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e acam e Spanish banks increased substantially their share of ECB funding (which
stood at 38% before the latest long-term auction), as they could have borrowed around

Macarena Ruesta €100bn in this operation.
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34913743321 e Liquidity worries have declined: 2012 maturities of wholesale market funding are

Leonor Fernandez no longer an issue, but funding remains a matter of concern. With this operation,

Dleonor fernandez@bbva.com Spanish banks have concentrated their sources of funding and they will have to repay all

13491374 8266 the liquidity borrowed between December 2014 and February 2015.

e Possible uses: With this liquidity, banks could decide replacing short term financing by
medium term funding, creating liquidity buffers, buying sovereign bonds, buying own
debt and/or lending to the real economy.

e Liquidity funding remains disfunctional: To improve bank funding conditions at
the European level it would be key to open the bank bond issuance (preferably the
unsecured bond segment), perhaps using guarantees to bond issuance. Reducing even
further remuneration at the ECB’s deposit facility or even penalizing banks to store
liquidity there would also help.

e In Spain “forcing” entities to tap the market when they use public guarantees
and pushing for a transparent restructuring of the sector, so that investors are well
informed and can distinguish between entities, is the route to follow.
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1. Spanish banks increased substantially their share
of ECB funding

On 29 February the ECB performed the second 3y LTRO. The gross funds raised for the whole
European system were €529.5bn, while the net funds borrowed were €314bn. It is not public the
breakdown by country.

Assuming that the share of ECB funds borrowed by the Spanish financial system is maintained
at the January 2012 level (20% of total gross funds, not deducting the deposits facility), we
estimate that Spanish banks could have borrowed around €100bn in this auction.

The recent increase in the gap between the gross and net amount (see chart below) indicates
that since the last quarter of 2011, Spanish banks have placed in the ECB a much smaller
proportion of funds than banks in other systems. As Spanish banks have not used the deposit
facility as much as other banks, their share in terms of net funds increased much more than in
terms of gross funds. As of January 2012, Spanish banks had a share of 37.8% of ECB net funds,
the highest ever, versus a 20% share in terms of gross funds.

We should expect the share of net funds to go down after the recent auction, as Spanish banks
should have higher liquidity buffers and are likely to use more the deposit facility at the ECB.
We could put it this way: In December Spanish banks really needed the money while now, at
least part of the banks, have ECB liquidity for precautionary measures. We can see in the chart
on the right-hand side below that Italy, Spain and Ireland account for more than 100% of ECB
net funds.
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2. 2012 Maturities of wholesale market funding are
no longer an issue

According to Dealogic, Spanish banks’ bond maturities in 2012 and 2013 amount to €120 bn and
€96bn, respectively. If we take into account the excess liquidity placed at the ECB at the end of
January - €28 bn - together with the estimated borrowed amount in the second auction - €100

bn -, it seems very plausible that Spanish banks will not have problems in attending all 2012
maturities.
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In annex 1, there is a table with Spanish banks that have publicly announced the amounts
borrowed at the ECB and the comparison with wholesale funding maturities in the next years.

Liquidity risk for Spanish banks reduced considerably with the two ECB operations. At
aggregate level, in the short term, liquidity is not a problem. At individual level, it is very likely
that liquidity is not a problem either. For those entities that had not sufficient collateral, they
had the possibility of issuing government guaranteed debt and retaining the bonds to pledge
with the ECB. The public guarantees program was recently renewed for a maximum amount of
€100bn. So far, in 2012, banks issued €23.7 billion of these public guarantees. Institutions with
internal rating models could also benefit from the new ECB collateral rules, as certain loans to
corporates with high internal rating are also admitted. Therefore, given current market
conditions, it is difficult to believe that institutions with liquidity problems did not take the
opportunity to get from the ECB all the liquidity needed.

3. So, is liquidity no longer an issue? What about
funding?

As mentioned above, the Spanish system should not have liquidity problems in 2012. In
addition, there is no longer a ‘stigma effect’ associated to resorting to the ECB. However,
funding remains a big issue. With this operation, Spanish banks have concentrated their sources
of funding, putting all the eggs in the same basket. It is a concentration in terms of lender—the
ECB -, of instrument and a potential problematic concentration of maturities in a very short
period, as banks will have to repay all the liquidity borrowed between December 2014 and
February 2015. They have the option of early repayment in one year, but unless market
conditions improve significantly, it is difficult to envisage banks changing cheap funding by
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expensive one. Also, the deposits to credits gap is decreasing only slightly, so banks need to
make this ratio more sustainable. We can end up with banks being complacent towards liquidity
and towards funding, while they should fight for having access to the market and have a
diversified funding structure, by instrument, maturities, geography and investors base.

