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GDP & Inflation projections paint a somewhat gloomy picture.

Spain GDP Spain CPI

Four-quarter percentage changes Annual percentage change, including Fathom forecast
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After some positive dynamics, the economy seems to be now

loosing momentum.

Spain composite econ. leading indicator
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Considering these projections, it seems unlikely that the
unemployment levels seen before the crisis (10%) could be
recovered. This means that even after overcoming the current
crisis, Spain will remain as a weaker country than it was before.
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Inactivity is a structural element ... and very difficult one to
change its trend in Spain. This problem has its roots in
demographic aspects difficult to redirect, and adds to the
difficulties to improve the “activity index” and employment
participation.
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Why is the labor market a critical point? Because it is what
determines the quality of banks' balance sheets and their ability
to finance a new cycle.

Spain bad loans and unemployment rate Spain bad loans
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14 5

1890 1995 2000 2005 2010

Per cent of outstaning loans

- Unemployment rate (
=on Reuterzs Datastream £ Fa




Corporate Review | 7

Despite the recent depreciation, the EUR is not yet a clear factor
of support on which to underpin growth

Spain real broad effective exchange rate Spain industrial production

Index Twelve-month percentage change
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Nor the monetary policy seems to have the ability to further
stimulate the economy in the future. It seems as if we had
already reached the limits of monetary stimulus.

Spain benchmark government bonds Spain implied vs actual policy rate
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... reaching the limits of monetary stimulus.

Spain 3-month interbank rate

Per cent




Corporate Review | 10

... reaching the limits of monetary stimulus.

Ultra easing monetary policy is helping, but not as much as you may
think.

Spain net government interest payments
Per cent of GDP, inc. OECD forecast
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Despite having recovered some momentum in the Spanish labor
market, conditions are not good enough, and households still
need to withdraw deposits...

... suggesting that household’s saving rate still remains negative
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Similarly, the misery index remains historically high, and seems
unlikely that it can reconquer pre-crisis levels (given all the
aforementioned)

Spain misery index
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External positioning: Do not get fooled by the nominal rise in
exports. Spain is loosing share of world exports

Spain exports and imports Spain share of world exports
EUR, billions {2005 prices) Per cent
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External positioning

Despite the painful internal depreciation, competitiveness gains
have not been large enough as shown by the visible trade
balance. This means that in order to reduce funding needs, Spain
will probably have to go through another internal devaluation

Spain labour cost index Spain visible trade balance
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Households and economic agents seem to have realized of a not

so exciting future

Spain consumer sentiment
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Banks have also realized.

Spain domestic credit

Twelve-month percentage change
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Spain domestic credit remains subdued

LOANS - SPAIN (% Change YOY)
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Debt seems to have stabilized, but remains at a dangerous level.
Credit Metrics need to be improved urgently!!

Spain government debt Spain budget balance
Per cent of GDP Per cent of GDP, including Fathom forecast
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... Credit Metrics need to be improved urgently!!

Spain probabilities of default & exit
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Housing sector seems to have stabilized but ... it maintains a
doubtful and weak pace.

Spain house prices per square metre Spain real estate lending
EUR Per cent of GDP
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... With new homes at historical low levels ...

Spain housing starts
Thousands
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... and just “used housing units” being transacted.

HOME SALES - SPAIN (Thousands Monthly)
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As a result, home prices in Spain have not taken a clear path yet
(despite the big stimulus received from the ECB)

% Change in Prices:
Country: +0,4%y/y

Large Cities: +1,24% y/y
Metropolitans: -0,7% y/y
Mediterranean: +2,2% y/y

i
‘;I_'DD.-_'-‘ 2004 2006 2008 2010 2012 2014

—— 1Q moving average of REAL ESTATE MARKET INDEX (YOY) : Spain

—— 1Q moving average of REAL ESTATE MARKET INDEX - MEDITERRANEAN COAST (YOY) : Spain
1Q moving average of REAL ESTATE MARKET INDEX - METROPOLITAN AREAS (YOY) : Spain
1Q moving average of REAL ESTATE MARKET INDEX - CAPITALS & LARGE CITIES (YOY) : Spain

Fuente: Thomson Reuters Datastream




Corporate Review | 23

Equity investors are also discounting an unexciting scenario

Spain IBEX 35 Spain IBEX 35 price / earnings
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Legal Disclaimer

All the sections in this publication have been prepared by the financial institution’s team of analysts.

The views expressed in this document are based on the assessment of public and private information. These reports contain evaluations of a
technical and subjective nature on economic data and relevant social and political factors, from which the financial institution’s analysts have
extracted, evaluated and summarized the information they believe to be the most objective, subsequently agreeing upon and drawing up
reasonable opinions on the issues analyzed herein.

The opinions and estimates in this document are based on market events and conditions that took place before the publication of this document,
and therefore cannot be determining factors in the evaluation of future events that take place after its publication.

The financial institution may hold views on financial instruments that differ completely or partially from the general market consensus. The market
indices chosen have been selected using the exclusive criteria that the financial institution regards as most appropriate.

The financial institution cannot in any way guarantee that the predictions or events given in this document will take place, and expressly reminds
readers that any past performances mentioned do not in any circumstances imply future returns; that the investments analyzed may not be
suitable for all investors; that investments can fluctuate over time in terms of their share price and value; and that any changes that might occur in
interest rates or currency exchange rates are other factors that may also make it unadvisable to follow the opinions expressed herein.

This document cannot be regarded, under any circumstances, as an offer or proposal to buy the financial products or instruments that may have
been mentioned, and all the information herein is for guidance purposes and should not be regarded as the only relevant factor when it comes to
making a decision to proceed with a specific investment.

This document does not, therefore, analyze any other determining factors for properly appraising the decision to make a specific investment, such
as the risk profile of the investor, his/her knowledge, experience and financial situation, the duration or the liquidity of the investment in question.
Consequently, investors are responsible for seeking and obtaining appropriate financial advice in order to assess the risks, costs and other
characteristics of any investments they wish to make.

The financial institution cannot accept any responsibility for the accuracy or suitability of the evaluations or estimates of the models used in the
valuations in this document, or any possible errors or omissions that may have been made when preparing this document.

The financial institution reserves the right to change the information in this document at any time, whether partially or in full.
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