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Research Update:

Spain's Ratings Lowered To 'A/A-1'; Outlook
Negative

Overview

e Standard & Poor's is lowering its long-termsovereign credit rating on
t he Kingdom of Spain by two notches to 'A'" from'AA-', and its short-term
rating to 'A-1'" from'A 1+'.

e The downgrade reflects our opinion of the inpact of deepening political
financial, and nonetary problens within the European Econonic and
Monetary Union (eurozone), with which Spain is closely integrated.

« The downgrade al so reflects our view of external financing risks in the
private sector, which we believe could constrain growh and hanper the
governnent's efforts to narrow the fiscal deficit.

» The outlook on the long-termrating is negative.

Rating Action

On Jan. 13, 2012, Standard & Poor's Ratings Services |lowered its | ong- and
short-term sovereign credit ratings on the Kingdomof Spain to 'A/A-1 from
"AA-/A- 1+ . At the sanme time, we renoved the ratings from CreditWatch with
negative inplications, where they were placed on Dec. 5, 2011. The outlook is
negati ve.

Qur transfer and convertibility (T& ) assessnent for Spain, as for al

Eur opean Economi c and Monetary Uni on (eurozone) menbers, is 'AAA, reflecting
Standard & Poor's view that the |ikelihood of the European Central Bank
restricting nonsovereign access to foreign currency needed for debt service is
extremely low This reflects the full and open access to foreign currency that
hol ders of euro currently enjoy and which we expect to remain the case in the
foreseeable future

Rationale

The downgrade reflects our opinion of the inpact of deepening political
financial, and nmonetary problens within the eurozone. It also reflects our
vi ew of sustained external financing pressures fromthe private sector

The outcones fromthe EU summit on Dec. 9, 2011, and subsequent statenents
from policynakers lead us to believe that the agreenent reached has not
produced a breakt hrough of sufficient size and scope to fully address the
eurozone's financial problems. In our opinion, the political agreenment does
not supply sufficient additional resources or operational flexibility to
bol ster European rescue operations, or extend enough support for those

eur ozone soverei gns subjected to hei ghtened nmarket pressures.
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We al so believe that the agreement is predicated on only a partial recognition
of the source of the crisis: that the current financial turnoil stens
primarily fromfiscal profligacy at the periphery of the eurozone. In our

vi ew, however, the financial problenms facing the eurozone are as nmuch a
consequence of rising external inbalances and divergences in conpetitiveness
between the EMJ s core and the so-called "periphery." As such, we believe that
a reform process based on a pillar of fiscal austerity alone risks becom ng
sel f-defeating, as donestic demand falls in line with consunmers' rising
concerns about job security and disposable incomes, eroding national tax
revenues.

Accordingly, in line with our published sovereign criteria, we have adjusted
downward the political score we assign to the Kingdom of Spain (see "Sovereign
CGovernment Rating Met hodol ogy And Assunptions,” published on June 30, 2011).
This is a reflection of our view that the effectiveness, stability, and
predictability of European policymaking and political institutions (w th which
Spain is closely integrated) have not been as strong as we believe are called
for by the severity of a broadening and deepening financial crisis in the

eur ozone.

In addition to our view on the political factors, we l[owered the ratings on
Spai n because we believe that the country's external financing costs may
remai n el evated for an extended period of tine owing to its high gross
external financing requirenments. These higher costs stem from country-specific
factors, regulatory changes, and an increased hone-narket bias, in our view
In particular, we see the follow ng country-specific factors: structura

savi ngs-i nvestnent inbal ances, high levels of short-term external debt, and
front-loaded anortization requirements in the first half of 2012. Regul atory
changes include prospective increases to bank capital charges for securities
hol di ngs and i nterbank placenents, and uncertainty regarding the effectiveness
of credit default swaps as hedgi ng vehicles (see paragraph 76 of our sovereign
rating criteria "Sovereign CGovernment Rating Methodol ogy And Assunptions").

The ratings on Spain renmain supported by our view of its wealthy and
relatively diversified econony, ongoing structural reforms, and noderate,

al beit rising, net general governnent debt. Moreover, while increased
borrowi ng costs are likely to cause rising interest outlays, the increase in
the average interest rate on Spain's outstanding governnent debt, in our view,
has not so far been a material additional burden on its budget.

Outlook

The negative outlook reflects our viewthat there is at | east a one-in-three
chance that we could | ower those ratings again in 2012 or 2013. W could | ower
the ratings again if:
 Additional |abor narket and other grow h-enhancing reforns are del ayed or

we consider themto be insufficient to reduce the high unenpl oynent rate;
« W see that the governnent does not undertake additional neasures to
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broadly nmeet its budgetary targets in 2012 and 2013 of 4.4% and 3% of
GDP, respectively; or

e Further pressure fromthe private sector |eads us to reassess the
sovereign's fiscal perfornance, particularly if it were to result in an
i ncreased need for additional capital injections fromthe state or
simlar interventions.

