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                      SPAIN IN 2006

        Guillermo de la Dehesa, Chairman of the CEPR, Centre for Economic Policy Research


On the economic front, Spain will keep growing at a reasonable pace in 2006, 3 percent, slightly below the 3.2 per cent estimated for 2005, but similar to the average of the last three years and much above the 1.7 per cent growth in the ensemble of the Euro Area (EA). One of the main fuels of Spanish growth, since 1999, has been ECB monetary policy. As a “one size fits all” monetary stance cannot be set, it tends to be too expansive for countries, like Spain, that are still catching up to the European Union average per capita GDP and too restrictive for countries, such as Germany, France or Italy, which have experienced slower growth but that represent a weight of two-thirds in the EA harmonized CPI. Now, after more than two years of an ECB basic interest rate of 2 per cent, as Spanish inflation rate has kept slightly above 3 per cent, three month real short term interest rates for Spain have kept negative, thus, consumer and mortgage credits are booming and so do domestic consumption, housing and business investments. 
On the other side, this lax monetary stance is also fueling the present housing bubble, with a real overvaluation of around 30 per cent. For instance, Spanish annual housing starts are expected to be in 2005 one third of the rest of the EA, but prices keep still growing, thus, construction is also becoming a strong economic engine of growth. Moreover, the faster growth in domestic demand is producing a very large external trade and current account deficits, close to the US levels, as a percentage of GDP. Better news is that, in 2006, inflation is expected to slow down faster than growth, from 3.1 per cent to 2.5 percent, reducing its traditional large gap with the EA average, which will help to improve a little bit Spanish competitiveness in the EA, the present market for 60 per cent of its total exports.
Nevertheless, Spain is following until now and with great success the only available counteractive macro policy left out to the government: keeping a restrictive fiscal stance by closing the budget every year in balance or even in surplus for the first time in 2005. Moreover, Banco de España is helping with another countercyclical policy, by imposing now to all banks very large and preventive extra provisions to cover future expected non performing loans. 
On the political front, 2006 is going to be both complex and difficult. President Zapatero has decided to open the “Pandora Box” by trying to deal up with the two most difficult Spanish political issues at the same time: ETA terrorism and the increasing demands for more self-government by Catalonia and the Basque Country.
First, now that ETA’s military and financing base has been much weakened, after several years of a strong use of intelligence and police activism (with French extra help), the socialist government thinks that a political agreement with even ETA’s now illegal political supporters (HB) to achieve ETA’s arms dropping and an end to its violent activities may be feasible. This policy was also tried by previous governments but ending in failure, but Zapatero knows that if he is able to succeed this time, he could then call early general elections and win by absolute majority, getting rid of the present temporary and unstable support by the Catalan nationalist left (ERC) and being able to govern alone or with other moderate nationalists or the united left (IU). For the time being, to convince ETA to end violence looks very unlikely but it could be still possible sometime in 2006.

Second, both Basque and Catalan nationalists are trying to increase the self-government level of their present Statutes of Autonomy, approved 26 years ago, because Zapatero has told them to be open to discuss new statutes, provided do not require any amendment to the Constitution approved in 1978. This requisite makes sense, since any amendment to it will require a qualified majority of three-fifths of the votes in the national Spanish parliament, which needs the positive vote of both the socialist party (PSOE) and the main opposition party (PP), plus a nation-wide referendum to ratify it.

 Ibarretxe, the Basque President, proposed in 2005 a new statute which needed major constitutional amendments, given that the Basque Country was expected to become more a country associated to Spain than a regional government with an even higher level of autonomy (a similar system to Puerto Rico’s association treaty to the US). That statute is living in the “limbo” at present, given that it has no chance to ever been approuved by the Spanish parliament and also because Ibarretxe has realized that it is now a much more urgent issue to try to achieve an end to violence in the Basque Country. 
Catalonian parties may probably approuve their new statute, provided it fits into the Constitution and meets the sine-qua-non condition to discuss it by the socialist party in power. If their Statute is not approuved by the Catalonian parliament because moderate nationalists (CIU) veto it (for not achieving enough self-government) the statute will stop there and CIU will be blamed for it. If it is vetoed by the Catalan socialist in government (PSC) (for not fitting with the Constitution) early Catalonian elections will have to be called immediately because ERC will leave the coalition. Finally, if it is approuved by the Catalonian parliament and defeated in the National parliament, then elections in Catalonia will also need to be called in advance, which may also upset the present unstable majority made by a coalition of the socialists, the united left (IU) and Catalan left nationalists (ERC) in the National parliament. Thus, 2006 is expected to be a very exciting political year for Spain.
NB: The last paragraph needs to be changed on October 1st, because on September 30th the Catalonian Parliament makes a decision about the approuval of its new Statute. 

