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Forecast
% change over same period year before unless otherwise noted

2011 2012 2013
2012 2013

1Q 2Q 3Q 4Q 1Q 2Q

INTERNATIONAL ECONOMY Forecast Forecast

 Gross domestic product
  United States 1.8 2.2 2.0 2.4 2.1 2.6 1.6 1.8 2.0
  Japan –0.5 2.0 0.7 3.3 3.9 0.4 0.1 –0.8 0.0
  United Kingdom 0.7 0.0 0.7 0.2 –0.3 0.0 0.0 0.4 1.0
  Euro area 1.5 –0.5 –0.4 –0.1 –0.5 –0.6 –0.9 –0.9 –0.7
    Germany 3.1 0.9 0.5 1.2 1.0 0.9 0.4 0.1 0.2
    France 1.7 0.0 –0.1 0.2 0.1 0.0 –0.3 –0.3 –0.1
 Consumer prices
  United States 3.1 2.1 1.9 2.8 1.9 1.7 1.9 1.7 1.9
  Japan –0.3 0.0 0.0 0.2 0.2 –0.3 –0.2 –0.5 –0.2
  United Kingdom 4.5 2.8 2.8 3.5 2.7 2.4 2.7 2.8 2.9
  Euro area 2.7 2.5 1.8 2.7 2.5 2.5 2.3 1.9 1.7
    Germany 2.3 2.1 1.7 2.1 2.1 2.1 2.0 1.9 1.7
    France 2.1 2.2 1.2 2.3 2.3 2.3 1.7 1.3 1.1

SPANISH ECONOMY Forecast Forecast

 Macroeconomic figures
  Household consumption –0.8 –2.2 –2.9 –1.3 –2.2 –2.1 –3.0 –4.0 –3.3
  Government consumption –0.5 –3.7 –5.1 –3.8 –2.8 –4.0 –4.1 –4.9 –6.0
  Gross fixed capital formation –5.3 –9.1 –6.9 –7.4 –9.2 –9.7 –10.3 –9.3 –7.4
    Machinery and capital equipment 2.5 –6.7 –4.6 –5.2 –6.5 –7.0 –7.9 –7.1 –5.5
    Construction –9.0 –11.5 –8.1 –9.5 –11.6 –12.4 –12.3 –10.8 –8.6
  Domestic demand 
   (contribution to GDP growth) –1.9 –3.9 –4.0 –3.2 –3.8 –4.0 –4.6 –5.3 –4.6
  Exports of goods and services 7.7 3.0 4.4 2.1 2.7 4.2 3.2 6.7 5.6
  Imports of goods and services –0.8 –5.0 –4.2 –5.9 –5.2 –3.4 –5.4 –4.3 –3.6
  Gross domestic product 0.4 –1.4 –1.4 –0.7 –1.4 –1.6 –1.9 –1.9 –1.7
 Other variables
  Employment –1.7 –4.4 –3.2 –3.7 –4.7 –4.6 –4.7 –4.0 –4.0
  Unemployment (% labour force) 21.6 25.0 26.4 24.4 24.6 25.0 26.0 26.9 26.4
  Consumer price index 3.2 2.4 2.1 2.0 2.0 2.8 3.1 2.7 2.5
  Unit labour costs –1.4 –3.4 –1.9 –1.6 –3.1 –2.9 –5.8 –4.7 –3.8
  Current account balance (% GDP) –3.7 –0.8 0.8 –3.5 –3.1 –2.2 –0.8 –0.7 0.0
  Net lending or net borrowing   
   rest of the world (% GDP) –3.2 –0.2 1.3 –3.1 –2.6 –1.7 –0.2 0.0 0.5
  General government financial  
   balance (% GDP) –9.4 –10.6 –6.2 –9.4 –9.8 –10.0 –10.6   

FINANCIAL MARKETS Forecast Forecast

 International interest rates
  Federal Funds 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25
  ECB repo 1.23 0.88 0.75 1.00 1.00 0.75 0.75 0.75 0.75
  10-year US bonds 2.77 1.78 2.03 2.02 1.81 1.62 1.69 1.93 1.94
  10-year German bonds 2.65 1.55 1.76 1.88 1.50 1.42 1.42 1.52 1.65
 Exchange rate
  $/Euro 1.39 1.29 1.31 1.31 1.28 1.25 1.30 1.32 1.31

AC
FINANCIAL ACTIVITY Million euros 
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Profit attributable to Group 135
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Branches 6.342
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TOTAL BUDGET 500
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Contents Since the start of the global financial crisis, the fear of a currency war has repeatedly 
reared its head. With domestic demand immersed in a lengthy adjustment process 
in almost all developed countries, exports have become the sole engine for recovery. 
Carrying out a competitive devaluation of a currency is therefore particularly 
tempting. Aware of this, the emerging countries have raised their voices on more than 
one occasion when their currencies have appreciated. But with good cause? 

The quantitative easing programmes carried out by the ECB and especially the Fed 
have caused the greatest misgivings. Within the current context in which many large 
advanced economies have little room to implement expansionary fiscal policy, easing 
monetary conditions seems inevitable. However, the extraordinary scope of the stimuli 
implemented, apart from attempting to cushion the recession’s impact on domestic 
demand, means that they have also weakened their respective currencies. These 
misgivings therefore seem justified.

The latest chapter in the saga has been written by the recent depreciation of the 
Japanese yen. Since Shinzo Abe came into power in Japan last December, the yen 
has depreciated by close to 20% against the US dollar. This has coincided with 
the approval of a package of measures, both fiscal and monetary, that are fiercely 
expansionary, being dubbed Abenomics. Whether deliberately or not, it seems 
indisputable that the yen’s recent depreciation results from the economic policies 
implemented by the Japanese government, but judging whether a country is assaulting 
others via its currency is no easy task, especially when the tools used are diverse and 
the effects on the exchange rate indirect. 

In fact, according to the IMF’s estimates, the world economic map is not showing any 
widespread or extreme exchange rate imbalances. The Chinese renminbi, normally 
suspected of being undervalued, is actually below its par value but neither is this 
deviation exceptional. The euro and the dollar are minimally overvalued while the 
Japanese yen, after its sharp depreciation, would not be far from a reasonable average 
for its equilibrium exchange rate. 

If exchange rate movements cause such commotion it is because of their possible 
effects on economic activity. In this respect, the extent of the variations occurring 
to date does not seem large enough to set the alarm bells ringing. In Europe’s case, 
for example, the appreciation in the nominal effective exchange rate of the single 
currency has been 8.7% since July 2012. According to the ECB’s estimates, if this 
were permanent, it would not even amount to 0.2 percentage points of growth in 
GDP during the first year. An effect, therefore, that is not insignificant but hardly big 
enough to jeopardise the recovery.

Naturally, the effects of exchange rate variations on economic activity differ depending 
on the country in question. How open it is, the import content of its exports or its 
degree of technical specialization are key factors. However, in any case the fluctuations 
occurring to date in the foreign exchange market do not seem to be any cause for 
alarm.
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The sovereign debt crisis;  
the final chapter?

In the last few weeks, the developments in 
global financial markets have been a good 
example of what has been going on over 
the last three years: on the one hand, the 
negative influence of headwinds from 
political powers; on the other, the calming 
effect of the tide of liquidity provided by 
central banks; and the underlying current 
of a weak, irregular economic pulse that 
neither heartens nor disheartens.

Once again the main source of political 
noise is the euro area. While all eyes  
were on Italy’s tribulations to form a 
government, Cyprus took everyone by 
surprise. The serious difficulties faced  
by the country’s banking system were 
already well-known and also the fact that 
the most likely solution would involve 
sacrifices for bondholders and large 
depositors. What was not expected was 
that the Eurogroup would propose, albeit 
then rule out, the inclusion of small-scale 
depositors; i.e. those whose deposits are 
less than the 100,000 euros covered by  
the deposit guarantee scheme. The mere 
consideration of this possibility led to 
notable confusion. Moreover, there  
was once again a disappointing lack of 
coordination between the many different 
agents involved in the negotiations. 
Beyond errors in form, what is truly 
important is whether the case of Cyprus 
will resurrect the spectre of a euro break-
up or, on the other hand, will serve to 
boost the project of Monetary Union. 
Clearly conditions are ready for the latter 
and only very unlikely political mishaps 
could lead us to disaster.

The agreement finally reached by the 
Eurogroup with the Cypriot government 

includes a bailout of 10 billion euros, 56% 
of GDP, by the Eurogroup in exchange 
for implementing a Memorandum of 
Understanding with conditionality,  
both macroeconomic and regarding  
the banking sector. The details will  
not be known until mid-April but some 
measures have already been released.  
Of note is the adjustment in the oversized 
banking sector to levels similar to those  
of the euro area, the liquidation of the 
country’s second bank and the 
restructuring of its first, as well as  
an imposed haircut for shareholders, 
bondholders and depositors of more than 
100,000 euros to recapitalize the banking 
sector. Deposits of less than 100,000 euros 
will therefore not suffer any loss. The 
instruments used to resolve the Cypriot 
crisis are largely due to the country’s 
peculiar economic structure, with an 
oversized banking sector that operated  
as an offshore financial centre.

On the Italian front, we are still waiting  
to see whether its parliamentary forces  
are capable of forming a government  
and agreeing reasonable reforms for  
the political and economic systems. 
Something similar is happening in France, 
whose government is appearing doubtful 
regarding the structural reforms required 
to shake the country out of its apathy. 

The economic panorama of the euro  
area hasn’t been boosted either by the 
publication of its GDP figures for the 
fourth quarter of 2012, whose variation 
was somewhat worse than predicted, 
specifically –0.6% quarter-on-quarter. 
This is the fifth consecutive quarter of 
declines in GDP and the year-on-year rate 
of change is now –0.9%. This acceleration 
in the rate of contraction towards the end 
of the year is due to even weaker domestic 

ExECuTivE summary

uncertainty raises its head 
due to the Cypriot bailout.

Deposits up to 100,000 
euros are guaranteed.

Notable decline in the euro 
area’s GDP.



APRIL 2013 3  THE SPANISH ECONOMY MONTHLY REPORT

demand and especially a drop in exports. 
However, leading indicators suggest the 
recession is running out of steam. For 
example, the economic sentiment index 
of the European Commission increased 
by 1.1 points in February, rising clearly 
above the levels recorded at the end of 
2012.

The news arriving from the other side of 
the Atlantic isn’t too encouraging either. 
In the area of budget policy, Democrats 
and Republicans have yet to show any 
convincing consensus and the threat  
of the debt ceiling is getting close.

However, the US economy expects a 
robust first quarter in 2013 with GDP  
that might rise to above 0.7% quarter- 
on-quarter. After the jug of cold water 
represented by the initial GDP estimate 
for the fourth quarter, this was revised 
upwards and the latest composition 
confirms the strength of private 
consumption and investment. Similarly, 
most indicators have risen surprisingly, 
confirming that the US is continuing  
to recover. However, such initial vigour 
does not guarantee this tone will continue 
throughout the year. The origin of these 
doubts lies mainly in the slow recovery  
in employment and in the deleveraging 
currently underway, which will continue 
to restrict consumption. 

It is remarkable that, given the economic 
weakness in advanced countries and 
especially the upswing in uncertainty  
due to the Cypriot case, the investment 
climate has remained notably calm. There 
has been some nervousness at times and 
in some markets but no sharp, widespread 
increase has been observed in risk 
aversion, unlike what has happened 
repeatedly over the last few years.  
Two factors help to explain this.

Firstly, due to the dominant perception 
among investors that these political 
obstacles will eventually be overcome.  
In particular, that the project of European 
Monetary Union will consolidate, that the 

problems of the periphery countries will 
continue to resolve themselves (through 
their own efforts and with the help of the 
safety net provided by the ESM and the 
ECB’s OMT programme), and that 
countries as a whole will carry out enough 
reforms to improve economic growth 
(especially France and Italy). With all  
the caution warranted by the situation,  
we should accept the investors’ perception 
as reasonable.

Secondly, the assistance provided by 
central banks is incalculable. On the 
whole, monetary authorities continue  
to appear committed to their objectives  
to reduce systemic risks, generate an 
environment of easy financial conditions 
and ultimately to bolster the economic 
recovery. Expansionary monetary policy, 
implemented via very low reference 
interest rates and a dramatic expansion  
in the balance sheets of the central banks 
themselves, is pushing down yields on 
many financial assets to all-time lows, at 
the same time as causing a sharp drop in 
their volatility. It is true that central banks 
are concentrating their actions on high 
quality financial assets but the lower yield 
of these is pushing investors towards 
other, higher risk options, pushing up 
their prices.

Under the influence of these and  
other forces, developments in the 
macroeconomic environment itself are 
also leaving their mark on the markets. 
One of the most obvious signs is the 
disparity in trends between the stock 
markets of the United States and the  
euro area. While the Dow Jones reached 
another all-time high, going above its 
level prior to the start of the crisis in 2007, 
the euro area’s stock markets have 
languished behind, still far from such 
peaks. Spain, for its part, is in the lowest 
zone of the cycle and its stock market  
is therefore more ambivalent.

In fact, growth figures for the Spanish 
economy in the fourth quarter show  
that GDP suffered its largest drop in this 

The american economy 
shows signs of a robust 
start to the year.

Financial markets remain 
calm in spite of new 
sources of uncertainty.

stock markets reflect 
different points in the 
cycle and political risks.



4 APRIL 2013 THE SPANISH ECONOMY MONTHLY REPORT

second phase of the double dip recession, 
reaching –0.8% quarter-on-quarter.  
A significant fall but comparable with  
the one occurring in other European 
countries, such as Italy (–0.9%) or 
Germany (–0.6%), and even substantially 
lower that the drop experienced by our 
neighbour, Portugal (–1.8%). 

Private consumption was one of the  
main reasons behind this faster rate of 
contraction. The size of the adjustment, 
–1.9% quarter-on-quarter, was 
considerably more than expected. We 
should also note the poor performance  
by investment, down by 3.9% quarter-on-
quarter. It is therefore clear that domestic 
demand is still immersed in a lengthy 
adjustment and has yet to show signs  
of making any headway. 

To see any gradual improvement of 
confidence in the Spanish economy we 
must look to the good progress being 
made by the different adjustment 
processes carried out, such as in the fiscal, 
banking and external area and also in 
competitiveness. With regard to fiscal 
adjustment, 2012’s figures on the public 
deficit provided a pleasant surprise, 
reaching 7.0% of GDP, 0.7 percentage 
points above the target set by Brussels. 
This figure rises to 10.6% if we take into 
account the losses resulting from the bank 
bailout but this should not detract from 
the significant fiscal effort made 
throughout 2012. In fact, this figure  
has been well-received and opens the 
door to a possible revision of the deficit 
targets to ease adjustment requirements. 

It is notable that, within this context, 
Spain’s risk premium has continued to 
perform relatively well, falling moderately 
in March. The extensive share of foreign 
investors in the Treasury’s auctions, as well 
as the substantial reduction in spreads after 
each issuance, are signs of the renewed 
strength being shown by demand.

Substantial progress has also been made 
in the banking sector. The restructuring 
process has progressed considerably  
and, together with the gradual reopening 
of international financial markets,  
has resulted in banks’ liquidity needs 
falling significantly, although this is still  
of great use. 

The correction in the external imbalance 
also speeded up towards the end of last 
year. The figures for December’s current 
balance exceeded the expectations of the 
vast majority of analysts with a surplus  
of 4.88 billion euros. In 2012 as a whole, 
the current balance deficit fell to 0.8%  
of GDP, 2.7 percentage points below  
the figure for 2011. The good rate of 
adjustment recorded during the last  
half of 2012 reinforces expectations  
of achieving a current surplus in 2013, 
something that has not been seen since 
1997.

Lastly, the progress being made in 
competitiveness terms is continuing 
apace. Labour costs fell by 3.2% in year-
on-year terms in the last quarter of 2012, 
the biggest drop since the series started  
to be compiled. The reduction in Spain’s 
labour costs was substantially greater  
than the fall in the rest of the euro area 
countries, making its economy more 
competitive. 

In short, we finally have a range of 
evidence that the adjustment processes  
in the Spanish economy are advancing  
at a good pace although they are far from 
complete. Now that activity seems to  
have touched bottom, it is important  
to persevere with the efforts to achieve a 
more competitive and flexible economy 
that guarantees job creation. 

27 March 2013

in the fourth quarter, 
spanish GDP sees the 
biggest drop in this second 
phase of the double dip 
recession.

The significant advance 
made in the different 
adjustment processes 
underway boosts confidence 
in the spanish economy.

spain leads the gains  
in competitiveness  
in the euro area.
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CHrONOLOGy
2012
march  2

14
30

Twenty-five European Union countries sign the Treaty on Stability, Coordination and Governance to strengthen 
fiscal discipline.
The Eurogroup approves the financing of Greece’s second adjustment programme.
The government approves the proposal for its 2012 Budget, which contains a total adjustment of 27.3 billion euros.

april  2 The government approves a pharmaceutical co-payment scheme for pensioners and a rise in university fees to cut 
10 billion euros from healthcare and education.

may  11 The government agrees to raise provisions for banks’ non-problematic real estate assets to ensure the financial 
system is robust.

June 25

29

The government asks the Eurogroup for financial aid for Spanish banks after independent auditors estimate capital 
requirements of up to 62 billion euros in the most adverse scenario.
Cyprus asks the euro area for financial aid and, two days later, also asks for aid from the International Monetary Fund.
The European Council and the Eurogroup adopt relevant measures to redirect the euro crisis.

July  5
13

20

The European Central Bank lowers its official interest rate to 0.75%. 
The government approves a large adjustment package, with savings estimated at 65 billion euros up to 2014 by means 
of various fiscal measures and spending cuts.
The government announces the liberalization of railway transport as from July 2013.

august  3
22

The government approves its budget plan for 2013 and 2014 to meet its fiscal consolidation commitments. 
Russia joins the World Trade Organization.

september  6
27

The European Central Bank approves a programme to purchase short-term sovereign debt under certain conditions. 
The government passes its Draft Bill for the 2013 General Budget.

November 26 The Eurogroup agrees to release 43.7 billion euros of aid for Greece and takes measures to guarantee the sustainability 
of its debt by improving conditions for loans and buying back bonds.

December  13 The Asset Management Company for Assets Resulting from Bank Restructuring (Sareb) widens its capital with a 
majority contribution from private shareholders.
The European Council approves the creation of the Single Supervisory Mechanism for the banking sector.

2013
January 25 The government approves the Market Unity Guarantee Bill, establishing a single licence to trade in goods and services 

throughout Spain.
February 22 The government approves a Decree-Law with measures to support entrepreneurs and boost growth and job creation. 

The Decree-Law includes measures to increase competition in the hydrocarbon and railway sectors.
march 25 The Eurogroup and the Cypriot government establish the bailout agreement for Cyprus. The troika will provide a 

maximum of 10 billion euros. Moreover, shareholders, bank deposits over 100,000 euros and bond holders will meet 
part of the recapitalisation costs.

aGENDa
april may
 2
 

 4
10
12
16
19
24
25
26
29
30

Registration with Social Security and registered 
unemployment (March).
Governing Council of the European Central Bank. 
Industrial production index (February).  
CPI (March).
EU HICP (March).  
International trade (February).
Producer prices (March).
Labour Force Survey (first quarter).
US GDP (first quarter).
Flash CPI (April).
GDP flash estimate (first quarter).  
Balance of payments (February). 
Government revenue and expenditure (March).
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14
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Fed Open Market Committee.
Governing Council of the European Central Bank.
Registration with Social Security and registered 
unemployment (April).
Industrial production index (March).
CPI (April).
EU HICP (April).
International trade (March).
Producer prices (April).
Government revenue and expenditure (April).
CPI flash estimate (May).
Quarterly national accounts (first quarter).
Balance of payments (March).
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iNTErNaTiONaL rEviEw

The united states: defying fiscal 
adjustment

The US economy expects a robust first 
quarter in 2013 with a gross domestic 
product (GDP) that might rise to above 
0.7% compared with the fourth quarter, 
at 2.7% in annualized terms. After the jug 
of cold water represented by the initial 
GDP estimate for the fourth quarter, this 
was revised upwards and the latest 
composition confirms the strength of 
private consumption and investment. 
Similarly, most indicators have posted 
surprising increases, confirming that  
the US is continuing to recover. However, 
such initial vigour does not guarantee 
this tone will continue throughout the 

year, the reason why our revision of our 
growth forecast for 2013 as a whole is 
modest, from 1.9% to 2.0%. The origin  
of these doubts concerning the world’s 
first economy lies mainly in the burden 
represented by the slow recovery in 
employment, which is also the biggest 
risk, as well as in the deleveraging 
currently underway, which will  
continue to restrict consumption. 

The most positive figure from the start  
of the year is the upswing in private 
consumption, defying sequester 
uncertainties. The retail sales that reflect 
the underlying trend, without volatile 
cars or petrol, rose by 4.0% year-on-year 
in February. A good figure that, with a 

The united states expects  
a robust first quarter but 
growth will be moderate  
for 2013 as a whole.

uNiTED sTaTEs: maiN ECONOmiC iNDiCaTOrs

Percentage change over same period year before unless otherwise indicated

2011 2012
2012 2013

1Q 2Q 3Q 4Q January February

Real GDP 1.8 2.2 2.4 2.1 2.6 1.6 – ...

Retail sales 8.0 5.0 6.4 4.7 4.8 4.3 4.4 4.6

Consumer confidence (1) 58.1 67.1 67.5 65.3 65.0 70.4 58.6 69.6

Industrial production 4.1 3.9 4.4 4.7 3.4 2.9 2.1 2.5

Manufacturing (ISM) (1) 55.2 51.7 53.0 52.3 50.9 50.6 53.1 54.2

Housing construction 4.5 27.8 22.5 28.5 26.0 33.3 23.6 27.7

Unemployment rate (2) 8.9 8.1 8.3 8.2 8.0 7.8 7.9 7.7

Consumer prices 3.2 2.1 2.8 1.9 1.7 1.9 1.6 2.0

Trade balance (3) –559.9 –539.5 –571.3 –567.4 –557.4 –539.5 ... ...

3-month interbank interest rate (1) 0.3 0.4 0.5 0.5 0.4 0.3 0.3 0.3

Nominal effective exchange rate (4) 70.9 73.5 72.8 73.9 74.0 73.1 73.5 74.6

NOTES: (1) Value.
(2) Percentage of labour force.
(3) Cumulative figure for 12 months in goods and services balance. Billion dollars.
(4) Exchange rate index weighted for foreign trade movements. Higher values imply currency appreciation.
SOURCES: OECD, national statistical bodies and own calculations.
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Private consumption  
picks up and budget 
uncertainties are gradually 
being resolved.

