
  

  



  

  



  

 

 

 

 

 

 

INTRODUCTION 
 

During the past year Spain has successfully consolidated its economic recovery. For the first time since 2008, by the end 

of 2014 the Spanish economy will have registered six consecutive quarters of economic growth, outperforming both the 

main forecasts of only a year ago and the Euro Zone’s average growth rate. Domestic demand, sustained by improved 

perspectives on employment and growth, once again present positive growth figures despite the Public Administrations’  
fiscal consolidation efforts. Moreover, and unlike previous expansionary phases, the current recovery is one based on a 

balanced current account, as well as on a deleveraging and more competitive private sector.   

 

In the financial sphere, the Spanish banking system has strengthened its image and financial situation, as has been 

shown in the balance sheet assessment and stress tests carried out in the Euro Zone last year. After a long cleanup of 

their balance sheets, Spanish banks are finally in a good position to fulfil their proper role in the transmission of credit; 

improvements can now be seen in loans extended to small and medium enterprises, both in terms of volume and in 

terms of cost. This improvement is supported by the development of a European Banking Union: under the stewardship 

of the European Central Bank, the Single Supervisory Framework now undertakes the supervision of the main European 

financial institutions, and a single framework has been approved for banking resolution.  

 

In this context, the Spanish Treasury has successfully completed its 2014 funding programme and has carried out an 

efficient financial management to smooth out its maturity profile and to paves the way for the execution of its 2015 

programme. Thanks to this effort, and despite facing a large volume of redemptions of medium- and long-term 

instruments in 2015, Tesoro Público’s funding needs for this year will be, both in gross and in net terms, very similar to 

those of the previous year. Moreover, in 2014 the Kingdom of Spain has launched its issuance programme of Bonos and 

Obligaciones del Estado linked to Euro Area inflation, through which it has further diversified its investor base and the 

distribution of its debt issuance by type of financial liability. Lastly, the steady normalisation of the Public Debt market 

after the 2011 and 2012 crisis is now showing in the improvement of secondary-market liquidity.  

 

The year 2015 will be marked by two developments that may influence the Treasury’s funding. Firstly, the Central 

Government will step up the provision of funding, initiated in 2012, to the Spanish Public Administrations as a whole. 

The State has offered regional and loval governments a new set of funding tools, described in Royal-Decree-Law 

17/2014, through which the Treasury would take over most of their market financing. This would provide them with 

significant budgetary relief given the Treasury’s lower funding cost. Indeed, concentrating public issuance around the 

State is more efficient because the international capital markets penalise the illiquidity associated with small issuers, 

and favour the transparency that results from satisfying all issuance needs through a single issuer.   

 

Secondly, the international macroeconomic environment, geopolitical tensions, and expectations surrounding monetary 

policy in the world’s main economic blocs will be determining factors of market developments in 2015.. The Kingdom of 

Spain will navigate these developments and will meet its funding objectives with a strategy that is transparent, 

predictable and focused on market liquidity. At the same time, it will retain the flexibility to adapt to the year’s 

monetary and financial environment. This document describes how the institution has applied these basic principles in 

the execution of its 2014 issuance, the Treasury’s funding programme for the current year and the main novelties in its 

strategy. 

 

  



  

 

 

 

 

 

 

 

THE SPANISH TREASURY’S FUNDING IN 2014 

1. MAIN RESULTS 

 

The Spanish Treasury has completed its 2014 funding programme at the lowest cost in its recent history, and has 

actively managed its redemption profile in 2015. In net terms, it has issued 55.641 billion euros, combining negative net 

issuance of Letras del Tesoro (Treasury bills) of 10.413 billion euros, and a net medium- and long-term issuance of 

66.054 billion euros. In gross terms, including the refinancing of its maturing Public Debt instruments, Tesoro Público has 

issued 241.333 billion euros, of which 142.230 billion have been in medium- and long-term instruments, and 99.103 

billion have been in Letras del Tesoro. Table 1 shows the Treasury’s results at the end of 2014, compared to its results in 

2013 and the initial plan at the start 2014. 

