
Monthly Report

RESEARCH DEPARTMENT

TH
E 

UN
IT

ED
 S

TA
TE

S:
 N

EC
ES

SA
RY

 L
EA

DE
RS

H
IP

OC
TO

BE
R 

20
12

TH
E 

SP
AN

IS
H

 E
CO

NO
M

Y 
M

ON
TH

LY
 R

EP
OR

T 
”l

a 
Ca

ix
a”

NUMBER 361 • OCTOBER 2012

Obama, Romney and squaring the deficit Page 9
The United State’s presidential candidates propose two different strategies to cut the deficit

The odyssey of employment in the United States Page 11
The labour market’s slow recovery, widespread among the states, reflects shared obstacles

Benefits and risks of the new monetary policy instruments Page 43
The Fed launches its third round of quantitative easing in the midst of debate regarding its long-term risks

The United States’ banking system - recovery stage Page 47
Operating costs need to be optimized for a sustained recovery

LA REFORMA DEL SECTOR SERVICIOSTHE UNITED STATES: NECESSARY LEADERSHIP

THE SPANISH 
ECONOMY



”la Caixa”
Research Department

Av. Diagonal, 629, 
torre I, planta 6
08028 BARCELONA
Tel. 34 93 404 76 82
Telefax 34 93 404 68 92
www.laCaixa.es/research

e-mail: 
For enquiries regarding 
The Monthy Report: 
informemensual@lacaixa.es

For subscriptions 
(new, cancellations, etc.):
publicacionesestudios@lacaixa.es

THE SPANISH ECONOMY

MONTHLY REPORT
October 2012

”la Caixa” GROUP: KEY FIGURES
As of December 31, 2011

Design, page make-up and printing: www.cege.es - Ciutat d’Asunción, 42 - 08030 Barcelona    D. L.: B. 21063-1980   ISSN: 1134-1920

Forecast
% change over same period year before unless otherwise noted

2010 2011 2012
2011 2012

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

INTERNATIONAL ECONOMY Forecast Forecast

 Gross domestic product
  United States 2.4 1.8 2.2 1.6 2.0 2.4 2.1 2.3 1.8
  Japan 4.6 –0.7 2.3 –0.7 –0.6 2.8 3.3 1.7 1.7
  United Kingdom 2.1 0.7 –0.2 0.5 0.6 –0.2 –0.5 –0.1 0.1
  Euro area 2.0 1.5 –0.5 1.3 0.6 0.0 –0.5 –0.7 –0.5
    Germany 3.6 3.1 0.8 2.7 1.9 1.2 1.0 0.4 0.6
    France 1.6 1.7 0.1 1.6 1.2 0.3 0.3 –0.1 –0.1
 Consumer prices
  United States 1.6 3.1 2.1 3.8 3.3 2.8 1.9 1.7 2.0
  Japan –0.7 –0.3 0.2 0.2 –0.3 0.3 0.2 0.1 0.3
  United Kingdom 3.3 4.5 2.6 4.7 4.7 3.5 2.7 2.4 1.8
  Euro area 1.6 2.7 2.5 2.7 2.9 2.7 2.5 2.5 2.2
    Germany 1.1 2.3 2.1 2.4 2.4 2.1 2.1 2.1 1.8
    France 1.5 2.1 2.3 2.1 2.4 2.3 2.3 2.3 2.1

SPANISH ECONOMY Forecast Forecast

 Macroeconomic figures
  Household consumption 0.6 –0.8 –1.9 –0.2 –2.4 –1.5 –2.2 –2.1 –1.6
  Government consumption 1.5 –0.5 –4.4 –2.7 –1.1 –3.6 –3.0 –4.2 –7.0
  Gross fixed capital formation –6.2 –5.3 –9.8 –4.2 –6.0 –7.7 –9.4 –11.5 –10.6
    Machinery and capital equipment 3.1 2.5 –8.7 3.4 –1.6 –6.0 –7.0 –11.4 –10.3
    Construction –9.8 –9.0 –11.4 –8.0 –8.6 –9.5 –11.8 –12.5 –11.7
  Domestic demand 
   (contribution to GDP growth) –0.6 –1.9 –4.0 –1.8 –3.1 –3.3 –3.9 –4.5 –4.5
  Exports of goods and services 11.2 7.7 2.0 7.6 5.8 2.8 3.3 0.7 1.1
  Imports of goods and services 9.3 –0.8 –6.1 –1.2 –4.9 –5.9 –5.4 –7.4 –5.7
  Gross domestic product –0.3 0.4 –1.5 0.6 0.0 –0.6 –1.3 –1.8 –2.3
 Other variables
  Employment –2.6 –1.7 –4.1 –1.6 –2.9 –3.6 –4.6 –4.5 –3.9
  Unemployment (% labour force) 20.1 21.6 24.8 21.5 22.9 24.4 24.6 24.8 25.4
  Consumer price index 1.8 3.2 2.5 3.1 2.8 2.0 2.0 2.8 3.4
  Unit labour costs –2.0 –1.4 –2.4 –1.6 –1.5 –1.5 –2.1 –3.0 –2.8
  Current account balance (% GDP) –4.5 –3.9 –2.6 –2.9 –2.8 –5.5 –2.1 –1.5 –1.3
  Net lending or net borrowing   
   rest of the world (% GDP) –4.0 –3.4 –2.1 –2.4 –2.3 –5.3 –1.6 –0.9 –0.7
  General government financial  
   balance (% GDP) –9.4 –9.4 –6.8 –6.8 –14.8 –5.9  –11.3   

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 1.00 1.26 0.88 1.50 1.31 1.00 1.00 0.75 0.75
  10-year US bonds 3.20 2.77 1.79 2.42 2.03 2.02 1.81 1.62 1.70
  10-year German bonds 2.77 2.65 1.54 2.30 1.98 1.88 1.50 1.36 1.44
 Exchange rate
  $/Euro 1.33 1.39 1.27 1.41 1.35 1.31 1.28 1.24 1.26

AC
FINANCIAL ACTIVITY Million euros 
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Profit attributable to Group 975

STAFF, BRANCHES AND MEANS OF PAYMENT  

Staff 28,529

Branches 5,196

Self-service terminals 8,011

Cards (million) 10.3

COMMUNITY PROJECTS: BUDGET FOR ACTIVITIES IN 2012 Million euros 

Social 331

Science and environmental 68

Cultural 69

Educational and research 32

TOTAL BUDGET 500
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The United States: necessary leadership

Contents «This time we need a sustained rebound, not a bounce. If this time is to be different, 
we need certainty, not uncertainty. We need decision makers to be real action takers. 
We need delivery». These were the words of Christine Lagarde, Managing Director  
of the International Monetary Fund, in a speech at the Peterson Institute for 
International Economics. Words that clearly express the need to achieve a decisive 
change in the global crisis.

Five years after the Great Recession erupted, the world economy has yet to regain 
the growth rates seen in previous years. The global recovery is evidently fragile and 
slower than in other crises. But something has not changed: the decisive role of the 
United States in the world economic scenario. In spite of the extraordinary rise of 
the emerging countries, there’s no doubt that America is still the key driving force 
and the crisis cannot be resolved without its help. That’s why the outcome of the 
presidential elections to be held in November in the United States is so important, 
especially taking into account the fact that the two contenders, Obama and Romney, 
are planning quite different economic policies.

Public accounts lie at the heart of the electoral battle. The public sector deficit is 
close to 8% of gross domestic product and debt exceeds 105% of it. In Europe, such 
figures would lead any state to request a bail-out, such is the size of a problem that 
must be tackled without delay. The incumbent President opts for tax hikes. The 
presidential candidate, for spending cuts. In the fray, two different models for issues 
such as the size of public administration, the composition of spending and the mix 
of taxes to be applied. 

Monetary policy presents fewer discrepancies, led by the Federal Reserve of Ben 
Bernanke. Given the impossibility of cutting interest rates any further, the Fed has 
chosen unconventional expansionary policies, of note being the central bank’s 
quantitative easing programmes. This territory is not very familiar and raises questions 
as to its possible inflationary effects in the future or the distortions it might generate in 
terms of the efficient assignment of financial resources. 

But the question is how far monetary and fiscal policies are stimulating the 
economy. The available evidence suggests that they have probably avoided a relapse 
in activity, although they are not managing to decisively boost the labour market nor 
increase industrial capacity utilization. Demand for employment is being hindered 
by a general tone of uncertainty regarding economic prospects within a context of 
excessive debt and the wearing out of fiscal stimuli. But these are not just cyclical 
effects, as changes of a structural nature can also be detected that are impairing the 
traditional flexibility shown by the US labour market to adapt to the most diverse of 
situations. 

With Europe deep in recession and China slowing down, resolving these and other 
questions facing the world’s first economy (trade with China, real estate) will not 
only affect future developments in terms of its own affairs but will also be decisive 
in leaving behind the period of international crisis and uncertainty that started five 
years ago.
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Europe, in recession

The international economic climate  
is looking worn out in general but 
expectations have improved during 
September. The main central banks  
have at last decided to use far-reaching 
extraordinary measures, encouraging 
investors to opt for riskier assets. 
However, the financial and economic 
panorama of the euro area is still marred 
by difficulties in defining the terms for  
the proposed banking union and by the 
problems encountered by periphery 
countries in complying with their 
commitments and sorting out their 
economies. There are also concerns for 
the scenario of a growth slowdown which 
the emerging countries seem to have 
entered, whose persistent weakness is 
starting to make people nervous given  
the possibility that it might lead to a hard 
landing or prolonged stagnation. 

In the United States, the economy is 
growing steadily. However, the Federal 
Reserve, its central bank, has seen two 
obstacles that may compromise the 
recovery: the persistence of a weak labour 
market and the fiscal adjustment expected 
for 2013. For the Fed, employment is  
a «grave concern» because, in addition  
to the socio-economic costs in the short 
term, this time there are also structural 
consequences that could hinder growth 
over the coming years. Given this 
situation, the monetary authority has 
announced a third round of quantitative 
easing. In addition to continuing to buy 
long-term debt using short-term debt, it 
will also buy mortgage-backed securities 
until a substantial improvement can be 

seen in the labour market, which means 
unemployment falling below 7% (it is 
currently at 8.1%). Moreover, the Fed 
declared that the official interest rate will 
continue at a minimum level until 2015.

There has also been a notable relaxation 
of monetary policy in the emerging 
countries. Recent macroeconomic figures 
highlight that, in most of these countries, 
the slowdown in activity is greater than 
previously expected by the authorities.  
It appears that the efforts already made by 
the central banks have not been enough  
to bolster economic growth, making 
additional monetary and fiscal stimuli 
necessary. This is the case of Brazil, where 
the recent cut in the official interest rate  
is in addition to the announcement  
of an ambitious investment plan in 
infrastructures to stimulate the economy. 
In China, the continued decline in the 
rate of economic growth augers further 
actions by the monetary authority. 

Monetary policy plans are also getting 
noticed in the euro area. In September, 
the Governing Council of the European 
Central Bank (ECB) agreed to keep the 
official rate at the historically low level  
of 0.75%. The institution presided over  
by Mario Draghi also agreed to relax the 
conditions for granting loans to banks. 
However, the most relevant decision was 
the agreement regarding the institution’s 
direct intervention in the secondary 
markets of periphery sovereign debt. This 
programme embodies the institution’s 
desire, announced openly since the  
start of the summer, to play an active  
role in resolving the sovereign debt crisis. 
Believing that the great pressure being 

ExECUTivE SUmmary

The decisions of central 
banks help to encourage 
expectations for the world 
economy.