Employment is higher  
than expected in February, 
with the unemployment 
rate falling to 7.7%.

view to GDP for the first quarter, is also 
strengthened by the good performance  
by automobile sales. Similarly, households 
are starting to rid themselves of the fear 
of the sequester which, although this 
seems inevitable, coincides with the 
approval of the federal budget for the next 
six months, minimizing its impact as well 
as avoiding default, which would have 
been an even greater problem. The 
Conference Board Consumer Confidence 
index for February rose substantially 
from 58.4 to 69.6 points. 

This good tone for consumption is not 
unrelated to February’s employment 
figures, which provided an undeniable 
surprise by increasing, creating 236,000 
net jobs and with an unemployment rate 
that fell by 0.2 percentage points to 7.7%, 
the lowest figure posted in four years.  
The rate of job creation in the last three 
months clearly exceeds the speed for 2012 
as a whole, although it is still too soon to 

talk of any sustained revival in the labour 
market. The problem is that, for this 
upswing to continue, growth in the 
economy would have to be slightly higher 
than what is predicted. The fact is that the 
US labour market is still hampered by 
structural problems. In February, the low 
activity rate continued, the proportion  
of employees working out of the whole 
population aged over 16 remaining 
unchanged at 58.5%, a level that is  
4.8 percentage points below the figure  
for December 2006 and which, should  
it continue, would end up reducing the 
production capacity of the US economy 
as well as long-term growth. 

That is why the Fed confirmed, at the 
beginning of March, its intention to 
maintain its third round of quantitative 
easing while the unemployment rate does 
not fall below 6.5% and inflation remains 
under control. The employment target 
will probably not be achieved until the 

THE UNITED STATES: UNEMPLOYMENT FALLS BUT THE EMPLOYMENT RATE FAILS TO RISE

Unemployment rate and activity rate (*)

NOTE: (*) Activity rate: employed population as percentage of population over 16 years. 
Unemployment rate: unemployed/labour force. 
SOURCES: Department of Labor and own calculations.
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Production investment 
must maintain its vigour  
in spite of persistent 
corporate debt.

end of 2015, as the high contingent of 
discouraged and underemployed workers, 
working part-time for economic reasons, 
will absorb a considerable part of the jobs 
created over the next three years,  
thereby delaying the reduction in the 
unemployment rate. January’s 
employment figures are a clear example 
of this. This delay is also self-perpetuating 
as those people who have been 
unemployed the longest tend to find it 
much more difficult to rejoin the labour 
market. February’s figures show an 
increase in the proportion of long-term 
unemployed to 40.2% of the total, much 
higher than the figure of 26.0% in June 
1983, which was the highest reached 
before the Great Recession. 

The Fed’s publication of its Flow of  
Funds for the fourth quarter supports the 
hypothesis of modest growth in 2013 in 
spite of the upswing in the first quarter. 
The proportion of household and non-
financial company debt compared with 
GDP rose for the first time since March 

2009, interrupting a deleveraging process 
that has not been completed, so that the 
current upswing in private consumption 
is likely to lose steam.

This is less clear in the case of investment. 
While household deleveraging since 
March 2009 has gone from 97.2% to 
80.9% of GDP, that achieved by non-
financial firms has been minimal, from 
83.4% to 80.1%, explaining part of the 
business caution shown over the last few 
months. However, corporate earnings 
close to historical highs and investment 
that has yet to recover its pre-crisis  
level are proof there is still room for 
improvement, so the investment 
component should maintain its tone  
in 2013. This support factor is reflected  
in the moderate improvement in the 
activity indices of the Institute for Supply 
Management (ISM) in February which,  
in manufacturing, rose from 53.1 to 54.2 
points in line with GDP growth of 3.0%. 
Services also rose, accounting for 83.5% 
of all private jobs, going from 55.2 to 56.0 

THE UNITED STATES: TWO DIFFERENT DELEVERAGING PROCESSES

Debt of households and non-financial firms as proportion of GDP

SOURCES: Federal Reserve, BEA and own calculations.
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The recovery in 
construction will continue 
due to the reduction in  
the oversupply and better 
financial conditions.

The CPi reaches 2.0% but 
will continue to moderate 
due to the low utilization 
of production capacity.

points, a level that corresponds to 2.5% 
growth. 

In the area of residential investment, 
construction will more than likely remain 
vigorous between 2013 and 2015. There  
is evident room for improvement. 15% 
annual growth throughout this three-
year period would still leave new houses 
started at 8% below the average level for 
the period 2000-2005, prior to the real 
estate bubble. This room for improvement 
is supported by the trend in the formation 
of new households which should offset 
the stagnation of the recession; by the 
improved financial conditions, which the 
Fed’s policy has at least something to do 
with; and by the reduction in oversupply, 
as shown by the decrease in the time 
required to sell a house, understood as  
the number of houses for sale divided by 
the number of houses sold per month. In 
January, 4.7 months were needed to sell a 
house, a typical figure for 2006, prior to 

the collapse of the real estate bubble and 
very far from the average of 13.8 months 
in the first half of 2010. With regard  
to prices, the gradual improvement 
continues with a Case-Shiller index that, 
in December, saw its eleventh consecutive 
rise, accumulating a 7.0% increase since 
January 2012.

In the area of prices, the 2.0% increase  
in February’s consumer price index (CPI), 
1.6% in January, came as a surprise and 
was due to rising oil prices which, given 
recent developments, should not 
continue. Nevertheless the core CPI,  
the general index without energy or food 
prices and which also increased by a 
similar 2.0%, indicates a panorama 
without inflationary tensions as prices  
are very likely to slow up in the short 
term, which is reaffirmed if we exclude 
owners’ equivalent rent for housing.  
The US economy’s level of activity is still 
clearly below its production potential, 

THE UNITED STATES: EARNINGS SUPPORT INVESTMENT

Corporate earnings as percentage of GDP and quarter-on-quarter change 
in non-residential investment (*)

NOTE: (*) In annual terms.
SOURCES: Bureau of Economic Analysis and own calculations.

Corporate earnings 
(left scale)

Investment (right scale)

2010 2011200920082006 2007 2012

% %

–40

–30

–20

–10

0

10

20

30

6

8

7

9

10

11

12

13



10 APRIL 2013 THE SPANISH ECONOMY MONTHLY REPORT

The trade deficit increases 
due to a one-off rise in oil 
imports but exports fall.

Japan exits the recession  
but its growth is still weak.

guaranteeing margin for the Federal 
Reserve, which would accept increases  
in the core CPI of up to 2.5% to continue 
with its policies of monetary expansion 
and low interest rates. 

With regard to the foreign sector, the 
deficit in the balance of goods and 
services for January increased after 
December’s good figures, reaching  
44.45 billion dollars. 90% of this increase 
in the deficit was due to the oil imports 
bill, rising in spite of the increases in 
production, suggesting that this situation 
should not continue. The most negative 
aspect was, however, the slight reticence 
shown by exports after two months of 
growth, questioning whether the sector 
will contribute positively to growth in  
the first quarter. 

Japan: timid exit of the recession

The country’s moderate upward 
revision of its GDP figures turned the 

small quarter-on-quarter drop for  
the fourth quarter into an increase,  
also minimal, so Japan is no longer  
in recession in the technical sense of 
accumulating two quarters of negative 
growth. However, this exit of the 
recession does not mean that the 
economy is on the road to recovery.  
The growth we expect for the whole of 
2013 is a lethargic 0.7%, thanks largely 
to the 10 trillion yen increase in 
spending approved by the new Prime 
Minister Shimzo Abe, which will be 
divided between aid for private 
consumption and the reconstruction 
work required after the tragedy  
of 2011. 

Abe has started up a programme of 
stimuli for the country to escape deflation 
and low growth, which has been called 
Abenomics, based on three pillars: 
monetary expansion, greater public 
spending and structural reforms. For  
the monetary pillar, Harukiko Kuroda, 
from the Asian Development Bank, was 

JaPaN: maiN ECONOmiC iNDiCaTOrs

Percentage change over same period year before unless otherwise indicated

2011 2012
2012 2013

1Q 2Q 3Q 4Q January February

Real GDP –0.5 2.0 3.3 4.0 0.4 0.4 – ...

Retail sales –1.0 1.8 4.7 2.5 0.1 0.0 –1.1 ...

Industrial production –2.3 –1.0 2.7 5.1 –4.6 –6.7 –7.1 ...

Tankan company Index (1) –1.3 –5.0 –4.0 –1.0 –3.0 –12.0 – ...

Housing construction 2.6 5.9 3.6 6.7 –1.0 15.0 4.9 ...

Unemployment rate (2) 4.6 4.4 4.5 4.4 4.3 4.2 4.2 ...

Consumer prices –0.3 0.0 0.3 0.2 –0.4 –0.2 –0.3 ...

Trade balance (3) –1.6 –5.9 –3.6 –3.7 –5.1 –5.9 –5.8 ...

3-month interbank interest rate (4) 0.34 0.33 0.34 0.34 0.3 0.3 0.3 0.3

Nominal effective exchange rate (5) 113.5 116.5 116.5 116.2 119.2 113.9 103.0 98.7

NOTES: (1) Index value.
(2) Percentage of labour force.
(3) Cumulative balance for 12 months. Trillion yen.
(4) Percentage.
(5) Index weighted for foreign trade movements. Higher values imply currency appreciation. Average in 2000 = 100.
SOURCES: OECD, national statistical bodies and own calculations.
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abe’s monetary expansion 
aims to end deflation and 
grow in current terms.

appointed governor of the Bank of Japan 
at the end of February. Above all, this 
monetary expansion aims to put an end 
to deflation or achieve GDP growth  
in current yen, which is the same thing. 
Nominal growth is essential in Japan to 
reduce the debt to GDP ratio in current 
terms. Since December 1997, Japan grew 
by 9.0% in real terms thanks to fiscal  
and monetary stimuli, which is a success 
given the environment of debt, deflation 
and an aged population. However, 
nominal GDP fell by 10.1%, perpetuating 
indebtedness. 

The markets’ reaction to these new 
policies has led to the yen weakening 
considerably which, since mid-November, 
has depreciated by 20% against the dollar, 
as well as to gains in the Nikkei stock 
market, up 44% over the same period. 
However, deflation and the trade deficit 

persist for the time being. The strategy  
of the Japanese authorities also has its 
risks. To begin with, its Asian neighbours 
might perceive the depreciation of  
Japan’s currency as a threat to their 
competitiveness and react with their  
own depreciations. The increase in  
public spending is also a dangerous  
tactic insofar as, in Japan, debt from  
non-financial firms has been passed  
on to the public sector, which is already 
suffering from excessively high debt.

Although Abenomics is likely to work in 
the short term, the final verdict will be 
provided by the programme’s third pillar, 
structural reforms, whose aim is to regain 
the competitiveness of Japanese firms 
compared with their Asian rivals which, 
to their credit, have reduced their debt. 
This would help the private sector  
to take over from public stimuli. 

Trend in real and nominal GDP. December 1997 = 100 (*)

JAPAN: THE FRUITS OF DEFLATION

(*) NOTE: Real GDP is the nominal GDP less price variations.
SOURCES: Japanese Ministry of Communications, National Statistics Office and own calculations.
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Currency war: much ado about nothing, at least for the time being

On many occasions and for differing reasons, the global economic and financial crisis that began in 2007 has been 
compared with the Great Depression of the 1930s. For example, the prior formation of a credit bubble, problems 
with the banking sector and debate regarding optimum monetary and fiscal policies have justified reasonable 
parallels between both periods. Another area subjected to comparison is foreign exchange policy, in particular 
regarding a possible «currency war». We can certainly see some similarities but, fortunately, the dynamics over the 
last few years have not been as turbulent or harmful as they were almost a hundred years ago.

The media success of the expression «currency war» can be put down to the fact that it is both ambiguous and 
grandiloquent. This term should be interpreted as a proliferation of actions taken by economic authorities in 
different countries aimed at devaluing or depreciating their own currency in order to boost exports, slow down 
imports and thereby combat economic weakness. «Competitive devaluations» or «beggar thy neighbour policies» 
are alternative terms. The means used to achieve this are wide-ranging and vary in their subtlety: from mere direct 
intervention in the currency markets to manipulate the exchange rate to establishing foreign exchange controls 
and even the design of monetary and fiscal policies.

Judging whether a country is attacking others via its currency is not straightforward, especially when the tools 
used are subtle. The reasons and circumstances surrounding such actions are crucial in reaching a decision. When 
the main aim is to stimulate domestic demand and affecting the exchange rate is only a side effect, this does not 
seem to be an attack. Similarly, the same measure must be considered differently depending on whether it takes 
place within an environment where the currency is clearly over-valued or under-valued. On the other hand, 
whether protectionist measures are also present is of the utmost importance given the damage that «trade wars» 
can cause to all those concerned.

Currency Wars: a media phenomenon that comes and goes

APPEARANCE OF THE TERM CURRENCY WARS IN BLOOMBERG NEWS TREND

SOURCE: Bloomberg.
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The events of the 1930s deserve to be classified as a currency war.(1) The initial scenario contained two basic 
elements: the Great Depression and the Gold Standard, a system of fixed exchange rates in which each currency 
was anchored to gold. Hit hard by recession, the authorities of the United Kingdom decided to abandon this 
straitjacket towards the end of 1931, setting off a long chain of events with global effect. The Scandinavian 
countries embarked on the same path as the United Kingdom that very year. Initially, one of the reasons for 
modifying the exchange rate system was to allow more expansionary monetary policies to be adopted aimed at 
domestic demand, but another objective was also to depreciate the currency and improve exports. In fact, this 
became the main focus of action over time. A few years later, France and Germany also gave up the Gold 
Standard, while the United States maintained it but in a highly diluted form. Competitive devaluations became 
common practice. There were also capital controls, at times defensive but other times offensive in nature. 
Unfortunately, a trade war did not take long to break out and reached extremely harmful levels. All this took 
place within a climate of reproaches, accusations and a lack of coordination between countries that merely 
served to quash the expansionary effect of the widespread application of more expansionary monetary policies. 
In fact, neither did it help to calm a tense international political climate that would result in unprecedented 
military conflict.

The situation of the last four years is much more reasonable. The threat of a currency war has occasionally raised 
its head but has, as yet, failed to materialize. Its most noticeable appearances have coincided with the announcement 
of «quantitative easing» programmes by the central banks of the main developed countries. In September 2010, 
the Brazilian Finance Minister, Guido Mantega, made the expression «currency war» popular in the press after 
hearing of the US Federal Reserve’s QE2 plans. In the period between 2012 and 2013, agitation has become more 
intense in line with the ambitious monetary and fiscal policies announced by the government and central bank of 
Japan. Meanwhile, we have seen an assortment of foreign exchange actions. In Switzerland, the central bank 
established a limit to the Swiss franc’s value against the euro and has intervened directly. Some other developed 
countries have also resorted to or threatened intervention. This was already customary in several emerging 
countries before the crisis and they have continued, combined with capital controls. However, all these operations 
and skirmishes do not constitute a currency war of the like seen in the 1930s. An examination of the reasons and 
circumstances reveals a relatively reassuring situation.

First of all, the Great Depression of recent years has not reached the dramatic heights of the Great Depression in 
the last century, while the flexibility of the foreign exchange systems that are now in force was already well 
established by 2008, unlike the chaos caused by the sudden abandonment of the rigid Gold Standard. Given this 
situation, the economic policy measures adopted have been aimed mostly at domestic targets and not at 
manipulating the exchange rate; in developed countries, to boost domestic demand: this seems very clear in the 
case of the United States with its categorical monetary policy, and somewhat less clear in the case of Japan; in the 
emerging countries, to preserve financial stability. This objective has become legitimate after the traumatic 
episodes experienced in the last few decades, such as shock wave caused by the Lehman bankruptcy and, 
previously, the Asian and Latin American crises of the 1990s. The use of foreign exchange controls to redirect 
flows of speculative capital has become accepted as reasonable practice, very different to when it was used for 
trade purposes.(2)

(1) See, for example, Eichengreen, Barry and Douglas Irwin (2010), «The Slide to Protectionism in the Great Depression: Who Succumbed and 
Why?» Journal of Economic History 70, pp. 871-897.
(2) See the box «The exchange rate as an economic policy tool» in this issue.
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In addition, the most significant actions have occurred in countries whose currencies had appreciated not because 
of fundamental reasons but, in particular, due to the huge aversion to risk holding sway recently (such as in the 
case of the Swiss franc and the yen). In this respect, the IMF itself has stated that it has not observed any significant 
deviations at present regarding the fundamental equilibrium exchange rates of the main currencies.(3) On the 
other hand, the foreign exchange markets have operated correctly, without interruptions or dysfunctions (with 
the notable exception of the post-Lehman months, an event that collapsed all international financial markets). 
Lastly, no serious trade wars have emerged. In fact, more liberalization agreements are still being negotiated 
(particularly the one between the United States and the European Union), while international trade is expanding 
vigorously.

The climate of relations between countries has remained moderate, apart from the odd verbal outburst. Forums 
such as the G-20 are not wonders of harmony but they have helped to achieve some coordination, albeit tacitly and 
a posteriori. Along these lines, some observers(4) believe we are not experiencing an adverse currency war but a 
spontaneous process that is helping to coordinate internationally the application of expansionary monetary 
policies. Under this premise, the very success of these policies and the consequent recovery in the global economy 
should get rid of the threat of currency war once and for all.

This box was prepared by the Financial Markets Unit
Research Department, ”la Caixa”

SOURCES: JP Morgan and Bloomberg.
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(3) See the box: «What is the right price for a currency?», in this issue.
(4) See Eichengreen, Barry. (2013) «Currency War or International Policy Coordination?», Journal of Policy Modeling (forthcoming).
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China: gradual progress continues

January and February’s figures confirm 
the upward trend in China’s economy 
although some sources of risk still hover 
over the Asian giant. On the one hand, 
the relative weight in credit of shadow 
banking (financial institutions outside 
the scope of the country’s bank regulator) 
has been increasing; on the other hand, 
real estate prices continue to rise, 
particularly in the country’s large cities.

Starting with the latter, real estate prices 
rose again in February, increasing in 66 
out of the 70 cities for which the Chinese 
National Statistics Service reports prices. 
The biggest rise (3.1% compared with 
January) was in Guangzhou, the capital 
of the province of Guangdong, known 
globally as the world’s factory. In the 
large cities, prices have been rising  
non-stop since summer 2012. The 
government’s reaction to this increase 
did not take long to come and it 
announced another round of measures  
to cool down the real estate market: 
another tax hike on house sales and 
purchases and on down payments, 
among other restrictions.

Nevertheless, we need to look at these 
price rises within context. In particular, 
the rise in real estate prices does not  
seem to have notably worsened housing 
affordability. Although in the last few 
years (2000-2011) real estate has 
appreciated more than disposable income 
in some large cities such as Shanghai, 
Shenzhen, Hangzhou and Beijing, the 
increase in 2012 remained in line with 
wage rises.

Regarding shadow banking, a growing 
number of people are warning of the 
sharp increase in credit granted via  
these financial institutions. Although 
they have boosted the financing of small 
and medium-sized enterprises, 
sometimes forgotten by commercial 
banks, and offer new, more profitable 
investment possibilities than classic 
deposits, they also involve certain risks 
such as their excessive concentration  
on property development credit and  
a maturity mismatch.

In terms of activity, indicators for 
January-February, together due to the 
distortion created by the Chinese New 
Year which does not always fall in the 

China’s business indicators 
still confirm the gradual 
improvement in growth.

Nonetheless, the real estate 
market and the increase in 
shadow banking are areas 
that need to be monitored.

CHiNa: maiN ECONOmiC iNDiCaTOrs

Percentage change over same period year before, unless otherwise indicated

2011 2012
2012 2013

1Q 2Q 3Q 4Q January February

Real GDP 9.3 7.8 8.1 7.6 7.4 7.9 – ...

Industrial production (*) 13.7 10.0 11.6 9.5 9.1 9.2 – 9.9

Electrical power generation 10.9 4.2 6.5 1.2 2.1 7.4 – 5.4

Consumer prices 5.4 2.6 3.8 2.9 1.9 2.1 2.0 3.2

Trade balance (**) 154 231 157 179 196 231 233 280

Reference rate (***) 6.56 6.00 6.56 6.31 6.00 6.00 6.00 6.00

Renminbi to dollar 6.5 6.3 6.3 6.3 6.4 6.2 6.2 6.2

NOTES: (*) Combined figures for January-February.
(**) Cumulative balance for 12 months. Billion dollars.
(***) Percentage at end of period.
SOURCES: National Statistics Office, Thomson Reuters Datastream and own calculations.
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Brazil’s GDP advances by a 
weak 1.4% year-on-year in 
the fourth quarter of 2012.

same month, continue to confirm that 
the economy is gradually improving. In 
particular, cumulative urban fixed capital 
investment grew by 21.2% year-on-year in 
January-February, higher than the figure 
of 20.7% in the last quarter of 2012. 
Similarly, industrial production advanced 
by 9.9% year-on-year, equalling the 
average for the last quarter of the year. 
For its part, consumption has slowed up 
its advance although we expect a 
substantial improvement in 2013, partly 
due to the support measures planned by 
the country’s government.

Lastly, given this environment of activity, 
inflation picked up in February, rising  
to 3.2% compared with 2% in January. 
However, in the cumulative figure for 
January-February, inflation stood at 
2.6%, a little higher than the figure of 
2.1% in the fourth quarter due to strong 
food prices but still far below the latest 
government target of 3.5%.

Brazil: growth is still anaemic  
and inflation is climbing

Brazil’s economy is still anaemic with  
a much slower rate of recovery than 
expected. Although the first Latin 
American power grew by 0.6% compared 
with the third quarter of 2012, above the 
figure of 0.4% for the previous quarter,  
it is still below the rate we were used to 
seeing before the global crisis erupted 
(1.0% quarter-on-quarter). In year-on-
year terms growth was 1.4%, placing the 
figure for the whole of 2012 at a slim 0.9% 
and validating the stance of those who 
still expect a complicated 2013. All  
this was aggravated by significant  
bottlenecks that continue to limit the 
country’s production capacity and 
economic flexibility. By way of example, 
the agricultural sector’s transport and 
logistics problems will erode a large part 

of the profits from the good harvest 
expected in 2013. 

The view is somewhat more positive  
by demand component as investment 
grew for the first time last year, by 0.5% 
compared with the third sector in 2012, 
although falling by 4.6% in year- 
on-year terms. For its part, household 
consumption continued to resist and 
grew by 1.2% compared with the second 
quarter. Although private consumption 
accounts for just over 60% of the 
country’s GDP, this resilience will not be 
enough to significantly drag growth 
rates along unless investment 
strengthens.

