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Global forces bring rewards and risks

“The reality,”
c o n c e d e s
banker Enrique
C a s a n u e v a

after listing Spain’s advan-
tages in the face of a deepen-
ing global financial crisis,
“is that this economy has
grown a lot because we have
built lots of houses.”

Hundreds of thousands of
those houses – in what
seemed a virtuous circle,
their construction was both
a cause and an effect of
Spain’s rapid growth – now
lie empty and unsold along
the coast and on the fringes
of big cities. The residential

property market has
crashed, and the worst hit
developers are bankrupt.
Unemployment has sur-
passed 11 per cent of the
workforce and is rising fast.

Economists say a reces-
sion is looming, or already
under way. After that, says
Mr Casanueva, who heads
JP Morgan Chase in Spain
and Portugal, “there’s no
reason for a rebound. So the
probable scenario is a stable,
low-growth situation for
several years.”

A few weeks ago, such a
gloomy prognosis would
have been angrily rejected
by the Socialist government
of José Luis Rodríguez Zapa-
tero as unduly pessimistic.
Today, even ministers admit
the gravity of the situation.
“This is possibly the most
complicated economic envi-
ronment in decades,” said
Pedro Solbes, finance minis-
ter, when he announced
details of an austerity
budget for 2009 last month.

That is not to deny the
real strengths of the Spanish
economy. In the past two
decades, Spanish companies,
underpinned by a state-
financed programme to build
a modern transport infra-
structure, have become more
diversified, international and
entrepreneurial.

Although Spaniards accept
that construction and prop-
erty have dominated their
economy for too long, com-
panies in other sectors, from
fashion to wind power, have
begun to punch above their
weight internationally.

“We are much more inter-
nationalised than we were 10
years ago and the economy
in many ways is stronger,”
says Alfredo Pastor, econom-
ics professor at Iese, the Bar-
celona business school.

José Miguel Andrés, coun-
try managing partner of
Ernst & Young, says compa-
nies such as Telefónica in
telecommunications or Iber-
drola in energy have
improved dramatically over
the past decade.

“There is no comparison
in terms of personnel and
diversification,” he says.

The proof of this is in the
statistics. Foreign direct
investment into Spain last
year hit a record $53.4bn, but
outward investment, also a
record, was more than dou-
ble that at $119.6bn, accord-
ing to the UN Conference on
Trade and Development.

Javier Sanz, chief execu-
tive of Interes, the Spanish
investment promotion
agency, is anxious to change
perceptions that Spain is
largely dependent on con-
struction, arguing that sec-
tors such as information
technology and renewable
energy have recently been

growing at a faster rate than
in other European countries.

Inditex, with its Zara
brand, has become a global
role model for delivering
just-in-time, affordable fash-
ion to demanding consum-
ers. Abengoa, among other
things, sells technology for
solar power systems. Smaller
companies, many family
owned, have become interna-
tionally competitive in sec-

tors such as auto parts.
BBVA, the bank, owns Ban-
comer, Mexico’s largest, and
makes 44 per cent of its
profit in Latin America. And
Santander, the biggest bank
in Spain, has snapped up no
less than three UK banks in
the past four years.

The Bank of Spain’s con-
servative approach to bad
loan provisioning and its dis-
taste for assets held off the

balance sheet have protected
Spanish commercial banks
from the worst of the crisis
over sub-prime loans and
toxic securitised products.

Spain, however, has not
escaped the credit crunch or
the fallout from bank fail-
ures in the US, the UK and
continental Europe. As this
report went to press, Mr Zap-
atero announced a €30-50bn
plan to buy assets of Spanish

banks – healthy assets, not
toxic ones, he insisted – so
that the banks could con-
tinue supplying credit to
companies and individuals
in spite of the dearth of
interbank lending.

Spanish banks, mean-
while, are entering a more
conventional crisis arising
from the domestic property
crash and the accumulation
of bad loans. Sales of new

homes have almost entirely
stopped, and some property
brokers say a recovery could
be three or four years away.

Spaniards are already
feeling the effects of this on
the broader economy. Con-
sumption is being squeezed.
Construction companies
and car factories have laid
off thousands of workers,

As a construction
slowdown casts a
gloomy shadow,
Spaniards are now
paying the price for
rapid development,
writes Victor Mallet

Bull market? A bleak prognosis does not detract from strong fundamentals that have underpinned Spanish economic growth Reuters
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