Recent Developments in the
Spanish Economy & Funding Outlook

January 15%, 2019



fre ey
TesoroPablico

Disclaimer

This presentation material has been prepared by the Spanish Treasury and is updated on a regular basis, using only public
and already published information. We reserve all rights.

This document is for information purposes only. Nothing in this presentation material constitutes, or forms part of, any offer
or invitation to underwrite, subscribe or otherwise acquire or dispose of Spanish Government debt. It is provided for
information purposes only and it is not intended to provide the basis for any credit or any other third party evaluation of
that debt. While the Spanish Treasury applies its best efforts to include accurate information and the information herein is
believed to be reliable, it makes no representation or warranty as to the accuracy or completeness of such information.

Distribution of information contained in this presentation material may be forbidden or limited by legislation of some
jurisdictions. ACCESS IS DENIED TO PERSONS TO WHOM THESE RESTRICTIONS IN SUCH JURISDICTIONS APPLY AND
GRANTED ONLY TO JURISDICTIONS IN WHICH THE DISTRIBUTION OF THIS INFORMATION IS NOT LEGALLY LIMITED.

The information contained on this website does not constitute an offer for sale in the United States of America. The securities
described have not been, and will not be, registered under the US Securities Act of 1933, as amended, or with any securities
regulatory authority of any state or other jurisdiction in the United States of America and may not be offered or sold,
directly or indirectly, into the United States of America unless the securities are so registered or an exemption from the
registration requirements is available.

Each person is required to inform himself accordingly and to comply with applicable restrictions. The Treasury of the
Kingdom of Spain is by no means liable for any such infringement.

As a consequence of the previous information, you confirm that you are not a resident of the United States of America or of
any jurisdiction in which the distribution of this information is legally limited and that you will not distribute any of the
information and documents contained hereon to any person resident in the United States of America or in any jurisdiction in
which the distribution of this information is legally limited. None of the information displayed or in connection with the
presentation material is an offer of securities for sales in the United States of America.
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Highlights

» The Spanish economy will maintain robust growth path with GDP growth forecast of 2.6% in 2018 and 2,2%
in 2019

» National deleveraging is progressing, enabled by sustained combination of growth and a current account
surplus

» Draft Budget Law for 2019 presented to Parliament on 14 January 2019
O Reinforces Spain’s commitment with the Stability and Growth Pact. Strong pro-European sentiment throughout the
crisis
O Strong deficit reduction: Targets 2019 deficit of 1.3% of GDP, down from 2.8% in 2018 and below 1.8% envisaged in
DBP adopted last October
O Strong debt reduction: Targets Debt-to-GDP ratio of 95.4%, down from 98,1% in 2017 and 96.9% in 2018

O Impact on growth of additional fiscal adjustment will be marginal

» Economic policy agenda to pursue structural reforms to address inequality, increase productivity and
external competitiveness

» Recent rating upgrades allow for a widening and deepening of Spain’s investor base, and for an
improvement in the average quality of participants
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Macroeconomic scenario 2018-2019
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Macroeconomic scenario (YoY growth rates in percent)
2015(2016(2017 (2018 2019
Q1 i Q2 ! Q3
Private consumption expenditure 3.0 2.9 2.5 2.3 314 221 21 1.7
General Government consumption expenditure 2.0 1.0 1.9 1.9 22 ;19 21 1.4
Gross Fixed Capital Formation 6.7 2.9 4.8 5.7 381 701 55 4.4
National Demand (Contribution to GDP Growth) 3.9 2.4 2.9 29 :131:i314%{28]| 2.2
Exports of goods and services 4.2 5.2 5.2 24 13323113 2.8
Imports of goods and services 5.4 2.9 5.6 35 1 44 46 25 3.1
External demand (Contribution to GDP Growth) -0.3 0.8 0.1 -0.3 :1-02:-0.6:-04( -0.1
Gross Domestic Product 3.6 3.2 3.0 26 :128:251:24| 2.2
Other variables
2015(2016(2017 (2018 2019
Q1 : Q2 ! Q3

Unemployment rate (in % of Active Population) 22.1 | 19.6 | 17.2 | 15.5 }16.7:153}14.6| 14.0
Full-time Equiv. Employment (YoY Growth) 3.3 3.0 2.9 25 126125125 1.8
Net lending(+) /borrowing(-) with RoW (% of GDP) 1.7 2.4 2.2 1.3 {21181 15 1.2
Private Consumption deflator (YoY Growth) -0.2 0.0 1.6 1.6 {1014 151 20 1.1
Headline Balance General Gov't (in % of GDP)* -5.3 -4.5 3.1 2.7 1-294i-267i-2.66| -1.3
USD /€ exchange rate 1.1 1.1 1.1 1.18 {1.23!1.19i116| 1.15
Euro Area GDP growth (YoY growth) 2.0 1.9 2.5 21 12412216 19
0il prices (Brent, USD /barrel) 52.2 | 433 | 543 | 71.3 16681:745!751| 65.0