Inflation continues to rise within this 
environment of weak improvement. 
January’s figure reached 6.3%, just 0.2 
percentage points below the ceiling of  
the inflation target set by the Monetary 
Policy Committee (COPOM). In order  
to counteract this increase a little, and 
given that the expected correction in food 
prices never came about, President Dilma 
Rousseff brought forward the tax cut for 
basic goods initially planned for May.

Inflationary pressures limit the Central 
Bank’s margin to support depressed 
economic growth. In this respect, in  
the minutes of the COPOM meeting in 
March we can infer a shift in monetary 
policy, which between August 2011 and 
October 2012 cut the reference interest 
rate (Selic) by 525 basis points to the 
current figure of 7.25%. Nonetheless, this 
economic weakness leads us to rule out 
any changes in the interest rate until a 
significant improvement is seen in the 
pace of activity, unless inflation moves  
far away from the target range. We have 
therefore maintained our scenario, which 
assumes a rise in the Selic rate as from 
mid-2013.

...limiting the Central 
Bank’s room to support 
economic growth.

inflation continues to rise, 
reaching 6.3% in February 
and approaching the ceiling 
of the Central Bank’s 
target...



APRIL 2013 17  THE SPANISH ECONOMY MONTHLY REPORT

Regarding the rate of activity, January 
came as a surprise with a significant 
improvement in the industrial production 
index. Specifically, this grew by 2.5% 
compared with December, far above the 
2.7% drop in 2012. Although part of this 
rise can be explained by the stimulus to 
the automobile industry, the 
improvement has not been limited to just 
this sector. This figure, however, does not 
change our forecast that, in the first 
quarter, growth will be similar to that of 
the fourth quarter of 2012.

mexico: reforms reach  
the telecom sector

The President of Mexico, Enrique Peña-
Nieto, is continuing with his ambitious 
plan of structural reforms with the aim of 
increasing the country’s growth potential 
from the current 3%-4% to 6%. The 
reforms to the telecommunications 
industry confirm this Latin American 
country’s determination to change, which 
many had doubted. In the words of the 
President himself: «In Mexico there are 
no untouchable interests». 

First came the labour reform, which aims 
to make the labour market more flexible, 
breaking down the rigid system of the last 
40 years. Then came the educational 
reform which, among other things, 
established a transparent system for 
assessing and recruiting teachers, 
eliminating the practice of inheriting  
or selling teaching posts. 

Now it is the turn of the 
telecommunications industry. The reform 
aims to increase competition in the sector 
in order to lower prices that are deemed 
too high.

Given this situation of reforms, inflation 
picked up slightly in February, standing 
at 3.6% compared with 3.3% in January. 
However, this increase in prices was not 
across the board but concentrated in just 
a few goods and services. In general 
inflationary pressures are, for the time 
being, contained.

This price containment has encouraged 
the (relatively) unexpected cut in the 
reference interest rate by 50 basis points 
down to 4%, the first cut since July 2009. 

BraZiL: maiN ECONOmiC iNDiCaTOrs

Percentage change over same period year before unless otherwise indicated

2011 2012
2012 2013

1Q 2Q 3Q 4Q January February

Real GDP 2.7 0.9 0.7 0.4 0.9 1.4 – ...

Industrial production 0.4 –2.7 –3.7 –4.6 –2.1 –0.2 3.4 ...

Consumer confidence (*) 113.2 114.0 113.2 113.4 113.2 116.2 114.2 113.6

General unemployment rate (**) 6.0 5.5 5.8 5.9 5.4 4.9 5.4 ...

Consumer prices 6.6 5.4 5.8 5.0 5.2 5.6 6.2 6.3

Trade balance (***) 29.8 19.4 29.1 23.9 22.4 19.4 16.7 13.7

Interest rate SELIC (%, end period) 11.00 7.25 9.75 8.50 7.50 7.25 7.25 7.25
Reales to dollar (*) 1.67 1.95 1.83 2.01 2.03 2.05 1.99 1.98

NOTES: (*) Value.
(**) Percentage of labour force.
(***) Cumulative balance for 12 months. Billion dollars.
SOURCES: Instituto Brasileiro de Geografia e Estatística, Banco Central do Brasil and own calculations.

mexico undertakes the 
reform of the telecom 
industry to reduce its 
concentration.

Banxico cuts interest  
rates given the global 
uncertainty and price 
containment.



18 APRIL 2013 THE SPANISH ECONOMY MONTHLY REPORT

With inflation under control, the 
downside risks have become a priority, as 
a result of a greater global economic 
decline than predicted. Nonetheless, the 
official memorandum from Banxico 
repeated that this is not the start of an 
accommodative cycle.

Between reform and reform, the 
breakdown of GDP components for  
the fourth quarter revealed, once again, 
an underlying resistance in domestic 
demand. Consumption stood out in 
particular with a contribution of close  
to two and a half percentage points,  
while investment played its part with  
a contribution of almost one point.  
On the other hand, the contribution  
(–0.2 percentage points) by exports reflects 
the world slowdown at the end of 2012.

Oil falls

Oil continued its correction started in  
the second half of February. Between  
20 February and 20 March, the price  
of crude lost 7.0%, falling to 107.9 dollars 

per barrel (Brent quality, for one-month 
deliveries) after having reached 118.0 
dollars on 14 February.

This drop in oil prices is due to global 
demand which, in 2013, will be less strong 
than expected. However, price 
fluctuations should not be too great as 
Saudi Arabia, the world’s largest oil 
producer with close to 11% of the total, 
regulates its production to ensure prices 
remain stable at a level that meets its 
budgetary requirements. The price of 
crude is therefore unlikely to fall below 
the level of 100 dollars in 2013. However, 
the latest drops in price should help  
to ease the CPI of the main economies 
over the coming months.

Losses predominated in the rest of 
commodities although the CRB index 
remained flat between 20 February and 
20 March. Losses focused on base metals, 
affected by doubts regarding the growth 
of large emerging economies such as 
India and Brazil. Iron halted its upward 
trend that had lasted since December 
2012 and returned to the fold of the rest 

mExiCO: maiN ECONOmiC iNDiCaTOrs

Percentage change over same period year before unless otherwise indicated

2011 2012
2012 2013

1Q 2Q 3Q 4Q January February

Real GDP 3.9 3.9 4.9 4.4 3.3 3.3 – ...

Industrial production 4.0 3.4 4.1 4.0 3.9 1.7 0.3 0.0

Consumer confidence (*) 91.7 95.8 94.1 96.4 96.8 96.0 100.0 95.5

Leading business index (*) 121.6 126.3 125.1 126.1 126.7 127.5 NA NA

General unemployment rate (**) 5.2 5.0 5.0 4.8 5.1 4.9 5.4 NA

Consumer prices 3.2 3.4 3.9 3.9 4.6 4.1 3.3 3.6

Trade balance (***) –1.5 0.2 –1.6 –1.3 1.4 0.2 –2.4 –2.9

Official Banxico rate (%) 4.50 4.50 4.50 4.50 4.50 4.50 4.50 4.50

Mexican pesos to dollar (*) 12.41 13.16 12.81 13.43 12.87 12.98 12.71 12.77

NOTES: (*) Value.
(**) Percentage of labour force.
(***) Cumulative balance for 12 months. Billion dollars.
SOURCES: Banco de México and own calculations.

Oil falls to 107.8 dollars  
per barrel.
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of the base metals with a drop of 17.5%. 
Similarly aluminium, copper and nickel 
all lost 7.8%, 4.3% and 2.1%, respectively. 
Precious metals, platinum, silver and 
palladium, all saw losses while gold 

remained relatively stable at 1,607 dollars 
per ounce. Food was the sector that saw 
gains, led by wheat and cotton, which is 
the material whose price has risen the 
most in 2013 due to stockpiling in China.

TREND IN VARIOUS COMMODITIES (*)

NOTE: (*) Figures for last day of month (last date March 20).
SOURCES: �e Economist, �omson Reuters Datastream and own calculations.
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The weakening of emerging 
economies pushes energy 
and industrial commodity 
prices down.
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activity stabilizes little by little 

The drop in GDP in the fourth quarter  
of 2012 was somewhat greater than 
expected, specifically –0.6% quarter-on-
quarter. With this, the euro area has now 
seen five consecutive quarters of falling 
GDP, placing the year-on-year rate of 
change at –0.9% for this quarter and at 
–0.5% for the whole of the year. 

Due to this larger decline, forecasts have 
had to be revised downwards for the base 
effect, albeit maintaining a profile of 
recovery. In its March report, the 
European Central Bank (ECB) reduced its 
growth forecast for the euro area by 0.2 
percentage points to –0.5% in 2013 and by 
0.2 percentage points to 1.0% in 2014. The 
2013 forecast is slightly below that of the 
consensus of analysts and the European 
Commission, which place it at –0.3%. 

This acceleration in the rate of 
contraction towards the end of the  
year is partly due to weaker domestic 
demand, whose contribution to growth 
in GDP was –0.6 percentage points in 
quarter-on-quarter terms compared  
with –0.5 points in the previous quarter. 
However, the main factor that led to a 
larger contraction in GDP in the fourth 
quarter was the drop in exports, down 
0.9% quarter-on-quarter. Given that 
imports saw a similar drop, exports 
made zero contribution to growth.  
This contrasts with the trend of the 
foreign sector in the first three quarters 
of 2012, which made an average 
contribution of 0.4 percentage points  
to quarter-on-quarter growth in GDP. 

In year-on-year terms, exports’ 
contribution fell below their third quarter 
figure of 2.5 points to 2.2 points in the 

The ECB revises its growth 
forecasts for the base 
effect in the fourth quarter.

EurOPEaN uNiON

Falling exports - the main 
reason for the recession 
speeding up in the fourth 
quarter of 2012.

EurO arEa: KEy ECONOmiC iNDiCaTOrs

Percentage change compared with same period the previous year, unless otherwise stated

2011 2012
2012 2013

1Q 2Q 3Q 4Q January February

GDP 1.5 –0.5 –0.1 –0.5 –0.6 –0.9 – ...

 Germany 3.1 0.9 1.2 1.0 0.9 0.4 – ...

 France 1.7 0.0 0.2 0.1 0.0 –0.3 – ...

 Italy 0.5 –2.4 –1.6 –2.6 –2.6 –2.8 – ...

 Spain 0.4 –1.4 –0.7 –1.4 –1.6 –1.9 – ...

Retail sales –0.2 –1.8 –1.1 –1.7 –1.4 –2.8 –1.3 ...

Consumer confidence (*) –14.5 –22.3 –19.9 –19.5 –23.8 –26.2 –23.9 –23.6

Industrial production 4.4 –2.1 –2.0 –2.3 –2.1 –3.0 –1.3 ...

Economic sentiment (*) 102.0 90.5 95.4 92.4 87.4 87.0 89.5 91.1

Ifo business climate index (*) 111.3 105.0 109.2 107.2 102.3 101.4 104.3 107.4

NOTE: (*) Value.
SOURCES: Eurostat, European Central Bank, European Commission and own calculations. 
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fourth. Nevertheless, improvements in 
the global situation in general, with 3.5% 
world growth predicted in 2013, 0.3 
percentage points more than in 2012 
according to the International Monetary 
Fund, should boost exports significantly. 
In short, the main engine of the recovery, 
namely the foreign sector, does not look 
like being in any danger for the moment. 

However, weak domestic demand is very 
likely to continue hindering growth 
during the first half of the year, albeit less 
intensely than in the fourth quarter. In 
fact, in the fourth quarter all the 
components of domestic demand fell 
compared with the previous period. 
Private consumption decreased by 0.4% 
quarter-on-quarter, thereby continuing 
the contraction seen in the preceding four 
quarters. This persistence of weak private 
consumption can be partly explained by 
the reduction in the gross disposable 
income of households, reflecting the 
labour market’s poor performance and 
tax hikes in many euro area countries.

For its part, public consumption saw a 
slight drop, namely –0.1% quarter-on-
quarter, similar to its reduction in the 
previous two quarters. This reflects the 
fiscal consolidation being carried out in  
a large number of euro area countries. 

The last component of domestic demand, 
investment, is the one that suffered the 
sharpest contraction in the fourth 
quarter, namely –1.1% quarter-on-
quarter. With this, the change in 
investment for the whole of the year stood 
at –3.9%. To some extent, such a 
performance by investment is normal in  
a recession as it is the most volatile 
component of domestic demand; i.e.  
it contracts more in recession but also 
grows more quickly in a recovery. What  
is worrying about the current situation is 
that it has accumulated a drop of 18.9% 
since the first quarter of 2008 and this 

might be a huge obstacle to achieving 
sustainable growth in the long term.  
The gradual recovery in confidence 
should help to revive such a vitally 
important component as investment. 

Leading indicators for 2013 point to the 
intensity of the recession diminishing. 
The improvement in confidence indices 
observed in the month of January has 
been consolidated in February. For 
example, the European Commission’s 
economic sentiment index rose by 1.1 
points in February, clearly above the 
figure recorded for the fourth quarter  
of 2012. February’s PMI (purchasing 
managers’ index) for manufacturing 
maintained the level reached the previous 
month.

High frequency business indicators, 
although still in the downward zone,  
also performed better than the previous 
quarter. For example, industrial 
production reduced its rate of contraction 
in January after a sharp drop in the 
fourth quarter, with a year-on-year 
change of –1.3%. Of note is the rise in the 
production of consumer non-durables, 
posting growth of 3.1% year-on-year. For 
their part, retail sales increased by 1.2% 
in January compared with the previous 
month, offering some optimism for the 
stabilization of private consumption in 
the first quarter of the year. With this 
figure, the year-on-year rate of change 
substantially altered its decline to –1.3% 
compared with the figure of –3.0% 
recorded in December. This is evidence  
of the crisis probably having touched 
bottom in the fourth quarter of 2012. 

However, the appearance of new sources 
of uncertainty means that the risks to 
growth prospects are still downwards. 
Particularly the huge expectation 
regarding Cyprus’s bailout and doubts 
whether the Cypriot parliament will 
entirely accept the agreement. Although 

The fragility of domestic 
demand will continue to 
weigh heavy on activity.

although the situation is 
still fragile, the recovery 
will gradually consolidate 
over the coming months.

There are more and more 
arguments to believe that 
the worst of the crisis is 
behind us.
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initial reactions have been contained for 
the moment, there is concern given the 
possible resurgence of tensions in the 
sovereign debt markets of other countries 
that are considered vulnerable. 

The situation in Italy is not helping either. 
After parliamentary sessions to appoint a 
new government there does not seem to 
have been any significant agreement 
between the different formations that 
might reach a pact and this suggests it 

will be difficult for a strong government 
to be formed. In spite of this indefinite 
scenario, the calm of the Italian debt 
market is remarkable, probably due to the 
progress made to strengthen the 
institutions of economic and monetary 
union. In this respect, the scenario that 
prevailed in 2011-2012 is unlikely to be 
repeated but, nevertheless, the resolution 
of these aspects will undoubtedly affect 
developments in the euro area over the 
coming quarters.

Cyprus and italy provide 
two new sources of 
uncertainty.

what is the right price for a currency?

The fear of a «currency war» has been recurring since the world economy entered a phase of financial and economic 
turbulence in 2008. And this is not surprising since, within an environment of low economic growth, it is appealing 
to resort to devaluation in order to increase competitiveness and thereby boost activity through exports. However, 
devaluation does not come cheap: not only does it impose economic risks, fundamentally in the form of inflation, 
but it can also lead to reprisals by other countries whose exports are affected by the measure or that simply see it 
as a threat. Nonetheless, accusing a country of depreciating its currency too much is no simple task. We must first 
determine the right value for the currency in order to judge whether it is over or undervalued. 

This value would be what academic literature calls the «equilibrium exchange rate»: the one that allows an 
economy to achieve, in the medium term, both internal and external balance. An economy is internally balanced 
when it is using all its resources available for production without putting pressure on prices. External equilibrium 
also requires its current account balance to be in line with its demographic and macroeconomic fundamentals, 
compared with those of its trading partners. 

The equilibrium exchange rate is therefore a theoretical construct and, as such, is not directly observable. However, 
a variety of methods have been designed to estimate this, though not always with coinciding results. In its desire 
to standardize methodology, the International Monetary Fund (IMF) combines three different procedures. Two 
of these («current account regression» and «real exchange rate regression») are based on an econometric analysis 
while the third («external sustainability») is not based on any model, neither econometric nor theoretical, but on 
a simple arithmetical calculation of the current account balance that guarantees sustainable external debt (with 
this sustainability being defined more or less arbitrarily).

The «current account regression» method estimates the equilibrium exchange rate as that which would take the 
current account balance to the theoretical level which the economy in question should exhibit. The approach is 
divided into three stages. First, an econometric regression model is estimated that relates the current account 
balance with a set of explanatory variables identified as relevant by economic theory. These include demographic 
factors, relative per capita income, economic growth, the oil balance if this exceeds 10%, the net international 
investment position or net foreign assets (NFA) to gross domestic product (GDP) ratio, cyclical factors (such as the 
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output gap and commodity terms of trade gap) and a series of economic policy indicators (all related to the 
country’s trading partners). 

The relationship between these variables and the current account balance is intuitive. For example, the current 
account in emerging or developing economies, with strong investment needs, will tend to be in deficit. As their 
level of income increases, the current account balance should also become more positive. On the other hand, an 
older population tends to have a higher saving rate and therefore a more positive current account balance. With 

MOST REFERENCE CURRENCIES ARE NOT TOO FAR FROM THEIR EQUILIBRIUM 
EXCHANGE RATES
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regard to the net international investment position, a stronger NFA position helps to finance deficits without 
jeopardizing the country’s external solvency; at the same time, the higher the NFA to GDP ratio, then normally 
the larger the income balance and, consequently, the current balance. 

After reaching the model estimate for the equilibrium current account, the deviation is calculated of the existing 
current balance compared with the equilibrium current balance, calculated as the model forecast based on current 
data from explanatory variables. In other words, the deviation of the current account balance from its equilibrium 
level is estimated as the regression residual. Once the gap between the current account and the benchmark figure 
is determined, the necessary variation is calculated in the exchange rate to eliminate the gap between the existing 
current account and the equilibrium current account. By way of example: let us assume that country X records a 
current account surplus of 5% of GDP while its equilibrium current account, according to this methodology, is 
estimated at a  surplus of 1% of GDP. This gap of four percentage points must be narrowed via the country’s 
currency appreciating in real terms. The extent of this appreciation results from the econometric relation between 
the real effective exchange rate and the current balance.(1) If, for example, each point of appreciation in the exchange 
rate results in a reduction in the current account balance of 0.5 percentage points, country X would need to record 
an appreciation of 8% in its exchange rate to close the gap between the benchmark and actual current account. 
Therefore, according to this methodology, the equilibrium exchange rate of country X would be 8% above its 
current exchange rate, so that its currency would be undervalued.

The second of the methods used by the IMF to evaluate exchange rate imbalances, namely real exchange rate 
regression, is based on the same theory as before but divided into two stages. The first stage also specifies an 
econometric model but, in this case, it directly relates the real effective exchange rate with a set of variables which 
the economic literature has identified as determining factors. Essentially, this method and the previous one are 
based on the premise that most economic and demographic fundamentals that determine the current account 
balance also determine the exchange rate, so that the set of explanatory variables in the econometric specification 
is very similar for both of them. Once the model has been estimated, the the real exchange rate gap is calculated 
as the differences of  its present value and the model’s forecast.(2)

The last of these methods, namely external sustainability, follows a similar procedure to that of «current account 
regression» but with two crucial differences. First, the equilibrium current account balance is calculated as the one 
that would stabilize the net international investment position at a level deemed to be reasonable (more or less 
arbitrarily). Second, the deviation of the current account balance is estimated as the gap between this equilibrium 
balance and the medium-term forecast, within a base forecast scenario, for the current account balance. From 
here on, as in the current account regression model, the required variation is calculated in the exchange rate to 
eliminate, in this case, the gap between the forecast current account and equilibrium current account, based on 
the estimated sensitivity of this current account to the exchange rate.(3)

(1) The exchange rate used to estimate the equilibrium rates is the real effective exchange rate, an artificial index that takes into account bilateral 
exchange rates and the relative variation of national prices compared with the price of their trading partners, adjusted by the relative weight of 
each trading partner in that country’s total foreign trade.
(2) To ensure multilateral consistency, regression errors are adjusted by the global weighted average of the errors of all countries.
(3) For more detailed information on the three methodologies, see IMF, Pilot External Sector Report, July 2012, and External Balance 
Assessment (EBA): Technical Background of the Pilot Methodology, August 2012.
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Halts to job losses

The employment situation in the last few 
months continued to deteriorate as a 
result of the economic weakness. The 
euro area’s unemployment rate increased 
by 0.1 percentage points to 11.9% in 
January, returning to an upward trend 
after one month’s respite. Of note are the 
differences between France and 
Germany. While France saw an upward 
trend consolidate with its unemployment 
rate already at 10.6%, in Germany this 
continued at an all-time low. 

The outlook for the coming quarters is 
more favourable as leading indicators 
suggest that the rate of deterioration in 
the labour market might have bottomed 
out in the fourth quarter. In fact, the 
average index for January and February 
from the European Commission survey 
on the intended demand for labour in 
manufacturing over the next three 
months shows a less dramatic contraction 
than the one occurring in the last quarter 
of 2012. This variable improved by 1.5 
percentage points in the average figure for 
these two months, up to a negative value 

These three approaches have their strengths and limitations but complement each other. In general, the «current 
account regression» approach tends to take priority as it is considered to be the most informative and reliable. 
However, it also has some limitations. These tend to be most apparent in analyzing «extreme» countries (different 
from the average), such as those with a very important or dominant special sectors (e.g. large oil exporters or small 
economies that have important financial centres). However, the exchange rate regression method can be useful 
when the previous method faces a particular difficulty. On the other hand, it can lead to bias if the sample has a 
very short data span. For its part, the external sustainability approach is attractive due to its simplicity but suffers 
from leaving too many variables up to the analyst. As a result, it can be particularly appropriate for countries with 
large NFA imbalances and for which there is a clear view of the NFA level required to ensure sustainability. 

By way of example, after the latest analysis of global external imbalances carried out by the IMF (July 2012), which 
uses these three approaches, we would conclude that the world economic map has no generalized or extreme 
exchange rate imbalances. As illustrated by the above graph, only six economies (Turkey, Switzerland, South 
Africa, Canada, Brazil and Australia) show deviations (in all cases, overvaluations) in the region of 10% or more 
compared with their equilibrium exchange rates. At the other end of the scale, the Chinese renminbi, often 
suspected of being undervalued, has been confirmed as undervalued, although its deviation is not extraordinary 
either. Among the rest of the reference currencies, most are at rates close to their equilibrium, as is the case of the 
euro and, to a lesser degree, the yen and dollar (all three are minimally overvalued). 

