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The response given by the Catalan
President Carles Puigdemont to the
Spanish government’s ultimatum last
Thursday did not provide the clarity
the central government was seeking
on whether or not he had declared
independence.
The central government therefore has
decided to invoke Article 155 of the
Spanish constitution. A broad set of
measures awaits approval by the
Senate, which is scheduled to
deliberate on Friday.
The Catalan government still has
time to act. The Catalan president is
facing the dilemma of whether to ask
the regional parliament to vote on a
declaration of unilateral
independence or to call regional
elections before the Senate vote. A
plenary session of the Catalan
parliament is scheduled for Thursday.
In the meantime, market reaction
remains limited, suggesting that
investors feel Catalonia risk is
contained.
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Just ahead of the passing of the 19 October deadline to clarify whether he had
declared independence or not, Catalan president Carles Puigdemont wrote a
letter to Prime Minister Mariano Rajoy saying that if Article 155 of the
Spanish constitution was activated, the Catalan parliament would formally
declare independence. Puigdemont’s letter did not provide the clarity the
central government was seeking.
As a result, for the first time since Spain embraced democracy in the late
1970s, Article 155 has been invoked by the central government. On Saturday,
following an emergency Cabinet meeting, Rajoy provided concrete details of
how his government plans to apply Article 155. He said that “the government’s
application of the article had four main aims restoring legality in Catalonia;
recovering normality and social harmony; a continuation of economic recovery and
the holding of elections”
The key points of the government plan are:
-

Catalan government & parliament: the power to dissolve the
Catalan parliament will pass to the Spanish Prime Minister Mariano
Rajoy. Regional elections are to take place in the next six months or
“as soon as normality is restored”. The central government has asked
the Senate to authorise the dismissal of the Catalan president Carles
Puigdemont and all his Cabinet members. They are to be substituted
temporarily by the corresponding ministries in Madrid. The
Generalitat (Catalan parliament) will continue to function and to be
charged with administration in the region. But under Article 155, the
central government reserves the right to veto any initiative of the
regional parliament deemed illegal or unconstitutional.

-

Security: the Spanish Interior Ministry will take control of the
regional police, the Mossos d’Esquadra, and will relieve its current
chief of his post.

-

Public radio and TV: the responsibilities of managing Catalan
public media will pass to new administrators.

Measures proposed by ruling conservative Popular Party (PP) are backed by
the main opposition party, the Socialist Party (PSOE) and Cuidadanos.
Together, these three parties account for 254 seats in Spain’s 350-seat
parliament. The set of measures outlined by Rajoy will not be applied
immediately. They still need to be approved by the Spanish Senate, the
upper chamber of parliament, on 27 October. Since the PP enjoys an

absolute majority, the measures are likely to pass. But this means the Catalan
government still has time to react. The central government has announced
that application of Article 155 will be gradual and will depend on the Catalan
government’s actions over the coming days. The door is open “until the last
moment”. Measures will be discussed at the commission-level on 24-26
October, Mr. Puigdemont (or a member of his Cabinet) could present
objections during such period.
The Catalan government has scheduled a plenary session of the regional
parliament on 26 October. It may ask it to vote on a declaration of unilateral
independence or it could call regional elections. So far, however, the Catalan
president is resisting the idea of early elections. “The option is not in the table
right now”, said a Catalan government spokesman on Sunday. A unilateral
declaration of independence could imply further tensions and potentially
more drastic measures, while calling regional elections before the Senate’s
formal approval would in principle avoid Article 155 package entering into
force as hinted by Prime Minister Mariano Rajoy.

What if new elections are held?
The most recent poll conducted by NC Report/La Razon (between October
16-21) shows that pro-independence parties would lose their absolute
majority if elections were held now. According to the polls, the coalition
“Junts pel Si” (which include Catalan republican left (ERC) and Democratic
Party of Catalonia (PDeCAT)) would end up with 61 seats, one less than
today, while far-left party Popular Unity Candidacy (CUP) would have six
seats, four less than at present. Adding the seats of these three parties
together gives the pro-independence side 67, one short of an absolute
majority (See chart below). If ERC and PDeCAT go separately, proindependence parties would get a total of 65 in total.
However, it is not clear whether new elections would significantly change
Catalonia’s political landscape as the application of Article 155 could change
the poll numbers.
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Limited market reaction so far
Muted market reaction to the latest developments suggests that investors
believe the risks associated with Catalonia are contained for now. As we
mentioned in our previous Flash Note, we do not think that, as things stand,
these risks will lead to a systemic crisis.
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However, if it is prolonged, political uncertainty could end up affecting
investment sentiment and confidence, depressing economic activity in
Catalonia and in Spain at large. Thus, the focus will eventually shift from the
political to the economic impact of Catalonia’s moves to secede. For now,
there is little indication that the crisis in Catalonia has had any significant
impact at the macroeconomic level in Spain. As a result, our real GDP
forecast for Spain (3.1% 2017 and 2.5% in 2018) is left unchanged.
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