* Including Financial Sector One-Offs
Sources: Ministerio de Economia y Empresa and Ministerio de Hacienda.
Shaded areas are realisations. In white, forecasts contained in the 2019 Draft Budget
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Economic sentiment

IMF Growth Forecasts for 2019

Growth Forecasts for 2019
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40 737 (Year-on-Year Growth Rates) (Year-on-Year Growth Rates)
Institution 2018 2019
IMF 2.5 2.2
2119 49 OECD 2.6 2.2
16 1,5 European Commission 2.6 2.2
1,0 0,9 Bank of Spain 25 2.2
FUNCAS consensus 2.6 2.2
CEOE* 2.6 2.3
' ' BBVA** 2.6 2.4
T 8 £ TE s e = v5 % 8§ o
2 g o 2 E 5 g g £ E“ = & Consensus Forecast 2.6 2.2
3 z 5 = 3 = 5E Government 2.6 2.2
= < 3
5 © = *2.3% growth for 2019 also forecasted by Citigroup, Goldman Sachs, AFI, CEPREDE, Econ
Intelligence Unit, Bankia, CEOE or Cemex.
Source: IMF. WEO October 2018. ** 2.49% growth for 2019 forecasted by Oxford Economics, HSBC, Axesor or BBVA.
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Source: EUROSTAT.

Source: EUROSTAT.
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Spain’s growth pattern

» Current account surplus and net lending capacity vis a vis rest of the world

» Subdued inflation and strong job creation

» Rebalancing of weight of construction sector and higher weight of services sector

» Strong investment growth converging to Euro Area average

Exports and Imports of Goods and Services &
Gross Fixed Capital Formation
(% of GDP)
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A recovery intensive in labour creation

» 2.5 million jobs created since 2014, equivalent
to over 25% of the total employment generated
in the Euro Area

» Falling unemployment fuels internal demand

» Increased real labour productivity has led to
enhanced competitiveness

» Measures to increase job quality in order to
fight inequality, foster stability & human capital

Real Unit Labour Costs
(Index 1999=100, Smoothed)
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Unemployment Rate & Employment Creation

T T T 1
S N O W

30 -
26,3
25 A
20 ~
15 1 -
14,8

10 -
5 7,9
0 T T T T

] o~ w o =] — ™~ ) <+ v O >~ o]

o o =1 o — — — = — — — — —

=] o o o
™~ ™~ ™~ ™~ ™~ ™~ ™~ ™~ ™~ ™~ ™~ ™~ ™~

e nemployment rate (9, lhs) e Quarterly employment creation (Y-o-Y growth, rhs)

Source: EUROSTAT, Ministerio de Economia y Empresa.

Minimum Wage & Productivity/Minimum Wage

1.600 -
1.400 -
1.200 ~
1.000 +
800 -
600 -
400 -
200 ~

Germany
Spain

(Euros and ratio)

After min. wage
increase

677

France

B Minimum wage (€)

® Productivity (ratio)

Source: EUROSTAT.

Portugal

o & B N

- 6,0
- 5,0
- 4,0
- 3,0
- 2,0

- 1,0

0,0

19¥IR\ Inoqe]



KﬁsaroPﬁb]ico
Banking sector adjustment

» Adjustment of the banking sector:
O Downsizing & loss recognition
U Enhanced capitalisation and profitability

» Strong improvement in NPLs: harmonised
NPL ratio below Euro Area average

» EBA-2018 stress tests reveal reduced
average impact under adverse scenario for
Spanish banks

Loan-to-Deposits & Equity to Assets
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Private deleveraging

» Since  2010Q2, private sector
decreased by 62.1pp of GDP - households  **

d b t Private Sector Debt Dynamics
€ (% of GDP. Non-Consolidated)

200
& nonfinancial corporations’ leverage below
Euro Area average 160
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Sources: EUROSTAT, Banco de Espaiia and Instituto Nacional de Estadistica.

Gross External Debt. By Debtor Sub-Sector.
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Inflation broadly in line with Euro Area average

» Core inflation remains well below ECB objective
» Energy remains a major contributor to shifts in headline inflation

Harmonised Inflation of Consumer Prices Core Inflation
o5 (Year-on-Year Growth Rate and Differential) (Year-on-Year Growth Rate and Differential)
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Result: persistent growth with current account surplus

Nominal GDP Growth vs. Current Account/GDP
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Fiscal policy framework

Net Lending(+)/Borrowing. (% of GDP)

2011 2012 2013 2014 2015 2016 | 2017 eiEeast
2018 2019 2020 2021
Central Government -3,6 -7.9 -4,8 -3,7 -2,8 -2,6 -189 | -15 -0,3 0,0 0,0
Autonomous Regions -5,1 -1,9 -1,6 -1,8 -1,7 -0,9 -0,36 -0,3 -0,1 0,0 0,0
Local Governments -0,8 03 0,6 0,5 0,4 0,6 0,61 0,6 0,0 0,0 0,0
Social Security -0,1 -1,0 -1,1 -1,0 -1,2 -1,6 -1,44 -1,5 -0,9 05 04
General Government | 9,64 -1047 -699 -597 -527 447 | 3,08 -27 -13 -05 -04

Source: Ministerio de Hacienda.