Between the publication of the report in 2012 and the present, the trend in effective real exchange rates has not 
fundamentally altered the above conclusions although it is true that most emerging economies have seen their real 
exchange rates appreciate (this has allowed China, for example, to correct half of its undervaluation) and the 
Japanese currency has depreciated notably, which may have pushed it below its equilibrium exchange rate.

This box was prepared by the International Unit 
Research Department, la ”Caixa”

The unemployment rate 
increases by 0.1 percentage 
points in January to 11.9%.



26 APRIL 2013 THE SPANISH ECONOMY MONTHLY REPORT

of 11.3 points. Improvement could also  
be seen, albeit to a lesser extent, in 
expectations to hire in services and retail 
trade. The fact that business indicators 
such as the Purchasing Managers’ Index 
(PMI) for manufacturing have remained 
stable during the first few months of the 
year supports the idea that the rate of 
deterioration in the labour market will 
gradually reduce. 

The fragility of the labour market 
throughout 2012 has resulted in wage 
rises in the euro area being more 
moderate than in 2011 a stage when  
the labour situation was slightly more 
favourable thanks to the upswing in the 
economy. Figures show that the euro 
area’s labour cost per hour increased by 
1.3% year-on-year in the fourth quarter  
of 2012, half a percentage point below the 
rate recorded in the previous period and 
almost one point lower than the figure  
for the last quarter of 2011. However, the 

trend in labour costs at a European level 
hides very different situations depending 
on the country (see the above graph). For 
example, Spain saw the largest adjustment 
in labour costs per hour in the euro area, 
down by 3.4% year-on-year in the fourth 
quarter of 2012. This figure contrasts 
with the one recorded by the rest of the 
large countries, namely Germany, France 
and Italy, which saw their labour costs 
rise in the fourth quarter by 2.9%, 1.8% 
and 0.6% year-on-year, respectively. 

An analysis of the trend in 
competitiveness between geographical 
zones requires taking into account, in 
addition to the wage cost figures, the 
trend in productivity per worker which, 
together, provide the labour cost per unit 
of output or unit labour cost (ULC). 
According to the OECD’s figures, in the 
euro area the year-on-year change in the 
ULC fell by 0.3 percentage points to 1.4%. 
Once again, differences between 

THE CONTAINMENT OF LABOUR COSTS CONTINUES
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SOURCES: Eurostat, European Central Bank and own calculations.
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The rate of inflation falls 
by 0.2 percentage points in 
February to 1.8%.

countries are considerable. While the 
ULC rose significantly in Germany 
during the last quarter of 2012, 
specifically by 0.4 percentage points  
to 3.1% year-on-year, this variable posted 
a sharp drop of 5.9% in Spain. This is 
helping the imbalances between euro area 
countries to diminish, making them 
increasingly comparable, also in terms  
of competitiveness via costs. 

inflation: downward trend

The euro area’s rate of inflation fell by 0.2 
percentage points in February reaching 

1.8%, almost one point below the figure 
posted for the same month a year ago, 
namely 2.7%. Inflation therefore 
continued its downward trend that 
started in September 2012, as a result  
of weak domestic demand and the drop 
in energy prices. 

In fact, the limited use of production 
resources in the euro area means that 
pressure on prices is contained. This is 
reflected in the trend of the core inflation 
rate, which excludes unprocessed food 
and energy products. This fell by 0.1 
percentage points in March to 1.4%, 
arriving at half a point below its level one 

EurO arEa: KEy iNDiCaTOrs FOr THE LaBOur marKET

Percentage change compared with same period the previous year, unless otherwise stated 
Seasonally adjusted employment and unemployment figures

2011 2012
2012 2013

1Q 2Q 3Q 4Q January February

Employment 

 People 0.3 –0.7 –0.5 –0.8 –0.6 –0.7 ... ...

 Hours 0.2 ... –1.2 –1.5 –1.6 ... ... ...

Expectations for job creation (*)

 Manufacturing 2.8 –8.8 –3.4 –6.9 –12.2 –12.8 –11.6 –10.9

 Services 7.0 –0.6 5.3 –0.5 –2.7 –4.7 –3.6 –4.2

Unit labour costs by country

 Euro area 0.9 1.5 1.5 1.4 1.7 1.4 ... ...

 Germany 1.3 2.7 2.5 2.6 2.7 3.1 ... ...

 France 1.6 2.0 2.2 1.8 1.9 1.9 ... ...

 Italy 1.0 2.2 1.2 1.5 3.2 2.8 ... ...

 Spain –1.5 –3.4 –1.7 –3.1 –2.9 –5.9 ... ...

Unemployment rate by country (**)

 Euro area 10.2 11.4 10.9 11.3 11.5 11.8 11.9 ...

 Germany 5.9 5.5 5.6 5.5 5.4 5.4 5.3 ...

 France 9.6 10.2 10.0 10.2 10.3 10.4 10.6 ...

 Italy 8.4 10.6 10.0 10.6 10.7 11.2 11.7 ...

 Spain 21.7 25.0 23.9 24.7 25.5 26.1 26.2 ...

NOTES: (*) Net balance (difference between positive and negative responses, as a percentage). 
European Commission survey on expectations for job creation over the next three months. 
Values range from –100 (all respondents choose the negative option) to +100 (all choose the positive option).
(**) Percentage of labour force.
SOURCES: Eurostat, European Central Bank, European Commission, OECD and own calculations.
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year ago. The energy component also 
contributed significantly to the fall in 
general inflation over the last year. 
Specifically, in February the year-on-year 
growth in energy prices fell to 3.9%, 5.6 
percentage points less than the same 
month in 2012.

This downward slide in inflation is quite 
widespread between the euro area 
countries. However, there are significant 
differences in terms of the degree of price 
variation. This is largely due to the 
introduction of new tax measures 
throughout 2012. Specifically, of note is 
Spain’s inflation rate which was 2.9% in 
February, more than one point above the 
average for the euro area, affected by  
the hike in value added tax last September. 

With a view to 2013, inflationary 
pressures remain limited as no tax 
changes or continued rises in energy 
prices are expected. The gradual recovery 
of the economy as from the second half of 

the year is unlikely to push up prices 
either. In this respect, the ECB President, 
Mario Draghi, mentioned after the 
meeting of the Monetary Policy 
Committee in March that the rate of 
inflation will continue to fall over the 
coming months, at a point below 2%, the 
level the reserve bank has set as its target. 
Specifically, the ECB estimates that the 
inflation range will be between 1.2% and 
2.0% in 2013 and between 0.6% and 2.0% 
in 2014, levels that will, in principle, allow 
expansionary monetary policies to 
continue. 

However, it should be noted that 
monetary policy is not only managed 
based on current inflation levels but it is 
also important to evaluate the inflation 
forecast for each country. In this respect, 
inflationary expectations help to calibrate 
the risk of the economy’s prices rising in 
response to monetary policy actions. 
Inflation expectations can be estimated 
using the difference between the nominal 

Average inflation expectations over the next five years in Germany (*)

INFLATIONARY EXPECTATIONS REMAIN LOW

NOTE: (*) Breakeven in�ation rate (BEIR). 
SOURCES: �omson Reuters Datastream and own calculations.
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The ECB expects inflation 
to remain below 2% in 
2013.
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The cumulative current 
surplus over twelve months 
increases to 127.1 billion 
euros in January.

SOURCES: IMF and own calculations.

THE EURO AREA’S EXPORT SHARE STABILIZES
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yield of a sovereign bond and that of an 
inflation-linked bond. The graph above 
shows that inflation expectations for the 
next 5 years in Germany have remained 
stable, clearly below 1.5%. This suggests 
that investors expect inflation on average 
to continue at a low level during the short 
or medium term.

The current surplus hits a ceiling

The euro area’s foreign sector has started 
the year with renewed vigour. The latest 
improvement in the current balance in 
January this year raised the current 
surplus, in cumulative terms over twelve 
months, to 127.1 billion euros, equivalent 

EurO arEa: HarmONiZED iNDEx OF CONsumEr PriCEs (HiCP)

Percentage change compared with same period the previous year, unless otherwise stated

2011 2012
2012 2013

1Q 2Q 3Q 4Q January February

Euro area

 HICP 2.7 2.5 2.7 2.5 2.5 2.3 2.0 1.8

 Core HICP 1.7 1.8 1.9 1.8 1.7 1.6 1.5 1.4

Harmonized index of consumer prices 
 for the main countries
 Germany 2.5 2.2 2.4 2.1 2.1 2.0 1.9 1.8

 France 2.3 2.2 2.6 2.3 2.3 1.7 1.4 1.2

 Italy 2.9 3.3 3.6 3.6 3.4 2.6 2.4 2.0

 Spain 3.1 2.4 1.9 1.9 2.8 3.2 2.8 2.9

SOURCE: Thomson Reuters Datastream.
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to 1.4% of gross domestic product (GDP). 
This figure represents the largest surplus 
since Monetary Union was created and is 
a far cry from the current deficit posted 
in 2008, totalling 145.6 billion euros.

Once again, this improvement was 
mainly due to the good performance by 
the balance of trade and in particular the 
balance of goods. Specifically, the surplus 
of goods increased by 102.9 billion euros 
over the last year, while the services 
surplus rose by 25.1 billion euros during 
the same period. In both cases, the faster 
rise in exports lies behind the improved 
balance. This trend contrasts with the 
decrease in the income balance surplus 
caused by the fall in revenue for this 
balance over the same period. 

On the whole, exports have been dynamic 
over the last year thanks to the euro area’s 
improved competitiveness. In fact, during 

the first three quarters of 2012, the euro 
area’s unit labour cost fell compared to its 
main rival countries. As can be seen in 
the graph above, this improvement in 
Europe’s competitiveness helped to halt 
the decrease in the relative weight of euro 
area exports in world trade. According to 
statistics by the International Monetary 
Fund (IMF), the euro area’s export share 
fell by almost 0.2 percentage points 
during the first ten months of 2012 to 
12.5% of world trade. This fall is much 
lower than the one recorded in previous 
years. One clear example was 2010, when 
the relative weight of exports from the 
European Monetary Union (EMU) 
towards the rest of the world decreased  
by 1.8 percentage points.

This performance was not uniform across 
all EMU countries. If we only consider 
exports to outside the euro area, we can 
see that these were more dynamic in 

FOrEiGN sECTOr

Percentage change compared with same period the previous year, unless otherwise stated

2011 2012
2012 2013

1Q 2Q 3Q 4Q January February

Euro area

 Imports 14.5 1.8 4.1 1.5 0.7 0.8 1.4 ...

 Exports 13.4 7.4 8.6 8.1 7.4 5.5 5.3 ...

 Trade balance (1) –15.7 81.8 2.3 31.2 60.7 81.1 86.3 ...

Current balance (2)

 Euro area 0.1 1.3 0.3 0.6 1.0 1.3 1.4 ...

  Germany 5.7 6.3 5.7 6.1 6.3 6.3 7.0 ...

  France –2.0 –2.4 –2.0 –2.1 –2.2 –2.4 –2.3 ...

  Italy –3.1 –0.6 –2.5 –1.8 –1.2 –0.6 –0.4 ...

  Spain –3.5 –0.8 –3.4 –2.9 –2.2 –0.8

Euro/dollar exchange rate (3) 1.40 1.29 1.32 1.30 1.25 1.29 1.32 1.37

Nominal effective exchange rate of the euro (4) 103.4 97.9 99.4 98.2 95.9 97.9 100.4 101.6

NOTES: (1) Cumulative balance over 12 months. Billion euros.
(2) Cumulative balance over 12 months as percentage of GDP for the last 4 quarters.
(3) Higher figures indicate the currency has appreciated.
(4) Change weighted by foreign trade flows. Higher figures indicate the currency has appreciated. 
SOURCES: Eurostat, European Commission, national statistical bodies and own calculations.

spain, Portugal and Greece 
are the countries that 
contribute the most to the 
rise in exports of goods to 
outside the euro area.
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The Cypriot banking sector 
will be extensively 
restructured.

countries such as Spain, Greece and 
Portugal. However, this contribution was 
offset by the weakness of non-euro area 
exports from countries such as France, 
Germany and Italy. 

With a view to 2013, we expect the foreign 
sector to continue as the economy’s main 
engine. However, there are some factors 
that point towards it making a smaller 
contribution to growth in 2013. Firstly,  
the euro area’s competitiveness index, 
measured via the difference in inflation  
to its main trading partners, moderated  
its trend of the last few years with slight 
growth in 2012. Similarly, the gradual 
recovery of the euro area’s domestic 
demand as from the second half of the 
year will also lead to a slowdown.

Cyprus sounds alarm bells  
in the euro area

The European institutional agenda has 
focused on Cyprus’s bailout during the 
last few weeks. On 24 March, the 
Eurogroup and the Cypriot government 
reached an agreement to provide the 
public sector with financial aid. This 
process has not been easy due to 
disagreement concerning the degree of 
involvement of bank depositors and 
bondholders in recapitalizing the 
banking sector (the so-called bail-in).

With this new agreement, the European 
Commission (EC) would be prepared to 
pay a maximum of 10 billion euros, 56% 
of Cyprus’s GDP. A figure that might be 
increased by the IMF’s contribution, in 
which Russia is also expected to play a 
part. In exchange, this Mediterranean 
country’s government must implement  
a Memorandum of Understanding with 
conditionality both at a macroeconomic 
and banking level.

Although the details will not be known 
until mid-April, one of the main tasks 
that must be carried out is adjusting the 
oversized banking sector to levels similar 
to those of the euro area as a whole. One 
clear sign that the sector is too large is the 
value of bank shares at December 2012, 
equivalent to 7.2 times the country’s GDP. 
Cypriot banking was also capable of 
attracting a large volume of deposits by 
non-residents thanks to very lax 
regulations on money laundering.

Perhaps that is why the bailout attempts to 
penalize this banking model. In fact, the 
agreement between the Eurogroup and 
the government makes it clear that the 10 
billion euros provided by international 
bodies cannot be used to recapitalize the 
country’s banks. The restructuring of this 
sector entails the implementation of 
haircuts for shareholders, non-guaranteed 
depositors (over 100,000 euros) and 
bondholders of the two large banks, Laiki 
and the Bank of Cyprus.

Consequently, the savings of small-scale 
depositors, those with less than 100,000 
euros, will therefore not suffer any 
haircut. This contrasts with the initial 
proposal presented on 16 March which 
introduced a tax of 6.75% on the first 
100,000 euros of all bank customers and 
9.9% as from this amount. A rectification 
that, whichever way you look at it, is 
intended to respect the guarantee of 
deposits under 100,000 euros in the euro 
area as a whole.

The exceptional nature of Cyprus’s case, 
given the peculiarities of its banking 
sector and the small size of its economy, 
has limited contagion to the rest of the 
periphery countries for the time being. 
This can be seen in the trend for their risk 
premia, measured as the spread between 
the yields on their 10-year bonds 

The foreign sector will lose 
steam in 2013.

 The Cypriot government 
and the Eurogroup reach an 
agreement for the country’s 
bailout.
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compared with the German Bund. Even 
Italy’s risk premium remained stable in 
spite of doubts regarding the strength of  
a government resulting from the latest 
elections. 

The banking sector stands firm  
in spite of Cyprus’s instability

After the significant progress made since 
June 2012 in restoring financial stability 
in the euro area, with greater 
commitment to advancing towards 
banking union and with the 
unquestionable support of the European 
Central Bank guaranteeing the unity of 
the euro, March brought a new source  
of instability. Negotiations for Cyprus’s 
financial bailout caused a great 
commotion regarding one fundamental 
question, namely the guarantee for 
deposits up to 100,000 euros. 

In spite of the fears aroused by the 
Cypriot crisis, Europe’s integration 

process has not stopped and significant 
progress is actually being made in the 
process of banking union. In fact, in 
March the European Parliament adopted 
legislation to create the single supervisor 
for all banks that will guarantee uniform 
criteria in applying the single regulation 
called the rule book. As stated by the IMF 
in its Financial System Stability 
Assessment for the European Union, 
published on 15 March, the progress 
made so far has been considerable. 
However, it is also true that there are  
a considerable number of tasks still 
pending, including giving the single 
supervisor sufficient authority and 
resources to fulfil its functions and 
coherently implementing the resolution 
mechanism and safety nets to ensure 
their have credible support. 

While the new architecture is still being 
built that must guarantee financial 
stability, for the time being the ECB is the 
only credible mechanism of containment. 
For this reason, President Mario Draghi 

Haircuts will not be carried 
out on bank deposits below 
100,000 euros.

PRIVATE SECTOR LENDING SPEEDS UP ITS RATE OF DECLINE

Year-on-year change

SOURCE: European Central Bank.
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significant advances made 
in banking union but there 
is still a lot to do.
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EurO arEa: FiNaNCiNG aND DEPOsiTs OF NON-FiNaNCiaL sECTOrs

Percentage change compared with same period the previous year, unless otherwise stated

2011 2012
2012 2013

1Q 2Q 3Q 4Q January February

Private sector financing (1)  

 Non-financial firms 2.0 –0.3 0.7 0.2 –0.6 –1.4 –1.5 ...

 Households (2) 2.7 1.2 1.9 1.3 0.9 0.7 0.5 ...

Deposits (1) 

 Sight deposits 1.4 4.2 1.9 2.5 4.9 7.3 7.8 ...

 Other short-term deposits 2.6 2.0 2.7 2.4 1.1 1.8 1.6 ...

 Negotiable instruments –5.5 0.1 0.4 2.8 0.8 –3.9 –6.2 ...

Money market interest rate (%)

 ECB repo 1.3 0.9 1.0 1.0 0.8 0.8 0.75 0.75

 3-month Euribor rate 1.4 0.6 1.1 0.7 0.4 0.2 0.19 0.23

 12-month Euribor rate 2.0 1.2 1.8 1.3 1.0 0.6 0.54 0.62

Interest rate for loans and deposits (%)

 Credit to non-financial firms (3) 2.8 2.4 2.7 2.6 2.3 2.2 2.2 ...

 Loans to households to acquire housing (4) 3.3 3.1 3.4 3.2 3.0 2.9 2.9 ...

 Household deposits up to 1 year 2.6 2.8 2.9 2.7 2.8 2.7 2.6 ...

NOTES: (1) Data adjusted for seasonal and calendar effects, sales and securitization.
(2) Includes non-profit institutions providing domestic services.
(3) Loans of more than one million euros at variable interest and fixing date up to one year based on the official rate.
(4) Loans at variable interest and fixing date up to one year based on the initial rate. 
SOURCES: European Central Bank and own calculations.

Private sector lending 
continues to weaken.

confirmed, at March’s meeting of the 
Governing Council, that the ECB will not 
withdraw its exceptional measures to 
support liquidity. This is of the utmost 
importance to stop the drop in bank 
credit to the private sector. In fact, the 
latest figures for January show that 
private sector lending is still weak, 
particularly for firms, with a year-on-year 
fall of 1.5%. Credit to households also 
performed worse than in previous 
months but still has slightly positive rates 
of change, specifically 0.5% year-on-year.

For their part, deposits accentuated the 
trend seen over the last few months of 
greater demand for very liquid savings 
instruments as opposed to longer term 
options. Specifically, on demand deposits 
saw 7.8% year-on-year growth in January 

compared with a 6.2% decline for long-
term instruments. This trend might 
continue until the most urgent issues 
regarding Cyprus’s bailout are resolved.

Emerging Europe: where are Poland 
and Hungary headed?

Poland and Hungary have captured the 
attention in the last few weeks. Although 
they have done so for different reasons, 
given their importance to the region, 
these are developments that warrant 
closer observation. Poland’s case concerns 
the difficulties encountered in getting 
back to economic growth while a battery 
of not very conventional economic policy 
measures has rung alarm bells in 
Hungary.
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In the case of Poland’s economy, the 
cause of concern came from fourth 
quarter figures that confirm it is losing 
steam. This situation is shared by other 
economies in emerging Europe and,  
for this reason, an analysis might serve  
to understand the region’s economic 
developments. Although the economy 
started its downward slide at the end  
of 2011, 2012 ended with a particularly 
worrying slowdown, both due to its pace 
(its 1.1% growth rate year-on-year is the 
lowest since the third quarter of 2009) 
and also the composition of gross 
domestic product (GDP). For the first 
time since 1996, when quarter-on-quarter 
details of GDP started to be published, 
private consumption fell in year-on-year 
terms. Given the customary inertia of this 
component, the immediate outlook 
cannot be promising.

Given this situation, the first quarter of 
2013 could be a decisive time. If, during 
these first few months, the economy 
regains some of its tone, most of the 
forecast scenarios would be confirmed, 

namely that the Polish economy touched 
bottom in the fourth quarter, is 
stabilizing over the first few months of 
2013 and will pick up in the second half 
of the year. However, if the economy stalls 
in the first quarter, this sequence of 
events will be called into question. For the 
time being, business indicators provide 
no clear picture. To mention just the most 
significant, Poland’s economic sentiment 
fell moderately in January but picked up, 
also slightly, in February.

This concern for growth and the lack  
of inflationary pressures make the 
notable shift in monetary policy 
understandable. While a reduction of 
around 25 basis points was predicted in 
the reference rate in March, the central 
bank surprised by cutting the rate twice 
as much as expected, leaving the 
reference rate at 3.25%. It should be 
noted that this rate was 4.75% last 
November, when easier monetary 
conditions began. In addition to the 
extent of this intervention, it is also 
significant that this path has been taken 

Gross domestic product, year-on-year change as a percentage

POLAND SUFFERS A SHARP ECONOMIC SLOWDOWN TOWARDS THE END OF 2012

SOURCE: Eurostat.
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The slowdown in Poland’s 
economy in the fourth 
quarter is causing concern.

The start of 2013 does not 
suggest the slowdown is 
bottoming out.
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Poland’s monetary policy 
introduces considerably 
easier conditions.

a battery of not very 
conventional measures  
in Hungary...

...which could notably 
modify the country’s bank 
panorama.

without hesitation, avoiding any 
monthly reductions. The intensity  
of this movement has raised doubts 
regarding whether it can continue 
although, in our opinion, there may  
be a further cut in the rate before the 
expansionary cycle ends.