The US Federal  
reserve wants to get 
unemployment below 7%.

The ECB will buy the 
sovereign debt of those 
euro area countries in 
difficulty and guarantees 
the irreversibility  
of monetary union.
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suffered by these countries’ bonds is 
partly reflecting an unfounded risk of  
the break-up of monetary union, the ECB 
has agreed to start up a programme by 
which the authority can buy up the public 
debt of those countries that have accepted 
the strict and effective conditionality 
connected with a rescue fund loan  
(EFSF or ESM). Thanks to this explicit 
commitment to act, Draghi has managed 
to give the markets a powerful signal 
regarding the irreversibility of monetary 
union.

Within this monetary context, reductions 
in the interbank interest rate have spread. 
In the specific case of the euro area,  
the improvement in risk premia, thanks 
to the progress made in resolving the 
region’s sovereign debt crisis, has  
helped the Euribor interest rate to  
fall to historically low levels. With regard 
to public debt, both that of the United 
States and that of Germany are moving 
within historically low ranges compared 
with the high yields still required for 
European countries under the pressure  
of bail-outs or the threat of them.

The ECB will also play a key role  
in the future banking union of Europe. 
According to a proposal made by  
the Commission at the beginning of 
September, the monetary authority will 
take on the basic responsibilities of the 
single supervisory mechanism, by virtue 
of which it will exercise control, directly 
or indirectly, over all the banks in the 
euro area. 

However, the efforts being made to boost 
and set up the necessary mechanisms  
to provide the euro area with a structure 
capable of tackling episodes such as the 
current crisis are constantly coming up 
against the resistance and indecision of 
different countries, which is hindering 
and delaying the development of 
European governance and futilely 

prolonging tension in the markets. This 
last case affects the direct recapitalization 
of banks by the rescue fund, as Germany, 
Netherlands and Finland oppose this  
if the problems have arisen before the 
common bank supervisory system is set 
up, contradicting the decision reached  
by European leaders at the end of June.

Meanwhile, available indicators point  
to the euro area being in recession. After  
a standstill in activity during the first 
three months of the year, gross domestic 
product (GDP) fell by 0.2% in the second 
quarter of 2012, placing the year-on-year 
growth rate at –0.5%. The current 
weakness in activity is due to the fragility 
of domestic demand, whose contribution 
to GDP growth was –2.0 percentage 
points. On the other hand, exports 
maintained their positive contribution  
to growth at 1.6 percentage points, 
although this was not enough to offset  
the fall in domestic demand. 

The generalization of economic policies 
of a restrictive nature, aimed at containing 
public deficits, is weakening activity  
for the second half of the year. These  
are unavoidable policies but they affect 
domestic demand for consumption  
and investment and must therefore be 
appropriately adjusted to achieve the 
target reductions in the deficit. The 
difficulty in implementing expansionary 
policies at a European level and the 
slowness in reforming the mechanisms to 
effectively tackle the debt crisis inevitably 
lead to its prolongation, which has already 
lasted three years. 

In the case of the Spanish economy,  
the plan of structural measures presented 
by the government at the end of August, 
of note being the reform of the financial 
sector, was applauded by European 
leaders and rating agencies, which 
decided to maintain Spain’s rating. 
Market backing pushed down yields  

The ECB will also play a 
decisive role in the future 
banking union.

The resistance and 
indecision of European 
states in terms of taking 
decisions are futilely 
prolonging the debt crisis...

...and pushing the euro 
area into recession.
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on 10-year bonds to 5.60%, the lowest 
level in five months. Moreover, the ECB’s 
plan to support the periphery economies 
and the legitimization of the future rescue 
fund by Germany’s Constitutional Court 
have served to keep yields on Spain’s  
debt below 6%. The Treasury has taken 
advantage of this improvement in the 
sovereign sphere to issue debt in the form 
of bills and commercial paper, achieving  
a good level of acceptance among foreign 
investors, as well as a less burdensome 
financing cost. However, in spite of the 
beneficial effects of these factors, Spain’s 
risk premium is still under pressure. 
Towards the end of September, 
speculation increased regarding the 
possibility of the government officially 
requesting a second, larger bail-out (the 
first was a request for financial assistance 
for banks, in June), although the strategy 
of the Spanish authorities is to negotiate 
and delay any possible bail-out 
application. 

Although the more pessimistic scenarios 
are increasingly more distant, the reality  
is that the Spanish economy is still very 
weak in tone. Leading indicators for the 
third quarter point downwards again. The 
economic sentiment index fell sharply in 
August. On the supply side, confidence  
in all production sectors dropped, of  
note being, once again, the decline in  
the construction industry. Concerning 
demand, consumer confidence continued 
its downward trend and came close to its 
record low of February 2009. Nonetheless, 
the contraction in GDP is expected to 
intensify over the next few quarters, 
something that has already been included 
in our growth forecasts of –1.5% for 2012 
and –1.5% for 2013. 

The other side to this weak domestic 
demand is the fall in imports of goods 

which, together with the sustained tone  
of exports, has helped the cumulative 
trade balance over the last twelve months 
to be positive, if we exclude the energy 
components. In the foreign trade of 
services, of note is the good foreign 
tourism season, given that the figures for 
tourists entering the country in July and 
August point towards further increases in 
the tourism balance surplus. The number 
of foreign visitors in these months was 
15.6 million, 4.7% more than in the same 
period of 2011, a new record high.

The fragility of the economic situation  
is making it very difficult to meet public 
deficit targets. The government deficit 
increased to 4.8% of GDP in January-
August, a figure that exceeds the limit for 
the year as a whole, namely 4.5% of GDP. 
The higher cost of financing public debt 
and the drop in revenue from indirect 
taxes, a consequence of the economic 
recession, are offsetting the effects of 
current spending cuts. 

According to Spain’s General Budget  
for 2013, presented in the last week of 
September, the central government deficit 
and Social Security will fall to 3.8% of 
GDP. But including the aid for financial 
institutions in the accounts has pushed  
up the deficits of 2011 and 2012 and may 
also affect the fiscal imbalance of 2013,  
a year in which public debt will exceed 
90% of GDP, more than double the figure 
for 2008. The presentation by the 
government of a new programme of 
reforms and of the 2013 Budget, as well  
as the publication of the bank stress test 
results, should help to clarify the 
immediate scenario of an economy that is 
suffering from its most dramatic situation 
for the last quarter of a century.

28 September 2012

market conditions improve 
slightly for the Spanish 
Treasury.

Growth prospects are still 
pessimistic.

Public debt will exceed 90% 
of GDP in 2013, more than 
double the figure for 2008.
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CHrONOLOGy
2011
September 22 The Spanish government ratifies Royal Decree-Law 13/2011, which re-establishes wealth tax for 2011 and 2012.
October 26 The euro summit agrees to launch a new aid programme for Greece, with a write-down of 50% of the debt for private 

investors, to substantially enlarge the lending capacity of the EFSF and to raise the Core Tier 1 capital ratio of banks to 9%.
November  3

20
The European Central Bank lowers its official interest rate to 1.25%. 
The Partido Popular wins the general elections with an absolute majority.

December  8

30

The European Central Bank lowers the official interest rate to 1.00% and announces two extraordinary auctions of 
liquidity at 36 months, a widening of the assets accepted as collateral and a reduction in the reserve ratio.
The government approves a package of economic policy measures that includes spending cuts and tax hikes.

2012
January 25 Social agents sign a wage moderation agreement valid from 2012 to 2014.
February  3

10
The government approves a Decree-Law to sort out the financial sector.
The government approves a Decree-Law of urgent measures to reform the labour market.

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.

aGENDa
October November
 2

 4
 5
11
16
18
24
25
26

30

31

Registration with Social Security and registered 
unemployment (September).
Governing Council of the European Central Bank.
Industrial production index (August). 
CPI (September).
EU HICP (September). 
International trade (August).
Fed Open Market Committee.
Producer prices (September).
Labour force survey (third quarter).  
GDP flash estimate of the United States (third quarter).
Flash GDP (third quarter). Government revenue and 
expenditure (September). Flash CPI (October).
Balance of payments (August).

  5

 7
 8
13
15

21
23
27
30

Registration with Social Security and registered 
unemployment (October).
Industrial production index (September).
Governing Council of the European Central Bank.
CPI (October).
Quarterly national accounts (third quarter).
EU GDP flash estimate (third quarter).
EU HICP (October).
International trade (September).
Producer prices (October).
Government revenue and expenditure (October).
Flash CPI (November).
Balance of payments (September).
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The United States: employment and 
the fiscal adjustment make the Fed act

The economy is growing moderately.  
The publication of the first revised figures 
for gross domestic product (GDP) in the 
second quarter brought a slight increase 
to growth, up to 0.4% quarter-on-quarter. 
A somewhat more vigorous third quarter 
is also expected, which should bring 
growth for the whole of 2012 close to 
2.3%. However, this is not enough for the 
Federal Reserve, which sees two obstacles 
that might compromise the recovery:  
the persistence of a weak labour market 
and the fiscal adjustment expected for 
2013. For the Fed, employment is a  
«grave concern» because, in addition  
to the socio-economic costs in the short 

term, this time there are also structural 
consequences that could hinder growth 
over the coming years. The monetary 
authority therefore announced its third 
round of quantitative easing in this  
so-called Great Recession. In addition  
to continuing to buy up long-term debt  
by selling short-term debt, the Fed will 
also buy mortgage-backed securities  
until a substantial improvement can be 
seen in the labour market which, in 
concrete numbers, means when the 
unemployment rate falls below 7.0%. It 
has also been confirmed that the official 
interest rate will continue at a minimal 
level until 2015.

But the recovery in the labour market is 
losing steam. 96,000 net jobs were created 

The United States grows  
by 2.3% year-on-year  
but the weakness in 
employment and fiscal 
adjustment force a third 
round of quantitative 
easing by the Fed.

iNTErNaTiONaL rEviEw

UNiTED STaTES: maiN ECONOmiC iNDiCaTOrS

Percentage change over same period year before unless otherwise indicated

2010 2011
2011 2012

3Q 4Q 1Q 2Q July August

Real GDP 2.4 1.8 1.6 2.0 2.4 2.3 – ...

Retail sales 5.5 8.0 8.7 7.4 6.6 4.7 3.9 4.7

Consumer confidence (1) 54.5 58.1 50.3 53.6 67.5 65.3 65.4 60.6

Industrial production 5.4 4.1 3.3 4.1 4.4 4.8 4.3 2.8

Manufacturing (ISM) (1) 57.3 55.2 52.1 52.4 53.3 52.7 49.8 49.6

Housing construction 5.7 4.5 5.9 25.1 22.5 28.5 19.4 29.1

Unemployment rate (2) 9.6 9.0 9.1 8.7 8.3 8.2 8.3 8.1

Consumer prices 1.6 3.2 3.8 3.3 2.8 1.9 1.4 1.7

Trade balance (3) –494.7 –559.9 –533.6 –559.9 –571.0 –568.8 –565.2 ...