  

 
Table 1: The Spanish Treasury’s funding in 2014 

 

 
 

 

The average cost of issuing Spanish Central Government debt has fallen in 2014 by almost forty percent, from 2.45% at 

the end of 2013 down to 1.52% at the end of 2014. This has lowered the average cost of the entire portfolio of 

outstanding Central Government debt, from 3.73% at the end of 2013 down to 3.48% on December 31
st

 2014. Both 

figures (Chart 1) are the lowest in the Treasury’s recent history. Taking advantage of this development, the Kingdom of 

Spain has been able to maintain and even increase the average life of its outstanding portfolio, from 6.20 years at the 

end of 2013 up to the current 6.28 years.  

 

 

 

 

 

 

 

 

73.742 65.000 55.641
238.560 242.411 241.333

Medium- and Long-term

Gross Issuance 1 130.298 133.324 142.230

Amortisation 1 62.318 68.324 76.176

Net Issuance 1 67.980 65.000 66.054
Letras del Tesoro

Gross Issuance 108.262 109.087 99.103
Amortisation 102.500 109.087 109.516
Net Issuance 5.762 0 -10.413

Forecast                                   
Strategy January 

2014

End                          
2014

End                      
2013

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

(in billion euros and in effective 
terms)

Total Net Issuance
Total Gross Issuance



  

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

Chart 1: Average cost of outstanding Central Government Debt, 

Average cost of issuance of new Central Government Debt 

 

Chart 2: Average life of outstanding Central Government Debt 

 

 
 

 

2. THE TREASURY’S FINANCIAL MANAGEMENT IN 2014 

 

A. Initial forecasts in January 2014 

 

The fiscal consolidation path undertaken by all Spanish Public Administrations has allowed the Treasury progressively to 

lower its net funding needs in the capital markets. After raising a net 96.584 billion in 2012 and 73.742 billion in 2013, 

the 2014 Funding Strategy document announced a net funding requirement of 65 billion euros. This net amount would 

be raised entirely by issuing medium- and long-term bonds, whereas Letras del Tesoro, maturing in a year or less, would 

merely refinance the previous year’s maturing Letras.  

 

B. Revision of the Funding Strategy in June 2014 

 

Throughout the year the improving economic and financial situation has surpassed the conservative scenario envisaged 

in the the 2014 State General Budgets. In the month of April, the Government upgraded its own year-on-year GDP 

growth forecast from 0.7% to 1.2% and tightening its public deficit target for the year, from 5.8% to 5.5%. With this in 

mind, and in line with the observed improvement in fiscal revenues, the Spanish Treasury scaled down its net funding 

requirement for the year, from 65 to 55 billion euros.   

 

Favourable market conditions allowed the Treasury to increase its 2014 redemption. Firstly, in July 2014 the Fund for 

the Financing of Payments to Suppliers (FFPP in its Spanish acronym, see Box 1 for more information) was wound down 

and the Spanish Treasury took over its 26.198 billion euros of outstanding debt, of which 2.579 billion euros was 

redeemed in 2014. Secondly, the Kingdom of Spain redeemed early 1.612 billion euros of the loan from the European 

Stability Mechanism (ESM). Thirdly, the Treasury carried out a voluntary exchange of bonds maturing in 2015 against a 

new ten-year Obligación del Estado, and preamortised the 3.662 billion that it bought back. These three initiatives, as 

well as a slightly larger than expected refinancing of short term Letras del Tesoro, increased 2014 redemption payments 

by 8.282 billion euros above the initial forecast.  
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C. Managing the Treasury’s redemption profile for the year 2015 

 

Additionally, the Spanish Treasury has managed its issuance in 2014 in order substantially to reduce the financial 

redemptions payments foreseen ahead of 2015. Firstly, the preamortisation of the 3.662 billion euros bought back in 

the aforementioned bond exchange implies not having to refinance that amount in the current year. Secondly, the 

Tesoro decided to refinance 10.413 billion euros of maturing Letras del Tesoro by issuing medium- and long-term bonds. 

This measure, together with an issuance pattern for Letras del Tesoro more intense in 12-month maturities than in 

shorter tenors throughout 2015, will shrink Letras del Tesoro redemption payments by 16.717 billion euros.  