These three elements; weakness at the 
end of 2012, an uncertain start to 2013 
and much easier monetary conditions 
than expected, are shared by many 
economies in the region, albeit with 
some slight differences. However, in  
the case of Poland, what has come as a 
surprise is that it has returned to a 
debate that had been abandoned for 
some time, namely whether the country 
should form part of the euro area. 
Beyond any real possibilities of 
belonging to the single currency, which 
are reasonably high once the budget 
situation is brought definitively under 
control (within a couple of years), what 
is important about this debate is the fact 
that it tends to emerge at times of doubt 
regarding the model of growth that 
Poland should follow. However, this is 
normally quickly forgotten once the 
economy performs well, as in most of 
the period 2009-2011. 

While Poland embodies the difficulties  
of the current economic cycle, the 
Hungarian case contains some specific 
points that also make it relevant. In the 
last few weeks, a series of economic policy 
decisions and announcements have 
caused concern among investors and 
international institutions. Within a short 
period of time, the governor of the central 
bank has been replaced by the incumbent 
Minister of the Economy, plans have been 
launched to nationalize banks and 
modify conditions for credit in foreign 
currencies, a regulation has been adopted 
that affects the free fixing of energy prices 

and the Constitution has been amended 
to limit judicial independence. The 
announcement of each decision has seen 
an increase in the country risk premium 
and depreciation in the forint. The 
European Commission has also issued 
warnings regarding contravention of EU 
regulations and Moody’s has lowered its 
credit rating for four large Hungarian 
banks.

The two most controversial aspects from 
an economic point of view are those 
regarding changes in the central bank 
and the plans for banking. Governance of 
Hungary’s central bank has been a cause 
for concern since, in 2011, there was an 
attempt to modify its regulatory 
framework in a direction generally 
perceived as restricting its independence. 
Although this legislation was ultimately 
not adopted, the appointment of Gyorgy 
Matolcsy as the new governor (until now 
Minister of the Economy and considered 
to be a close ally of Prime Minister Viktor 
Orban), and the resignation of two 
members of a more technical nature, have 
revived fears of a central bank that is too 
accommodative.

Similarly, after the obligatory conversion 
in 2011 of mortgage loans in foreign 
currencies into forints at non-market 
rates (with banks having to assume any 
exchange rate losses), the proposals 
outlined by the government regarding a 
similar change for loans to individuals 
and small and medium-sized enterprises 
have once again caused concern. To this 
we should also add the statement, in a 
speech by the Prime Minister, that it 
would be desirable for most of the 
banking system to be in Hungarian 
hands. Although both projects have yet to 
become political declarations, they would 
represent a notable change in the bank 
panorama should they materialize.
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against the wind but helped  
by the tide

Developments in global financial markets 
in the last few weeks have been a good 
example of what has been happening over 
the last three years: on the one hand, the 
negative influence of headwinds from 
political powers; on the other, the 
calming effect of the tide of liquidity 
provided by central banks; and the 
underlying current of a weak, irregular 
economic pulse that neither heartens  
nor disheartens.

Once again, the main source of political 
noise is the euro area. While all eyes were 
on Italy’s tribulations to form a 
government, Cyprus took everyone by 
surprise. The serious difficulties faced by 
the country’s banking system were 
already well-known and even the fact 
that the most probable solution would 
involve sacrifices (haircuts) for bonds 
and deposits. What was not expected was 
that the Eurogroup would propose 
(although later it would rule this out) 
including small-scale depositors; i.e. 
those with less than the 100,000 euros 
covered by the deposit guarantee scheme. 
The mere consideration of this 
possibility, taboo until now, led to 
notable confusion. Moreover, the lack of 
coordination between the many different 
agents involved in the negotiations was 
once again disappointing. Beyond errors 
in form, what is really important is 
whether the case of Cyprus will resurrect 
the spectre of a euro break-up or, on the 
other hand, will serve to boost the 
project of Monetary Union. Clearly the 

conditions are in place for the latter and 
only very unlikely political mishaps 
might lead us to disaster (the so-called 
tail-end risk). On the Italian front, the 
markets are waiting to see whether its 
parliamentary forces are capable of 
forming a government and of agreeing 
reasonable reforms for its political and 
economic systems. Something similar is 
happening in France, whose government 
is appearing doubtful regarding the 
structural reforms required to shake the 
country out of its apathy. Lastly, it is 
expected that Spain will continue with its 
fiscal adjustment and economic reform, 
completing the programme of measures 
already set out. As if this list were not 
long enough, on the other side of the 
Atlantic the Democrats and Republicans 
still do not seem to be getting any closer 
to an agreement on budget policy. The 
threat of the debt ceiling is getting close 
and, further away but more important, 
the demographic burden on the deficit, 
which suggests corrective measures 
should not be slow in coming.

Investors have taken on all these elements 
relatively calmly. Nervousness has been 
glimpsed at times and in some markets 
but there has not been any sharp, 
widespread risk aversion, as happened 
repeatedly during 2010-2012. Two factors 
help to explain this.

Firstly, the dominant perception among 
investors that the political obstacles will 
eventually be overcome. In particular, 
that the project of European Monetary 
Union will consolidate and become 
stronger institutionally (as there is a 

Political uncertainty raises 
its head again...

...with italy and Cyprus as 
the main sources of risk...

...although investors 
believe a satisfactory 
solution will be found.

monetary and capital markets

FiNaNCiaL marKETs
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support by the central 
banks is crucial.

The differing 
macroeconomic trends are 
reflected in asset prices.

political will for this to happen), the 
problems of the periphery countries will 
continue to correct themselves (through 
their own efforts and with the help of the 
safety net provided by the European 
Stability Mechanism (ESM) and the 
Outright Monetary Transactions (OMT) 
programme of the European Central 
Bank), and that all countries will carry 
out enough reforms to improve economic 
growth (especially France and Italy). 
With all the caution warranted by the 
situation, we should accept the investors’ 
perception as reasonable.

Secondly, the assistance provided by 
central banks is incalculable. On the 
whole, monetary authorities still appear 
to be committed to the objectives of 
reducing financial risks, generating easy 
monetary-financial conditions and 
ultimately contributing to economic 
recovery. Expansionary monetary policy, 
implemented via very low reference 
interest rates and a swelling of the balance 

sheets of the central banks themselves, is 
pushing down yields on many financial 
assets to all-time lows, at the same time  
as greatly reducing their volatility. Direct 
action by central banks focuses on high 
quality financial assets but their lower 
yields are pushing investors towards 
other, higher risk options, forcing up  
their prices.

Given the influence of these and other 
forces, developments in the 
macroeconomic environment itself are 
also leaving their mark on the markets. 
One of the most obvious signs is the 
difference in trends in the stock markets 
of the United States and the euro area. 
While the Dow Jones reached another 
peak, going above its level prior to the 
start of the crisis in 2007, the euro area’s 
stock markets have languished behind, 
still far from those peaks. Apart from the 
case of Cyprus and other episodes of 
burden-sharing in bank bailouts (with the 
consequent impact on the price of bonds 

SOURCE: Bloomberg.
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The main central banks 
keep to their monetary 
policy.

and shares), there is no doubt that the 
weak pulse of Europe’s economy is a 
burden on equity, unlike what is 
happening in the United States. This can 
also be seen by the fact that the euro has 
lost value against the dollar. The mixed 
panorama of emerging economies is 
resulting in doubtful equity markets but 
strong bond markets (both sovereign and 
corporate).

Central banks insist on easy 
conditions

There has been no significant change 
after the latest meetings of the central 
banks in the main developed countries.

Once again the Federal Reserve is the 
most transparent and committed central 
bank to strategies of stimulus. The last 
Monetary Policy Committee maintained 
the broad lines of its actions and, if 
anything, took a step further on 
suggesting that, once the asset purchase 
programme was over, official interest 
rates would remain stable for a long time 
in order to anchor the long-term interest 
rate curve and thereby help towards the 
ultimate aim of creating jobs.

March’s meeting of the Bank of Japan 
kept its monetary policy terms 
unchanged, as expected. On the other 
hand, the Bank’s senior management is 
changing, making way for a new 

sHOrT-TErm iNTErEsT raTEs iN NaTiONaL marKETs

As annual percentage

Euro area United States Japan United Kingdom Switzerland

ECB
auctions (2)

Euribor (5) Federal 
Reserve 

Board target 
level (3)

3-month
(5)

3-month
(5)

Bank  
of England  
repo rate (4)

3-month
(5)

3-month
(5)

3-month 1-year

2012

 February 1.00 0.98 1.61 0.25 0.48 0.20 0.50 1.06 0.57

 March 1.00 0.78 1.42 0.25 0.47 0.20 0.50 1.03 0.35

 April 1.00 0.71 1.31 0.25 0.47 0.20 0.50 1.01 0.54

 May 1.00 0.67 1.23 0.25 0.47 0.20 0.50 0.99 0.13

 June 1.00 0.65 1.21 0.25 0.46 0.20 0.50 0.90 0.09

 July 0.75 0.39 0.95 0.25 0.44 0.20 0.50 0.74 0.08

 August 0.75 0.28 0.81 0.25 0.42 0.19 0.50 0.68 0.00

 September 0.75 0.22 0.68 0.25 0.36 0.19 0.50 0.60 0.05

 October 0.75 0.20 0.62 0.25 0.31 0.19 0.50 0.53 0.08

 November 0.75 0.19 0.57 0.25 0.31 0.19 0.50 0.52 0.00

 December 0.75 0.19 0.54 0.25 0.31 0.18 0.50 0.52 –0.18

2013

 January 0.75 0.23 0.62 0.25 0.30 0.17 0.50 0.51 –0.03

 February 0.75 0.21 0.56 0.25 0.29 0.16 0.50 0.51 0.05

 March (1) 0.75 0.22 0.55 0.25 0.28 0.16 0.50 0.51 0.00

NOTES: (1) March 25.
(2) Marginal interest rate. Latest dates showing change in minimum rate: 7-05-09 (1.00%), 7-04-11 (1.25%), 7-07-11 (1,50%), 3-11-11 (1.25%), 8-12-11 (1.00%), 5-07-12 (0.75%).
(3) Latest dates showing change: 11-12-07 (4.25%), 22-01-08 (3.50%), 30-01-08 (3.00%), 18-03-08 (2.25%), 30-04-08 (2.00%), 8-10-08 (1.5%), 29-10-08 (1%), 16-12-08 (0%-0.25%). 
(4) Latest dates showing change: 10-04-08 (5.00%), 8-10-08 (4.5%), 6-11-08 (3.0%), 4-12-08 (2.0%), 7-01-09 (1.5%), 5-02-09 (1.0%), 5-03-09 (0.50%).
(5) Interbank rate.
SOURCES: Bloomberg and own calculations.
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The ECB recognises risks to 
growth and calls upon the 
political authorities.

governor who is totally committed to the 
monetary stimulus policies promoted by 
the government. 

There were no changes in monetary 
policy targets or tools at the Bank of 
England either, although internal 
discrepancies remain. For the second 
time in a row, the Committee rejected the 
proposal made by the governor himself 
and two other members to increase 
stimuli. These discrepancies centre on the 
expected trend in prices and concern 
about the stability of the pound sterling.

The European Central Bank is typically 
being even more prudent. Along these 
lines, it kept its monetary policy 
parameters unchanged although it did 
express its concern for the downward 
risks in expectations of economic growth. 
This gave arguments to those wanting the 
reference interest rate to be lowered. 
However, the President of the ECB 
himself, Mario Draghi, has argued that 
the main way to improve the area’s 
economic prospects is not via the 
reference interest rate but by 
strengthening confidence in the 
Monetary Union project and specifically 
by unblocking the transmission of stimuli 
already introduced. In this respect, in 
spite of the substantial improvement in 
the trend of sovereign risk premia for 
peripheral countries, the cost of private 
sector financing in core countries is still 
obviously much lower than in those on 
the periphery. Draghi expressed his 
concern for this issue, which distorts 
competitiveness between firms in the 
euro area.

Given this situation, there have not been 
any notable movements in the interbank 
market. Specifically, Euribor rates have 
remained stable within a climate of low 
volatility. This means that Cyprus’s crisis 
has not affected either expectations for 

reference rates or the risk premia  
of interbank operations, unlike what 
happened with the disturbances  
of 2010-12.

Cyprus’s crisis is not spreading  
to other peripheral countries

The sovereign debt markets of the euro 
area have remained commendably calm 
over the last few weeks in spite of the 
challenges involved in the situations in 
Cyprus and Italy.

How the case of Cyprus has been 
managed has significant implications  
for investors. The message sent to the 
market is that, from now on, the cost of 
bank crises will mostly fall on the banks 
themselves (affecting their shareholders, 
bondholders and even depositors) and,  
to a lesser extent, taxpayers. In principle, 
this is good news for investors in 
sovereign bonds as it breaks the vicious 
circle between bank crisis and sovereign 
crisis. Via this approach, what upset the 
market initially was the fact that investors 
with deposits below 100,000 euros were 
not spared from the sacrifice, evading the 
public guarantee established for bank 
deposits in the euro area as a whole via 
the concept of a tax. In fact, unifying the 
amount covered by the deposit guarantee 
scheme was, at the time, a cohesive 
element that helped to calm the euro 
crisis and forge a path towards banking 
union. That is why the first proposed 
bailout for Cyprus, which included 
haircuts of almost 7% for small-scale 
depositors, created notable confusion 
among investors, fearing that social 
unrest would resurrect the spectre  
of a euro break-up. Fortunately, events 
have taken a different course and all  
the evidence suggests that Cyprus’s 
bailout will not cross such a significant 
red line.

The bailout formula for 
Cyprus attenuates the 
vicious circle of bank and 
sovereign crisis.

investors give their vote of 
confidence to italian 
politicians.
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The fall in spain’s risk 
premium gradually 
consolidates.

The political impasse in Italy is also 
hugely important as it threatens to delay 
the structural reforms demanded by the 
European Union and the European 
Central Bank (ECB) for a country of a 
much greater calibre than Cyprus and 
therefore evidently systemic in nature. 
Negotiations between those forces with 
parliamentary representation are going 
very slowly but it is also true that they are 
progressing within a calm climate and 
with declarations of a constructive tone. 
Perhaps that is why the markets are 
reacting serenely, trusting that good sense 
will prevail and the political and 
economic reforms will find a way to be 
implemented.

Given this situation, Spain’s risk premium 
is continuing its favourable trend and is 
still falling, although only moderately 
during March. The most notable aspect is 

that episodes of political, institutional 
and financial crisis both within and 
outside the country have been overcome 
and quite easily so. In fact, the 
consolidation of the improvement in 
Spain’s risk premium is greater than can 
be deduced from the data regarding its 
spread with Germany, given that the 
Treasury has taken on debt from other 
public bodies and institutions, at the 
same time as spreads between the debt  
of these institutions and that of the 
Treasury have narrowed. In other words, 
a very pronounced effective reduction is 
taking place in the financing cost for 
public administrations as a whole. Other 
aspects of the observed improvement that 
corroborate this downward trend for  
the risk premium are the high share  
of foreign investors (around 80%) in 
Treasury auctions as well as the 
substantial reduction in spreads after 

LONG-TErm iNTErEsT raTEs iN NaTiONaL marKETs

10-year government bonds at end of period as annual percentage

Germany France Spain Italy United States Japan United Kingdom Switzerland

2012

 February 1.82 2.88 4.99 5.19 1.97 0.96 2.15 0.72

 March 1.79 2.89 5.35 5.12 2.21 0.99 2.20 0.87

 April 1.66 2.96 5.77 5.51 1.91 0.90 2.11 0.72

 May 1.20 2.36 6.56 5.90 1.56 0.82 1.57 0.55

 June 1.58 2.69 6.33 5.82 1.64 0.84 1.73 0.67

 July 1.29 2.06 6.75 6.08 1.47 0.79 1.47 0.48

 August 1.33 2.16 6.86 5.85 1.55 0.80 1.46 0.52

 September 1.44 2.18 5.94 5.09 1.63 0.78 1.73 0.54

 October 1.46 2.24 5.62 4.96 1.69 0.78 1.85 0.50

 November 1.39 2.05 5.32 4.50 1.62 0.72 1.78 0.45

 December 1.32 2.00 5.27 4.50 1.76 0.79 1.83 0.53

2013

 January 1.68 2.26 5.18 4.31 1.98 0.75 2.10 0.79

 February 1.45 2.17 5.10 4.73 1.88 0.66 1.97 0.70

 March (*) 1.40 2.03 4.81 4.44 1.95 0.56 1.88 0.74

NOTE (*) March 25.
SOURCE: Bloomberg.
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in spite of the lack of 
agreement regarding the 
debt ceiling in the united 
states, the environment is 
believed to be stable.

each issuance, proof that demand is 
consistent. 

During Cyprus’s troubles, German debt’s 
role as a safe haven has been less relevant 
that on other occasions and its premium 
has therefore not changed to any great 
extent. The underlying stability of 
German debt remains inalterable. On the 
one hand, as the volume of issuances has 
eased off, supply is contained; on the 
other, demand continues to be firm given 
the large number of investors who still 
prefer top rated assets and central banks 
are purchasing this kind of bond in their 
asset programmes.

For its part, US debt is still attractive. The 
Federal Reserve’s decidedly committed 
and transparent policy is generating great 
stability in the country’s financial 
markets. As the Federal Reserve 
continues to act and keep to its financial 
asset purchase programme, debt market 
yields have stabilized at very low levels, an 
explicit goal of the Federal Reserve. On 
the other hand, perceived political and 
institutional stability in the United States 
is another favourable factor, in spite of the 
lack of agreement between the two large 
parties on fiscal adjustment, and this 
boosts demand for US assets as a safe 
haven.

Capital is flowing towards  
emerging markets

The desire for yield has become the motto 
for a large number of international 
investors and emerging countries are 
particularly benefitting from this. The 
low yield offered by high quality assets in 
developed countries is forcing many 
investors to expand their «investment 
universe», leading them to choose less 
well-known assets even outside their own 

borders. This phenomenon is pushing 
capital towards emerging countries. 
Moreover, the increasing solidity of the 
economic fundamentals of these 
countries is making them even more 
attractive. Asia, with China at the head, is 
leading this process; this is enhanced by 
the Chinese government’s aim to develop 
a regional capital market.

The public and private bonds of emerging 
countries have been and are the main 
attraction for international investors due 
to their attractive yields. Recently this 
appeal (which, it must be admitted, has 
gradually decreased due to the notable fall 
in interest rates) has been complemented 
by an appetite on the part of international 
investors for emerging currencies, most  
of which are appreciating. In other words, 
the bonds of emerging countries in the 
local currency have become the 
fashionable asset.

For its part, equity in emerging countries 
offers a highly disparate profile 
depending on other, more specific 
parameters. The main parameter is the 
trend in corporate earnings which, in 
turn, depends on the point each country 
has reached in its economic cycle, as well 
as its own structural forces. Two 
contrasting examples are provided by  
the Mexican stock market (at a peak)  
and Brazil’s stock market (slumped in 
lethargy).

The fear of a currency war  
dies down and the dollar rallies

The overall climate in currency markets 
has gradually calmed down. Previous 
months’ warnings of the risk of a large-
scale currency war have dissipated. The 
star of this scare, the Japanese yen, has 
halted its depreciation. Two factors 

The search for yield is 
pushing capital towards 
emerging countries.

Emerging bonds in local 
currency are the 
fashionable asset.
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The economic situation and 
political ups and downs are 
boosting the dollar.

suggest it will perform more calmly over 
the coming months. On the one hand, the 
expansionary measures planned by the 
Bank of Japan have been announced 
clearly and decisively, so they should now 
be taken as read. On the other, the 
extreme overvaluation of Japan’s currency 
a few months ago has now been 
corrected, which should discourage those 
who wanted it to depreciate. This should 
contribute to a period of consolidation. 
The expected progressive appreciation of 
the Chinese yuan will also help, as the 
country’s authorities confirm that growth 
based on domestic demand is 
consolidating.

Given this more orderly panorama,  
the most notable movement among 
currencies has been the dollar’s rally.  
This currency has reached 1.29 dollars 
per euro. Over the last few weeks, the 

growth-risk relation between the United 
States and the euro area has been leaning 
towards the former. Moreover, the 
political impasse in Italy and Cyprus’s 
troubles have penalized the euro. 
However, these forces do not look like 
shifting the dollar away from its range  
of the last few months, so it will probably 
remain there. 

Corporate debt adjusts with banks 
under pressure

The corporate bond market witnessed 
two significant milestones in March, of a 
contrasting nature.

Up to the middle of last month, the 
market’s climate was clearly positive, both 
in terms of volumes issued and traded and 
also prices. Credit risk premia prolonged 

ExCHaNGE raTEs OF maiN CurrENCiEs

March 25, 13

Exchange rate
% change (*)

Monthly Cumulative 2013 Annual

Against US dollar

 Japanese yen 94.0 3.3 7.7 14.3

 Pound sterling 0.657 0.4 –6.7 –4.9

 Swiss franc 0.940 0.8 2.6 3.9

 Canadian dollar 1.021 –0.5 2.8 3.0

 Mexican peso 12.329 –3.8 –4.3 –2.7

Against euro

 US dollar 1.301 0.4 1.4 2.6

 Japanese yen 123.3 2.7 7.1 10.2

 Swiss franc 1.222 0.4 1.2 1.3

 Pound sterling 0.854 –0.9 4.9 2.1

 Swedish krona 8.441 –0.3 –1.7 –5.5

 Danish krone 7.454 –0.1 –0.1 0.2

 Polish zloty 4.165 0.1 2.1 0.8

 Czech crown 25.77 1.1 2.6 4.5

 Hungarian forint 305.3 3.6 4.6 4.5

NOTE: (*) Plus sign indicates appreciation of dollar (first group) or euro (second group).
SOURCE: Bloomberg.

The underlying conditions 
are good in the corporate 
bonds market...
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...corporate bonds warrant 
some caution...

...but the bailout in 
Cyprus’s case leads  
to a correction.

their downward trend in most countries 
and segments. Of particular note was the 
fact that the CDS market reference index 
for US investment grade companies 
reached levels almost unheard of since 
2007. This improvement needs to be seen 
within the context of the global economic 
recovery taking place, of the healthy 
balance sheets of large international 
corporations, abundant liquidity at a 
global level and also investors’ search for 
assets with higher yields than AAA public 
debt, as has been happening for several 
months now. Given the significance and 
solidity of these factors, it seems 
reasonable for corporate bonds to do well 
and we expect the market to remain firm 
in the medium term. However, the levels 
reached by risk premia cannot narrow 
much further and the speed of the 
improvement in recent months makes  
a correction possible at any time.