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

Nominal effective exchange rate (4) 75.4 70.9 69.8 72.4 72.9 73.9 75.2 74.2

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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The recovery in employment 
slows up, unemployment 
stands at 8.1% and  
there’s no improvement  
in the labour force 
participation rate.

Fiscal adjustment should 
reduce growth by 1%  
in 2013. Time is running  
out for an agreement.

in August, fewer than expected. What is 
worrying is that the average of 139,000 
new net jobs per month for the first eight 
months in 2012 is lower than the average 
of 153,000 jobs in 2011. At the current job 
creation rate, and assuming a constant 
labour force, unemployment, which fell  
to 8.1% in August, would not fall below 
7.0% until July 2013. But this forecast is 
optimistic as it does not take into account 
the 7.9 million people who are under-
employed, workers who are involuntarily 
working part-time, who would absorb a 
large proportion of the new jobs created 
and therefore delay the drop in the 
unemployment rate. All this has led to 
persistent unemployment, with 40%  
of the unemployed having been in that 
situation for at least six months. 

In addition to this manifest concern  
for employment, the Fed’s actions also 
underline its intention to offset the  
effects of the fiscal adjustment planned 
for 2013, the other shadow hanging over 
an economy such as the United States, 
whose public debt exceeds its GDP and 
which is predicting a deficit of 8.7% of 

GDP for 2012. The end of the tax 
exemptions from the Bush era, combined 
with the spending cuts imposed by the 
failure in 2011 of the super committee of 
the two main parties to reduce the public 
deficit, could lead to a relapse should  
the Democrats and Republicans not come 
to some kind of agreement. The most 
probable scenario is that a minimal 
agreement will be reached to delay the 
end of tax exemptions and mitigate 
spending cuts. This would limit the 
reduction in GDP growth due to fiscal 
adjustment by just over 1.0%. The 
problem lies in the timing. With the 
presidential and congressional elections 
in November, there is very little time  
to reach an agreement before the first 
quarter in 2013, which is when the effects 
of the fiscal adjustment will be greatest. 
Similarly, the effectiveness of the Fed’s 
quantitative easing will also be limited  
in the short term. 

Nonetheless, the markets have welcomed 
the measure, particularly seen in the 
share prices for firms in the real estate 
sector. The fact is that some 

SOURCES: US Census and own calculations.

THE UNITED STATES: THE RECOVERY IN HOUSING IS NOW MORE SUSTAINED
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The housing sector is 
improving, prices are  
rising and activity growing, 
although there’s still a long 
way to go.

Business indicators provide 
no clear direction and 
caution predominates 
among business people.

improvements can be seen in the housing 
market. To begin with, prices are no 
longer falling. The Case-Shiller index  
for second-hand housing continued to 
exceed expectations and, in June, had 
accumulated a rise of 3.4% since the  
end of February. Similarly, second-hand 
house sales, 90% of the total, saw a sharp 
upswing in August, while the perception 
of developers continues to improve. On 
the supply side, the 750,000 homes started 
in August, in annual terms, represented 
an increase of 29.1% year-on-year. This 
improvement looks likely to continue as 
building permits, a leading indicator of 
construction activity, also rose by 24.5% 
year-on-year. Although there is still an 
excessive supply of housing and a need  
to sort out the millions of homes that still 
suffer from negative equity, the rise in the 
number of homes expected in the coming 
years and favourable prices should boost 
this incipient recovery in the sector.

With regard to the upswing expected in 
the third quarter, the latest activity 
indicators provide no clear verdict. On 
the upward side, household income and 
consumer spending of July’s national 
accounts continued to be noticeably 
vigorous. However, consumer confidence 
and retail sales disappointed in August. 
The Conference Board confidence index 
fell unexpectedly from 65.4 to 60.6 points, 
while retail sales, without cars or petrol, 
remained the same as in July, 
representing year-on-year growth of 
3.0%. For their part, business people still 
appear cautious. The activity indices of 
the Institute for Supply Management 
(ISM) point to phases of modest growth, 
with an ISM manufacturing index that 
has remained almost unchanged for the 
last three months at 49.6 points and with 
a services ISM that looks somewhat more 
vigorous, rising to 53.7 points.

NOTE: (*) A level of 50 means that there are as many optimistic answers as pessimistic. 
SOURCES: Institute for Supply Management and own calculations.

THE UNITED STATES: ENTREPRENEURS ARE CAUTIOUS
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The CPi stands at 1.7% 
while core inflation 
moderates to 1.9%.

July’s trade balance 
maintains its previous 
improvements but  
exports flag.

This third round of quantitative easing 
comes at a moderately inflationary time. 
Although the consumer price index (CPI) 
picked up by 1.7% year-on-year in August 
(1.4% in June), influenced by base effects 
in oil prices, over the last few months it 
has been affected by the moderation in 
the core CPI, which excludes energy and 
food prices, up 1.9% year-on-year (2.1%  
in July), indicating the low utilization  
of production capacity. The Fed’s actions 
and recent rises in commodity prices 
have boosted inflationary expectations 
but the downward trend in non-energy 
components of inflation, which is sharper 
than it seems, will continue to set the 
pace. Without the rise in rents, core 

inflation would have fallen in August 
compared with the previous month. 

With regard to the foreign sector, July’s 
figures were better than expected, with  
a trade deficit in goods and services  
that remained at 42 billion dollars, 
maintaining most of June’s 
improvement. However, this was due 
more to falling oil prices than exports, 
which fell compared with the previous 
month. In this respect, the trade deficit 
increased in real terms, without the 
effects of energy prices. Nonetheless,  
the contribution of this sector to growth 
is expected to be slightly positive in  
the second half of 2012. 

Obama, romney and squaring the deficit

In 1992, with the United States in the midst of recession and presidential elections just around the corner, James 
Carville, excellent advisor, hung a famous sign in the office of the Democrat candidate to make sure he understood 
what his campaign’s focus should be: «it’s the economy, stupid!». Bill Clinton took this seriously, defeated President 
Bush senior and the rest is history. Twenty years on and just one month from the elections, with the general 
government deficit close to 8% of GDP and debt above 105% of GDP (see the graph below), the epicentre of the 
electoral debate is once again obvious: it’s the deficit! The United States is facing a huge challenge of fiscal 
consolidation within an economic situation that is still being hindered by the consequences of the great recession, 
and the candidates disagree as to how this should be done: Obama believes that revenue should be increased while 
Romney wants to cut spending. In the fray are two models that differ on fundamental issues: the size of government, 
the composition of spending and which taxes to use. 

At the beginning of 2013, an incredibly extensive and sudden fiscal adjustment is expected but, nevertheless, it is 
not credible, desirable nor would it be enough to restore the sustainability of public finances. This adjustment 
would result from the end of a series of fiscal stimuli and automatic cuts in spending legislated during the summer 
of 2011, when Congress raised the federal government’s debt ceiling. This would result in a correction equivalent 
to 4% of GDP, which would very likely push the American economy back into recession. It’s not surprising that 
this adjustment has been called the «fiscal cliff» and the new administration’s number one priority will undoubtedly 
be to avoid such a precipice. Moreover, it would be a good idea to do so within the framework of a plan that ensures 
the sustainability of public debt in the medium term. 

The outcome of the elections could make it easier or harder to handle this «fiscal cliff». The vast majority of 
analysts (including ourselves) expect an agreement to be reached in Congress (the House of Representatives and 
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PUBLIC DEBT IN THE UNITED STATES: AN EXPLOSIVE SITUATION?

Gross debt of public administrations

SOURCE: IMF.
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the Senate) to postpone the automatic spending cuts and extend some of the stimuli that end in January, but the 
composition of the new Congress and the identity of the President will be decisive in this respect. If one of  
the parties receives a clear mandate from the electorate, an agreement will probably be reached relatively quickly 
to avoid the «cliff». However, a relatively unclear mandate (with the houses divided and only a minimal victory by 
either of the presidential candidates) could prolong negotiations, leading to uncertainty and a lack of confidence. 
Moreover, in February, the federal government will need to approve a further increase in the debt ceiling, providing 
an additional source of uncertainty. 

Having dodged the cliff, the composition of the houses and the President’s identity will obviously determine the 
fiscal adjustment strategy in the short and medium term. Obama proposes increasing the relative weight of  
the federal government’s revenue (which currently accounts for around half the total public administration revenue) 
from the 15.7% of GDP estimated in 2012 to 19.4% of GDP in 2015. With regard to spending, he proposes reducing 
its relative weight from 22.9% of GDP in 2012 to 22.4%. So the federal deficit would fall from 7.2% estimated for 
the 2012 fiscal year to 3% of GDP in 2015, and 85% of this adjustment would fall on revenue. Romney proposes 
reducing the relative weight of spending much further, down to 20% of GDP, and increasing revenue to 18% of 
GDP (the average in the two decades prior to the 2008 crisis). The Republican candidate’s aim is to reduce the 
deficit to 2% in 2015 and 55% of this adjustment would be carried out via spending. The cut in spending would be 
achieved via extensive adjustments in so-called discretionary spending (including investment) and other measures 
such as public healthcare reform. In the plan of both candidates, the increase in revenue would mostly, or totally 
in the case of Romney, come automatically as a result of the economic recovery. 

In fact, the Republican candidate proposes a tax reform that would significantly reduce income tax by cutting, for 
example, the highest marginal rate for income tax from 35% to 28%. According to Romney, the loss of revenue 
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This box was prepared by Enric Fernández
International Unit, Research Department, ”la Caixa”

associated with such a tax cut would be offset by eliminating deductions or exemptions and with greater economic 
growth resulting from less distorting levels of taxation. However, it’s not at all clear whether this would be possible. 
Deductions for interest paid on mortgage loans for first and second homes, with a principal up to 1 million 
dollars, and for medical insurance premia paid by companies for their employees, which is not taxed as payment 
in kind, are the most costly deductions and exemptions for the US Treasury. Revenue losses from both measures 
taken together amount to almost 2% of GDP, but they are also politically very popular and Congress is very 
unlikely to get rid of them. On the other hand, although it’s true that lower marginal rates would stimulate 
economic activity, the net effect is unlikely to be an increase in revenue, as the original marginal rate is not 
excessively high.

Obama, however, is keen on raising taxes for higher income brackets. In particular, he would raise the highest 
marginal income tax up to 39.6% (the rate before Bush’s tax cuts in 2001) and would introduce the so-called 
«Buffett» rule, so that all individuals earning more than 1 million dollars would pay at least 30% to the Treasury 
(at present, deductions and low rates on capital earnings tend to reduce the effective rate paid by the highest 
income brackets). However, neither is it clear, in this case, that the increase in revenue resulting from these tax 
hikes would be as great as the candidate supposes. The forecast increase in revenue is unlikely to be achieved 
without a tax hike that would also affect the middle classes.

The proposals of both candidates also have points in common or at least less acute differences. For example, both 
call for a far-reaching reform of the corporate income tax, which currently has the highest rate in the OECD 
(39.2% compared with an average in the rest of the OECD of 25%) and one of the lowest revenues (1.7% of GDP 
compared with 2.8% in the OECD). On the other hand, neither of them dares to propose an increase in federal 
taxes on gasoline, one of the lowest in the OECD. 

