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Spain’s banks

Bring out your dead

Spain’s worst banks get a new owner: the taxpayer

AT LAST. Three years after Spain’s decade-long construction boom ended, Spain is finally nationalising some of its weakest lenders (having briefly seized two small savings banks earlier in the crisis). On September 30th the state took over three savings banks, or cajas, valuing their equity at close to zero. Banco CAM was seized in July. Others could follow.

The nationalisations were expected. Lenders had to meet minimum capital requirements by the end of September or swallow public funds. Two more cajas have been granted an extension but will also fall into state hands if they can’t find private capital by the end of this month.

The valuations were lower than expected, however. The state paid a token €1 ($1.33) for the whole of Unnim. CatalunyaCaixa was valued at 0.09 times book value, giving the state 90% of the shares; it got 93% of NovaCaixaGalicia.

Basement prices are a reminder of the two big problems still dogging the Spanish banking system. One is banks’ exposure to property developers: at €308 billion, the total of outstanding loans has barely budged since the start of the crisis. The other is dwindling profitability. Spanish lenders have €110 billion in wholesale debts coming due next year. With funding markets closed, banks have little choice but to compete fiercely for deposits or lend less. In the meantime, reliance on European Central Bank funding is increasing.

The state of Banco CAM in particular has fuelled doubts about the credit quality of other lenders and hurt the Bank of Spain’s reputation for tight supervision. After administrators had combed the books, the savings bank reported a loss of €1.1 billion for the first half of the year; its troubled-loan ratio has more than doubled from 9.1% in December. Over half of its property assets are non-performing.

The head of the Bank of Spain, Miguel Ángel Fernández Ordóñez, has admitted that CAM was “the worst of the worst” but says the other nationalised lenders should not be compared to it, just as the health of Madrid’s citizens should not be extrapolated from autopsies of the dead. It is possible that this kind of comment will make it harder to complete the auction of CAM.

The question that has hung over the industry for months, whether still more capital will be needed, has not gone away. Spanish lenders have already set aside €105 billion in provisions for bad loans, but more will be needed if the economy stagnates. So far the state has injected €17.6 billion, or less than 2% of GDP, into the banks via its bail-out fund. Santiago López Díaz of Exane BNP Paribas believes at least €40 billion more will be needed.
Luis Garicano of the London School of Economics goes higher still. He estimates that the capital required could total up to €100 billion, around 10% of GDP. Mr Garicano believes Spain wouldn’t be able to raise that much money in a hurry, and would have to seek help from the European Financial Stability Facility, the euro zone’s bail-out pot. Spain will probably get a new government next month; its problems are very long in the tooth.