 

Despite facing 5.348 billion euros of additional redemptions after the assumption of FFPP debt, the net result of this 

strategy has been a reduction of 2015 total redemption payments by 15.031 billion euros. In this way, Tesoro Público is 

able to face the current year with a gross issuance volume simila to last year’s. Table 2 shows the global results of the 

Treasury’s management of redemptions.  

 

 
Table 2: Redemption management, planned vs executed, in 2014 and 2015 

 

  

  

Total Amortisation in 2014 177.411 185.692 8.282
Letras del Tesoro 109.087 109.516 430
Medium- and Long-term 68.324 76.176 7.852

Bonos & Obligaciones del Estado 67.256 70.918 3.662
Assumed FFPP Debt 0 2.579 2.579

Other 1 1.067 2.679 1.612

Estimated Total Amortisation in 2015 199.400 184.369 -15.031
Letras del Tesoro 109.090 92.373 -16.717
Medium- and Long-term 90.310 91.996 1.686

Bonos & Obligaciones del Estado 89.264 85.602 -3.662
Assumed FFPP Debt 0 5.348 5.348

Other 1 1.046 1.046 0

Difference            
End 2014 vs. 

Strategy 2014
(in billion euros and in effective terms)

Forecast Strategy 
2014 (January 

2014)
End 2014



  

 

 

 

 

 

3. FUNDING BY MODALITIES AND TENORS 
 

Table 3 breaks down the year’s gross issuance of 241.333 billion euros by modalities and tenors. The Treasury has 

issued less intensively in the medium 3- and 5-year maturities and more intensively in longer tenors. The launch of the 

Kingddom of Spain’s Euro Zone inflation-linked Bonos and Obligaciones programme has taken up 9% of total medium- 

and long-term issuance, very much in line with the the funding that other European issuers like France and Italy 

extract from this type of product.  

 
Table 3: Issuance in 2014 (billion euros, in effective terms) 

  

 
 

Following the usual pattern, the bulk of this funding was obtained in 47 ordinary auctions, of which 23 were for Bonos 

and Obligaciones del Estado and 24 were for Letras del Tesoro. As Charts 3 and 4 show, most of these auctions have 

seen high bid-to-cover ratios (averaging 2.5 times, for Letras, Bonos and Obligaciones) and, generally speaking, have 

been well absorbed in the days following each auction, as witnessed by the fact that around 17.841 billion euros, 

around 8.5% of total funding in auctions was raised in the second round of auctions. 

  

January 978 1.015 2.173 3.065 7.232 2.839 3.527 9.964 5.768 22.096 29.329

February 887 1.006 2.165 4.162 8.220 2.355 6.294 2.284 807 198 11.938 20.158

March 1.131 1.015 1.871 3.502 7.519 3.157 4.663 1.349 1.479 335 10.983 18.502

April 1.065 1.215 1.984 3.630 7.894 1.348 4.883 5.124 1.498 12.853 20.746

May 924 1.361 2.853 3.824 8.961 1.027 4.873 2.429 1.328 5.000 14.657 23.618

June 933 949 2.957 4.584 9.423 4.109 4.509 8.961 17.579 27.002

July 641 967 2.054 4.042 7.703 1.292 4.364 1.314 1.252 1.046 1.004 10.272 17.975

August 1.106 991 2.393 3.548 8.038 1.396 2.352 200 3.947 11.986

September 995 1.291 3.094 4.327 9.706 4.360 2.785 1.868 9.013 18.720

October 1.046 1.166 3.276 2.854 8.343 992 5.268 1.272 5.000 12.532 20.875

November 845 1.189 3.255 3.497 8.786 2.459 1.490 2.134 686 1.390 539 8.698 17.484

December 728 682 1.934 3.934 7.278 1.238 2.061 3.603 760 7.661 14.939

TOTAL
11.279 12.847 30.009 44.968 99.103 24.183 39.051 47.567 12.596 4.407 12.394 2.032 142.230          241.333   

17% 27% 33% 9% 3% 9% 1% 100%

28% 30% 28% 7% 4% 0% 3% 100%

TOTAL 
MEDIUM- AND 
LONG TERM

FUNDING PROGRAMME

MONTH

TOTAL GROSS 
FUNDING

LETRAS
TOTAL 

LETRAS
USD Notes 
and Loans

3m 10yr 15yr

Percentage in 2014 medium- and long term issuance →

Pro Memoria: percentage in 2013 medium- and long term issuance →

>= 30yr

BONOS & OBLIGACIONES

Inflation6m 9m 12m <= 3yr 5yr



  