In spite of their differences, both candidates are aware that the country needs a credible adjustment plan. And, in 
fact, neither the United States nor the world economy can allow themselves to prolong, for too long, the uncertainty 
regarding the sustainability of the public finances of the world’s leading economy. It would be naive to believe that 
the indulgence with which investors have treated this issue to date will continue indefinitely.

The odyssey of employment in the United States

The Great Recession has raised doubts regarding the reputed flexibility of the US job market. On the one hand, 
the average real wage has remained relatively stable in spite of persistently weak activity. On the other hand, and 
more worrying, the length of unemployment and the sluggish recovery in employment are unprecedented, both 
compared with other previous crises and also compared with other advanced economies. Given the latest 
employment figures, which show the labour market to be almost at a standstill, the Federal Reserve has opted to 
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up the expansionary tone of its monetary policy with the explicit aim of significantly reducing unemployment. 
The actual effectiveness of such measures, however, will depend on which factors lie hidden behind employment’s 
anaemic performance. This box aims to throw some light on this issue. 

Let us begin, then, at the beginning and look back at the recessionary phase. Between the start of 2007 and 
October 2010, the pessimistic growth prospects that followed the bursting of the subprime bubble led to a sharp 
adjustment in staff that ended up doubling the number of unemployed, from 7.5 million to 15.4 million, and 
raised the unemployment rate from 4.9% to 10.1%. Additionally, job losses during the cycle’s recessionary phase 
were highly disparate among the different states. Given the nature of the crisis, this disparity appears to be 
closely linked with the severity of the real estate implosion: those states whose house prices recorded the biggest 
drops also saw the biggest losses in terms of jobs. While employment dropped by less than 4% from pre-crisis 
peaks to post-recession minimums in Texas or Louisiana, where house prices fell less than 15%, in California, 
Florida and Michigan, where house prices plummeted by more than 40%, employment accumulated a drop of 
more than 8%. 

The drastic and sudden adjustment in employment during the recession and its marked inter-state disparity 
contrasts with listless job creation that is widespread throughout the country during the recovery phase. This 
apathy has meant that, at present, the unemployment rate is still above its pre-crisis level in all states, even those 
where employment has grown, and that the number of unemployed has not fallen from 12.8 million, a figure 
that, moreover, offers an excessively benign image of the real situation. Firstly, because it excludes the 8.1 
million under-employed, i.e. workers who would like to work full-time but actually work part-time for economic 
reasons, a number that has also doubled since the crisis began. Secondly, because this has been alleviated by the 
fall in the labour force participation rate (the proportion of people aged over 16 who form part of the labour 
force, either by working or by looking for work) from 66.4% in February 2007 to 63.5% in August 2012. If it 
hadn’t been for the decline during this period, and at current employment levels, the unemployment rate would 
have come close to 11%. 

This fall in the labour force participation rate is partly due to structural factors, such as the ageing population and 
the tendency to lengthen the years of study, but it is also due to cyclical factors, such as the rise in the number of 
discouraged unemployed who have left the active population. Such discouragement has been undoubtedly 
triggered by the longer length of unemployment, a trend that started with the recession but has got worse during 
the recovery phase because of the slow pace at which jobs are being created. Moreover, this process is self-
perpetuating: weak job creation lengthens the time spent unemployed and the skills of the long-term unemployed 
become obsolete, making them difficult to relocate and delaying the recovery in employment even further. The 
persistence of this vicious circle during the recent crisis has meant that the share of unemployed who have been 
without work for more than half a year reached 40.0% in August 2012, almost double the pre-crisis maximum of 
1982 (22.8%), although the unemployment rate peaked at a higher level (10.8% versus 10.1%) during that recession. 

The longer duration of unemployment reflects changes in measurement, the demographic features of the 
unemployed and the availability of larger unemployment benefits. However, according to estimates by the Federal 
Reserve of San Francisco, 50% of the increase in the duration of unemployment compared with the crisis in the 
1980s can be put down to the severe job losses during the recessionary phase of the cycle combined with persistently 
weak demand for work. In fact, the extraordinary severity of the job losses during the recession would partly 
explain why the United States, although it has accumulated greater growth than the euro area since the crisis 
started (3.9% versus –0.4%), has accumulated a similar decline in terms of unemployment: the unemployment rate 
remains 3.4 percentage points above its pre-crisis level, compared to 3.5 in the euro area. 
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In any case, what is most of concern today is the weak demand for employment since the recovery started. The 
main hypotheses put forward regarding the brakes on this demand are as follows: the typical credit restrictions 
within a context of private deleveraging after the financial bubble burst; fiscal stimuli wearing out; greater 
uncertainty regarding the economic outlook; and a situation of low inflation that, combined with the rigidity 
of lower nominal wages, make firms less able to adjust to f luctuations in activity via wages. Inflation will 
probably remain contained and contraction in the fiscal area will probably continue but, on the other hand, the 
bulk of the evidence available suggests that the trends in terms of credit and uncertainty will gradually improve, 
slowly correcting the cyclical effects on employment demand. In any case, this process is expected to be long 
and tedious: in July 2012, employment remained 3.5% below its pre-crisis level (see the above graph) and, if the 
average job creation rate of the last 12 months continues, this level would not be recouped until the end of 2015, 
a duration of nine years, much higher than the 2.3 years of the previous crises. 

The United States has not seen such a long period of unemployment since the Great Depression, leading a 
number of experts to associate it not only with cyclical effects but also with changes in the structure of  
the economy that have harmed its growth potential and raised the structural unemployment rate, i.e. the 
unemployment rate that will not disappear once the country has got back on its feet in terms of growth. In 
particular, they refer to inflexibility in the labour market and to workers’ skills being out of synch with the jobs 
available, at a time when resources in the production system are being reassigned after the real estate bubble 
burst. Nevertheless, empirical evidence suggests that this high and long-lasting level of unemployment is 
fundamentally due to cyclical effects related to the severity of the recession and to its strong impact on aggregate 
demand: it is estimated that structural factors related to job market rigidity would have only increased the 

SOURCES: Department of Labor and own calculations.

THE UNITED STATES: A SLOWER RECOVERY THAN IN PREVIOUS YEARS
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Japan: the cost of the nuclear  
switch-off

Japan will grow more than most of the 
advanced economies in 2012, by close to 
2.3%. But this is far from being a reliable 
description of Japan’s current economic 
situation. Activity is slowing up more 
sharply than expected and the Bank of 
Japan has been forced to act. After the 
downward revision of accounts for the 
second quarter, GDP growth went from 
1.3% quarter-on-quarter in the first 
quarter to 0.2% in the second. Private 
consumption, which was exceptionally 
strong at the beginning of year, largely 
thanks to public incentives, lost steam  
in the second quarter and, given the latest 
activity indicators such as car sales in 
August and retail sales in July, growth 
will be minimal in the second half of 
year. This weakness in domestic demand 
is also reflected in the persistence of a 
deflationary scenario. June’s CPI fell by 
0.4% year-on-year and core inflation, the 
general rate without foods or energy, 
dropped by 0.6%.

But it is in the foreign sector, the motor 
behind the growth of the last few years, 
where the greatest decline can be seen. 
On average, the foreign sector has 
deducted 0.6% from year-on-year 
growth in the economy as a whole after 
the tragedy of March 2011, when it 
previously contributed close to 0.8%. 
One cause of this deterioration is the 
nuclear switch-off. Nuclear energy will 
disappear from Japan by 2040, the date 
its most modern power stations come to 
the end of their useful life. The decision 
on 14 September to eliminate nuclear 
energy, which before the Fukushima 
tragedy had met close to 30% of the 
country’s energy requirements, 
introduces a change of scenario. Firstly, 
the bill for energy imports will increase. 
One sign of this are the imports of liquid 
gas, which went from 70 to 77 million 
metric tonnes in 2011 and could reach  
83 million in 2012. On the other hand, 
energy shortages are introducing costs 
and bottlenecks that damage companies’ 
competitiveness. 

structural unemployment rate by 1-1.5 percentage points, from 5% to 6%-6.5%, of which only 0.5 can be 
attributed to job skills being out of synch, and this will tend to diminish over time.(1)

In short, in terms of unemployment, this crisis is bigger and longer than the other five recessionary phases suffered 
by the US economy since 1945 and the Fed itself expects unemployment to remain above 7% in 2014. However, the 
bulk of the evidence available suggests that unemployment is persisting mainly because of demand-related cyclical 
factors and that the structural unemployment rate is far below the current rate of 8.3%. This supports the Fed’s 
decision to greenlight another round of stimuli, since it provides arguments to defend its position, being able to 
affect employment without applying too much pressure on prices. 

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

(1) See, for example, Williams, J.C. (2012), «The slow recovery: It’s not just housing», Economic Letter 2012-2011, Federal Reserve of San 
Francisco.

Japan is slowing down  
and faces a second half  
of 2012 with weak activity.

The nuclear switch-off will 
increase the cost of energy 
imports.



OCTOBER 2012 15  THE SPANISH ECONOMY MONTHLY REPORT

This larger bill for energy imports 
coincides with the appreciation of the 
yen, brought about by less attractive 
yields for Japan’s debt than other 

economies in the zone and, recently, by 
the Fed’s quantitative easing. A strong 
yen makes exporters less competitive at a 
time of weak global demand. In August, 

JaPaN: maiN ECONOmiC iNDiCaTOrS

Percentage change over same period year before unless otherwise indicated

2010 2011
2011 2012

3Q 4Q 1Q 2Q July August

Real GDP 4.6 –0.7 –0.7 –0.6 2.8 3.3 – ...

Retail sales 2.5 –1.2 –1.0 0.8 5.2 3.1 –0.7 ...

Industrial production 16.6 –2.3 –0.6 0.0 2.7 5.1 –2.2 ...

Tankan company Index (1) 0.0 –1.3 2.0 –4.0 –4.0 –1.0 – ...

Housing construction 2.7 2.6 8.0 –4.8 3.6 6.7 –9.5 ...

Unemployment rate (2) 5.1 4.6 4.4 4.5 4.5 4.4 4.3 ...

Consumer prices –0.7 –0.3 0.1 –0.3 0.3 0.2 –0.4 ...

Trade balance (3) 7.9 –1.6 1.3 –1.6 –3.7 –3.7 –4.2 ...

3-month interbank interest rate (4) 0.39 0.34 0.34 0.3 0.3 0.3 0.3 0.3

Nominal effective exchange rate (5) 106.0 113.5 115.5 118.6 116.5 116.2 119.6 119.4

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.

a strong yen makes exports 
less competitive and the 
trade deficit reaches 1%  
of GDP.

JAPAN: EXPORTS, BELOW THE LEVEL OF IMPORTS

Exports and imports (*)

NOTE: (*) Customs data, seasonally adjusted. 
SOURCES: Japanese Ministry of Communications and own calculations.
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Japan had accumulated a record trade 
deficit of 5.2 trillion yen over the last  
12 months. While exports for the period 
in question lost 2.1% year-on-year, 
imports rose by 23.6%. 