Forecasts are those contained in the Draft Budget for 2019 presented in January.
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The Treasury’s funding programme in 2019

» The Government's commitment to fiscal consolidation will allow the Treasury to continue to
reduce its recourse to the capital markets in 2019

» Net issuance forecasted at €35 bn in 2019; to be attained exclusively through the issuance of
medium and long-term instruments

» Expected gross medium and long-term issuance of 126.9 billion euros, 3.8% less than in 2018

Funding Programme in 2019

awureago.ad Suipunyg

The Treasury’s Funding Programmes since 2012 (In billon euros and in effective terms) End 2018 Fozr:lc;“
(In € bn)
R P [ 300 Total Net Issuance 34,277 35,000
2386 2413 23638 233,9 Total Gross Issuance 212,964 209,526
120 - 2214 213,0 2095 | 240 ’ '
96,6 3 Medium- and Long-term
E 90 H - 180 E Gross ]Ssuancel 131,979 126,933
3 @ Amortisation 89,310 91,933
2 60 - 45 45 - 120 g ,
= 36,87 71,0 o 35 2 Net Issuance 42,669 35,000
= 30 - A ’ ’ 45 A | g0 © Letras del Tesoro
35 34,3
Gross Issuance 80,984 82,592
O T T T T T T T 0 . .
Amortisat 89,377 82,592
2012 2013 2014 2015 2016 2017 2018 2019* mortsation
Net Issuance -8,393 0,000

Fiy Forecast Net Issuance ==—ll= Final NetIssuance et= Gross Issuance

! Includes Bonos & Obligaciones, debt in other currencies, loans and assumed debts.

Source: Secretaria General del Tesoro y Financiacién Internacional. Source: Secretaria General del Tesoro y Financiacién Internacional.
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Cost and life of debt: a longer portfolio at historically low rates

» Average cost of debt outstanding at historic low (2.39%)
» Slight increase in cost of issuance in 2018 due to the issuance of longer tenors
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» Since 2013 average life of debt outstanding has increased from 6.20 to 7.45 years

Cost of Debt Outstanding and Cost at Issuance Average Life of Debt Outstanding
5 - 4 oa (In percent) (In years)
‘ 107 7.6 1 7.45
4 : 74 -
7.2
3 -
7.0 4
2 - 2,55 2,39 6.8 -
6.6
1 -
6.4 -
0,62 0,65
0 T T T 1 6.2
=+ iyl 0 [~ w o] = — o~ o =r Lip] 0 [~ *
S S8 S888E:5EE8E¢E & & 60
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Source: Secretaria General del Tesoro y Financiacién Internacional. Source: Secretaria General del Tesoro y Financiacién Internacional.
*As of 15/01/2019
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Recent trends in investor base
» Non-residents continue to be the leading investors with a share around 44.8%

» Spanish banks have been reducing their absolute and relative holdings of Spanish bonds
» This move has been compensated by the increase in Bank of Spain’s holdings to 22.3%
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Holdings of Letras & Bonos and Obligaciones del Estado Government bond holdings as % of Spanish
(% Structure) bank's balance sheet.
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Ratings

» Expecting more foreign investors after recent upgrades: A stable outlook (DBRS), A- positive
outlook (S&P), A- stable outlook (Fitch), Baa1 stable (Moody’s)
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Rating and Rating Actions vs.

End-of-Month Spread to 10Y Bunds

(rating) (basis points)
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Aal/AA+/AAH AL L %g Announced Rating Dates in 2019.
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[Fa | ow
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Baal/BBEB+/BEB H I B igg September 20 20
' '__ 450 October
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Thank you for your attention

Carlos San Basilio - General Secretary of the Treasury and International Finance
SecretariaGeneral@tesoro.mineco.es

Elena Aparici - General Director of the Treasury and Financial Policy
DirectorTesoro@tesoro.mineco.es

Pablo de Ramodn-Laca - Head of Funding and Debt Management
SecretariaDeuda@tesoro.mineco.es

Rosa Moral
rmmoral@tesoro.mineco.es

Fernando Valero
fvalero@tesoro.mineco.es

Soledad Rodriguez
srodriguez@tesoro.mineco.es

Mercedes Abascal
mabascal@tesoro.mineco.es

Manuel Blanco

mblanco@tesoro.mineco.es ] .
For more information please contact:

Phone: 3491 209 95 29/30/31/32 - Fax:34 91 209 97 10
Reuters: TESORO

Bloomberg: TESO

Internet: www.tesoro.es

Bernardo de Lizaur
bdelizaur@tesoro.mineco.es

Antonio Jesus Moreno
ajmoreno@tesoro.mineco.es

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

To be included in our distribution list please contact:
secdeu@tesoro.mineco.es