 

 

 

 

 

 

 

 

 

 

  

 
 

 

 

Charts 3 & 4: Issuance volumen by method, bid to cover ratios, 2014 

 
Chart 3: Bonos & Obligaciones del Estado Chart 4: Letras del Tesoro 

  

 

Outside of the usual calendar of ordinary auctions the Kingdom of Spain raised 34.429 billion euros: 19 billion euros’  
worth in nominal fixed rate securities in bank syndications, 3.035 billion in loans and private placements, and 12.394 

billion euros in its new Euro Zone inflation-linked programme. 

 

The volume issued in nominal fixed-rate bond syndications pertains to the issuance of two new 10-year Obligaciones 

del Estado, for 10 and 9 billion, respectively. In the second of these syndications, and exchange of 3.662 billion euros 

of nominal outstanding Bonos and Obligaciones del Estado maturing in 2015 was accepted as payment. 

 

Moreover, in 2014 several long-term private placements were carried out, which contributed to the lengthening of the 

Government’s outstanding debt portfolio. The longest ever fixed-maturity bond to date was issued in September, 

namely a 50-year Obligación del Estado, for a nominal amount of 1 billion euros. Additionally, the Kingdom of Spain 

placed a 30-year note for a nominal amount of 300 million US dollars (equivalent to 242 million euros when issued). 

Two loans under German law (“Schuldschein” ) were obtained for a total amount of 413 million euros. Several loans, 

for a total value of 1.380 billion euros, were extended by the European Investment Bank to fund investment projects.  

 

The significant innovation of 2014 has been the launch of a new programme of Euro Zone inflation-linked Bonos and 

Obligaciones del Estado, as had been anticipated by the 2014 Funding Strategy document. This programme has raised 

a total of 12.394 billion euros for the State. Two new bonds, maturing in 5- and 10-years respectively, have been 

issued by syndication for an initial volume of 5 billion euros each, laying the foundations of a real yield curve that will 

be made more liquid in frequent reopenings. Although the Kingdom of Spain did not announce a regular auction 

calendar for this programme in 2014, market demand for additional liquidity made it convenient to reopen the 10-year 

reference in two special auctions, for a total value of 2.394 billion euros.  
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THE FUNDING PROGRAMME IN 2015 
 

Tesoro Público begins the year 2015 under more favourable conditions than in the past few years, thanks to the 

enormous adjustment efforts made in Spain – both in the private sector as well as in all Public Administrations – and 

thanks to much-improved integration and coordination within the Euro Zone.  

 

The Spanish Treasury’s 2015 net issuance requirement will be 55 billion euros, the same amount as the previous year. 

The Central Government’s deficit will be lower than in 2014 but, unlike previously, the Kingdom of Spain’s funding 

programme will also cover the funding needs of the Spanish Autonomous Communities and Local Councils that wish to 

reduce their financial costs.  

 

It is well known that in 2015 the Treasury must face a large volume of medium- and long-term redemptions (Chart 5) 

since, in 2012, during the worst phase of the Euro Zone crisis, it was forced to concentrate most of its capital market 

issuance in the three-year tenor. Nevertheless, and thanks to the proactive redemption management exercise 

undertaken in 2014, total gross issuance will be around 239.369 billion euro, slightly below the previous year’s result. 

Moreover, the launch of its Euro Zone inflation-linked bond programme provides the Treasury an additional, 

complementary investor base to that which it has traditionally enjoyed and which it is gradually recovering.  

 
Chart 5: 2015 outstanding redemption profile  

 

 

  

0

5

10

15

20

25

30

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec

Letras Bonos y Obligaciones Resto

€ bn



  

 

 

 

 

1. FINANCING SPAIN’S REGIONAL AND LOCAL ADMINISTRATIONS 
 

In 2015 the Treasury will provide new and attractive funding tools for regional and local administrations. Box 1 

summarises the package of financial initiatives launched in the past years to support sub-sovereign administrations. 