This new scenario of trade deficits 
increasingly reduces the current surplus, 
which might compromise the financing 
of Japan’s public debt, currently at 230% 
of GDP. Given this situation, the Bank  
of Japan, whose monetary policy had 
been among the most restrictive in the 
advanced economies to date, agreed to 
extend its quantitative easing with the 
aim of calming the upward pressure on 
the yen. The debt purchase programme 
will run until December 2013 and its  
total will go from 70 to 80 trillion yen 
(from 14.7% to 16.9% of GDP).

China: improvement has yet to arrive

August’s figures repeat the weak trend  
of July and point to China maintaining  
a slowdown. Once again, the fragility is 
spreading to a large part of the country’s 
business indicators, although some 
indicators for domestic demand are 
showing signs of being relatively robust. 

Within this context, we have revised our 
growth forecasts for the Asian giant 
downwards to 7.6% and 7.8% for 2012  
and 2013, respectively.

Among the latest leading indicators, 
industrial production, which historically 
has a strong correlation with GDP 
growth, advanced by 8.9% year-on-year, 
below the 9.1% of July and the average  
for the second quarter. Similarly, the 
purchasing managers’ index (PMI) 
dropped again, falling for the first  
time since the end of last year to below  
50 points (49.2), the threshold between 
expansion and recession in industrial 
activity. On the other hand, retail sales 
grew by 13.2% year-on-year in August,  
in line with the range of 13%-14% of the 
last few months. The rise in urban fixed 
capital investment accumulated from 
January to July also went slightly above 
20%, emulating previous months.

Regarding the foreign sector, exports rose 
by a slight 2.7% year-on-year in August, a 
figure which, although above the one for 
July, was far below the average of 10.5% in 
the second quarter. Not even the second 
world economy has been able to evade the 
relapse of the euro area, whose imports 

most of China’s activity 
indicators are weak again  
in august.

CHiNa: maiN ECONOmiC iNDiCaTOrS

Percentage change over same period year before, unless otherwise indicated

2010 2011
2011 2012

3Q 4Q 1Q 2Q July August

Real GDP 10.4 9.3 9.1 8.9 8.1 7.6 – ...

Industrial production 15.7 13.7 13.8 12.8 11.6 9.5 9.2 8.9

Electrical power generation 14.0 10.9 10.8 8.9 6.5 1.2 2.3 2.6

Consumer prices 3.3 5.4 6.3 4.6 3.8 2.9 1.8 2.0

Trade balance (*) 184 156 170 156 159 182 175 184

Reference rate (**) 5.81 6.56 6.56 6.56 6.56 6.31 6.00 6.00

Renminbi to dollar 6.8 6.5 6.4 6.4 6.3 6.3 6.4 6.4

NOTES: (*) Cumulative balance for 12 months. Billion dollars.
(**) Percentage at end of period.
SOURCES: National Statistics Office, Thomson Reuters Datastream and own calculations.

The Bank of Japan extends 
its quantitative easing  
to moderate its currency’s 
appreciation.
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from China account for 20% of all the 
Asian country’s exports. Meanwhile 
imports fell by 2.7% year-on-year, placing 
the trade surplus at 26.66 billion dollars. 
Once again, the fragility of exports makes 
it less likely that the renminbi will 
appreciate more against the US dollar.

Within this situation of moderating 
economic activity, inflation remains 
relatively low (2%), slightly above the 
figure for July due to the upswing in the 
food component, which stood at 3.4% 
compared with 2.4% in July, although  
still below the government’s target of 4%. 
This should make it easier to introduce 
laxer monetary policies. However,  
an increasing number of analysts are 
starting to have doubts about further 
reductions in official interest rates  
during the remainder of the year. The 
government’s concern about the slight 
upswing in house prices after several 
months of a slowdown and the further 
rises in food, as well as the imminent 
political transition, which makes it 
difficult for decisions to be taken, are  
the main reasons given for these doubts. 

In the absence of an upswing in activity 
and after having played some of its 
monetary policy cards, the authority  
has approved an infrastructure 
investment plan worth 1 trillion renminbi 
(158 billion dollars, around 2% of the 
country’s GDP) to be carried out over the 
next five years. For 2013, with the new 
executive in power, it will be important to 
complement these stimuli with structural 
measures that support domestic demand 
and the services sector.

Brazil: third time lucky?

Growth figures for the second quarter 
were again disappointing, up by 0.4%  
on the previous quarter, which in  
year-on-year terms represents meagre 
growth of 0.5%. By component, the main 
contribution came from consumption 
and inventories. After more than a year 
with the tap of stimuli open, Brazil’s 
desired upswing in economic growth  
is therefore still postponed, at least  
for another quarter. 

The foreign sector  
suffers from the relapse  
of the euro area.

Green light for new 
infrastructure projects  
that will help China to 
recover, although structural 
reforms are inevitable.

Brazil’s economy grows by 
0.5% in the second quarter.

BraZiL: maiN ECONOmiC iNDiCaTOrS

Percentage change over same period year before unless otherwise indicated

2010 2011
2011 2012

3Q 4Q 1Q 2Q July August

Real GDP 7.5 2.7 2.2 1.4 0.7 0.5 ... –

Industrial production 10.6 0.4 0.4 –1.8 –3.5 –4.5 –4.3 ...

Consumer confidence (*) 159.7 156.4 153.2 155.2 164.3 163.5 160.6 156.3

General unemployment rate (**) 6.7 6.0 6.0 5.2 5.8 5.9 5.4 5.3

Consumer prices 5.0 6.6 7.1 6.7 5.8 5.0 5.2 5.2

Trade balance (***) 20.1 29.8 30.5 29.8 29.1 23.9 23.7 23.0

Interest rate SELIC (%) 10.00 11.79 12.00 11.00 9.75 8.50 8.00 7.50

Reales to dollar (*) 1.78 1.63 1.88 1.86 1.83 2.01 2.06 2.03

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.
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Macroeconomic indicators point to  
the third quarter being better than the 
first and second together: industrial 
production has seen two consecutive 
months of month-on-month growth  
in June and July, after successive declines 
between March and May; retail sales rose 
again in June after falling in May and  
the index of economic activity, which 
approximates the monthly growth in real 
GDP, increased again in June and July 
after remaining practically unchanged in 
May. Moreover, the bulk of the evidence 

available suggests that the rate of activity 
will have accelerated in August. This 
scenario supports our forecast of quarter-
on-quarter growth of around 1% in the 
third quarter of the year and of growth 
for the year as a whole at around 1.5%. 

However, just in case, and anxious  
to see activity speed up, the Brazilian 
authorities keep underpinning the 
economy with new levers, now 
complementing expansionary 
macroeconomic policies with measures  

TREND IN BRAZIL’S GDP BY COMPONENT

Percentage year-on-year change in real terms 

GDP Private consumption

Imports or goods and servicesExports or goods and services

Public consumption Gross fixed capital formation

SOURCES: Instituto Brasileiro de Geografia e Estatística. Banco Central do Brasil  and own calculations.
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we expect an upswing in 
activity as from the third 
quarter but there will also 
be more pressure on prices.
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to boost its growth potential, such as a 
new infrastructure plan. In its efforts to 
relaunch domestic spending, as foreign 
demand will remain weak, Brazil’s 
central bank therefore reduced the  
SELIC rate by a further 50 basis points in 
August, leaving it at another record low  
of 7.5%. Moreover, it can be inferred that, 
if not enough improvement is seen, we 
might even see a further reduction in 
October, albeit possibly a smaller one,  
as we don’t expect the official rate to  
fall below 7.25%. On the other hand, 
Brazil’s highest monetary authority also 
decided, by surprise, to reduce reserve 
requirements in order to boost credit.  
In the fiscal area, the stimuli already  
in place were reinforced in August with 
an extension of VAT exemptions on 
durables, up to the end of 2012, and  
on capital goods, up to the end of 2013,  
as well as speeding up the schedule for  
the depreciation of capital goods (from  
48 to 12 months). 

Within a scenario in which tensions in 
Europe are tending to moderate and the 
global situation is stabilizing, most of 
these stimuli should start to have an 

effect on activity over the coming 
months. On the other hand, actions on 
the supply side will take longer to produce 
an effect, as well as there being still a long 
way to go in terms of structural reforms 
to make the economic system of the 
leading economy in Latin America  
more flexible. The pressure on prices  
is therefore expected to increase from 
now on and throughout 2013 and it might 
return dangerously close to the target of 
4.5% ± 2% by the end of next year. This 
has led us to anticipate another shift in 
monetary policy in the second half of 
2013 although, before raising interest 
rates, the macroprudential stimuli 
implemented during the previous year 
will be withdrawn. 

mexico: winds of change  
for a twin-engine economy

A breakdown by component indicates 
that GDP growth in the second quarter, 
namely 4.1% compared with the same 
period a year ago, resulted mostly  
from the good performance by private 
consumption and exports, both 

The mexican economy 
advances thanks to the 
boost from consumption 
and exports.

mExiCO: maiN ECONOmiC iNDiCaTOrS

Percentage change over same period year before unless otherwise indicated

2010 2011
2011 2012

3Q 4Q 1Q 2Q July August

Real GDP 5.6 3.9 4.2 3.9 4.6 4.1 ... –

Industrial production 6.2 4.0 3.5 3.7 3.1 3.6 4.5 ...

Consumer confidence (*) 86.3 91.7 93.7 90.3 94.1 96.4 98.9 97.6

Leading business index (*) 117.1 117.1 122.8 123.8 124.3 126.1 ... ...

General unemployment rate (**) 5.4 5.2 5.7 4.8 5.0 4.8 5.0 ...

Consumer prices 3.9 3.2 3.4 3.5 3.9 3.9 4.4 4.6

Trade balance (***) –3.0 –1.5 –1.8 –1.5 –1.6 –1.3 –0.6 ...

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

Mexican pesos to dollar (*) 12.33 11.90 13.78 13.94 12.81 13.43 13.27 13.21

NOTES: (*) Value.
(**) Percentage of labour force.
(***) Cumulative balance for 12 months. Billion dollars.
SOURCES: Banco de México and own calculations.
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contributing two percentage points.  
It has therefore been confirmed that, after 
the initial leadership by its foreign sector 
and its gradual replacement by domestic 
spending, the Mexican economy is at last 
benefitting from the dual boost of both 
these engines, domestic and foreign. 

In spite of the good rate of activity, the 
possibility of a greater world economic 
decline than expected and, particularly, 
uncertainty regarding the economic  
and political future of the United States, 
continue to impose substantial risks  
on the foreign flank. Aware of these  
risks, the Monetary Policy Committee 
decided to keep the official interest rate 
unchanged, although it hinted at its 
greater concern for the recent trend in 
prices, warning of the possible need to 
raise interest rates if recent inflationary 
pressures persist. However, the surprising 
upswing in inflation over the last few 
months can be basically attributed to 
supply shocks related to food prices, 
whose effect is deemed to be temporary, 
so we still don’t expect any changes in  
the official interest rate in the short term. 

