
FINANCIAL SERVICES  
 

AN UPDATE ON THE SPANISH FINANCIAL SYSTEM, IN NUMBERS 
 
The economic crisis of the last year is chipping away at the Spanish banking sector. 
Bank branches have been closing steadily to adapt to dwindling business, while 
decreasing credit flow shows no immediate sign of turning round and default levels 
continue to rise - especially in the real estate sector, the worst hit sector in Spain. 
Statistics for the first semester published recently by the Bank of Spain on arrears, 
bad debts, credit and branches corroborate a trend toward the erosion of banking 
figures, despite the fact that the Spanish financial system as a whole is still solidly 
in the black. 
 
Default on payments by real estate promoters to June ran up to 26,523 million 
Euro. This represented arrears of 8.17% (7.16% for commercial banks, and 9.05% 
for savings banks). The financing balance (€324.664 million), having shown a 2% 
growth from January to March, became stagnant from April to June. The good news 
is that the rate of non-performing loans has slowed, although it is expected to show 
a rise for the third trimester after yet another large property developer, Nozar, 
sought court protection from creditors after it failed to reach a deal with its banks 
over restructuring €700m (£630m) in debt. It looks like the company will file for 
bankruptcy. Nozar is the latest Spanish property developer to fall victim to a lethal 
combination of excessive debt and a collapse in Spanish property sales, following in 
the footsteps of Llanera, Martinsa Fadesa, Habitat, Tremón, Aifos, Constructora 
Pedralbes, Edisan, Obrum, DHO and Begar, amongst others. 
 
The effects of the crisis are also noted in the difficulty in obtaining credit for home 
mortgages. For the second consecutive trimester, the balance of mortgage credit 
granted has dropped compared to the same period last year, to 620,920 million 
Euro, or 5,700 million Euro less than last year. Default on mortgage payments has 
risen 3%, despite the fact that families have benefited from lower interest rates 
(the Euribor in June was at 1.61%, representing a drop of almost €300 in monthly 
payments for an average mortgage of 150,000 Euro). In addition, commercial 
banks and savings banks have taken steps to avoid high mortgage arrears, from 
trading real estate stock for debt to refinancing, renegotiating payment terms or 
changing mortgages to rentals. 
 
Consumer financing is an even more complicated situation. The figures have 
confirmed the popular belief that consumers tend to default on everything else 
before falling behind on their mortgage payments. Default on consumer credit 
payments are presently at 7.58%, more than double that of mortgage payments. 
Consumer financing for household goods has fallen 14% over the last year; 
financial institutions have become extremely cautious when extending credit, this 
added to the fact that demand for consumer goods has dropped significantly due to 
a general lack of consumer confidence and a lack of willingness to purchase on 
credit. 
 
The Bank of Spain also recently published provisional credit figures to June. There 
does not seem to be a trend toward investment: commercial bank, savings bank 
and coop bad debt rose to 4.63%, - 14 points higher than the previous month -, 
and the credit balance dropped an average of 1% per month. Commercial bank 
defaults are at 4.14% compared to 5.18% for savings banks. Experts agree that 
even though the trend of rising defaults has slowed compared to the end of last 
year, there is still cause for concern. In fact, there is a common assumption that 
2010 will be even more trying for the financial services sector due to the present 
state of the economy. 
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Given this scenario, financial institutions have started to take a serious look at the 
need to adapt their cost structure to the present situation. In the first 6 months of 
2009, the whole of the financial system in Spain closed 928 offices (509 commercial 
banks and 378 savings banks). In the second trimester alone, 301 commercial bank 
offices closed, alongside 215 savings banks. Although no official figures have yet 
been published for the sector as a whole, figures in from individual financial 
institutions would confirm that the closure of this high number of branches is 
accompanied by an important reduction in staff, in order to bring personnel costs 
down to a minimum. The Bank of Spain agrees that this is a necessary measure, 
having stated on various occasions that the sector will have to shrink, even after 
the economic crisis, because it is doubtful activity will ever again reach the levels 
previously seen, when the credit balance was at a 20% high. In fact, the industry 
regulator adds that branch closures do not go far enough, and it encourages 
mergers, especially amongst the savings banks, as it does not consider that the 
future holds enough business for all involved. Several savings banks have indeed 
been discussing this possibility, where new announcements have appeared almost 
daily in the national press. 
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