Spain. Source: Bank of Spain.

1.B. Banks receiving public support for recapitalisation will transfer Real Estate Assets
(loan to RE developers and foreclosed assets) to an Asset Management Company
which will be up and running by beginning December 2012

17


http://www.bde.es/bde/en/secciones/prensa/infointeres/reestructuracion/
http://www.bde.es/bde/en/secciones/prensa/infointeres/reestructuracion/
http://www.bde.es/bde/en/secciones/prensa/infointeres/reestructuracion/
http://www.bde.es/bde/en/secciones/prensa/infointeres/reestructuracion/
http://www.bde.es/bde/en/secciones/prensa/infointeres/reestructuracion/
http://www.bde.es/bde/en/secciones/prensa/infointeres/reestructuracion/
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2. RECAPITALISATION AND RESTRUCTURING

2.A. Restructuring of the Spanish banking system based on efficiency gains and synergies:
savings banks model has disappeared in the Spanish financial system
2.B Recapitalization on the basis of independent analysis: Oliver Wyman bottom-up stress test

1 Initial Steps 2 Immediate steps 3 Next Steps 4 Recapitalisation

e IMF FSAP (June) * Bottom-up exercise: * Bank recapitalisation and <« Fyll transfer of assets:

« Top-down exercise by Oliver Wyman results restructuring plans from 1 December 2012

Oliver Wyman and include input from: « Identification of Groups 0, until  mid 2013 for,
Roland Berger (June): * Auditors 1, 2 and 3 banks initially, Group 3 banks
€51-62 bn (Asset Quality « Development of AMC ° Banks restructuring plans:
+ Mo (July) review) regulation and transfer of > years time
e Appraisers assets to the AMC (Group
(Asset valuation) 1 from December 15)

2.C. Recapitalisation and restructuring plans to be presented from October to November and to
be approved by November (G1) to December (G2 and 3). Capital shortfalls addressed mainly
by: tapping markets, asset disposals, asset transfers to AMC. Public support will be the last
option. This information will allow to identify final public support needs

18


http://www.bde.es/f/webbde/GAP/Secciones/SalaPrensa/InformacionInteres/ReestructuracionSectorFinanciero/Ficheros/en/presentacion210612e.pdf
http://www.bde.es/f/webbde/GAP/Secciones/SalaPrensa/InformacionInteres/ReestructuracionSectorFinanciero/Ficheros/en/presentacion210612e.pdf
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Oliver Wyman bottom-up exercise (l): adverse scenario

» Conducted by an external consultant (Oliver Wyman), based on the inputs from
four independent auditors (Deloitte, PwC, Ernst & Young and KPMG)

» Coordinated and overseen an external consultant (BCG), and scrutinized and
guided by the European Commission, the ECB, the EBA and the IMF

REREIE SEEREE, Yo IOl (ELES Historical Spanish economic performance (1981-2011) vs. Steering Committee scenarios

2012 2013 2014 Adverse Scenarios 2012
Real GDP us 2013 2014
GRE IRE
Unemployment CCAR
GDP Deflator Real GDP 41 39 -42 0.3 2.1 -0.3
HOUS'n$ Prices (# standard dev.) (3.30) (320) (230) (1.00) i (3.30) (1.40)
taniPnc:s " Unemployment 25.0 11.7 17.5 15.8 26.8 27.2
uribor, 3 months
’ # standard dev. 1.80) (3.2 2.2 1.1 2.2 2.2
SPGB 10YR (#s anaara ev.) (1.80) (3.20) (220) (11o)} (2.20) (2.20)
Credit to Households Housing Prices -19.9 -7.3 -5.6 -18.8 -4.5 -2.0
Credit to Non-Financial Firms (# standard dev.) (440) (260) (230) (260) (1.90) (1.50)
IBEX Credit Quality Indicators (-3.230) (3.510) (-2.420) (-140)