On the other hand, we do expect 
advances, and soon, in the legislative  
area. Getting the most out of his last few 
months as President of Mexico, Felipe 
Calderón has put his foot down on the 
reformist accelerator in order to set up a 
reform programme that makes the labour 
market more flexible. Without doubt, 
these reforms are particularly important 
for the second economy in Latin America 
given the need to provide a definitive 
boost to its growth potential, one of  
the lowest in the region. Furthering the 
reform programme is one of the main 
challenges facing Enrique Peña Nieto 
(from the PRI party) as from 1 December, 
when he takes over from Calderón (from 
the PAN party) and, given his limited 
majority in the Congress, he will need 
opposition support to make progress  

on this front. He is therefore interested in 
supporting the initiative of the incumbent 
President, not only to set up the 
modernization of the labour market  
and therefore give a necessary push  
to competitiveness, but also to establish  
a basis of consensus that will allow him  
to push through the rest of the pending 
reforms. Aware of this, he has urged the 
members of his party in Congress to 
support the proposal by President 
Calderón and we will soon know if he 
managed to convince them, as the 
decision to approve or reject the reform 
proposal is imminent. 

Low oil prices, for the moment

Oil has halted its upward trend. Between 
20 August and 20 September, the price  
of crude fell by 4.5%, dropping to  
109.10 dollars per barrel (Brent quality, 
for one-month deliveries). Oil is therefore 
1.9% above its level at the start of the year 
and 2.9% cheaper than one year ago.

The increase in production by Saudi 
Arabia, the world’s largest oil producer, 
and the imminent release of strategic  
US reserves pushed down oil prices, 
offsetting the appreciation caused by  
the conflict surrounding Iran’s nuclear 
programme. Volatility is high, with  
Saudi Arabia trying to strike a difficult 
balance between preventing excessive 
appreciation that affects demand in 
advanced economies, its main trading 
partners and, at the same time, 
attempting to avoid open conflict  
with Iran, which is pressurizing against 
increasing production.

The trend in the rest of the commodities 
was marked by the change in direction  
of metals, with the CRB index rising a 
meagre 0.9% between 20 August and  
20 September. Base metals picked up 
strongly from their sharp falls of the 

The monetary Policy 
Committee warns of  
a possible rise in interest 
rates if pressures on prices 
continue.

Oil prices fall below  
110 dollars per barrel  
and are lower than last 
year’s levels.
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previous month. Iron was down 4.2% 
after having lost more than 26%, while 
copper was up 11.1%. Aluminium, 
affected by the ups and downs of oil 
prices due to its energy-intensive 
production system and speculative 
components, rose by 17.1%, the same  

gain as for nickel. Boosted by the Fed’s 
quantitative expansion, precious metals 
also rose. Silver was up by 23.5% and  
gold by a more moderate 7.4%. Among 
foods, wheat increased by 5.2% and  
coffee by 6.1%.

TREND IN VARIOUS COMMODITIES (*)

NOTE: (*) Figures for last day of month (last date September 20).
SOURCES: �e Economist, �omson Reuters Datastream and own calculations.
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its production and 
momentarily reverses  
rising oil prices.
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EUrOPEaN UNiON

Boosting domestic demand  
is key to the recovery

In the last few weeks, important decisions 
have been taken to advance towards a 
stronger and more resistant European 
Union (EU) in the long term. This is  
vital in order to resolve the sovereign debt 
crisis in the short term. In spite of these 
advances in the institutional sphere, huge 
uncertainty still hovers over Europe’s 
economy. 

In fact, recently published statistics  
point to the euro area falling further into 
recession. After the stagnation in activity 
during the first three months of the year, 
real gross domestic product (GDP) fell  
by 0.2% in the second quarter of 2012, 
placing the year-on-year growth rate at 
–0.5%. This current weakness in activity 
is due to the fragility of domestic 

demand, whose contribution to GDP 
growth was –2.0 percentage points.  
On the other hand, exports maintained 
their positive contribution to growth  
at 1.6 percentage points, although  
this was not enough to offset the fall  
in domestic demand. 

With regard to the different components 
of domestic demand, private 
consumption was down 0.2% quarter- 
on-quarter from April to June, the  
same decline as the one recorded  
in the first quarter. For the second half  
of the year, the outlook is that private 
consumption will continue to decline,  
as suggested by the fall in the confidence 
indicator for September.

With regard to investment, this fell for 
the fifth consecutive month and stood at 
–3.0% year-on-year. Business investment 

Europe’s political agenda 
intensifies.

The dynamism of the 
foreign sector is not 
enough to offset the 
fragility in domestic 
demand.

EUrO arEa: KEy ECONOmiC iNDiCaTOrS

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

2010 2011
2011 2012

3Q 4Q 1Q 2Q August September

GDP 2.0 1.5 1.3 0.6 0.0 –0.5 ... ...

 GDP Germany 4.0 3.1 2.7 1.9 1.2 1.0 ... ...

 GDP France 1.6 1.7 1.5 1.2 0.3 0.3 ... ...

 GDP Italy 1.8 0.5 0.4 –0.5 –1.5 –2.6 ... ...

 GDP Spain –0.3 0.4 0.6 0.0 –0.6 –1.3 ... ...

Retail sales 0.9 –0.6 –0.5 –1.4 –1.1 –1.7 ... ...

Consumer confidence (*) –14.2 –14.6 –15.9 –20.6 –20.0 –19.7 –24.6 –25.9

Industrial production 7.4 4.6 3.8 –0.2 –1.8 –2.4 ... ...

Economic sentiment (*) 100.5 101.0 98.4 93.6 94.1 91.1 86.1 ...

Ifo business climate index (*) 107.8 111.3 109.8 106.9 109.2 107.3 102.3 ...

NOTE: (*) Value.
SOURCES: Eurostat, European Central Bank, European Commission and own calculations.
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TREND IN EURO AREA GDP BY COMPONENT

Percentage year-on-year change

GDP Private consumption

Imports of goods and servicesExports of goods and services

Public consumption Gross �xed capital formation

SOURCES: Eurostat and own calculations.
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is also expected to continue contracting 
over the coming quarters due to the  
high uncertainty and the restrictive 
conditions in some countries to access 
credit. Leading indicators for activity 
point along these lines. The purchasing 
managers’ index (PMI) for September  
fell significantly with regard to the  
figure recorded the previous month, 
going from 46.3 points in August to  
45.9. This is largely due to the sharp  
drop in the French PMI, falling from  
48.0 points to 44.1.

The only component in domestic  
demand with positive growth was public 
consumption, up by 0.1%. This last 
figure was quite unexpected, especially 
if we take into account the fiscal 
consolidation that must be carried out 
by the different euro area countries.  
The boost provided by this component  
is therefore expected to be much more 
limited over the next few months  
as most governments should further 
contain public spending in order  
to meet their deficit targets.

The main economies of  
the euro area post very 
weak domestic demand.
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An analysis of the breakdown in  
GDP for the second quarter of the  
four countries that, together, account  
for 70% of the euro area’s GDP, namely 
Germany, France, Italy and Spain, shows 
that weak domestic demand was the 
overall trend. This was also the case  
in Germany, the only country to post  
a positive growth rate for this period. 
For their part, exports recorded a 
positive contribution. This confirms  
that the foreign sector was the motor  
for growth. However, over the next few 
months a slowdown is expected in the 
world economy, which might slow up 
exports. If this is the case, boosting 
domestic demand will be key to the 
economy’s recovery.

The economic outlook for the euro area  
is therefore clearly downward. In fact, 
according to the forecasts of the 
European Central Bank (ECB) for the 
euro area, the average annual growth  
in real GDP will be within a range  
of –0.6% to –0.2% in 2012. The forecasts 
are a little better for 2013, between 
–0.4% and 1.4%. 

Employment in the euro area,  
on the way to a relapse

The data on labour market trends in  
the euro area show that, after three 
consecutive quarters of moderate falls  
in the number of people employed, this 

The ECB revises its growth 
forecasts downwards.

The number of people 
employed remains constant 
in the second quarter  
of 2012...

Employment indicators Beveridge curve in the euro area

EMPLOYMENT IN THE EURO AREA WILL CONTRACT OVER THE COMING MONTHS WHILE MATCHING WITHIN THE LABOUR MARKET 
IS BECOMING LESS EFFICIENT

NOTE: Net balance (di�erence between positive and negative responses, as a percentage). European Commission survey on expectations for job creation over the next three 
months. �e values range from –100 (all respondents choose the negative option) and +100 (all choose the positive). �e Beveridge curve shows the degree of e�ciency in the 
labour market matching process. 
SOURCES: Eurostat, European Commission opinion polls and own calculations.
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The euro area’s 
unemployment rate  
stands at 11.3%.

EUrO arEa: KEy iNDiCaTOrS FOr THE LaBOUr marKET

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

2010 2011
2011 2012

3Q 4Q 1Q 2Q July August

Employment 

 People –0.5 0.2 0.3 –0.1 –0.5 –0.6 ... ...

 Hours 0.1 0.1 0.1 –0.2 –0.8 –0.8 ... ...

Expectations for job creation (*)

 Manufacturing –7.7 2.6 1.6 –3.7 –3.7 –7.1 –10.9 –12.5

 Services 1.5 6.3 6.2 3.2 3.0 –2.9 –3.6 –4.0

Unit labour costs by country

 Euro area –0.9 0.9 1.2 1.4 1.5 1.5 ... ...

 Germany –1.0 1.3 1.6 2.2 2.5 2.5 ... ...

 France 0.7 1.6 1.9 2.1 2.1 1.7 ... ...

 Italy –0.5 0.9 1.4 1.3 1.4 3.4 ... ...

 Spain –2.0 –1.5 –1.6 –1.4 –1.5 –2.2 ... ...

Unemployment rate by country (**)

 Euro area 10.1 10.2 10.2 10.6 10.9 11.2 11.3 ...

 Germany 7.1 6.0 5.8 5.7 5.6 5.5 5.5 ...

 France 9.7 9.6 9.6 9.8 10.0 10.1 10.3 ...

 Italy 8.4 8.4 8.5 9.2 10.0 10.6 10.7 ...

 Spain 20.1 21.7 22.0 23.0 23.8 24.7 25.1 ...

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. 

has remained practically unchanged in 
the second quarter. 

The contraction in employment in the 
economy as a whole during the second 
quarter was more evident in the total 
hours worked, as these fell by 0.3% 
compared with the first three months  
of the year. In year-on-year terms, the  
rate of decline in employment in terms  
of number of hours stood at 0.8% and 
exceeded the drop recorded in terms  
of workers, namely 0.6%. 

The outlook for the second half of the 
year is not optimistic. The European 
Commission’s opinion indicators for 
August on the intention to create jobs 

over the next three months therefore 
expect more jobs to be lost, especially  
in construction and industry. 

On the other hand, July’s unemployment 
rate remained stable at 11.3%, after  
June’s figure was revised upwards by  
0.1 percentage points. This represented  
an increase of 1.2 percentage points  
in comparison with the figure from  
a year ago and therefore remained  
at maximum levels. 

Within this context, it’s useful to examine 
the trend in the unemployment rate and 
in vacancies in the economy, i.e. the 
Beveridge curve (see the above graph). 
The position, slope and displacement of 

...but there is an 
adjustment in the total 
hours worked, down  
by 0.3%.