Through Royal Decree-law 17/2014, of December 26th, of measures for the financial sustainability of autonomous 

communities and local councils, the Kingdom of Spain will offer these Governments financing up to a total of 39.869 

billion euros under very advantageous conditions, which should make it easier for them to achieve their budget 

consolidation targets.  

 

It is inefficient for Spain’s public sector to raise funding through multiplicity of issuers at interest rates above the Spanish 

Treasury’s. Rationalising and unifying Public Debt around a single issuer, in this case the Kingdom of Spain, cuts 

unnecessary financial costs and facilitates the achievement of the ambitious budget consolidation targets that bind the 

Spanish public sector as a whole.  

 

Moreover, and unlike previous liquidity provision mechanisms, this new initiative also includes redemptions of domestic 

bank loans. This may free these sub-sovereign governments from their large loans from financial institutions, usually 

more expensive to service than capital market debt. Reducing the public sector’s bank financing may, furthermore, 

incentivise lending to the private sector and should thus contribute to the economic recovery underway.  

 

 

BOX 1: FINANCIAL SUPPORT TO SPAIN’S TERRITORIAL ADMINISTRATIONS 2012-2015 
 

Since the current constitutional framework was designed, the gradual assumption of administrative competences by Spain’s 

Autonomous Communities, as shown by the regions’  weight in total public spending, have turned our country into one of the most 

decentralised in Europe.  

 

The outbreak of the financial crisis hindered regions’  market access, given their excessive cost of funding and perceived risk of not 

being able to cover their funding needs. Understanding the systemic nature of regional governments as managers of delegated 

competences, as well as their relevance to the provision of basic services essential to the welfare state, in 2012 the Government 

decided to strengthen the institutional, legal and operational framework in order to buttress the regions’  access to funding.  

 

Firstly, the ICO-Redemptions credit line was set up to this effect as an instrument to ensure that no payments pertaining to capital-

market instruments or loans with non-resident financial institutions went unattended. Through this credit line, ICO provided 

financing to regions on a voluntary basis. The size of this line eventually amounted to 5.333 billion euros.   

 

Secondly, the Fund for the Financing of Payments to Suppliers (FFPP in its Spanish acronym) was set up in the second quarter of 2012 

to cover the arrears that regional and local governments maintained with their private-sector suppliers. In three distinct phases 

between 2012 and 2014, the Fund lent a total of 41.884 billion euros. Having achieved its task, the FFP was wound down and its 

liabilities were assumed by the State.  

 

Thirdly, the Regional Liquidity Fund (FLA in its Spanish acronym) was created as a voluntary centralised funding instrument to 

provide liquidity to Autonomous Communities subject to fiscal and financial conditionality. This financing has allowed each region to 

meet its redemptions of capital market securities and loans with non-resident financial institutions, as well as the deficits 

acknowledged and authorised by the Ministry of Finance and Public Administrations. To date, around 62.800 billion euros of 

financing has been granted through this mechanism. Additionally, it was agreed that any financing obtained outside of this 

mechanism must be provided under sufficiently favourable conditions to the borrower (regulated under the terms of “ financial 

prudence” ), given that the implicit backing of the State significantly diminishes regions’  credit risk.  

 

The process culminates with Royal Decree-law 17/2014, of December 26th, of measures for the financial sustainability of 

autonomous communities and local councils. This intiative reorganises and simplifies these liquidity mechanisms into two separate 

Funds – the Fund for the Financing of Autonomous Communities, and the Fund for the Financing of Local Entities – and expands their 

coverage to translate improved funding conditions to all Territorial Administrations and to all financial redemptions. Funding will 

have differing degrees of ondditionality according to each recipient unit’s compliance with their commitments to fiscal adjustment 

and average delay of payment to suppliers.  

 



  

 
 

 

 

 

 

2. NET FUNDING TARGET 
 

The Kingdom of Spain’s 2015 net funding target will be 55 billion euros, practically identical to that of 2014. Medium- 

and long-term net funding, however, will fall by more than 16 billion euros, from 66.054 billion euros in 2014 to 50 

billion euros in 2015. Net issuance of short-term Letras del Tesoro will be 5 billion euros, so that the total volume of 

outstanding Letras will be similar to that at the end of 2012. Despite having to deal with significantly higher redemption 

payments of medium- and long-term instruments, total gross funding will be around 239.369 billion euros, of which 

141.996 billion will be in medium- and long-term instruments and 97.373 billion euros will be in short-term Letras del 

Tesoro. Table 3 outlines the main funding targets for 2015. 
 