In fact, this might have started as from 
the middle of March, due to the Cyprus 
bailout. As has already been mentioned, 

the formula finally applied includes 
haircuts for junior and senior bonds for 
the main Cypriot banks. Apart from the 
significance of this event per se, this news 
had the added factor of being surrounded 
by intense confusion. Doubts have been 
raised as to whether the Cypriot case is 
«unique» or whether it constitutes a 
«model» for future bank bailouts and 
they will not be easy to dispel. The 
immediate outcome was a rise in credit 
risk premia for the debt of financial 
issuers, dragging the rest of the corporate 
sector behind them. 

Disparate fortunes on the stock 
markets

Equity markets performed disparately in 
March, in general with an irregular tone 
typical of a corrective phase within an 
upward trend. In addition to the 
economic cycle, the influence of 
institutional and regulatory risks has also 
been noticed.

STOCK MARKETS REFLECT DIFFERENT POINTS IN THE CYCLE AND POLITICAL RISKS

Stock market indices of the S&P500 and EuroStoxx50

SOURCE: Bloomberg.
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Among the main stock markets, the 
performance of the United States is 
particularly of note, given that its most 
emblematic indices (Dow Jones and 
S&P500) reached or almost reached new 
all-time highs, although they are finding 
it difficult to go much further. Also of 
note is the trend in the British FTSE-100, 
as well as the German DAX, both on their 
way to their highest levels. It is important 
to note that, in these markets, the indices 
for firms with limited capitalisation are 
exceeding the peaks reached (some quite 
amply), proof that their economies are 
performing better and, in particular, 
domestic demand.

Japan’s stock market is unique in that it 
has gained more than 20% since the start 
of the year, discounting the favourable 

effects of the yen’s devaluation and the 
exceptionally expansionary measures 
announced by the Bank of Japan.

Performance has been less impressive 
and more erratic on the euro area stock 
markets. Equity has reflected the ECB’s 
positive actions but to a lesser extent than 
bonds. Stock market indices in Europe 
reflect trends in corporate earnings more 
sharply and these have a very different 
profile depending on the country. In the 
core countries (such as Germany), where 
profits are approaching their peak, share 
prices are also on the up; while in other 
countries such as Spain, corporate 
earnings are in the lowest zone of the 
cycle and the stock market is therefore 
more ambivalent.

investors pay attention to 
the cyclical differences 
within Europe.

The exchange rate and economic policy

In its desire to put a stop to deflation and redirect growth, Japan’s economic authorities have given their monetary 
policy a markedly expansionary twist. This has led to a substantial depreciation of the yen (down 20% against the 
dollar since November 2012) which has aroused criticism, especially among the country’s Asian neighbours who 
may lose external competitiveness. There are some, however, who argue that today’s expansionary monetary 
policy by Japan and other advanced economies is not a competitive devaluation. Ultimately, the essential aim of 
such policies is to boost domestic demand. 

Whether depreciation is deliberate or not, what is true is that the exchange rate plays or should play an important 
role in economic policy decisions. This role will depend, in the first instance and to a large extent, on the exchange 
rate regime chosen. 

A hard exchange rate peg makes it impossible to use the exchange rate as a routine economic policy tool because 
it basically fixes its par value. If, moreover, capital flows are allowed to circulate freely, this regime means that 
monetary policy can no longer act independently to modulate the economic cycle. Hence, a country with a fixed 
exchange rate that decides to ease its monetary policy (compared with the country of the anchor currency) would 
lead to capital outflows and, consequently, push down the value of the currency. Under this scenario, the central 
bank would not be able to counter indefinitely by selling off reserves since these are limited. In the area of economic 
theory, this incompatibility between a fixed exchange rate, free capital flows and independent monetary policy is 
known as the trilemma of the open economy or the impossible trinity. We can find present-day examples in the 

The us stock market 
reaches and exceeds its  
all-time highs.
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Saudi Arabian riyal, which pegs its rate against the dollar, or in the Lithuanian litas which, since its inclusion in 
the Exchange Rate Mechanism II (ERM II), has kept a de facto fixed rate against the euro.(1) 

Nonetheless, nowadays a hard exchange rate peg is the exception rather than the rule. Most fixed exchange rate 
systems maintain a «soft» peg; i.e. a par rate against an anchor currency which is not unalterable (for example, the 
Central African franc or CAF) or which can be adjusted gradually and periodically in response to changes in a set 

THE EXTRAORDINARILY EXPANSIONARY MONETARY POLICIES OF JAPAN 
AND THE UNITED STATES INFLUENCE THE FOREIGN EXCHANGE MARKET

A positive sign indicates appreciation against the yen or dollar

NOTES: (*) Changes in the exchange rate against the Japanese yen between 16 December 2012 (Abe Shinzo’s victory) and March 
2013.
(**) By QE1 we mean the Federal Reserve’s �rst round of Quantitative Easing. We have calculated the variation in the exchange 
rate against the dollar as the cumulative �gure throughout the di�erent asset purchases within the programme.
SOURCES: �omson Reuters Datastream and own calculations.
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Impact of Japan’s expansionary shi� 
on exchange rates against the yen (*)

Impact of the QE1 on exchange rates 
against the dollar (**)

(1) The ERM II (designed as an antechamber to the euro in European Union countries opting to form part of the euro area) fixes a central 
exchange rate for the currency in question against the euro, with a normal fluctuation band of ±15%. Although this band can be adjusted 
downwards (as in the case of Denmark, which narrowed it to ±2.25%), Lithuania did not modify the band but, in practice, maintains zero 
fluctuation around the central rate fixed at 3.45 litas/euro.
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of quantitative indicators (what is known as a «crawling peg», as in the case of the Chinese renminbi) or fluctuate 
within a more or less narrow band (for example, the Singapore dollar). Under such regimes, economic authorities 
have room to use the exchange rate as a macroeconomic policy tool. Thus, being able to devalue or revalue their 
currency according to the circumstances. They also have some room to manoeuvre in monetary policy when a 
fluctuation band is chosen and even greater room if capital controls are imposed  (such as in the Chinese case). In 
any case, the credibility of both rate peg systems, hard or soft, requires a large enough buffer of international 
reserves to be able to defend the agreed par value. 

At the other end of the spectrum are flexible or floating exchange rate systems where the exchange rate is not 
determined by decree (with or without a fluctuation band) but is determined by the market. However, this does 
not mean economic authorities can no longer influence the price of their currency. To begin with, the central bank 
can intervene directly in the foreign exchange market to limit the volatility of its currency. Although it is not a 
typical option in large advanced economies, it is not infrequent in emerging economies such as Brazil. Moreover, 
economic policymakers can also affect the price of their currency indirectly, fundamentally via monetary policy 
and, to a lesser extent, fiscal policy. For example, easier monetary conditions that increase future inflationary 
expectations will weaken the currency of the economy in question. 

So a f lexible exchange rate system also provides economic authorities with the option of bringing about a 
depreciation or appreciation in their currency via monetary policy. And that is the crux of the issue: although the 
explicit goal of such a policy may be to stimulate domestic demand, its impact on the exchange rate might be 
interpreted as deliberate depreciation. 

Given the current state of affairs, in which many of the large advanced economies are going through a period of 
substantial economic weakness and, in some cases, have little room to implement fiscal stimuli, easing monetary 
conditions is deemed to be inevitable. As inevitable as the fact that the extraordinary scope of the monetary 
stimuli end up weakening their respective currencies (see the above graph). The problem arises when this 
depreciation threatens the economic model of other countries and particularly if it is perceived as deliberate. 
Under such circumstances, the economic authorities whose currencies are being pushed up might undertake 
measures aimed at weakening their currencies. This would not only restrict the impact of the monetary policies 
of the large advanced economies on their aggregate demand (ultimately the exchange rate contributes to the 
adjustment) but, if reprisals escalate, it could clearly lead to a full-blown currency war. 

For the time being, however, the reaction of the emerging currencies has been limited to the odd intervention by 
their central banks in foreign exchange markets or to controls of capital inflows to slow down any excessive 
appreciation in their currencies. On the other hand, the bulk of the evidence available suggests that the currencies 
of the advanced economies in question are remaining in line with their equilibrium exchange rate (see the box: 
«What is the right price for a currency?») and, between them, are not very far from the purchasing power-parity 
(PPP) exchanges rates. That is, the exchange rate such that we can buy the same bundle of goods in two different 
countries (see the graph below). Moreover, their recent depreciation does not seem to have contributed to an 
extraordinary growth in their net exports. In the case of the United States, this might be due to the fact that, 
considering its size, it is still a relatively closed economy. In the case of Japan, perhaps this is due to the fact that the 
yen’s depreciation, although dramatic, is still very recent. Nevertheless, we might conclude that this movement has 
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aroused mistrust among its neighbours; this comes as no surprise as it would not be the first time Japan has 
resorted to the exchange rate to boost its economy. 

In any case, the high relative weight of Asian trade in Japan’s exports means that resorting to depreciating the yen 
as a macroeconomic policy tool has its limits. If this impairs the competitiveness of its trading partners and 
neighbours to the point of damaging their growth, the positive effect of the exchange rate on Japan’s own activity 
will also fade. 

In short, when Christine Lagarde, Director of the IMF, says that “talking of currency war is overblown”, she is 
most probably right. There are not enough arguments to defend the existence of a currency war. Neither are there 
enough arguments to believe that the risk of one occurring is well-grounded, at least in the short term. And even 
less so as long as we all bear in mind, albeit hazily, the ravages caused by the last conflict in this area.

This box was prepared by Clàudia Canals and Marta Noguer 
International Unit, Research Department, ”la Caixa”

Deviation from the PPP exchange rate against the dollar

SOURCES: Bloomberg and own calculations.

THE EXCHANGE RATES OF THE MAIN CURRENCIES REMAIN IN LINE WITH THEIR 
LONG-TERM EXCHANGE RATES
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The rate of contraction is slowing up

According to the definitive figures 
published by the National Institute of 
Statistics (INE), in the fourth quarter  
of 2012 gross domestic product (GDP) 
suffered its largest drop in this double- 
dip recession, reaching –0.8% quarter-on-
quarter. This was a significant decrease 

but comparable with the decline in other 
European countries, such as Italy (–0.9% 
quarter-on-quarter) and Germany  
(–0.6% quarter-on-quarter), and even 
substantially less than our neighbour 
Portugal (–1.8% quarter-on-quarter).  
In fact, all euro area countries with the 
exception of Estonia and Slovakia saw a 
drop in GDP in the fourth quarter. Given 

The spanish economy 
declines within a 
generalized situation of 
weakness in the euro area.

Economic activity

sPaiN: OvEraLL aNaLysis

suPPLy iNDiCaTOrs

Percentage change over same period year before

2011 2012
2012 2013

1Q 2Q 3Q 4Q January February

Industry
 Electricity consumption (1) –1.3 –1.9 –1.8 –1.3 –1.9 –2.5 –4.3 –5.0

 Industrial production index (2) –1.4 –6.0 –5.8 –7.1 –5.5 –5.6 –5.0 ...

 Confidence indicator for industry (3) –12.5 –17.5 –14.8 –17.4 –20.0 –17.9 –18.6 –13.5

 Utilization of production capacity (4) 73.3 72.9 72.5 73.4 71.6 74.1 68.9 –

 Imports of non-energy intermediate goods (5) 3.1 –7.3 –9.6 –7.2 –4.6 –7.3 8.6 ...

Construction

 Cement consumption –16.4 –34.0 –31.5 –37.8 –34.6 –31.3 –21.5 –27.9

 Confidence indicator for construction (3) –55.4 –54.9 –50.4 –52.2 –55.5 –61.4 –41.6 –49.1

 Housing (new construction approvals) –14.6 –43.5 –35.2 –46.4 –49.4 –44.1 ... ...

 Government tendering –46.2 –46.9 –50.6 –43.6 ... ... ... ...

Services

 Retail sales (6) –5.4 –6.7 –4.9 –6.3 –6.2 –9.3 –3.9 ...

 Foreign tourists 6.6 2.7 2.6 3.1 4.8 –1.8 –1.4 ...

 Tourist revenue inflows 8.6 0.7 0.5 –0.1 2.4 –1.4 ... ...

 Goods carried by rail (ton-km) 2.0 –6.8 –12.6 –7.6 –8.3 3.1 ... ...

 Air passenger traffic 6.0 –5.0 –5.4 –4.0 –3.0 –8.8 –9.2 –10.2

 Motor vehicle diesel fuel consumption –3.7 –6.0 –4.3 –5.8 –7.8 –6.2 –5.1 ...

NOTES: (1) Adjusted for number of working days and temperature.
(2) Adjusted for public holidays.
(3) European Commission survey: difference between percentage of positive and negative replies.
(4) Business survey: percentage of utilization inferred from replies.
(5) By volume.
(6) Index (without petrol stations) deflated and corrected for calendar effects.
SOURCES: Red Eléctrica Española, OFICEMEN, AENA, National Institute of Statistics, Bank of Spain, European Commission, Ministry of Public Works, Ministry of Industry, 
Commerce and Tourism, Ministry of Finance and Competitiveness and own calculations.
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this slowdown in European activity, it  
is no surprise that the Spanish economy 
also suffered a sharp decline. With this 
figure, the year-on-year rate of change for 
GDP stood at –1.9% and the change for 
the whole of the year at –1.4%.

With regard to the trend in GDP 
components, we already expected private 
consumption to fall at a faster rate than  
in previous quarters. The deterioration in 
the labour market during 2012 and the 
fall in consumer confidence to minimum 
levels in December, among other 
indicators, suggested this would occur. 
However, the size of this adjustment, 
namely –1.9% quarter-on-quarter, was 
substantially larger than expected. This 
was, moreover, the biggest drop in 
household consumption since the figure 
of –2.0% recorded in the first quarter  
of 2009.

But perhaps the most worrying was the 
fact that, unlike in 2009, savings no 
longer have much capacity to cushion the 
drop in consumption. In fact, according 
to the latest figures available for the third 
quarter of 2012, the household savings 
rate stood at 8.8% of gross disposable 
income. This is the lowest savings rate 
since the series started to be compiled  
in 2000 and, in particular, is much lower 
than the figure of 17.3% reached on 
average in 2009. Therefore, while in  
the first phase of the recovery, in 2010, 
households reduced their savings rate to 
offset the reduction in gross disposable 
income and thereby maintain their level 
of consumption, in this second phase of 
the recovery there is no margin to adjust 
savings further. Consequently, the 
recovery in private consumption will  
be slower than in previous episodes. 

Moreover, the data from the National 
Accounts system for the fourth quarter  
of 2012 show that wages accelerated their 

rate of decline by three points compared 
with the previous quarter, going from 
–5.5% to –8.5%. This was the result of  
the reduction of more than three points 
in the average wage during the quarter,  
to –3.0%, largely due to the suppression of 
the December bonus in the public sector. 
However, a positive note is provided  
by the resulting decrease in unit labour 
costs, which fell by –5.8%, thereby 
improving the competitiveness of the 
Spanish economy. 

On the other hand, the decline in public 
consumption in the last quarter of the 
year, namely –0.3% quarter-on-quarter, 
was somewhat less than expected. 
Nonetheless, the change for the whole  
of 2012 stood at –3.7%, reflecting the 
significant fiscal consolidation carried 
out. With a view to 2013, the public 
accounts will still be under pressure 
although the European Commission is 
likely to relax the deficit target for this 
year with the aim of giving the economy 
more time to consolidate.

As in the case of private consumption,  
in the fourth quarter investment also saw 
its largest drop in this second phase of the 
recession, specifically –3.9% quarter-on-
quarter. This acceleration in the rate of 
fall is due to a sharp drop in capital goods 
investment, namely –5.2% quarter-on-
quarter, contrasting with the slight 
advance of 0.2% in the previous quarter. 
For its part, investment in construction 
saw a substantial drop of –2.8% quarter-
on-quarter, particularly because of non 
real estate construction. However, this 
decline was less than the average figure 
for the previous four quarters. Although 
the adjustment in the construction 
industry has not ended, leading indicators 
point to the rate of contraction 
stabilizing. In the first two months of  
the year, the construction confidence 
indicator posted values that are clearly 

savings will not be able  
to underpin private 
consumption.

The foreign sector  
withstands the decline in 
activity in the euro area.

The weakness in capital 
goods investment sharpens 
towards the end of the year.
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higher than those of 2012 although still 
far below their historical average. 

The information on the components  
of domestic demand provided by the 
breakdown of GDP for the fourth quarter 
is therefore not very encouraging. On  
the whole, domestic demand deducted  
2 percentage points from GDP growth in 
the fourth quarter. This was partly offset 
by a greater contribution from exports, 
namely 1.2 percentage points in quarter-
on-quarter terms. The foreign sector 
therefore continues to be the only engine 
of growth for the Spanish economy, now 
in its tenth consecutive quarter. 

However, it is important to note that 
exports fell in the fourth quarter, unlike 
in the preceding two quarters, specifically 
by 0.9% quarter-on-quarter, due 
especially to weak demand from the euro 

area. The reason why the foreign sector 
made a positive contribution to growth 
was therefore the comparatively larger fall 
in imports, at –4.8% quarter-on-quarter. 

After this sharp decline in activity at the 
end of last year, the outlook for 2013 is 
somewhat more promising as the rate of 
contraction in GDP will slow up during 
the first half of the year. For example,  
the fall in industrial production eased  
in January, contracting by –5.0% year-on-
year compared with –7.1% in December. 
January’s retail sales also decreased their 
rate of contraction and the PMI 
manufacturing index increased by  
0.7 percentage points in February to  
46.8 points. Should this trend continue, 
we might once again see positive  
growth rates by the second half of  
the year. 

Business indicators  
show improvements  
early in 2013.

DEmaND iNDiCaTOrs

Percentage change over same period year before

2011 2012
2012 2013

1Q 2Q 3Q 4Q January February

Consumption 

 Production of consumer goods (*) –1.0 –4.7 –3.7 –4.5 –4.8 –6.1 –7.9 ...

 Imports of consumer goods (**) –2.2 –11.0 –6.1 –11.3 –12.3 –14.3 –4.9 ...

 Car registrations –17.7 –13.4 –1.9 –13.7 –17.8 –21.7 –9.6 –9.8

 Credit for consumer durables –21.0 –14.4 –12.8 –13.6 –17.0 –12.7 ... ...

 Consumer confidence index (***) –17.1 –31.7 –24.6 –29.0 –35.2 –37.8 –32.5 –33.4

Investment

 Capital goods production (*) 0.8 –10.8 –10.3 –13.9 –10.8 –8.0 –2.7 ...

 Imports of capital goods (**) –3.1 –10.7 –11.5 –11.9 –15.8 –4.7 0.4 ...

 Commercial vehicle registrations –6.6 –24.8 –19.1 –26.6 –27.9 –26.3 –18.8 –26.0

Foreign trade (**) 

 Non-energy imports 1.0 –8.5 –8.7 –8.5 –7.6 –9.2 4.5 ...

 Exports 10.1 1.7 –0.3 2.7 2.5 2.1 5.3 ...

NOTES: (*) Adjusted for public holidays.
(**) By volume.
(***) European Commission survey: difference between percentage of positive and negative replies.
SOURCES: ANFAC, National Institute of Statistics, Bank of Spain, Ministry of Finance and Competitiveness, European Commission and own calculations. 
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TREND IN SPAIN’S GDP BY COMPONENT

Percentage year-on-year change (*)

GDP Household consumption

Public consumption Investment in capital goods

Imports of goods and servicesExports of goods and services

Construction investment Domestic demand (**)

NOTES: (*) Data adjusted for seasonal and calendar e�ects.
(**) Contribution to GDP growth.
SOURCE: National Institute of Statistics.
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as for now, the appreciation of the euro poses no risk for growth

The euro’s recent appreciation has brought the foreign exchange market to the forefront of economic debate. The 
expansionary monetary policies of some of the main central banks pushed up the single currency’s nominal 
effective exchange rate to 8.7% between July 2012 and February 2013.(1) This climb did not stop until the president 
of the European Central Bank (ECB), Mario Draghi, warned that it will closely monitor money market 
developments. However, fears of a possible currency war weakening the economic recovery in the euro area have 
not entirely dissipated.

Such fears seem well-founded: a stronger euro makes exports from the European Monetary Union (EMU) more 
expensive and, at the same time, makes imports cheaper. Given that the main engine of growth in the last few 
years has been the foreign sector, this is of the utmost concern. As can be seen in the graph below, the exchange 
rate has been far from stable over time but what is particularly notable is the speed with which the euro has 
appreciated over the last year, faster than in other periods. An historical perspective, however, shows us that this 
movement is not so uncommon. For example, between February 2006 and August 2008, the euro’s value increased 
by 18.5% and between March 1985 and February 1987 by 28.5%.

The economic impact of an upswing in the euro similar to that of the last six months is not too large. According 
to the ECB’s estimates, a permanent 10% rise in the euro’s nominal effective exchange rate results in a 0.2 percentage 

(1) The euro’s nominal effective exchange rate is calculated as the average of its value against the currencies of its main trading partners, adjusted 
by the volume of exports to these countries.

THE EURO APPRECIATES LESS BUT MORE QUICKLY OVER THE LAST FEW MONTHS 

Nominal effective exchange rate of the euro (*)

NOTE: (*) Weighted average of the euro’s �uctuation against its main trading partners in the euro area. For periods before 1999, 
an estimated euro exchange rate has been used based on the weighted average of the currencies of its member states. 
SOURCE: BIS.
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point reduction in gross domestic product (GDP) in the first year, and a 0.6 percentage point reduction in the long 
term.(2) If we apply this to the euro’s appreciation from July 2012 up to February 2013, namely 8.7%, economic 
activity will have deteriorated by 0.17 percentage points this year. However, the first few weeks of March have seen 
some correction in the euro’s recent appreciation and this shorter duration would reduce the ultimate effect on 
growth. To achieve a short-term contraction in GDP greater than 0.5 percentage points much sharper and longer-
lasting fluctuations would be needed in the exchange rate; for example, an appreciation in the currency similar to 
the one recorded between 1985 and 1987. The effect, therefore, is not insignificant but neither does it seem enough 
to jeopardize the recovery process, at least for the time being.

In part, one of the factors that are helping to soften the impact of exchange rate variations on exports is exports’ 
low end price sensitivity to exchange rate movements. This is due, among other factors, to the capacity of exports 
to absorb part of the currency fluctuations, either by narrowing profit margins or by using financial instruments 
to hedge against foreign exchange risk. It is estimated that, in the euro area, only half the appreciation of the 
currency is transferred to the end price of exported goods, a figure very similar to that of Japan and the United 
Kingdom.(3) In the case of the United States, however, this sensitivity is even lower as only 12% of the currency’s 
appreciation ends up reflected in the end price of exported goods.