26 OCTOBER 2012 THE SPANISH ECONOMY MONTHLY REPORT

this curve indicate the phase of the 
economic cycle and how efficiently  
the labour market is matching this phase. 
Movements throughout the curve, in 
which vacancies and unemployment 
move in opposite directions, show  
cyclical fluctuations in economic activity. 
Consequently, an expanding economy  
is characterized by a low unemployment 
rate and a high vacancy ratio, while the 
opposite can be seen during a recession. 
On the other hand, an outward 
displacement of the whole curve, i.e. a 
higher unemployment rate for an equal 
vacancy ratio, points to a possible 
deterioration in the matching process. 
This could be due to structural factors 
such as the incorrect functioning of 
labour market institutions or to a shock 
in the production model that leads to 
changes in the intensity of hiring in some 
sectors, making matching more difficult 
in the short term.

The Beveridge curve for the euro area 
reveals that, since 2009, the relationship 
between unemployment and vacancies 
has shifted outwards, so that there has 
very probably been a loss of efficiency 
during this period in terms of the labour 
market matching process. A more 

detailed analysis of the Beveridge curve 
for the largest countries in the euro area 
shows that this shift combines especially 
improved efficiency in Germany  
with a worse performance in Spain  
and, to a lesser extent, France. 

inflation halts its downward trend

The harmonized index of consumer 
prices (HICP) for August in the euro area 
posted growth of 2.6% in year-on-year 
terms, an increase of 0.2 percentage 
points compared with the previous 
month and the first upswing in inflation 
for the last eleven months. Excluding the 
most volatile components, namely food 
and energy, core inflation increased  
in August by 1.7% year-on-year,  
0.2 percentage points less than in July.

Those groups with a greater positive 
impact on the percentage change in the 
HICP have been related to rising oil 
prices, including: transport fuels, heating 
fuel, gas and electricity. In addition, two 
more components: tobacco, due to 
repercussions of the tax hike on tobacco 
in some countries, and fresh fruit have 
also pushed up inflation. Although the 

inflation in the euro area 
remains anchored at 2.4%.

EUrO arEa: HarmONiZED iNDEx OF CONSUmEr PriCES

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

2010 2011
2011 2012

3Q 4Q 1Q 2Q July August

Euro area

 HICP 1.6 2.7 2.7 2.9 2.7 2.5 2.4 2.6

 Core HICP 1.0 1.7 1.7 2.0 1.9 1.8 1.9 1.7

Harmonized index of consumer prices 
 for the main countries

 Germany 1.1 2.5 2.7 2.7 2.4 2.1 1.9 2.2

 France 1.7 2.3 2.3 2.6 2.6 2.3 2.2 2.4

 Italy 1.7 2.9 2.6 3.8 3.6 3.6 3.6 3.3

 Spain 2.0 3.1 2.9 2.7 1.9 1.9 2.2 2.7

SOURCE: Thomson Reuters Datastream.
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SPAIN AND ITALY ARE MORE EXPOSED TO OIL PRICE VARIATIONS

Gross energy consumption by energy type, 2009

SOURCE: Eurostat.

% of total

Germany

France

Italy

Spain

0 20 40 60 80 100

Oil

Nuclear

Gas

Renewable

Coal

49 8 10 924

34 4 39 815

36 22 11 823

45 8 938

item that has had the most impact has 
been the former: transport fuels, which 
increased by 4.2% month-on-month, 
raising year-on-year growth to 10% and 
contributing a rise of 0.38 percentage 
points to the change in the year-on-year 
rate of the HICP.

Geographically, Germany’s HICP 
increased by 0.3 percentage points to 
2.2% year-on-year, while in France it  
rose by 0.2 percentage points to 2.4%.  
The rise was sharper in Spain, namely  
0.5 percentage points, posting a figure  
of 2.7%. The exception was Italy as its 
inflation fell compared with July by  
0.3 percentage points to 3.3%. In the 
Italian case, the strong impact of oil 
prices was more than offset by the sharp 
fall in clothing and footwear, their year-
on-year price falling from 6.9% to 2.4%. 
The drops, although less significant, in 
food and non-alcoholic beverages also 
helped, as well as in furniture and 
household articles and, finally, 
restaurants. 

Why do rising oil prices tend to have 
more of an effect on the price indices  
in Italy and Spain? The answer is simple: 
due to their greater dependence on oil  
in their energy consumption mix. In Italy 
83% of its energy consumption is based 
on oil and gas. In the case of Spain this  
is 73%, while in Germany and France it’s 
59% and 49%, respectively. So the Italian 
and Spanish economies are more exposed 
to variations in the price of crude.

In summary, the rise seen by energy 
prices over the last few months has 
interrupted the downward trend in the 
euro area’s HICP and has forced us to 
revise upwards our inflation forecast  
for the euro area for the year as a whole 
by 0.2 percentage points to 2.5%.

The current surplus is increasing but 
curbs can be seen on the horizon

The foreign sector was once again the 
main support for the euro area’s economy 

Exports continue to 
underpin Europe’s economy.
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during the second quarter of 2012.  
Its contribution to quarter-on-quarter 
growth in GDP, namely 0.2 percentage 
points, partly offset the weak domestic 
demand. More dynamic exports which, 
up by 1.3% quarter-on-quarter, exceeded 
the figure posted by imports by 0.4 
percentage points, lie behind this repeated 
positive contribution by the foreign 
sector, for the ninth consecutive time.

In nominal terms, the foreign sector’s 
good performance led to a further 
improvement in the current balance  
for the second quarter of the year. July’s 
figures show that this trend is continuing. 
The current surplus multiplied by 4.7 
with regard to the same month a year ago. 
As a consequence, the cumulative surplus 
for the last twelve months reached almost 
60 billion euros, a figure very close to the 
peak reached in 2004. As can be seen in 
the table above, this improvement in the 
current balance also occurred in the main 
euro area countries.

However, there are two factors that might 
weaken the recent trend in the current 
balance and even reverse it. These are: the 
trend in oil prices and the euro exchange 
rate. With regard to the first, the price of 
Brent in euros increased by 29.2% 
between June and August 2012. As a 
consequence, the more expensive energy 
imports for the euro area during the 
summer months very probably halted the 
current surplus’s rate of growth. Rising 
oil prices will have more effect on those 
countries with a greater energy 
dependence on fossil fuels. Among these, 
of note are Italy, Ireland and Spain, whose 
energy consumption from gas or oil was 
around 70% in 2010. However, the euro’s 
appreciation against the dollar during 
August and especially September could 
ease this pressure slightly.

But the recent appreciation of the single 
currency will also have an effect on 
European exports as it reduces the 
competitiveness of its products and, 

FOrEiGN SECTOr

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

2010 2011
2011 2012

3Q 4Q 1Q 2Q July August

Euro area

 Imports 21.6 14.0 11.4 6.3 4.0 1.2 2.1 ...

 Exports 20.1 13.3 10.0 9.3 8.6 8.1 11.3 ...

 Trade balance (1) 0.7 –9.2 –21.6 –9.2 9.5 39.1 52.5 ...

Current balance (2)

 Euro area 0.1 0.0 –0.2 0.0 0.1 0.5 0.6 ...

  Germany 6.0 5.7 5.9 5.7 5.7 6.1 6.2 ...

  France –1.6 –2.0 –2.2 –2.0 –1.9 –2.0 –1.9 ...

  Italy –3.5 –3.3 –3.7 –3.3 –2.6 –1.9 –1.8 ...

  Spain –4.5 –3.5 –3.8 –3.5 –3.3 –3.2 –2.7 ...

Euro/dollar exchange rate (3) 1.33 1.40 1.45 1.43 1.35 1.32 1.26 1.23

Nominal effective exchange rate of the euro (4) 103.68 103.40 105.3 103.6 102.1 99.4 95.30 95.20

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. 
SOURCE: Eurostat.

The current surplus reaches 
almost 60 billion euros, 
close to the peak of 2004.
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rising oil prices and the 
euro’s appreciation might 
slow up the pace of growth 
in the current surplus.

The ECB announces the 
creation of a sovereign debt 
purchase programme.

therefore, their demand. According to a 
study by the European Central Bank, a 
10% increase in the real effective 
exchange rate leads to a contraction in 
exports of 1.2%. Although we do not have 
the third quarter figures for the real 
exchange rate, we expect it to have picked 
up during this period. In fact, in nominal 
terms we can see that the euro 
appreciated, between the end of July and 
the end of September, by 3.2% compared 
with a basket of 20 foreign currencies. 
Undoubtedly, the sharp appreciation 
against the US dollar and the Japanese 
yen contributed significantly to the euro’s 
revaluation.

As a consequence, the good performance 
by the foreign sector shown during the 
second quarter of 2012 and start of the 
third could diminish during the last part 
of the year. 

The European Central Bank 
temporarily relieves tension

At the beginning of September, the 
European Central Bank announced an 
unlimited sovereign debt purchase 
programme, albeit with conditions. The 
effects of this measure, which has been 
interpreted as an important step forward 
towards stability in the euro area, has 
been strengthened by the good outcome 
of other political and institutional events 
occurring during the same month. The 
fear of escalating Euroscepticism has 
lessened thanks to the clear victory of 
pro-European parties in the elections in 
the Netherlands and the favourable ruling 
given by the German Constitutional 
Court regarding the European Stability 
Mechanism (ESM). This mechanism will 
come into operation as from 8 October 
although its direct action on bank 

THE RISK PREMIUM FALLS IN EUROPEAN SOVEREIGN DEBT MARKETS 

Change in spreads between yields of bonds compared with their German equivalents between 
the maximum of July and 19 September

SOURCE:  Bloomberg.
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recapitalization is still unknown. All  
this has helped the euro area to start the 
autumn with renewed strength in order 
to consolidate the foundations for its 
economic, monetary and fiscal union.

The programme designed by the ECB 
formalizes the statements made by its 
President, Mario Draghi, at the end  
of July and aims to relieve tension in 
Europe’s sovereign debt markets. To this 
end, the highest monetary authority will 
acquire sovereign bonds with maturities 
of between 1 and 3 years in the secondary 
markets. However, unlike in previous 
debt purchase programmes, this 
discretional aid will depend on certain 
conditions being met by the benefitting 
countries. In particular, they will have  
to request aid from the European  
rescue funds and, moreover, will have  
to comply with strict fiscal consolidation 
programmes and structural reforms. 

This measure has helped to temporarily 
dispel investors’ doubts regarding 
Europe’s government bond market.  
As a result of this, the additional yield 
required for 2 and 10-year bonds of the 
main European countries compared with 
their German equivalents has fallen. In 
the graph above it can be observed that 
this reduction has been greatest in those 
countries that are likely to benefit most 
from the ECB’s debt purchases, mainly 
Italy and Spain. Moreover, in both  
cases the design of the debt purchase 
programme has led to a fall in the  
upper yield in the case of 2-year bonds.

However, compliance of the fiscal 
consolidation required in some of the 
euro area countries is in question. 
According to the latest ECB bulletin, 
deviations can be seen with regard to the 
deficit target in Spain, Italy, Greece and 
Portugal in 2012. Moreover, with a view 
to the coming year, it believes that further 
fiscal adjustment measures will have to be 

adopted in several countries. In this 
respect, the publication, at the end of  
this month, of the 2013 state budgets for 
Spain, France and Portugal will throw 
some light on these countries’ strategies 
to meet their respective deficit targets.  
In fact, the French and Portuguese Prime 
Ministers have already provided some 
details on the new consolidation 
measures.

