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$125 Billion Bailout Of Spain's Banks Is Doomed
 Posted 06/11/2012 06:47 PM ET

Bailouts: As expected, the European Union rode to Spain's

rescue Monday with a $125 billion bailout for that country's

banks. The oh-so-brief rally in European and U.S. markets

can't hide a simple fact: It won't work.

We don't mean to be downbeat, but another bailout is the

last thing Europe needs. As any drunk can tell you, another

drink may ease your pain for now, but it will leave you with

one heck of a headache later.

That's where Europe is now. After bailing out Greece, then

Spain, who's next? Italy? Ireland? Portugal? All could make a case that they're just as

deserving — maybe more.

Then there's France. Its new Socialist government has given more pension benefits to

workers and lowered the retirement age by two years to 60.

In a time when more — rather than less — austerity is called for, it won't be long before

France, too, is bellying up to the beggar's bar. Its banks are in no great shape, having

feasted on the rotten bonds of Greece, Spain and Italy. They too will need a rescue sooner

rather than later.

What then? As economist Tyler Cowen of the Marginal Revolution blog has noted, the

European Central Bank has already lent a trillion euros this year — about $1.25 trillion — to

bail out troubled EU debtors.

Yet, there's no sign it's working. By its own admission, the EU is back into recession, with

the European Commission predicting a 0.3% drop in GDP this year.

The reason it hasn't worked is these aren't really bank bailouts at all. They're government
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bailouts. The banks buy government bonds. So bailouts keep the illusion of doing something

for banks, while the politicians fiddle.

Those who believe bailouts work need only look at the chart

above. On Monday, Spain's 10-year yield stood at 6.5%, up

35% from its 4.85% level on March 1. That's a huge vote of

no-confidence by investors.

With Spain's economy cratering, youth unemployment at more than 50%, and overall

joblessness at a depressionary 24%, the $125 billion bailout won't go far.

Meanwhile, those who claim "austerity has been tried, but doesn't work," should look at the

record.

In 2010 and 2011, a time of "austerity," Spain's spending fell 1% and 3.6%, respectively. But

for the 10 years before that, spending rose 7.6% a year on average, according to Juan

Carlos Hidalgo of the Cato Institute.

That's hardly austerity. Spain's spending, like many in the EU, is at unsustainable levels.

The EU won't get better until its members address their excessive spending. Any other

solutions are merely fool's gold.
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Len Porochnia ·  Top Commenter · Columbia University
Don't be surprised if the Bernanke Federal Reserve ends up buying some of those shaky
Eurobonds in the near future. We seem to be so intent in preventing the Euro crisis from
affecting us that we are prepared to share their burden - at least until the elections are over
in Nov. This is what happens when countries start to be ruled by globalists instead of
nationalists. It's likely that Obama believes that it would be "unfair" if Europe collapsed while
the US survived. That's just not right because the "burdens" should be shared by all
countries. Right!
Reply ·  · Like · Follow Post · 17 hours ago1

Joe Allyn Woods ·  Top Commenter
Our own history of bailouts and prop-ups is a long tale of misery. The Depression was
extended because of those policies. And now we're suffering through another "malaise", self
inflicted by a group of know-nothing-know-it-alls. What is the remedy for to rid the world of
these parasites?
Reply ·  · Like · Follow Post · 14 hours ago1

David Elstrom

Here we go again! Doubling down on the kind of government meddling that caused the
housing crisis -- where crooked politicians used regulators to force banks to make rotten
loans, and when the scam blows up in our faces, unashamedly call for more regulation to
curb greedy bankers!

Now the same scam on a global scale. The suckers (oops, I should have said citizens) know
more loans to spendthrift governments is not a good idea. So, instead of direct bailouts,
government masterminds have discovered the dodge of "bailing out" banks, and then using
regulators to force the banks into buying government debt. Problem solved! Yes, except for
the fact that when this scam blows up it will take down banks globally!

Statists are like slugs: Everything in front of them is green and beautiful; everything behind
blighted and destroyed.
Reply · Like · Follow Post · 7 hours ago
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