Other factors which also play a key role in determining the effect of exchange rate fluctuations on economic 
growth are: how open the economy is, the import content of its exports and their level of technology. With regard 

(2) See Mauro, Rüffer and Bonda, «The changing role of the exchange rate in a globalised economy». ECB Occasional paper series (2008).
(3) See Hamid Faruqee, «Exchange Rate Pass-Through in the Euro Area: The Role of Asymmetric Pricing Behavior», IMF Working Paper (2004).

THE IMPORT CONTENT OF EXPORTS AND THEIR TYPE VARIES GREATLY BETWEEN EUROPEAN 
UNION COUNTRIES

Import content of exports Exports with high technological content

SOURCE: OECD.
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to the first aspect, more open countries are naturally more exposed to exchange rate variations. In this respect, the 
differences between the various countries in the European Union are very big. At one end of the scale we find the 
Netherlands, with a level of trade openness, defined as exports and imports as a percentage of GDP, to countries 
outside the euro area of 81.5% of GDP last year. However, in France and Spain this figure did not reach 25% of 
GDP. Germany is in the middle, with a 42.0% degree of openness.

Another factor to take into account is the import content of exports; i.e. the imported products required to generate 
an exported good. A comparison of the two extreme cases is highly intuitive: a reduction in foreign demand for a 
country in which everything is produced using domestic goods (zero import content) will have a much greater 
effect on GDP than in another economy where all the exported goods have been previously imported. In the graph 
on the left we can see the import content of exports from the main euro area countries. Of note is the fact that, 
apart from Greece, the four largest countries have the lowest import content of their exports, with figures below 
30% in France, Germany and Italy and 34% in Spain. This relationship can be partly explained by the larger size 
and greater diversification of their economies. On the other hand, Ireland, Belgium and Portugal head the list of 
countries with a higher import content in their exports.

The last factor to take into account is the technological content of exports. Several studies have noted that demand 
for exports with a lower technological content is more price sensitive.(4) Those countries specializing in exports of 
high tech products will therefore be less exposed to exchange rate fluctuations. Both Germany and France stand 
out in this case since, in addition to having a lower import content for their exports, they are also more specialized 
in high tech products. At the other extreme we find Greece and Portugal, with an 18% and 36% share of high tech 
exports respectively.

Looking at Spain’s situation, we can see that it is in a comfortable position between these last two cases. 
Consequently, the impact of the single currency appreciating on economic activity would not be very different 
from that on the euro area as a whole. Moreover, the Spanish economy’s different trade pattern, with a significant 
share of its exports going to euro area countries, places the appreciation of the nominal effective exchange rate for 
the Spanish economy at 2.2% between July 2012 and February 2013, so that any impact on growth would be 
incidental.

In short, in spite of recent fears the relatively limited appreciation of the euro over the last few months does not 
look like having any significant effect on growth in the euro area or on that of the Spanish economy. But the 
margin is not infinite, especially now that the export engine is the main driving force for the recovery. It is 
therefore a good idea for the European Central Bank to monitor its developments very closely.

(4) See Carlos Martínez-Mongay: «Competitiveness and growth in EMU: The role of external sectors in the adjustment of the Spanish economy», 
European Commission Economic Papers (2009).

This box was prepared by Joan Daniel Pina
European Unit, Research Department, ”la Caixa”
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The improvement in competitiveness 
speeds up

Although still contracting, the leading 
indicators for activity suggest the 
recession is diminishing in the first 
quarter of 2013. While GDP fell by  
0.8 percentage points in the last quarter  
of 2012, for this quarter we expect a 
contraction of 0.4 percentage points. This 
moderation in the decline in GDP will 
continue during the second quarter, the 
year ending with stabilization or slight 
growth.

February’s figures for the labour market 
support this relative improvement as, 
although the number of people registered 
as employed with Social Security fell by 
28,691, the year-on-year rate of change for 

employment improved by 0.2 percentage 
points to –4.4% year-on-year. This fall,  
in line with what was expected, was less 
than the fall in the same month of 2009 
and 2012 (of 69,000 and 61,000 people, 
respectively), which ended up being the 
worst two years in terms of job losses. 
The start of the year has therefore been 
less deplorable than last year, at least for 
the time being. Nonetheless, it should  
be noted that this drop in February was 
more than in 2008 and 2010 and much 
worse than the figures recorded before 
the crisis, between 2001 and 2007, when 
144,000 jobs were created on average  
in the month of February. 

No all sectors performed the same. The 
figures adjusted for seasonal and calendar 
effects show that most of the decrease in 

The rate of decline for  
all those registered as 
unemployed slows up  
by 0.2 percentage points  
to 4.4% year-on-year.

Labour market

SOURCES: Ministry of Employment and Social Security, Public Employment O�ces and own calculations.

Monthly change adjusted for seasonal variations 
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Year-on-year rate (right scale)
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The year-on-year growth 
rate for registered 
unemployment falls  
by more than one point  
to 7.0%.

employment took place in industry.  
In fact, registered employment for  
this segment, which accounts for 13%  
of the total, fell by almost 17,000 people, 
seasonally adjusted. For their part, 
construction and services lost 13,000 and 
6,000 jobs respectively. Of note was the 
comparatively better performance by 
services, with a relative weight of almost 
three quarters of employment, losing 
fewer jobs than the drop observed in  
the last quarter of 2012. 

As expected, registered unemployment 
continued to rise in February, specifically 
by 59,444 people up to a total of 
5,040,022. Seasonally adjusted, 
unemployment fell by 2,000 people.  
The increase in unemployment was  
lower than the February figure for the last 
three years and, as a result, year-on-year 
growth in unemployment fell by 1.3 

percentage points compared with 
January, to 7.0%. All this suggests that  
the rate of increase in unemployment is 
slowing down even though the increase 
was still quite a lot bigger than the 
average increase during the period  
2001-2007, namely 1,700 people. 

This record figure for registered 
unemployed, more than five million, puts 
a lot of pressure on benefit expenditure 
for this group. Specifically, expenditure 
for this area rose by 2.6% year-on-year  
in January, mainly as a result of the  
rise in the number of unemployed but 
also due to the slight increase in the 
average spending per beneficiary, close  
to 930 euros per month.

To improve the situation of the labour 
market and the sustainability of the 
Social Security pension system in the 

EmPLOymENT iNDiCaTOrs

Percentage rate of change over same period year before

2011 2012
2012 2013

1Q 2Q 3Q 4Q January February

Persons registered with Social Security (1)

 Sectors of activity

  Industry –2.7 –5.3 –4.2 –5.2 –5.9 –5.9 –6.0 –5.7

  Construction –12.2 –17.0 –16.4 –17.3 –17.7 –16.8 –16.0 –15.5

  Services 0.2 –1.7 –0.9 –1.6 –1.8 –2.6 –3.1 –3.0

 Job situation

  Wage-earners –1.4 –3.8 –2.9 –3.7 –3.9 –4.7 –5.3 –5.0

  Non-wage-earners –1.2 –1.4 –1.3 –1.3 –1.4 –1.6 –1.2 –1.6

 Total –1.3 –3.4 –2.6 –3.2 –3.5 –4.1 –4.6 –4.4

Persons employed (2) –1.9 –4.5 –4.0 –4.8 –4.6 –4.8 – –

Jobs (3) –1.7 –4.4 –3.7 –4.7 –4.6 –4.7 – –

Hiring contracts registered (4)

 Permanent –9.6 –2.2 –19.3 –5.7 –3.8 24.8 32.6 22.9

 Temporary 1.0 –4.8 –6.7 –4.8 –5.1 –3.0 4.0 –3.0

 Total 0.1 –4.6 –7.8 –4.8 –5.0 –1.1 6.1 –1.0

NOTES: (1) Average monthly figures.
(2) Estimate by Labour Force Survey.
(3) Equivalent to full-time work. National Accounting estimate; data adjusted for seasons and public holidays.
(4) At the Public State Employment Service.
SOURCES: National Institute of Statistics, Ministry of Employment and Social Security, State Employment Services and own calculations.
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The government approves  
a battery of measures to 
encourage the employment 
of older people.

medium term, on 15 March the Spanish 
government approved Royal Decree Law 
5/2013 on measures to encourage a longer 
working life for older workers. The main 
aim is to tackle the transition between 
work and retirement via measures  
acting on three areas: early and partial 
retirement, compatibility between  
work and pension and combating age 
discrimination in employment. 

With regard to early retirement, of note  
is the fact that the age will gradually 
increase from 63 to 65 in 2027 in the case 
of voluntary early retirement, and from 
61 to 63 in non-voluntary cases. A 
minimum length of contribution has  
also been established to be entitled to  
a full pension, of 35 and of 33 years, 
respectively. Modifications will also be 
carried out to increase penalties in terms 
of the pension received for both cases  
in order to discourage early retirement. 
With regard to partial retirement, which 
is possible two years before the official 
retirement age, this is limited to a 
maximum 50% reduction in the work 

day, although a maximum of 75% 
reduction will be permitted when the 
replacement worker is younger and on  
a permanent full-time contract. Lastly, 
there is now the option to receive 50%  
of the pension but continue working, 
both as an employee and self-employed, 
including for those people who have 
exceeded the official retirement age. 
When they no longer work, they will  
once again receive the whole pension. 

All these measures, although necessary to 
guarantee the sustainability of the Social 
Security system in the medium term, will 
not have any immediate effect on the 
recovery in employment. On the other 
hand, one very important aspect that is 
also making a notable contribution to  
the adjustment in the labour market is the 
trend in labour costs. In fact, according to 
the quarterly labour cost survey, the total 
cost in the fourth quarter was 2,599 euros 
per worker per month, down by 3.2% 
compared with the same period a year 
ago. This is the biggest drop since the 
series started to be compiled. The drop  

NOTE: (*) Activities of the public sector, education, healthcare, social and artistic services (category O-S in the NACE classi�cation). 
SOURCES: National Institute of Statistics, Eurostat and own calculations.
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The labour cost per worker 
falls by 0.6% year-on-year 
in 2012.

in labour costs therefore intensified 
towards the end of 2012, as the average 
annual cost during the year was  
2,540 euros, 0.6% less than in 2011.

The adjustment in labour costs was 
relatively widespread among the different 
economic areas although particularly 
sharp in non-market segments, which 
include public administration, health, 
education and artistic activities. The 
decline was particularly intense in the 
public sector, namely 14.4% year-on-year, 
largely a result of suppressing December’s 
bonus for civil servants. Also of note  
was the 9.3% drop in health and social 
services. Eliminating the Christmas 
bonus was an extraordinary measure,  
so the adjustments in labour costs over 
the coming months are likely to be 
considerably smaller. 

The decrease in Spain’s labour costs was 
substantially greater than the fall in the 
rest of the euro area countries, making 
the economy more competitive. On the 
other hand, taking into account  
the fact that the average annual rise  
in the consumer price index (CPI) was 
2.4% in 2012, workers lost purchasing 
power.

In short, the labour market continues  
to deteriorate although less sharply. The 
figures for registered employed in 2013 
show a less deplorable decline than in 
2012 although somewhat worse than in 
2010. The rate of decline is expected to go 
on decreasing over the coming months, 
so that 2013 should end with a total  
of around 175,000 jobs lost.

waGE iNDiCaTOrs

Percentage rate of change over same period year before

2011 2012
2012

1Q 2Q 3Q 4Q

Increase under general wage agreements (*) 2.1 1.3 2.2 1.7 1.3 1.3

Wage per job equivalent to full-time work (**) 0.7 –0.3 1.4 0.2 0.1 –3.0

Quarterly labour cost survey

 Wage costs

  Total 1.0 –0.6 1.2 0.0 0.3 –3.6

   Industry 2.8 1.2 1.9 2.1 1.0 –0.2

   Construction 2.5 1.3 1.3 2.2 1.2 0.4

   Services 0.5 –1.1 1.0 –0.5 0.0 –4.7

  Average wages per hour worked 2.1 –0.1 1.5 1.0 0.3 –2.7

 Other labour costs 1.6 –0.8 0.9 –1.4 –0.9 –1.8

 Work day (***) –0.9 –0.6 –0.3 –1.0 0.0 –0.9

Farm wages 1.9 ... 0.3 0.7 –0.5 ...

Labour cost in construction 1.9 0.2 0.8 0.1 0.1 0.0

NOTES: (*) Does not include wage revision clauses. Cumulative figures.
(**) Quarterly National Accounts: data adjusted for seasons and public holidays.
(***) Effective hours worked per worker per month.
SOURCES: National Institute of Statistics, Ministry of Labour and Social Affairs, Ministry of Agriculture, Fisheries and Food, Ministry of Public Works and own calculations.
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Pause in the downward slide  
of inflation

The year-on-year rate of change for the 
consumer price index (CPI) in February 
was slightly higher than expected, up by 
0.1 percentage points to 2.8%. The main 
reasons for this rise were fuels, with a 
slight increase in oil prices and an 
unexpected rise in medicines. 

This rate of inflation was one percentage 
point higher than the figure recorded for 
the euro area as a whole. However, this 
gap can be largely explained by the fiscal 
measures adopted in 2012. In February, 
the constant tax rate inflation figure 
stood at 0.7% year-on-year and at a 
meagre 0.2% for underlying inflation. 

This is representative of the extent to 
which energy prices and the hike in 
indirect taxes are affecting inflation, 
which should actually be expected given 
the highly depressed level of consumption 
at present.

Unless there are changes in the law or 
taxation during 2013 that affect retail 
prices, the prospect is for inflation to fall 
over the coming months. Several factors 
support this theory. Firstly, the knock-on 
effects on the general rate of inflation 
introduced in 2012 will gradually 
disappear, with a sharp fall in September 
when the impact of the hike in value 
added tax (VAT) evaporates. Secondly, 
Brent oil prices fell by 3.2% during the 
first half of March, reaching 84.7 euros 

The CPi’s year-on-year rate 
of change increases by 0.1 
percentage points to 2.8%.

inflationary pressures  
will gradually fade due to 
the disappearance of tax 
effects...

Prices

INFLATION HALTS ITS DOWNWARD TREND

Year-on-year change in CPI

SOURCES: National Institute of Statistics and own calculations.
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per barrel. Assuming this price will not 
vary significantly from its current level (a 
figure of around 83 euros a barrel is 
expected for the end of the year), inflation 
for this heading should continue to 
decrease very gradually. This should 
allow the general index to fall throughout 
the year.

Thirdly, electricity prices are expected to 
drop substantially as from April. In fact, 
the electricity auction held on 20 March 
between suppliers licensed to supply at 

the regulated tariff ended up with prices 
falling by 15%. According to the Spanish 
Association for the Electricity Industry, 
this should result in the Tariff of Last 
Resort (TLR) for electricity falling by 
around 7%, as 50% of the outcome from 
these auctions tends to be passed on to 
electricity bills. The other half 
corresponds to the official costs of the 
electricity system, also known as tolls, 
which will remain the same. The drop in 
this tariff contrasts with the latest 
movements which have mostly been 

CONsumEr PriCE iNDEx By COmPONENT GrOuP

February 2013

Indices
(*)

% monthly change % change over
previous December % annual change

2012 2013 2012 2013 2012 2013

By type of spending

 Food and non-alcoholic beverages 104.3 0.1 –0.3 0.4 0.1 2.6 2.8
 Alcoholic beverages and tobacco 110.9 0.3 0.4 0.5 3.1 2.2 8.1

 Clothing and footwear 91.5 –1.7 –1.8 –15.9 –16.2 0.0 –0.1

 Housing 106.4 0.2 0.2 0.7 –0.5 3.3 4.4

 Furnishings and household equipment 101.5 –0.1 0.0 –1.0 –0.8 1.1 1.4

 Health 110.3 0.1 0.8 –0.1 –0.4 –2.9 12.9

 Transport 106.4 0.8 1.4 2.7 2.4 5.3 2.8

 Communications 95.3 0.1 0.0 –2.0 –1.2 –3.5 –1.8

 Recreation and culture 100.4 0.2 0.5 –2.2 –1.7 0.4 1.3

 Education 112.7 0.0 0.0 0.1 0.0 2.8 10.4

 Restaurants and hotels 100.6 0.1 0.0 0.0 –0.2 0.9 0.6

 Other goods and services 104.6 0.3 0.3 0.8 0.5 2.3 3.0

By group

 Processed food, beverages and tobacco 105.6 0.2 0.3 0.5 1.0 2.8 3.6

 Unprocessed food 104.2 0.0 –1.1 0.2 –0.5 1.8 3.1

 Non-food products 102.6 0.1 0.3 –1.4 –1.5 1.8 2.6

 Industrial goods 102.5 0.0 0.3 –2.6 –3.0 2.4 2.9

  Energy products 111.1 1.1 1.7 3.5 1.9 7.9 5.9

  Fuels and oils 112.0 1.5 2.3 4.8 4.2 10.4 5.1

  Industrial goods excluding energy products 98.9 –0.4 –0.3 –5.1 –5.2 0.1 1.4

 Services 102.6 0.1 0.2 –0.1 –0.1 1.3 2.2

 Underlying inflation (**) 101.9 0.0 0.0 –1.7 –1.6 1.2 2.3

GENERAL INDEX 103.1 0.1 0.2 –1.0 –1.1 2.0 2.8

NOTES: (*) Base 2011 = 100.
(**) General index excluding energy products and unprocessed food.
SOURCE: National Institute of Statistics.

...to the stability of oil 
prices and the drop in  
the electricity tariff.
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SOURCES: National Institute of Statistics and own calculations.

ELECTRICITY PRICES ARE EXPECTED TO FALL IN APRIL

Year-on-year change in CPI for electricity
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prices

Producer price index Import prices GDP
deflactor 

(*)General
index

Consumer
goods

Capital
goods

Intermediate
goods

Energy
goods Total Consumer

goods
Capital
goods

Intermediate
goods (**)

2012

 January 0.0 4.8 1.9 0.7 1.7 14.2 6.2 2.6 2.1 2.7 –

 February 1.4 4.6 1.6 0.7 1.0 14.3 5.5 2.6 1.9 1.4 0.4

 March 5.1 4.5 1.7 0.6 1.2 13.4 6.2 3.2 1.3 1.9 –

 April 2.7 3.2 1.8 0.5 1.1 8.6 5.3 4.1 1.3 1.9 –

 May 2.4 3.4 1.8 0.4 1.0 9.4 4.5 4.7 1.9 2.4 0.1

 June 1.3 2.7 1.8 0.6 0.6 7.2 3.0 4.8 1.3 2.4 –

 July 9.4 2.9 2.2 0.5 0.4 7.7 3.3 5.2 1.1 1.8 –

 August 14.7 4.6 2.7 0.4 1.0 13.0 4.4 5.4 1.1 1.7 0.5

 September 15.4 4.3 3.5 0.5 1.6 10.1 3.2 3.2 0.3 1.7 –

 October 20.4 3.9 3.6 0.3 1.9 8.4 2.5 3.2 0.2 2.2 –

 November ... 3.3 3.4 0.4 2.3 5.6 1.6 3.2 0.0 2.1 0.1

 December ... 3.3 3.5 0.6 2.9 4.8 0.6 2.4 –0.7 1.4 –

2013

 January ... 2.6 3.8 0.4 2.5 2.6 –0.2 1.2 –0.9 0.6 –

NOTES: (*) Seasonal and calendar effects adjusted data.
SOURCES: National Institute of Statistics, Ministry of the Treasury and Competitiveness and own calculations.  
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we expect inflation  
to fall to 1.5% towards  
the end of the year.

upwards. In 2011, the TLR rose by 10% 
and by a further 5.4% in 2012.

However, this drop in electricity prices 
may be smaller, as electricity companies 
will probably pass on to consumers  
the new energy taxes approved by the 
government in September in order to 
reduce the tariff deficit. Assuming that, 
for example, electricity prices finally 
decrease by 3% in April, and taking into 
account the fact that electricity has a 
relative weight of 3.3% in the basket of 
products used to calculate the CPI, such  
a movement would lead to a drop of 0.1 
percentage points in the general index.

In addition to all these moderating 
factors we should also add the fact that 
domestic demand will only recover very 
gradually, so that no upward pressure  
on prices is expected from this quarter. 

Given this situation, inflation should 
continue to fall to around 1.5% in 
September and may remain at this level 
until the end of the year. 

This moderation in inflation can also  
be seen in the industrial price index, 
which reflects the variation in prices  
of industrial goods charged by 
manufacturers. In fact, the table above 
shows that industrial prices continued 
their downward slide, down by half a 
point in the month of January to 2.6% 
year-on-year. This figure contrasts with 
the 4.8% recorded in the same month a 
year ago. Except for consumer goods, this 
drop in prices for industrial goods was 
widespread throughout all components 
and particularly sharp in energy goods. 
This downward trend is helping the 
Spanish economy to regain some of its 
competitiveness.
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December’s surplus accelerates the 
adjustment in the current balance

The current balance figures for December 
2012 exceeded the expectations of the vast 
majority of economic analysts. With a 
surplus of 4.88 billion euros in the last 
month of the year, the correction of the 
external imbalance accelerated, falling  
to 0.8% of Spain’s gross domestic product 
(GDP) for the whole of 2012. This figure 
is 2.7 percentage points below the one 
posted in 2011. Such a good rate of 
adjustment recorded during the last half 

of 2012 reinforces the prediction that  
a current surplus will be achieved  
in 2013, something that has not been  
seen since 1997.

A breakdown of the current balance  
into the different balance of payments 
components allows us to analyze both  
the factors underlying this adjustment  
in December and the probable trends 
throughout 2013. On the one hand,  
weak domestic demand and gains in 
competitiveness for the Spanish economy 
maintained the rate of improvement for 

The current surplus for 
December 2012, totalling 
4.88 billion euros, exceeds 
most economists’ 
expectations.

Foreign sector

BaLaNCE OF PaymENTs

December 2012

Last 12 months

Balance 
in million euros

Annual change

Absolute %

Current account balance

 Trade balance –24,928 14,799 –37.3

 Services

  Tourism 31,400 796 2.6

  Other services 8,174 4,538 124.8

  Total 39,575 5,335 15.6

 Income –18,448 7,658 –29.3

 Transfers –4,457 1,447 –24.5

 Total –8,258 29,239 –78.0

Capital account 6,569 1,081 19.7

Financial balance

 Direct investment 13,696 19,292 –

 Portfolio investment –51,411 –28,335 122.8

 Other investment –141,507 –96,785 216.4

 Total –179,221 –105,828 144.2

Errors and omissions 7,389 11,140 –

Change in assets of Bank of Spain 173,521 64,368 59.0

NOTE: The figure resulting from the sum of current account balance, capital account balance and financial balance is compensated 
by the change in assets of Bank of Spain plus errors and omissions.
SOURCES: Bank of Spain and own calculations.
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Exports towards the euro 
area grow by 1.9% year-on-
year in January, after a year 
of shrinkage.

the balance of goods and of services. In 
the case of the first, the correction in the 
deficit of almost 3 billion euros in the last 
month of the year was due, almost in 
equal parts, to a rise in exports and a fall 
in imports. 