 

Table 4: The Spanish Treasury’s Issuance Requirement in 2015 

 

 

3. ISSUANCE OF LETRAS DEL TESORO 
 

The Spanish Treasury will not change the pattern of issuance of Letras del Tesoro: it will continue to hold regular 

auctions of 3-, 6- 9- and 12- months securities. The auction calendar for 2015 can be found at the beginning of the 

current document. As a general rule, 6- and 12-month bill auctions will take place on the third Tuesday of every month, 

whereas 3- and 9-month bill auctions will occur on the fourth Tuesday of every month.  

 

The current environment of very low interest rates in shorter maturities requires a particular emphasis on secondary-

market liquidity, since the main attraction of these instruments to investors lies precisely in that aspect. A tradable 

security’s liquidity depends in no small measure (see Box 3) on its outstanding issued volume. At every moment there 

are twelve Letras del Tesoro in circulation, each maturing in a different month of the year. Auctions of 3-, 6- and 9-

month bills are effectively reopenings of 12-month Letras that were launched 9, 6 and 3 months earlier, respectively, so 

the volume of each outstanding reference is always increased four times throughout the life of each security. To ensure 

that each Letra del Tesoro attains adequate liquidity from the start, the current environment requires more intensive 

issuance in the 12- and 9- month tenors and less intensive issuance in 3- and 6-month tenors. 

 

Pro Memoria: 
End 2014

2015                        
Strategy

55.641 55.000
241.333 239.369

Gross Issuance 142.230 141.996
Amortisation 76.176 91.996
Net Issuance 66.054 50.000

Gross Issuance 99.103 97.373

Amortisation 109.516 92.373

Net Issuance -10.413 5.000

Total Net Issuance
Total Gross Issuance

Medium- and Long-term 1

(in billion euros and in effective terms)

Letras del Tesoro 2

1 Includes debt in other currencies, Bonos & Obligaciones, and assumed debts

2 Redemptions of Letras, and therefore also gross issuance, will depend on the Letras 
issuance strategy in 2015



  

 

 

 

 

 

 

 

 

 

 

 

 

4. ISSUANCE OF BONOS AND OBLIGACIONES DEL ESTADO 
 

A. Ordinary auctions of Bonos and Obligaciones del Estado 

 

There will be no change in the scheduling of the Treasury’s regular auctions of nominal fixed-coupon Bonos and 

Obligaciones del Estado. As a general rule, these ordinary auctions will take place on the first and third Thursday of 

every month, as shown on the auction calendar presented at the beginning of the current document. Box 2 includes 

details on ordinary auctions. The expected issuance amount in ordinary auctions will be inside the published range. 

Decisions on amounts issued will involve an evaluation of the structure of bids, demand conditions, the amount 

outstanding of each bond and the State’s funding needs.  

 

 
 

BOX 2: ORDINARY AUCTIONS OF KINGDOM OF SPAIN DEBT 
 

Ordinary auctions are defined as those that are summoned and held according to the usual schedule published at the beginning of 

every year (see the the auction calendar at the beginning of the current document). As a general rule, with a few exceptions to adapt 

the schedule to official holidays, Bonos and Obligaciones auctions take place on the first and third Thursday of every month, whereas 

auctions of Letras del Tesoro occur on the third Tuesday (6- and 12- month bills) and fourth Tuesday (3- and 9-month bills) of every 

month.  

In 2015, Tesoro Público will maintain its announcement schedule for auctions unchanged from previous years: 

- The specific Letras del Tesoro to be auctioned are fixed at the beginning of the year when the calendar is announced, and are 

therefore known in advance. In the case of Bonos and Obligaciones del Estado, however the Spanish Treasury must retain a 

degree of flexibility in order to adapt to investor demand: The bonds to be auctioned will be announced at 14:00 CET on the 

Friday prior to each auction.  

- The issuance target range, both for nominal and for index-linked securities, will be published at 14:00 CET on the Monday prior 

to each auction.  

