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The Autonomous Community Liquidity Fund succeeded in reducing the cost of regional financing and
avoiding the need for more procyclical fiscal policies. Nevertheless, having achieved that goal, there is now
a need to implement a plan that allows regional governments to return to market-based financing.
Prolonging regional dependence on central government leads to perverse incentives which may slow down
the necessary public sector debt reduction process.
In 2012, various factors coincided which increased the cost of Autonomous Community financing. We can
see a structural fall in revenue as a result of the impact of the recession being felt. There are also
demographic factors that keep some costs permanently high. Similarly it is felt that a certain standardisation
should be introduced to the regional financing system, which makes some Autonomous Communities
especially vulnerable. Finally, the financing of the Spanish state now finds itself subject to an environment of
distrust. The setting up of the Autonomous Community Liquidity Fund meant that when this situation righted
itself, regional financing costs would fall. Without this mechanism, some regional governments would have
had to implement policies that were much more restrictive than those which were eventually seen, while the
risk of spillover to other parts of the public administration or the financial sector would have increased.
Almost five years after implementation and having achieved its goals, it is now the time to ensure there is an
exit plan for Spain's Autonomous Communities. Conditions could not be better: the expansion of the
economy means a less traumatic fiscal adjustment is needed, while the European Central Bank's
intervention is keeping financing costs at relatively low levels. Here we can add a new regional financing
system, with improvements made to existing institutionality, resulting in greater credibility, independence and
implementation capacity and a better perception of medium-term solvency for regional governments,
allowing them a smoother return to markets.
Why should all this be a good thing? Firstly, because in the current context there are perverse incentives -
given the impossibility of discriminating, the cost of the heterodox policies implemented by some regional
governments can be distributed across all Spanish tax payers. Secondly, although it is imperfect, the market
offers a further control mechanism, with the advantage that its judgements are transparent and plainly visible
to voters. Finally, it should not be forgotten that current conditions are transitory: neither growth will stay as
rapid nor will the ECB continue its quantitative easing indefinitely. Designing the road map to take Spain's
regions out of the Autonomous Community Liquidity Fund should be one of the Government's priorities for
2017.
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This document has been prepared by BBVA Research Department, it is provided for information purposes only and expresses data,
opinions or estimations regarding the date of issue of the report, prepared by BBVA or obtained from or based on sources we consider
to be reliable, and have not been independently verified by BBVA. Therefore, BBVA offers no warranty, either express or implicit,

regarding its accuracy, integrity or correctness.
Estimations this document may contain have been undertaken according to generally accepted methodologies and should be

considered as forecasts or projections. Results obtained in the past, either positive or negative, are no guarantee of future performance.
This document and its contents are subject to changes without prior notice depending on variables such as the economic context or

market fluctuations. BBVA is not responsible for updating these contents or for giving notice of such changes.

BBVA accepts no liability for any loss, direct or indirect, that may result from the use of this document or its contents.
This document and its contents do not constitute an offer, invitation or solicitation to purchase, divest or enter into any interest in
financial assets or instruments. Neither shall this document nor its contents form the basis of any contract, commitment or decision of

any kind.
In regard to investment in financial assets related to economic variables this document may cover, readers should be aware that under
no circumstances should they base their investment decisions in the information contained in this document. Those persons or entities
offering investment products to these potential investors are legally required to provide the information needed for them to take an

appropriate investment decision.
The content of this document is protected by intellectual property laws. It is forbidden its reproduction, transformation, distribution,
public communication, making available, extraction, reuse, forwarding or use of any nature by any means or process, except in cases
where it is legally permitted or expressly authorized by BBVA.
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