Bottom-up
historical
default rate
and loss
given default
information

Auditors’
input on
loan status

and
restructured
exposures

Granular
deleveraging
inputs by
entity and
asset class

Real Estate
appraisers’
input on the

current
value of real
estate assets

Granular
loan tape
and
foreclosed
asset data

19


http://www.mineco.gob.es/stfls/mineco/prensa/ficheros/OW_final_report Bottom-up_stress final_complete.pdf
http://www.mineco.gob.es/stfls/mineco/prensa/ficheros/OW_final_report Bottom-up_stress final_complete.pdf
http://www.mineco.gob.es/stfls/mineco/prensa/ficheros/OW_final_report Bottom-up_stress final_complete.pdf
http://www.mineco.gob.es/stfls/mineco/prensa/ficheros/OW_final_report Bottom-up_stress final_complete.pdf
http://www.mineco.gob.es/stfls/mineco/prensa/ficheros/OW_final_report Bottom-up_stress final_complete.pdf
http://www.mineco.gob.es/stfls/mineco/prensa/ficheros/OW_final_report Bottom-up_stress final_complete.pdf
http://www.mineco.gob.es/stfls/mineco/prensa/ficheros/OW_final_report Bottom-up_stress final_complete.pdf
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Oliver Wyman bottom-up exercise (l1)

15 1

-30 -

» Should the adverse scenario materialise then the Spanish financial sector
would face a €270 bn in system-wide projected losses and a loss-absorption

capacity of €252 bn

» Total estimated post-tax needs would then amount to €53.7 bn

Probability of Default Under Adverse Scenario. In %

RRE Promotion

PD's
NPL ratio 26

Loans to Non-
Financial Firms

Mortgages to
Households
15
3

Ratio 3.35

5.00

~£54 bn'

BMN Banco

Valencia

Sabadell-
CAM

Catalunya
Banc

Santander Caixabank Unicaja-

CEIss

BBVA- Kutxabank- Bankinter Libercaja Popular- NCG BFA-
UNMIM Cajasur Pastor Banco Bankia

Source: Banco de Espaiia.

Estimated Capital Needs under the Adverse Scenario

(in € bn)
3

8 .
]
110
Aszset
Projected Protection Mew profit  Ewxcess capital Capital deficit DTAMax Capital deficit
Total provisions ~ Schemes generation buffer* {pre-tax) effects (post-tax)

Source: Ministerio de Economia y Competitividad.
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The Spanish Banking Sector Reform

3. ENHANCED LEGISLATIVE FRAMEWORK
Legislation was adopted on August 31t setting up a new framework for the
restructuring and resolution of financial institutions

» Essential tool in the crisis management of financial institutions:

v' Sets up a comprehensive framework to deal with financial institutions in
stressed situations.
v Reinforcement of intervention tools at all stages of crisis management:
1. Early intervention for mild difficulties
2. Restructuring measures for institutions with temporary troubles that
can be solved with public support
3. Orderly resolution for non-viable institutions

» Early introduction of provisions foreseen in the future European Directive on Bank
Recovery and Resolution currently under negotiation at the EU level

» Establishment of an Asset Management Company (AMC)
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In order to address the vulnerabilities of the European Banking System, the EU will set
up new instruments, namely:

Single Supervisory Mechanism
Scope: €-area Member States (open to all EU Member States) + all banks as of 1/1/2014

Allocation of tasks: ECB exclusively competent for key supervisory tasks. National
supervisors to remain competent for day-to-day verifications and other activities
Home-host issues: for banking groups established only in participating Member States,
the ECB will take over all supervisory tasks; for banks active both within and outside the
Euro area, the ECB will be the competent authority for the participating Member States
Governance: supervisory tasks will be strictly separated from monetary policy tasks to
eliminate potential conflicts of interest

Complementary instruments

Single Resolution Framework: early intervention and resolution measures to ensure
that bank failures across the EU are managed in a way that minimises costs to taxpayers

Single Deposit Guarantee Fund: harmonisation and simplification of protected deposits
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The labour market reform: complete overhaul of the regulatory framework
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Improving efficiency and reduce labour
market duality

A) Reduction of dismissal costs

A.1) Clarification of objective causes
for fair dismissal

A.2 ) Unfair dismissal: severance pay
45 days up to 42 months to 33 days
per year worked up to 24 months
A.3) Fair dismissal: severance pay of
20 days per year, up to 12 months