Conversely, the ratings could stabilize at the current level if budgetary
targets are met and if risks emanating fromcontingent liabilities subside.

Related Criteria And Research

Al articles listed below are available on RatingsDirect on the dobal Credit
Portal .

Related Criteria

» Sovereign Covernnent Rating Methodol ogy And Assunptions, June 30, 2011

e Criteria For Determining Transfer And Convertibility Assessnents, My 18,
2009

Related Research

e Special Report: Standard & Poor's Actions On Eurozone Sovereigns, Jan.
17, 2012

e Standard & Poor's Puts Ratings On Eurozone Sovereigns On CreditWatch Wth
Negative Inplications, Dec. 5, 2011

 Trade I nbal ances In The Eurozone Distort G owh For Both Creditors And
Debtors, Says Report, Dec. 1, 2011

 Wio WII Solve The Debt Crisis?, Nov. 10, 2011

Ratings List

Spai n ( Ki ngdom of)
To From
Sovereign credit rating Al Negativel/ A-1 AA-/ Wat ch Neg/ A- 1+

TELECONFERENCE INFORMATION

Standard & Poor's will hold a teleconference on Saturday Jan. 14, 2012 at 3:00
PM UK time. The tel econference can be accessed live or via replay and by phone
or audi o internet stream ng

The call will begin promptly at 3:00 p.m
TELECONFERENCE DETAI LS

Passcode: 2705831
For security reasons, the passcode will be required to join the call
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DI AL I N NUMBERS

Country Tol I Numbers Freephone/ Tol | Free Number
AUSTRI A 43-1-92-80- 003 0800-677-861
BELG UM 32-1-150-0312 0800- 4-9471
DENMARK 45-7014- 0239 8088- 2100
ESTONI A 800-011-1121
FI NLAND 106- 33- 149 0800- 1- 12771
FRANCE 33-1-70- 75- 25- 35 080- 563- 9909
GERVANY 49- 69- 2222- 3198 0800- 101- 6627
GREECE 30- 80- 1- 100- 0674 00800- 12- 6609
| RELAND 353-1-247- 5274 1800- 992- 870
| TALY 39- 02- 3601- 0953 800- 985- 849
LUXEMBOURG 352-27-000- 1351 8002- 9058
NETHERLANDS 31-20-718- 8530 0800- 023- 4392
PORTUGAL 8008- 12439
SLOVAK REPUBLI C 421-2-322-422-16

SPAI N 34-91-414-40-78 800- 098- 194
UNI TED KI NGDOM 44- 20- 7950- 6551 0800- 279- 3590
USA 1-210-795- 1143 866- 297- 1588

TELECONFERENCE REPLAY | NFORMATI ON:

Call notes: This call is to be recorded for Instant Replay purposes
UK TOLL #: +44-20-7108-6279

UK TOLL FREE #: 0800-376-9027

The instant replay will start at: Jan. 14, 2012 5:30pm UKT
The instant replay will end at: Feb-14-2012 11:59pm UKT

Passcode for replay: 7498
Restrictions nay exi st when accessing freephone/toll free nunbers using a
nobi | e tel ephone.

AUDI O STREAM NG AND AUDI O REPLAY | NFORNMATI ON:
To join the event:

URL: https://e-neetings.verizonbusi ness.com
Conf erence nunber: 1297498

Passcode: 2705831

To access the Audio Replay of this call, all parties can

1. Go to the URL |isted above.

2. Choose Audi o Stream ng under Join Events.

3. Enter the conference nunber and passcode. (Note that if this is a recurring
event, nultiple dates nmay be listed.)

Repl ays are avail able for 30 days after the |ive event.

Additional Contact:
Sovereign Ratings;SovereignLondon@standardandpoors.com

Conplete ratings information is avail able to subscribers of RatingsDirect on

www.standardandpoors.com/ratingsdirect
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the @ obal Credit Portal at www gl obalcreditportal.com All ratings affected
by this rating action can be found on Standard & Poor's public Wb site at
www. st andar dandpoors. com Use the Ratings search box located in the |eft
colum. Alternatively, call one of the follow ng Standard & Poor's nunbers:
Client Support Europe (44) 20-7176-7176; London Press O fice (44)
20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225; Stockholm
(46) 8-440-5914; or Mscow 7 (495) 783-4009.
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