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Research Update:

Kingdom of Spain Long-Term Sovereign Rating
Placed On CreditWatch Negative On Economic
Weakness

Rationale

On Jan. 12, 2009, Standard & Poor's Ratings Services placed its 'AAA
long-termforeign and | ocal currency sovereign credit ratings on the Ki ngdom
of Spain on CreditWatch with negative inplications. A CreditWatch listing
signhals a potential but not inevitable change in a rating over the short term
The " A-1+ short-termratings were affirned.

The CreditWatch placenent also applies to those institutions with ratings
linked to the sovereign. As a result, the '"AAA" long-termratings on Instituto
de Credito Oficial (1CO, Sociedad Estatal de Partici paci ones Industriales
(SEP1'), and Corporacion de Reservas Estrategi cas de Productos Petroliferos
(CORES) have been placed on CreditWatch with negative inplications. The 'A- 1+
short-termratings have been affirmed. The ' AAA" long-termratings on two
Spani sh regi ons, Autonompbus Conmunity of the Basque Country and Autononpus
Conmunity of Navarre, have al so been placed on CreditWatch with negative
i mplications.

The CreditWatch placement reflects our view of the significant chall enges
facing the Spani sh econony as it traverses a period of very weak growmh, and a
sust ai ned period of del everagi ng, which we expect to |l ead to a rebal anci ng
toward traded sectors requiring real exchange rate depreciation. The likely
result of such factors will be a nuch weaker potential growh rate over the
medi umterm than that experienced over the past decade. At the sane tine, we
project a substantial worsening in the Kingdom s public finances.

In our opinion, the credit-driven nature of Spain's strong growh
performance in recent years has led to a build-up in inbal ances, as evidenced
by the sizeable current account deficit (around 10% of GDP in 2008). Due to
the need for the private sector to restructure and del everage bal ance sheets,
we believe that the unwi nding of the deficit increases the probability of a
protracted econom c slowdown. In any case, we expect the rebal ancing of the
economny towards a nore sustainable growh nodel will lead to weak growth over
the mediumterm This process will likely be inpeded by the restrictive nature
of product and | abor nmarkets. W believe that Spain's reduced conpetitiveness
will make it challenging to reorient production towards external demand,
particularly in the current global environnment. Despite a relatively strong
starting position, we expect the Kingdom s public finances to deteriorate
mar kedly, with the general government deficit rising well above 3% of GDP
until 2011, and peaking above 6% in 2009. Over the nediumterm there appears
to be a need for a reduction in expenditure to a |level nore commensurate with
| ower revenues and a weaker growth outl ook
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CreditWatch

A resolution of the CreditWatch action is likely this nmonth pendi ng further

i nformati on fromthe Spani sh government regarding its response to the
deterioration in the structure of both the econony and its public finances. W
are in the process of assessing the fiscal consequences of the current
recessi on and reduced growth outl ook, which is expected to lead to a nmedi um
to |l ong-termrebal anci ng of the Spanish econony, and to significantly weaken

t he governnent's budgetary position.

Ratings List

To From
Spai n (Ki ngdom of)
Sovereign Credit Ratings
Long-term AAA/ WAt ch Neg AAA/ St abl e
Short-term A-1+ A-1+

Cor poraci on de Reservas Estrategi cas de Productos Petroliferos

Soci edad Estatal de Participaciones Industriales (SEPI)

Instituto de Credito Ofici al
| ssuer Credit Rating
Long-term AAA/ VWt ch Neg AAA/ St abl e
Short-term A1+ A1+

Aut onombus Conmmunity of the Basque Country
Aut ononmous Conmmunity of Navarre
| ssuer Credit Rating AAA/ WAt ch Neg/ - - AAA/ St abl e/ - -
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Sovereign Ratings;SovereignLondon@standardandpoors.com

Ratings information is available to subscribers of RatingsDirect, the

real -ti ne Web-based source for Standard & Poor's credit ratings, research, and
risk analysis, at ww.ratingsdirect.com It can also be found on Standard &
Poor's public Wb site at www. st andardandpoors. conm sel ect your preferred
country or region, then Ratings in the left navigation bar, followed by Find a
Rating. Alternatively, call one of the followi ng Standard & Poor's nunbers:
Client Support Europe (44) 20-7176-7176; London Press Ofice (44)
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20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225; Stockholm
(46) 8-440-5914; or Mscow (7) 495-783-4017.
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