A.4) Elimination of “procedural wages”

MAIN OBIJECTIVES

Creating effective mechanisms for
internal flexibility; adjusting internal
wage bargaining, reform the collective
bargaining system

A) Firm-level wage bargaining
prevails over national, regional or
sector agreements

Enhancing young workers’
employability

A) Temporary Employment
Agencies authorised to act as
private agencies

Incentivising permanent
contracts

A) New types of contracts
A.1) Permanent contract
directed at SMEs with 50 or
fewer workers and self
employed

A.2) Part-time contract

B) Economic causes for fair dismissal:
3 or more consecutive quarters of
falling profits

B) Extinguished collective
agreements limited to 2 years

B) Improved professional
training; individual right to
professional training

B) New bonuses for hiring of
young workers and long-term
unemployed and for
conversion of temporary
contracts

C) Public Administrations allowed to
dismiss based on objective causes

C) Enhancing adaptation to
economic stance via:

C.1) Functional mobility of workers
C.2) Working-time reduction

C.3) Elimination of red-tape for
reduction of hours worked

C) Internship contract for
workers under 30

C) Prohibition to chain
temporary contracts for more
than 24 months

Source: Ministerio de Economia y Competitividad.
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http://www.thespanisheconomy.com/SiteCollectionDocuments/en-gb/Economic Policy Measures/120517 labour market reform, brief description.pdf
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The labour market reform: estimated economic impact

Reduction of firing cost for permanent contracts

Shrinking the gap between permanent and temporary contracts’ firing costs
Reduction of the rate of temporary employment
Lower turnover rates in the labour market

Improvement of internal flexibility mechanisms and the reform of collective
bargaining
Modification of the bargaining process between firms and workers

Reduction of workers” bargaining power in wage negotiations
Easier adaptation of firms to technological innovations

Improvement the efficiency of the matching process

Long-term impact: increase in potential GDP of 4.5% and a

rise in the structural rate of employment of 3.7%
24
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» Fiscal Consolidation & Reform of the Public Sector
» Structural reforms: financial sector and labour market reforms

» Recent macroeconomic developments

» Funding and debt management
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The deleveraging process continues in 2012

» The deleveraging of households and non-financial corporations as well as
harsher conditions for accessing credit and the economic cycle have resulted
in a reduction in deposits and an increase in other financial products by these

two institutional units

Transferable Deposits and Other Deposits
(Left hand-side % of GDP, Right hand-side 2009-Q1=100)

Households and NPIs

757 110
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65
60 AN
100 - N/
55
50 T T T T T T T 1 95
2005 2006 2007 2008 2009 2010 2011 2012 2009 2010 2011 2012
====Spain ====France ====|taly === Netherlands ‘ ‘—Spain ===France ====|taly === Netherlands

30 1

25 A

20 M

157 M

10 T T T T T T T 1 95
2005 2006 2007 2008 2009 2010 2011 2012

‘—Spain e==France ====|taly ====Netherlands ‘

100 1

Non-Financial Corporations

45 A 110 4

40 1
357 105 -|
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2009 2010 2011 2012
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Source: Eurostat.

350 7
250 A
150

50 1
-50 7
-150
-250 -

Net Flows of Financial Assets
with Credit Institutions.
Households and Non-Financial Corporations
(In € bn)

2005 2006 2007 2008 2009 2010 2011 2012

I Acquisition of Financial Assets
I Liabilities
== Net Flow vs Credit Institutions

Source: Bank of Spain.
*2012: due to seasonality in the source data, 2012 figures have
been computed as the cumulative effect throughout 2011-Q2 to

2012-Q1.
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The adjustment in the residential construction sector

» The adjustment in the construction sector, mainly in the residential
real estate sector, has been especially intense in terms of labour

» Nominal price adjustment of residential real estate has been very
heterogeneous between regions, and more intense in the last year

Relative Size of the Construction Sector Nominal Housing Price Adjustment in Spain Since

(Employment over total employment and residential 2011-Q2 Peak in Each Province
investment over GDP) (In percent)