- The auction results will be published few minutes after its conclusion. 

 

There are three key variables to determine the result of an ordinary auction.  

- Marginal interest rate. It is the highest interest rate accepted in the auction. The Treasury will generally fix the marginal 

interest rate for every security in line with the prevailing secondary-market rates immediately prior to the auction.  

- Spread between the marginal interest rate and the weighted average interest rate. It shows the dispersion of the bids 

presented in terms of rates. A narrow spread implies greater interest-rate sstability and, therefore, a greater degree of 

accuracy among investors when determining the equilibrium marginal interest rate.  

- Bid-to-cover ratio. It is defined as the total volume of of bids divided by the total volume issued, and must therefore be above 

or equal to one. The ideal bid-to-cover ratio will depend on the degree of liquidity that the Treasury wishes to grant to the 

auctioned security. For example, the launch of a new reference will require a larger initial issuance, and can therefore afford a 

lower bid-to-cover ratio than the last reopening of a reference that already has a sufficient outstanding volume in circulation.  

 

In order to adjust supply to observed demand, the Spanish Treasury will announce a target issuance range; the expected issuance 

amount should be around the middle of the range. The amount issued will be fine-tuned towards the upper or lower end of the 

range in response to, among other circumstances, the interest rates bid. The objective is to maintain a closer command of the 

interest rates, marginally increasing issuance when advisable, while reserving the right marginally to reduce it when the prevailing 

conditions are unattractive.  

 

The second round of every ordinary auction (two business days after every ordinary auction) grants additional purchasing rights, at 

each auction’s weighted average price, to the Kingdom of Spain’s Primary Dealers that have met their commitments of liquidity 

provision in the secondary market. If the secondary-market interest rate at the moment of the second round is below the weighted 

average rate in the auction a few days before, it will be to the advantage of Primary Dealers to purchase additional volume of the 

auctioned security; if not, the option will not be exercised. The amounts that each Primary Dealer can purchase in this phase of every 

auction is regulated by the Resolution of July 20
th

 2012, of the General Secretariat of the Treasury and Financial Policy, establishing 

the operational framework for Primary Dealers in Kingdom of Spain Public Debt.  

 



  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

In 2015 the Kingdom of Spain will continue to develop its programme of Euro Zone inflation-linked Bonos and 

Obligaciones del Estado. The novelty this year, and with a view to provide liquidity to the real yield curve with 

predictable frequency, these products will be incorporated into regular auctions. Specifically, the Treasury may include 

these references to the first Bonos and Obligaciones auction (generally the first Thursday) of every month. When these 

securities are included, they will be announced and auctioned at the same time as other nominal references. In these 

cases, two separate indicative issuance ranges will be published, one for nominal fixed-rate Bonos and Obligaciones, and 

another for index-linked Bonos and Obligaciones. The Spanish Treasury intends to hold at least one auction of Euro Zone 

inflation-linked securities every quarter. 

 

B. Special auctions 

 

Like in previous years, in 2015 the Spanish Treasury will be able to summon special auctions, outside of the usual 

auction calendar, to provide liquidity to certain bonds.  These special auctions will be announced two days before their 

execution. No issuance target range will be announced, allowing the Treasury to issue the amount required to improve 

the functioning of the secondary market for that particular reference. Nevertheless, amounts issued in special auctions 

will generally be much smaller than in ordinary auctions. The Kingdom of Spain’s Primary Dealers will have exclusive 

access to special auctions; their participation will constitute a right, not an obligation.  

 

C. Syndications 

 

Although auctions will remain as the main issuance method of Kingdom of Spain debt, the Spanish Treasury may, like in 

previous years, resort to bank syndication. In a syndication the Kingdom of Spain’s Primary Dealers sell an issue directly 

to investors, allowing a larger volume to be issued of a security than in an ordinary auction, while ensuring an efficient 

and well-diversified distribution among final investors.   

 

Syndications will continue to be used for the initial launch of new nominal or index-linked Obligaciones del Estado 

maturing in ten or more years, although exceptionally the Treasury may reopen via syndication a security already in 

circulation if market conditions require it.  

