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Spanish woes

Hard pounding

Spain discovers that bail-outs bring austerity and lost freedom
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FOR Spain’s prime minister, Mariano Rajoy, rises in sales tax are an “absurdity”. They hit consumer spending, punish the poor and reduce growth. So why is he raising value-added tax by three points, to 21%? A budget deficit of 8.9% of GDP in 2011 is one reason. But another is that, as Mr Rajoy turns to his European Union partners to bail out Spain’s banks, his freedom to pursue his own policies is dwindling. The tax rise is a direct imposition by Spain’s new masters in Brussels.

It is the core of €65 billion ($80 billion) of new budget measures spread over two-and-a-half years. Income tax went up early in Mr Rajoy’s first seven months in power. “These measures are not pleasant, but they are necessary,” he said, recognising that he had once pledged to reduce taxes. The latest jump in yields on ten-year bonds to above 7%, widely seen as unsustainable, meant that drastic measures were necessary.

A draft bail-out memorandum was leaked on July 10th, when EU finance ministers eased Spain’s 2012 deficit target from 5.3% to 6.3% of GDP. The draft claims that conditions apply only to banks but it also tells Spain to implement macroeconomic reforms demanded by the European Commission. The July 11th measures read like a catalogue of commission recommendations. They included reduced unemployment benefits, civil-service pay cuts, making Spaniards retire later and the privatisation of railways, ports and airports. The only stimulus measure for a country with 24% unemployment was a cut in social-security contributions.

Will the new budget damage Mr Rajoy? He has an absolute majority in parliament and leads the opposition Socialists in the polls. But his claim that the bail-out has no conditions now looks hollow. Striking miners marched in Madrid as he was presenting his measures. Details of the bail-out money, channelled via Frob, a restructuring fund, will be finalised on July 20th. Luis de Guindos, the economy minister, said the interest rate could be below 4%. Some €30 billion will be made available soon, but the rest will come more slowly. Stress tests of banks will be completed in September to show how much of the €100 billion on offer is needed. Loans will be available for 18 months.

The draft memorandum requires the Bank of Spain to provide regular updates on ailing banks to the European Commission, the European Central Bank and the IMF. It must also review its supervisory system, which failed to spot the impending havoc from toxic property assets held by banks that had lent crazily to developers. A bad bank will absorb most such assets. Spain’s former cajas, or savings banks, must give up control of the commercial banks they now own.

The memorandum requires Mr de Guindos to pass his sanctioning and licensing powers to the Bank of Spain, and Mr Rajoy to set up an independent fiscal body to monitor policy. It will force losses on customers who were persuaded to put their savings in “safe” rescued banks—which will feed the popular resentment against austerity and Spain’s loss of sovereignty. Barclays Capital reckons that €30 billion of subordinated debt has been issued by banks (other than the three biggest, BBVA, CaixaBank and Santander), of which 60% is held by retail customers.

The bail-out confusion is not over. Finland is demanding special collateral. Germany’s Bundestag will debate the terms on July 19th. And Spain’s government cannot take any bail-out debt off its books until a European banking supervisor is created next year, which would allow direct recapitalisation of banks. Mr Rajoy has said there is no quick fix for an economy that may stay in recession into next year. “Years of austerity await us,” says Antonio Argandoña of IESE business school.