25% 7

22.2%
20% - 2012-Q2
° 1 16.6% @& "
15% - 11.8% 1%-9% 11.9% =
10% - : Y
: - &) =
: -1.5 million Jobs 619% &5
5% T T T \ ‘
o — o o < [Tp] (Vo] N~ o0 (@)} o i o
o o o o o o o o o O — - - 4
o o o o o o o o }
(V] (V] (V] (V] (g} (V] o (g} o (g} (g} (V] (] .
: ) )
== |nvestment |r.1 Constructlc?n 595 95
=== Employment in Construction _
Source: National Statistics Institute. Source: Ministerio de Fomento.
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Nominal adjustment in unit labour costs

» Since 2009 overall nominal unit labour costs have reacted slowly to
developments in the labour market...

» ..but the adjustment in ULC has been heterogeneous across
economic sectors; from -21.9% in the construction sector to -4.3% in
the services sector

Nominal Unit Labour Costs Nominal Unit Labour Costs by Economic Sector
o5 (Index 2005=100) 120 - (Index 2005=100)
115
120 -
110
i N\
115 105 - AV S
110 - ToN— 100 -
105 - 957
90
100 - 85 -
95 \ \ \ \ \ \ \ I 80
2005 2006 2007 2008 2009 2010 2011 2012 2005 2006 2007 2008 2009 2010 2011 2012
UK Spain ==Germany France ==|taly ===|ndustry ===Agriculture Construction ==Services
Source: Eurostat. Source: National Statistics Institute.
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Export-led growth sustained by gains in relative productivity

» The gap between exports and imports of goods and services has
closed, posting a significant surplus in 2012-Q2

» Spain has maintained the relative share vis-a-vis main peer countries
due to higher extensive and intensive margins of exporting firms

Exports less Imports of Goods and Services
(In percent of GDP)
40% - 8%

-40% - - 8%

2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012*

I Exports (Left scale)
I |mports (Left scale)

Balance (Right scale)
Source: National Statistics Institute.

*2012: From 2011-Q3 to 2012-Q2

Exports of Goods and Services
(Index 2005=100)

150 T
140 T
130 T
120 ~
110 ~
100 T
90
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2005 2006 2007 2008 2009 2010 2011 2012
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Source: Eurostat.
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Main features of funding strategy

» Strong commitment with the Public Debt market
v" Rigorous adherence to auction calendar
v' Catering to market demand, at market rates
» 83.4% of medium and long-term issuance already done

» Manageable cost of issuance and debt outstanding, stable
duration and average life

» Prudent management of refinancing risk
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Funding Programme for 2012

» The bulk of net issuance carried out through medium- and long-term

issuance in order to contain refinancing risk

> Until September 30%" the Spanish Treasury has funded 71.7 billion
(83.4%) of the total expected amount of medium- and long-term gross
issuance of 86 billion euro of the regular issuance programme

» Apart from the regular issuance programme, during September the
Treasury has issued €4.5 bn in 6-month T-bills and €4.5 bn in medium- and
long-term bonds for the Regional Liquidity Fund (FLA) and the FROB. In
October further €5 bn will be issued for the FLA

Tesoro funding (Billion Euro). 2012 2013 Provisional
Excluding Regional Liquidity Fund and Bank Recap Budgets Estimate

1: Funding requirement (=Net Issuance) 36.8 48.0

2: Redemptions of medium- and long-term bonds -50.1 -62.3

3: Net issuance medium- and long-term bonds 35.8 28.1

4 = 2 + 3: Gross issuance of medium and long-term bonds 85.9 90.4

5: Net increase in T-Bills 1.0 19.9

6 =5+ 3: Net change in outstanding debt 36.8 48.0

7: Forecast Outstanding Central Government Debt at end of year 628.9 684.8

Source: Ministerio de Economia y Competitividad.