 

D. Private Placements 

 

Finally, Tesoro Público may also issue Kingdom of Spain Debt through private placements, in which specific securities are 

sold directly to investors. This modality is normally used to issue small amounts of Medium Term Notes, outside of its 

traditional array of instruments. However, the Treasury may also use this issuance technique to issue Bonos and 

Obligaciones del Estado. For example, the Treasury is willing to consider reopening the 50-year Obligación, with 4% 

coupon and maturing in October 2064, which was launched in September of last year.  

 

Proposals for private placements will be brought to the Treasury by the Kingdom of Spain’s Primary Dealers. These 

proposals must fit the requirements previously set by the Treasury and will be assessed by virtue of, among other 

aspects, their financial structure, the degree to which they complement rather than substitute regular issuance, investor 

diversification or their cost when compared to regular issuance in similar tenors.   

  



  

 

 

 

 

5. SPECIAL THANKS TO PRIMARY DEALERS 

 

The liquidity of the Kingdom of Spain’s securities has improved substantially in the past few years, a factor which builds 

on the attractiveness of Spanish Public Debt despite the lower interest rates now fortunately offered by these products.  

 

Following the financial and sovereign debt crises of 2008-2012, financial authorities have coordinated globally a set of 

regulatory improvements in the international capital markets. The new regulatory landscape will ensure, in the medium 

term, a more transparent and robust market, but it demands financial institutions to engage in very significant short-

term adaptation efforts. The Spanish Treasury acknowledges and thanks the Kingdom of Spain’s Primary Dealers for 

their commitment to provide liquidity and to distribute its debt among an ever-wider set of investors.  The most active 

Primary Dealers for Bonos and Obligaciones del Estado in 2014 have been Citigroup Global Markets Limited, Barclays 

Bank PLC, Banco Bilbao Vizcaya Argentaria S.A., Caixabank S.A., and HSBC France. The most active Primary Dealers for 

Letras del Tesoro have been Caixabank S.A., Banco Santander S.A., Crédit Agricole Corporate and Investment Bank, HSBC 

France and Crédit Suisse Securities (Europe) Ltd. 

 

 

BOX 3: SECONDARY MARKET LIQUIDITY 

 
Liquidity in the secondary market for Spanish Public Debt can be defined as the ease with which an investor can buy and sell a large 

volume of securities after they have been issued. Liquid markets tend to be less volatile and more resistant to short-term 

fluctuations. As a result, investing in products with liquid secondary markets minimises the market risk assumed by each investor, 

and therefore encourages the acceptance of a lower interest rate.  

 

At every point in time, market operators assess the liquidity of Spain’s Public Debt attending to a series of variables:  

- The degree of competition in the market, measured by the narrowness of the spread between the purchase and sale prices 

(“ bid-offer spreads” ) at which a large number of other operators are willing to execute transactions of a certain size. 

- The degree of transparency in the market, proxied by the volume of transactions that effectively take place at the prices 

quoted by intermediaries. 

- The depth of the market, estimated by the total turnover bought and sold of each security.  

 

Charts 6 and 7 point at the improvement in liquidity observed in the secondary market for Bonos and Obligaciones. Quoted bid-offer 

spreads have compressed ssubstantiallysince the beginning of 2013. Total monthly turnover has increased, although it still fluctuates 

widely and ccould potentially affect the Kingdom of Spain’s investors.   

Chart 6: Bid-offer spreads for 5-, 10- 15-year bonds Chart 7: Average monthly traded volume of 

Bonos and Obligaciones del Estado 

  

To incentivise the provision of liquidity the Spanish Treasury demands specific quantitative commitments from it 21 Primary Dealers 

for Bonos and Obligaciones del Estado and its 21 Primary Dealers for Letras del Tesoro. The Treasury evaluates and rewards their 

performance according to the conditions stipulated in the Resolution of July 20
th

 2012, of the General Secretariat of the Treasury and 

Financial Policy, establishing the operational framework for Primary Dealers in Kingdom of Spain Public Debt. This notwithstanding, 

the Tesoro Público will continue to study possible reforms of the secondary market’s infrastructure to enable improvements in 

secondary market liquidity, insofar as it determines, in the current low interest rate environment, the attractiveness of the Kingdom 

of Spain’s Public Debt.  

 