According to customs data for 2013, the 
goods deficit decreased again in January, 
albeit at a slightly slower pace due to the 
increase in the energy deficit. Of note is 
the upswing in exports in the first month 
of the year, namely 7.9% year-on-year, far 
higher than the average figure of 3.8% 
recorded throughout 2012. Once again, 
exports to outside the euro area remained 
strong, growing by 14.5% year-on-year in 
January. This was boosted by a revival in 
sales towards the euro area, up by 1.9% 
year-on-year in January compared with 

the drop of 2.7% recorded for 2012 as a 
whole. We expect activity in the euro area 
to recover gradually and further 
improvements in Spain’s competitiveness 
to maintain this trend throughout 2013.

With regard to the balance of services, 
the increase in the surplus seen in 
December, of 890 million euros, was in 
line with the growth recorded throughout 
last year. On the one hand, December’s 
tourism balance increased slightly, due 
almost exclusively to less spending by 
Spaniards abroad. On the other hand, the 
non-tourism component once again 
increased its revenue from abroad, 
thereby confirming its role as the driving 
force in the services balance. The 
weakness of tourism in the first few 
months of 2013, down 1.3% compared 

FOrEiGN TraDE 

January 2013

Imports Exports Balance
Export/
Import
rate (%)Million

euros
% annual

change
by value

%
share

Million
euros

% annual
change
by value

%
share

Million
euros

By product group

 Energy products 5,585 13.0 26.1 1,131 6.7 6.3 –4,453 20.3

 Consumer goods 4,360 –5.3 20.4 5,914 8.9 33.1 1,554 135.6

  Food 1,179 1.4 5.5 2,499 6.7 14.0 1,320 212.0

  Non-foods 3,181 –7.5 14.9 3,415 10.5 19.1 234 107.4

 Capital goods 1,226 3.1 5.7 1,359 9.1 7.6 133 110.9

 Non-energy intermediate goods 10,210 7.4 47.8 9,477 7.2 53.0 –733 92.8

By geographical area

 European Union 9,985 –0.6 46.7 11,353 3.7 63.5 1,368 113.7

  Euro area 8,294 1.4 38.8 8,934 1.9 50.0 639 107.7

 Other countries 11,395 11.9 53.3 6,528 16.0 36.5 –4,867 57.3

  Russia 1,133 128.8 5.3 224 6.5 1.3 –909 19.8

  United States 898 29.4 4.2 647 6.2 3.6 –252 72.0

  Japan 219 –23.6 1.0 150 –1.3 0.8 –69 68.7

  Latin America 1,806 17.0 8.4 1,034 15.3 5.8 –772 57.3

  OPEC 2,867 0.5 13.4 1,182 83.2 6.6 –1,685 41.2

  Rest 4,471 3.7 20.9 3,291 5.6 18.4 –1,180 73.6

TOTAL 21,380 5.7 100.0 17,882 7.9 100.0 –3,499 83.6

SOURCES: Ministry of the Economy and Competitiveness and own calculations.
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with the same period a year ago, does not 
augur any change in these roles in the 
medium term.

As shown by the right-hand graph below, 
the correction in the income deficit also 
contributed substantially to the external 
adjustment in 2012, especially in the 
second half of the year. Fewer income 
payments abroad are the probable cause 
of this improvement. Undoubtedly, one of 
the main explanations was the fact that 
financial institutions were able to benefit 
from the liquidity auctions held by the 
European Central Bank (ECB), helping to 
lower the cost of financing Spain’s debt 
throughout 2012. 

This effect was reinforced by other factors 
that also helped to push down external 
income payments. Private sector 
deleveraging, less financial tension 
towards the end of last year and the 
reduction of public debt in the hands of 
non-residents make up some of these 
factors. Fewer dividend payments by 

Spanish firms in December will have also 
contributed to the sharp adjustment in 
the income deficit for that month, 
totalling 3.6 billion euros.

However, part of this improvement could 
be offset by higher interest payments in 
January 2013, which would slightly 
deteriorate the current deficit for that 
month. A similar situation might occur 
in the transfer balance. The sharp 
correction in this deficit during the last 
two months of 2012, namely 2.86 billion 
euros, might be partly due to bringing the 
schedule forward for transfers received 
from abroad. As a consequence, the 
revenue for this balance might be affected 
in the following months.

Consequently, the current deficit might 
have increased slightly at the beginning of 
2013. Nevertheless, the underlying trends 
will continue to push towards further 
improvements in the current balance in 
2013, which we predict will be around 
1.0% of Spanish GDP this year.

The European Central Bank’s 
liquidity auctions lower the 
cost of financing spain’s 
debt.

we expect the current 
balance to post a surplus 
close to 1% of GDP in 2013.

THE ADJUSTMENT IN THE CURRENT DEFICIT SPEEDS UP IN DECEMBER 2012

SOURCES: Bank of Spain and own calculations.
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Pending new deficit targets

In 2012, Spain’s public deficit was revised 
upwards slightly to 7.0% of its gross 
domestic product (GDP). The change  
in how rebates are accounted lies  
behind this rise of 0.3 percentage points 
compared with the initial figure given  
by the government a month ago. Once  
the losses for aid to the banking sector 
have been included, this deficit rises to 
10.6% of GDP. This figure has been well 
received by the main economic bodies, 
which have seen the fiscal effort made in 
2012 in a positive light. As a consequence, 
the pressure on the cost of financing 
public debt has eased: a propitious 
situation for the government and the 

European Commission (EC) to lessen  
the fiscal correction required from Spain.

The pace of tax rebate payments was 
altered during the last few months of 
2012. Specifically, between November 
and December these fell by 4.58 billion 
euros compared with 2011. As can be 
seen in the graph below, this increased 
net taxation revenue for 2012. However, 
this increase was partly corrected in 2013. 
The larger number of tax rebates during 
the first few months of 2013 reduced net 
taxation revenue by 3.42 billion euros 
compared with the same period in 2012. 
Nevertheless, these late payments do not 
affect 2012’s public deficit as calculated  
by the government in the first instance  

2012’s public deficit is 
revised upwards to 7.0%  
of GDP.

Public sector

THE LATE PAYMENT OF REBATES REDUCES TAX REVENUE IN JANUARY 2013

Cumulative revenue from taxation over the last twelve months

SOURCES: Ministry of Taxation and Public Administrations.
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Central government and 
autonomous communities 
lead the way in public 
deficit adjustments  
in 2012.

The new deficit target  
is 4.5% in 2013 although 
this might be revised  
in the coming months.

Public debt reaches 84.4% 
of GDP in 2012.

as, according to Eurostat regulations, 
rebates must be accounted for at the time 
they are requested and not when they  
are paid. 

That is why the adjustment in the general 
government deficit, without including 
bank losses, was finally 2.1 percentage 
points last year, 0.7 percentage points 
from the 6.3% target agreed with the  
EC. A breakdown of the deficit into the 
different public administrations reveals 
significant discrepancies between them. 
The central government and autonomous 
communities (CC.AA. in Spanish) 
carried out significant fiscal adjustment 
in 2012. The former reduced its deficit by 
1.3 percentage points to 3.8% of Spanish 
GDP. For their part, the communities’ 
deficit was almost halved, from 3.3%  
to 1.7% of GDP. However, in both cases 
this reduction was not enough to meet 
the deficit targets set, deviating by 0.3  
and 0.2 percentage points respectively. 
This breakdown still does not include  
the 0.3 percentage point revision required 
by Eurostat and which mainly affects the 
central government’s deficit.

However, local government corporations 
and Social Security did meet their fiscal 
targets set for 2012, although performing 
very differently. While local government 
corporations managed to reduce their 
deficit for the second consecutive year, 
from 0.4% to 0.2% of GDP, the Social 
Security deficit widened once again. 
Specifically, from 0.1% to 1.0% of  
Spanish GDP due to higher spending  
on unemployment benefit and pensions.

In summary, the correction of the deficit 
for public administrations as a whole 
reflects the considerable fiscal effort 
made in 2012, particularly in a year  
of economic recession. However, the 
weakness of the economy, together  

with the disappearance in 2013 of some 
measures that helped to correct public 
finances in 2012 (such as the elimination 
of the Christmas bonus) will make it 
difficult to correct the deficit this year. 
According to the Stability Programme, 
this should fall to 4.5% of GDP. Over the 
coming weeks, the government may come 
to an agreement with the EC to ease the 
pace of fiscal consolidation, which might 
set the new target between 5.5% and 6.0% 
of GDP. Unlike last year, the bulk of the 
evidence suggests that part of this extra 
flexibility will be passed on to the target 
deficit for the autonomous communities, 
currently at 0.7% of GDP for 2013. In this 
respect, the government has also opened 
the door to setting different targets for 
each community.

The other side of the coin to lower deficit 
targets is that the public debt forecast will 
have to be revised slightly upwards. In 
2012 this was already 84.4% of GDP,  
14.8 points more than a year ago. In fact, 
since the start of the crisis, Spain’s public 
debt has risen by close to 50 percentage 
points. We expect further increases over 
the coming years, bringing it to around 
95% of GDP. 

The increase associated with interest 
payments will push up public spending 
over the next few years. Taking 2013  
as an example, even with a reduction in 
financing costs of 0.2 percentage points, 
the interest burden would increase by 
almost half a percentage point to 3.5%  
of GDP. In fact, this improvement in  
the average cost of the debt is based on  
a scenario of dissipating tension in the 
public debt markets and on Portugal and 
Ireland gradually rejoining the customary 
financing channels. This scenario should 
not be jeopardized by the current 
turbulences caused by the Cyprus bail-
out, although there is great uncertainty.
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Confidence gradually picks up  
in spain’s financial system

More than a year ago, on 8 December 
2011, the Governing Council of the 
European Central Bank (ECB) adopted 
exceptional measures to inject liquidity 
into Europe’s banks, within a context  
of high financial tensions that were 
preventing monetary policy from being 
correctly transmitted. Specifically, the 
ECB held two longer-term refinancing 
operations or LTROs, with a 3-year 
maturity and the option to pay the loans 
back in advance after the first year. 

The ECB injected close to 489 billion 
euros in the first operation, on 22 
December 2011, and around 529 billion 

euros in the second, on 1 March 2012.  
In total, both injected liquidity into the 
Eurosystem totalling over 480 billion 
euros. According to the figures published 
by the Bank of Spain, Spanish banks 
requested a significant amount of this 
long-term funding as their balance of 
long-term operations rose from 52 billion 
euros in November 2011 to 315 billion 
euros in March 2012. 

One year after these operations were 
carried out, banks can now choose to 
return part of the funds obtained via the 
LTROs. In spite of sources of uncertainty 
coming from Cyprus and, to a lesser 
extent, Italy, Europe’s banks are in a very 
different situation to the one they faced  
a year ago. In Spain, the process of 

The ECB opens the door  
to banks returning LTrOs 
before they mature...

savings and financing

...and 235 billion euros  
are returned by 20 march.

NOTE: (*) Net loans are the total loans obtained from the ECB less the deposit facility balance. 
SOURCE: Bank of Spain.
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spanish banks reduce  
their dependence  
on ECB liquidity.

restructuring the banking sector is now 
highly advanced and, together with the 
gradual reopening of international 
financing markets, this has substantially 
reduced the need for liquidity. 

Given this situation, European banks 
returned 235 billion euros by 20 March, 

according to the ECB’s figures. However, 
for several months now Spanish banks 
had already been reducing their 
dependence on Eurosystem funding, a 
trend that accelerated in February thanks 
to the early return of part of the LTRO 
loans. Specifically, the balance of longer-
term financing operations fell from 311 

BaNK LiaBiLiTiEs DuE TO COmPaNiEs aND HOusEHOLDs 

January 2013

Balance Change this year Change over 12 months % 
shareMillion euros Million euros % Million euros %

On demand deposits 261,253 –3,773 –1.4 –611 –0.2 19.9 

Savings deposits 196,308 –2,765 –1.4 –1,143 –0.6 15.0 

Term deposits 690,912 7,323 1.1 –5,555 –0.8 52.6 
Deposits in foreign currency 19,765 –720 –3.5 2,134 12.1 1.5 

Total deposits 1,168,239 64 0.0 –5,175 –0.4 89.0 

Other liabilities (*) 144,109 –4,450 –3.0 –37,160 –20.5 11.0 

TOTAL 1,312,348 –4,386 –0.3 –42,335 –3.1 100.0 

NOTE: (*) Aggregate balance according to supervision statements. Includes asset transfers, hybrid financial liabilities, repos and subordinated deposits.
SOURCES: Bank of Spain and own calculations.

CrEDiT TO PrivaTE sECTOr By PurPOsE

Fourth quarter of 2012

Balance (*) Change this year Change over 12 months

Million 
euros

Million 
euros % Million 

euros %

Financing of production activities

 Agriculture, livestock raising and fishing 20,202 –1,580 –7.3 –1,580 –7.3

 Industry 131,111 –12,136 –8.5 –12,136 –8.5

 Construction 80,365 –18,182 –18.4 –18,182 –18.4

 Services 567,893 –112,589 –16.5 –112,589 –16.5

 Total 799,571 –144,486 –15.3 –144,486 –15.3

Financing to individuals

 Acquisition and renovation of own home 633,372 –23,080 –3.5 –23,080 –3.5

 Acquisition of consumer durables 32,904 –4,782 –12.7 –4,782 –12.7

 Other financing 89,636 –9,656 –9.7 –9,656 –9.7

 Total 755,913 –37,517 –4.7 –37,517 –4.7

Other 48,506 3,439 7.6 3,439 7.6

TOTAL 1,603,990 –178,564 –10.0 –178,564 –10.0

Acquisition of housing and real estate activities 825,332 –99,541 –10.8 –99,541 –10.8

NOTE: (*) By credit institutions as a whole: banking system, loan finance establishments and official credit.
SOURCES: Bank of Spain and own calculations.



70 APRIL 2013 THE SPANISH ECONOMY MONTHLY REPORT

billion euros in January to 267 billion 
euros, suggesting that around 44 billion 
euros have been returned early. 

It is important to note that this has not 
led to a similar size reduction in liquidity 
in the Eurosystem as Spanish banks had 
more than 47 billion euros in the deposit 
facility in January. In February, this 
amount fell to 19 billion euros, indicating 
that 28 billion of the euros returned came 
from the ECB deposit facility; i.e. it was 
not money in circulation. Consequently, 
net borrowing from the ECB in February 
stood at 271 billion euros, 30% less than 
the peak reached in August 2012. This 
lesser dependence on ECB funding is yet 
another sign that the sources of funding 
for the banking sector are getting back  
to normal. 

For its part, the main source of bank 
financing, deposits, have also performed 
better this year so far. In January, the 
balance of demand deposits fell but this 

was offset by a similar rise in time 
deposits. Depositors are therefore looking 
for a higher return on their savings, hit  
by an environment of low interest rates 
and the limitations on returns imposed 
by the Bank of Spain.

Bank credit continued its contracting 
trend in January with a year-on-year fall 
of –10.5%. This rate of decline speeded up 
in December due to the statistical effect  
of nationalized banks transferring assets 
to the Sareb. However, it also reflects the 
deleveraging being carried out by both 
households and firms. December’s 
breakdown by segment shows a 
widespread and, albeit not surprising, 
sharper fall in credit to developers and 
the construction sector, with a year- 
on-year change of –26.2% and –18.4%, 
respectively.

The non-performing loan (NPL) rate 
started to rise again in January after 
dropping by more than one percentage 

FiNaNCiNG OF NON-FiNaNCiaL sECTOrs (1)

January 2013

Balance Change this year Change over 12 months %
shareMillion euros Million euros % (2)

Private sector 1,970,094 –14,957 –5.3 68.7 
 Non-financial corporations 1,140,451 –10,310 –6.3 39.8 

  Resident credit institution loans (3) 725,791 –10,228 –8.5 25.3 

  Securities other than shares 74,188 1,223 13.5 2.6 

  External loans 340,472 –1,304 –4.9 11.9 

 Households (4) 829,643 –4,647 –3.7 28.9 

  Housing loans (3) 638,623 –3,549 –3.6 22.3 

  Other (3) 187,973 –1,124 –4.3 6.6 

  External loans 3,047 26 12.1 0.1 

General government (5) 896,309 11,893 13.7 31.3 

TOTAL 2,866,403 –3,064 1.2 100.0 

NOTES: (1) Resident in Spain. 
(2) Year-on-year rates of change calculated as effective flow/stock at beginning of period.
(3) Include bank off-balance-sheet securitized loans.
(4) Include those non-profit institutions serving households.
(5) Total liabilities (consolidated). Liabilities among public administrations are deducted.
SOURCES: Bank of Spain and own calculations.

There is still a large amount 
of excess liquidity in the 
euro area.

Deposits remain stable  
this year so far...
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point in December due to the transfer  
of doubtful assets to the Sareb, now 
standing at 10.8%. Sector figures for 
December showed an upswing in the 
NPL rate for credit to companies (8.7%) 
and credit to consumption (9.5%).  
For their part, non-performing mortgage 
loans performed better and stood at 3.8%.

February’s figures will probably reveal  
a further drop in non-performing loans 
after real estate loans are transferred  
to the Sareb by Group 2 banks, namely 
those with a need for capital that have not 
been able to cover their requirements 

privately. With this transfer, carried  
out on 28 February, the Sareb was fully 
established. The value of the assets 
transferred in this second phase 
approached 14.1 billion euros, bringing 
the total volume to 50.8 billion. The 
corresponding capital was also increased 
and the pool of investors in the company 
is finally made up of 28 private 
undertakings, with a significant presence 
of foreign shareholders. The challenge 
now facing the Sareb, with a view to 2013, 
is to start disposing of the assets it has 
received.

...but bank credit continues 
its downward trend.
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Forecast
% change over same period year before unless otherwise noted

2011 2012 2013
2012 2013

1Q 2Q 3Q 4Q 1Q 2Q

INTERNATIONAL ECONOMY Forecast Forecast

 Gross domestic product
  United States 1.8 2.2 2.0 2.4 2.1 2.6 1.6 1.8 2.0
  Japan –0.5 2.0 0.7 3.3 3.9 0.4 0.1 –0.8 0.0
  United Kingdom 0.7 0.0 0.7 0.2 –0.3 0.0 0.0 0.4 1.0
  Euro area 1.5 –0.5 –0.4 –0.1 –0.5 –0.6 –0.9 –0.9 –0.7
    Germany 3.1 0.9 0.5 1.2 1.0 0.9 0.4 0.1 0.2
    France 1.7 0.0 –0.1 0.2 0.1 0.0 –0.3 –0.3 –0.1
 Consumer prices
  United States 3.1 2.1 1.9 2.8 1.9 1.7 1.9 1.7 1.9
  Japan –0.3 0.0 0.0 0.2 0.2 –0.3 –0.2 –0.5 –0.2
  United Kingdom 4.5 2.8 2.8 3.5 2.7 2.4 2.7 2.8 2.9
  Euro area 2.7 2.5 1.8 2.7 2.5 2.5 2.3 1.9 1.7
    Germany 2.3 2.1 1.7 2.1 2.1 2.1 2.0 1.9 1.7
    France 2.1 2.2 1.2 2.3 2.3 2.3 1.7 1.3 1.1

SPANISH ECONOMY Forecast Forecast

 Macroeconomic figures
  Household consumption –0.8 –2.2 –2.9 –1.3 –2.2 –2.1 –3.0 –4.0 –3.3
  Government consumption –0.5 –3.7 –5.1 –3.8 –2.8 –4.0 –4.1 –4.9 –6.0
  Gross fixed capital formation –5.3 –9.1 –6.9 –7.4 –9.2 –9.7 –10.3 –9.3 –7.4
    Machinery and capital equipment 2.5 –6.7 –4.6 –5.2 –6.5 –7.0 –7.9 –7.1 –5.5
    Construction –9.0 –11.5 –8.1 –9.5 –11.6 –12.4 –12.3 –10.8 –8.6
  Domestic demand 
   (contribution to GDP growth) –1.9 –3.9 –4.0 –3.2 –3.8 –4.0 –4.6 –5.3 –4.6
  Exports of goods and services 7.7 3.0 4.4 2.1 2.7 4.2 3.2 6.7 5.6
  Imports of goods and services –0.8 –5.0 –4.2 –5.9 –5.2 –3.4 –5.4 –4.3 –3.6
  Gross domestic product 0.4 –1.4 –1.4 –0.7 –1.4 –1.6 –1.9 –1.9 –1.7
 Other variables
  Employment –1.7 –4.4 –3.2 –3.7 –4.7 –4.6 –4.7 –4.0 –4.0
  Unemployment (% labour force) 21.6 25.0 26.4 24.4 24.6 25.0 26.0 26.9 26.4
  Consumer price index 3.2 2.4 2.1 2.0 2.0 2.8 3.1 2.7 2.5
  Unit labour costs –1.4 –3.4 –1.9 –1.6 –3.1 –2.9 –5.8 –4.7 –3.8
  Current account balance (% GDP) –3.7 –0.8 0.8 –3.5 –3.1 –2.2 –0.8 –0.7 0.0
  Net lending or net borrowing   
   rest of the world (% GDP) –3.2 –0.2 1.3 –3.1 –2.6 –1.7 –0.2 0.0 0.5
  General government financial  
   balance (% GDP) –9.4 –10.6 –6.2 –9.4 –9.8 –10.0 –10.6   

FINANCIAL MARKETS Forecast Forecast

 International interest rates
  Federal Funds 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25
  ECB repo 1.23 0.88 0.75 1.00 1.00 0.75 0.75 0.75 0.75
  10-year US bonds 2.77 1.78 2.03 2.02 1.81 1.62 1.69 1.93 1.94
  10-year German bonds 2.65 1.55 1.76 1.88 1.50 1.42 1.42 1.52 1.65
 Exchange rate
  $/Euro 1.39 1.29 1.31 1.31 1.28 1.25 1.30 1.32 1.31

AC
FINANCIAL ACTIVITY Million euros 

Total customer funds 294.739

Receivable from customers 221.501

Profit attributable to Group 135

STAFF, BRANCHES AND MEANS OF PAYMENT  

Staff 34.128

Branches 6.342

Self-service terminals 9.696

Cards (million) 12,5

COMMUNITY PROJECTS: BUDGET FOR ACTIVITIES IN 2013 Million euros 

Social 334

Science and environmental 67

Cultural 64

Educational and research 35

TOTAL BUDGET 500
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