Funding Programme. 2010-2012
(Gross issuance, medium and long-term bonds, in
billion Euro, *up to September 30t 2012)

100

75 1

95.6

50

25

0
2011 Executed

2011 Jan
Projection

2012 Apr 2012 Sep
Projection Execution*

2011 2012
Source: Secretaria General del Tesoro y Politica Financiera.
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Changes to investor base in 2012

> Relative stability of non-resident term investment holdings

Total Unstripped Government Debt by Holder
(Registered -Term Investment + Net Repo-

In percent of total portfolio)

60% T
| m2009 2010 W2011 M 2012
50% -
40%
30%
20%
10%
0%
Credit Pension, Households & Spanish
Institutions Insurance and non-financials official
Mutual Funds institutions

Source: Secretaria General del Tesoro y Politica Financiera.

* As of August 31°t 2012.

Non-residents

Total Unstripped Government Debt by Holder
(Term Investment. In percent of total portfolio)

60% -

| m2009 2010 2011 M 2012

50% A
40%
30%
20%
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0%

Credit Pension, Households & Spanish Non-residents
Institutions Insurance and non-financials official
Mutual Funds institutions

Source: Secretaria General del Tesoro y Politica Financiera.
* As of July 31°t 2012.
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» Despite volatility in European Public Debt markets, average cost at
issuance and average cost of debt outstanding remain subdued

» Average life of the debt portfolio has fluctuated and declined in the
last year

6.0

5.0

4.0

3.0

2.0

1.0

Cost of Debt Outstanding and Cost at Issuance
(As of September,30% in percent)

4.07 4.10
3.69

o
o
o
o~

2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012*

Average cost of Debt outstanding === Average cost atissuance

Source: Secretaria General del Tesoro y Politica Financiera.
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Duration and Average Life
(As of September 30, in years)
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Source: Secretaria General del Tesoro y Politica Financiera.
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Prudent Debt Management

> Redemption dates of medium- and long-term bonds (principal and
coupons) match the biggest inflows of tax revenues

» Excess liquidity is lent in the money market each month through
repo auctions

» Liquidity lines with banks provide an additional buffer

25 7

20 7

15 7

Corporate Income Tax
10 - VAT
Excise Duties & Other
57 I Degree of concentration of tax collection e
- M +
0 \ \ \ \
c o — a > c = %0 o}
s £ 2 < £ 2 = 2 &

Monthly Maturity Structure in 2012

as of September 30t 2012

(in billion Euros) Administrative Distribution of Tax Collection
Jan | Feb | Mar| Apr|May| Jun Sep | Oct | Nov

Personal Income Tax

5 3 3
o =z o

M letras M Bonos Obligaciones M Foreign Currency & Other

Source: Secretaria General del Tesoro y Politica Financiera.

35


http://www.tesoro.es/doc/EN/home/estadistica/21a24I.pdf
http://www.tesoro.es/doc/EN/home/estadistica/21a24I.pdf

—
Piblico %
.

KINGDOM O

Risk and Refinancing Measures

> Redemptions of Euro-denominated debt remain well in line with
those of peers

Maturity structure of medium- and long-term bonds. Relative Redemptions
20 - (in billion Euros) (% of estimated 2012 GDP. October 2012 to September 2013)
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Source: Secretaria General del Tesoro y Politica Financiera. Source: Secretaria General del Tesoro y Politica Financiera for Spain,

and Bloomberg for other countries.
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More and updated information on the Spanish economy

http://www.thespanisheconomy.com

the g
@ sbanish

For data sources, please click each figure or table
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Thank you for your attention

[figo Fernandez de Mesa — General Secretary of the Treasury and Financial Policy
SecretariaTesoro@tesoro.mineco.es

Ignacio Fernandez-Palomero — Deputy Director for Funding and Debt Management
ifernandez@tesoro.mineco.es

Leandro Navarro
Inavarro@tesoro.mineco.es

Pablo de Ramdn-Laca
placa@tesoro.mineco.es

Ignacio Vicente
ivicente@tesoro.mineco.es

Rocio Chico
mrchico@tesoro.mineco.es

Carla Diaz
cdiaza@tesoro.mineco.es

Julio Poyo-Guerrero
impoyo@tesoro.mineco.es

For more information please contact:

Phone: 34 91 209 95 29/30/31/32 - Fax:34 91 209 97 10
Reuters: TESORO

Bloomberg: TESO

Internet: www.tesoro.es

For more information on recent developments:
www.thespanisheconomy.com
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