4. What are banks going to do with ECB funding?

e Replacing short term by medium term funding. The amount borrowed by Spanish banks
under MRO went down to €6bn in January 2012 from €54bn in November 2011, clearly
indicating that banks are replacing short-term ECB funding by 3yrs funding. This is very
positive and definitely improves their liquidity profile.

e Creating liquidity buffers, as exemplified by the increase in the amount of deposits placed
with the ECB (€28bn in January 2012 up from €8bn in November 2011). This also improves
the liquidity profile but with a cost in terms of margin.

¢ Buying sovereign bonds. Since November, the exposure to Spanish sovereign bonds
increased by €5obn to €119bn at the end of January. For the banking system this is clearly
positive in terms of margins. However, it also encompasses some risks. Banks are increasing
their market risk exposure (with potential volatility in terms of capital) and are more
vulnerable to the fate of the sovereign and EBA’s future decisions on market-priced
sovereign risk on the capital buffer. Indeed, northern European banks and German banks
have decreased their exposure to European sovereign bonds in the last couple of months,
which could still indicate lack of confidence in peripheral countries, or uncertainty on
regulatory burdens.
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e Buying own debt. Banks with excess liquidity are likely to continue to buy back debt, which
is trading at significant discount, book a profit and increase capital.

¢ What about lending to the real economy? If banks have liquidity buffers they are in
conditions to lend to solvent demand. However, given the macroeconomic scenario for
Spain, with GDP contracting this year, and the high credit to deposits ratios that some
institutions show, it is likely that banks continue to be cautious in their lending decisions;
not to mention the need for a gradual deleveraging process.

REFER TO IMPORTANT DISCLOSURES ON PAGE 7 OF THIS REPORT Page 4



I BBVA

Economic Watch
Madrid. March 8. 2012

5. Conclusion - next steps

The introduction of the three-year liquidity auctions has improved the liquidity profile of the
Spanish financial system in the short term. The main shortcoming of this measure is that it may
reduce the incentives for the system to actively look for funding alternatives. Banks should not
be complacent and ignore that this is a temporary and unconventional measure and that it is
not the role of the ECB to intermediate interbank flows.

To improve funding conditions for Spanish banks, we can distinguish two sets of possible
measures:

a) European level

Provide European guarantees to bond issuance — eliminates counterparty risk and the
stigma of belonging to a certain European country or the ECB launching a purchase
programme of senior bonds.

Penalise banks for using the deposit facility at the ECB - could lead to a gradual re-opening
of the interbank market, as banks could find more attractive to lend to each other than
placing excess liquidity at the ECB.

b) National level

Continue the ongoing restructuring in the Spanish financial system: evaluate thoroughly
the capitalization plans that will be presented to the Bank of Spain by the end of March and
find a definitive solution for the institutions which are not viable.

“Force” banks to tap the market. Banks that issue government guaranteed debt should be
incentivised to sell those bonds in the market. Public guarantees should be used to facilitate
market issuing and not as a way to obtain liquidity from the ECB in order to buy additional
time to sort out problems, particularly for those entities that are not viable. It would be
desirable to give incentives for market issuing, considering it as a best practice.
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Comparison of wholesale maturities of some Spanish banks with funding raised at the ECB

SPANISH BANKS

Maturities of wholesale debt

Funding from ECB

2012 2013 2014 TOTAL Dec 2011 Feb2012
CAIXABANK SA 6,754 6,360 8,118 21,232 12400 n/a
BBVA SA 10,429 22,279 14,373 47,081 11,000 11,000
BANCO SANTANDER SA 27,541 29,077 24,523 81,141 n/a n/a
BANKIA SA 25,000 5,972 8,919 39,891 15,000 25,000
BANCA CIVICA SA 2,145 395 206 2,746 3,700 6,100
BANCO SABADELL SA 4,198 3,800 3,300 11,298 4,000 4,000

Source: Dealogic and BBVA Research
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DISCLAIMER

This document and the information, opinions, estimates and recommendations expressed herein, have been prepared by Banco Bilbao Vizcaya Argentaria, S.A.
(hereinafter called "BBVA”) to provide its customers with general information regarding the date of issue of the report and are subject to changes without prior
notice. BBVA is not liable for giving notice of such changes or for updating the contents hereof.

This document and its contents do not constitute an offer, invitation or solicitation to purchase or subscribe to any securities or other instruments, or to
undertake or divest investments. Neither shall this document nor its contents form the basis of any contract, commitment or decision of any kind.

Investors who have access to this document should be aware that the securities, instruments or investments to which it refers may not be appropriate for them
due to their specific investment goals, financial positions or risk profiles, as these have not been taken into account to prepare this report. Therefore, investors
should make their own investment decisions considering the said circumstances and obtaining such specialized advice as may be necessary. The contents of this
document is based upon information available to the public that has been obtained from sources considered to be reliable. However, such information has not
been independently verified by BBVA and therefore no warranty, either express or implicit, is given regarding its accuracy, integrity or correctness. BBVA
accepts no liability of any type for any direct or indirect losses arising from the use of the document or its contents. Investors should note that the past
performance of securities or instruments or the historical results of investments do not guarantee future performance.

The market prices of securities or instruments or the results of investments could fluctuate against the interests of investors. Investors should be aware that they
could even face a loss of their investment. Transactions in futures, options and securities or high-yield securities can involve high risks and are not appropriate for
every investor. Indeed, in the case of some investments, the potential losses may exceed the amount of initial investment and, in such circumstances, investors
may be required to pay more money to support those losses. Thus, before undertaking any transaction with these instruments, investors should be aware of
their operation, as well as the rights, liabilities and risks implied by the same and the underlying stocks. Investors should also be aware that secondary markets
for the said instruments may be limited or even not exist.

BBVA or any of its affiliates, as well as their respective executives and employees, may have a position in any of the securities or instruments referred to, directly
or indirectly, in this document, or in any other related thereto; they may trade for their own account or for third-party account in those securities, provide
consulting or other services to the issuer of the aforementioned securities or instruments or to companies related thereto or to their shareholders, executives or
employees, or may have interests or perform transactions in those securities or instruments or related investments before or after the publication of this report,
to the extent permitted by the applicable law.

BBVA or any of its affiliates’ salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to its clients that
reflect opinions that are contrary to the opinions expressed herein. Furthermore, BBVA or any of its affiliates’ proprietary trading and investing businesses may
make investment decisions that are inconsistent with the recommendations expressed herein. No part of this document may be (i) copied, photocopied or
duplicated by any other form or means (ii) redistributed or (iii) quoted, without the prior written consent of BBVA. No part of this report may be copied,
conveyed, distributed or furnished to any person or entity in any country (or persons or entities in the same) in which its distribution is prohibited by law. Failure
to comply with these restrictions may breach the laws of the relevant jurisdiction.

In the United Kingdom, this document is directed only at persons who (i) have professional experience in matters relating to investments falling within article
19(5) of the financial services and markets act 2000 (financial promotion) order 2005 (as amended, the “financial promotion order”), (ii) are persons falling within
article 49(2) (a) to (d) (“*high net worth companies, unincorporated associations, etc.”) Of the financial promotion order, or (iii) are persons to whom an invitation
or inducement to engage in investment activity (within the meaning of section 21 of the financial services and markets act 2000) may otherwise lawfully be
communicated (all such persons together being referred to as “relevant persons”). This document is directed only at relevant persons and must not be acted on
or relied on by persons who are not relevant persons. Any investment or investment activity to which this document relates is available only to relevant persons
and will be engaged in only with relevant persons.The remuneration system concerning the analyst/s author/s of this report is based on multiple criteria,
including the revenues obtained by BBVA and, indirectly, the results of BBVA Group in the fiscal year, which, in turn, include the results generated by the
investment banking business; nevertheless, they do not receive any remuneration based on revenues from any specific transaction in investment banking.

BBVA is not a member of the FINRA and is not subject to the rules of disclosure affecting such members.

“BBVA is subject to the BBVA Group Code of Conduct for Security Market Operations which, among other regulations, includes rules to prevent and avoid
conflicts of interests with the ratings given, including information barriers. The BBVA Group Code of Conduct for Security Market Operations is available for
reference at the following web site: www.bbva.com / Corporate Governance”.

BBVA is a bank supervised by the Bank of Spain and by Spain’s Stock Exchange Commission (CNMV), registered with the Bank of Spain with number 0182.