The European bank supervisor 
proposal is now on the table

On 12 September, the European 
Commission presented its proposed 
supervisory mechanism for all banks in 
the euro area. According to this proposal, 
the European Central Bank will join the 
European Bank Supervisory System  
and will notably broaden its functions.  
In particular, it will be granted exclusive 
powers to supervise the risk of financial 
institutions and the compliance of capital 
requirements, liquidity and leveraging,  
as well as controlling governance 
mechanisms. For their part, national 
supervisors retain those supervisory 
functions not passed on to the ECB, such 
as consumer protection, the accounting 
information process and supervising 
foreign institutions from outside the 
European Union. 

Also confirmed are all the powers of  
the European Banking Authority (EBA), 
in particular the standardization  
of the regulatory framework to  
ensure convergence and consistency  
in supervisory practices throughout  
the EU. Consequently, the EBA’s decisions 
are binding both for the ECB and for  
the national authorities. 

One of the most sensitive issues concerns 
the potential conflicts that might arise 
between the aims of monetary policy  
and banking system surveillance. In this 

The yield on Spanish  
and italian public debt  
falls sharply.

The Prime ministers  
of France and Portugal 
announce further 
adjustments for 2013.

a single banking supervisor 
could be a reality by 
January 2013.
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respect, the proposal defines numerous 
governance mechanisms in order to 
ensure the independence of monetary 
policy. Specifically, the Supervisory 
Council will be responsible for directing 
and monitoring supervision while the 
Governing Council of the ECB will 
ultimately be responsible for taking 
decisions. 

The proposal contains a schedule for its 
implementation that is probably overly 
ambitious. The aim is that bailed-out 
banks should already be supervised by 
the ECB by January 2013. In June 2013, 
this will also cover systemic banks and, 
by January 2014, all institutions in the 
euro area. Given that this proposal must 
be discussed by the European Parliament 
and unanimously approved by Ecofin,  
its implementation is likely to take  
longer than planned. 

The creation of a supranational 
supervisory authority constitutes a key 
element to resolving the euro area’s debt 

crisis. This is the case because adopting  
a European supervisor is considered  
by many countries as a necessary 
condition for banks with problems to  
be recapitalized directly via European 
rescue funds (EFSF and/or ESM), thereby 
destroying the link between bank and 
sovereign risk. 

These advances in the institutional sphere 
should contribute to easing tension in the 
financial markets and therefore help to 
boost the supply of credit. However, the 
reduction in economic activity and the 
deleveraging underway in the balance 
sheets of households and firms are 
keeping demand for credit very weak, 
which is pushing down private sector 
financing. Specifically, the year-on-year 
growth in credit to non-financial firms 
and households in July was –0.2% and 
1.1%, respectively. 

Loans to firms and households continued 
to see a reduction in interest rates in July 
throughout the euro area. The interest 

Average effective interest rate on loans to non-financial firms other than lines of credit 
and overdrafts up to one year

DIVERGING FINANCING COSTS FOR FIRMS

SOURCES: European Central Bank and own calculations.
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rate of loans to non-financial firms went 
from 3.0% at the end of 2011 to 2.4%. 
Interest rates on loans to households to 
acquire housing have also fallen this year 
but to a lesser extent, standing at 3.1%. 
This trend in interest rates is largely due 
to the ECB’s expansionary monetary 
policy. 

However, the reduction in the cost  
of financing is occurring unevenly 
throughout the different countries of  
the euro area. As can be seen in the  
graph above, in the summer of 2010  
a divergence started to occur between 
interest rates paid by non-financial  
firms in the different countries of the 
euro area. This interest rate spread  
has widened over the last few months, 

reflecting the difficulties faced by the 
highest monetary authority in Europe  
in ensuring its monetary policy  
is effective. 

In this respect, the decision taken on 6 
September is vital, namely the unlimited 
purchase of public debt in the secondary 
market provided a request is made for aid 
from the European rescue funds and the 
conditions are met. These purchases 
should reduce the tensions in financial 
markets, an essential step in order to 
lessen the interest rate spreads 
experienced by households and firms. 
Similar conditions of access to credit  
are vital in order to advance towards 
greater financial integration within  
the euro area.

EUrO arEa: FiNaNCiNG aND DEPOSiTS OF NON-FiNaNCiaL SECTOrS

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

2010 2011
2011 2012

3Q 4Q 1Q 2Q July August

Private sector financing (1)  

 Non-financial firms –0.9 2.0 2.3 1.9 0.7 0.2 –0.2 ...

 Households (2) 2.7 2.8 2.7 2.2 1.9 1.3 1.1 ...

Deposits 

 Sight deposits 8.8 1.3 0.9 0.9 1.7 2.3 4.2 ...

 Other short-term deposits –5.2 2.7 3.3 2.2 2.9 2.7 2.2 ...

 Negotiable instruments –7.3 1.2 3.8 2.5 4.1 4.6 6.4 ...

Money market interest rate (%)

 ECB repo 1.00 1.25 1.42 1.42 1.00 1.00 1.00 0.75

 3-month Euribor rate 0.80 1.38 1.57 1.54 1.14 0.71 0.65 0.38

 12-month Euribor rate 1.34 1.99 2.15 2.08 1.76 1.32 1.21 0.94

Interest rate for loans and deposits (%)

 Credit to non-financial firms (3) 2.2 2.8 2.9 3.0 2.7 2.6 2.4 ...

 Loans to households to acquire housing (4) 2.7 3.3 3.4 3.5 3.4 3.2 3.1 ...

 Household deposits up to 1 year 2.1 2.6 2.7 2.8 2.9 2.7 2.8 ...

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 reference 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.
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Emerging Europe: weak activity  
and stubborn inflation, a dangerous 
combination

With the financial flank becoming  
stable, over the last few weeks attention 
has focused on the deterioration 
occurring in activity, worrying both 
because this process is becoming more 
accentuated and also because the euro 
area’s immediate outlook is not positive. 
In addition, the situation of inflation, 
without being overly dramatic, is 
complicating monetary policy decisions, 
increasing uncertainty regarding the 
future developments that can be expected 
in emerging Europe. 

First of all, the most visible piece of news 
from the region has been the fact that, 
over the last few weeks, there has been  
a considerable reduction in financial 
tension in terms of risk premia. After  
the European Central Bank’s clarification 
regarding how it will intervene in the 

government bond market, the decision of 
the German Constitutional Court on the 
constitutionality of the European Stability 
Mechanism and the announcement by 
the Federal Reserve of further monetary 
stimuli (which have become known as 
Quantitative Easing 3 or QE3), the risk 
premia of Poland, Hungary, Romania, the 
Czech Republic and Slovakia have risen 
notably. An initial movement had already 
occurred along these lines in July, when 
the ECB had announced its intention  
to be more active in the debt markets. 

With the international financial front 
under less tension, the aspect that has 
now come to the fore is the one related 
strictly to the trend in activity. National 
accounts figures for the second quarter 
confirm that all countries were becoming 
economically weaker. The different 
positions in terms of activity could not be 
put down to either the tone of domestic 
demand (with the partial exemption of 
Poland) or the differing growth rates 

...leaving the economic 
slowdown as the main focus 
of attention.

Financial tensions ease  
off in emerging Europe...

GREATER WEAKNESS IN THE THIRD QUARTER IN EMERGING EUROPE

Indicator of economic sentiment and year-on-year change in real GDP (*)

NOTE: (*) Weighted average for Poland, Hungary, the Czech Republic, Slovakia and Romania. �e data for the third quarter of 
2012 on economic sentiment correspond to the average for July and August.
SOURCES: Eurostat, European Commission, �omson Reuters Datastream and own calculations.

SOURCES: Eurostat, European Commission, Thomson Reuters Datastream and own calculations.
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provided by the foreign sector in these 
countries. 

Given the negative trend forecast for  
the euro area, the main destination for 
exports from emerging Europe, and that 
quarter-on-quarter growth in GDP is not 
expected until the first quarter of 2013, 
the future trend of exports will probably 
be downward in the near future. In fact, 
and as can be seen in the graph above, 
economic sentiment indicators in the 
third quarter (data are available for July 
and August) point to a further slowdown 
in activity. If we extrapolate this trend  
to the change in gross domestic product 
(GDP) for the region as a whole, in the 
third quarter GDP would grow less than 
1% year-on-year, compared with 1.4% 
year-on-year from April to June. 

One factor that is complicating this 
situation even further is inflation. 
Although, for the time being, there’s no 
point in being excessively alarmist, what 
is true is that the year-on-year growth  
in prices has been stuck at 4% since 
approximately mid-2011. This figure can 
be considered high given the weak tone in 
demand seen in the emerging economies 
of Europe. Moreover, over the coming 
months the most volatile components  
of this index are more than likely  
to accelerate appreciably. 

In fact, the food component already 
reflects the notable tension in food 
commodities, as indicated by its 
acceleration to 5.4% year-on-year in 
August (in April the rate of increase  

was just 2.4%). And although the energy 
component has slowed down noticeably, 
due fundamentally to oil prices in August 
being 9% lower than a year ago, over the 
next few months this trend is likely to 
reverse in part. Lastly, it should also be 
noted that this general assessment, which 
positions inflation more as a future risk 
than a present threat, has its exception in 
Hungary, a country whose inflation stood 
at 6% year-on-year in August and whose 
food component was above 9%. 

Given this situation, which combines  
the loss of economic dynamism with 
stubborn inflation and upward risks, over 
the last few months the region’s central 
banks have started to make their move,  
in the dilemma between greater anti-
inflationary rigour or support for activity 
being more clearly biased in favour of  
the second objective. In June, the central 
bank of the Czech Republic reduced  
its interest by 25 basis points to 0.5%. 
Hungary took similar action in August 
and September (placing the reference 
interest rate at 6.25%). 

After these movements, a further drop in 
interest rates is expected over the coming 
months. Poland, to date inactive on  
this front, could start in October, with  
a similar reduction of 25 basis points in 
its interest rate. Even the Czech Republic, 
whose low official interest rate limits  
its capacity in this area (although it’s 
expected to reduce the official rate to 
0.25% towards the end of 2012), has 
announced that it is studying exceptional 
measures of quantitative easing.

activity continues to  
lose steam in the third 
quarter and the bulk of  
the evidence available 
suggests this process  
is far from over.

in spite of weak demand, 
inflation remains at 4% 
year-on-year since 2011 
and there are relevant 
upward risks.

The region’s central  
banks prioritize support  
for growth and begin  
a process of reducing 
official interest rates.
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moving towards the end of the tunnel

The international financial climate  
saw some encouraging improvement  
in September. Several central banks have 
finally decided to employ far-reaching 
extraordinary measures, something  
that is always welcomed by investors. 
Similarly, in the euro area, political 
leaders have achieved outstanding 
advances in a direction that, with 
determination, effort and luck, should 
lead to a more stable monetary union. 
Both factors have helped to halt the 
deterioration in the expectations of 
economic growth and to restore investor 
confidence, boosting the appetite for risk 
assets. However, over the last few weeks 
this optimism has come up against 
immediate obstacles that will be difficult 
to overcome. Firstly, global investors  
are closely monitoring the Spanish 
government’s movements, waiting to  
see whether it will finally appeal to the 
European rescue fund for a second  
bail-out plan, and the plan’s terms should 
this come about. On the other hand, 
developments in the slowdown of world 
growth are also crucial, most particularly 
in emerging countries, whose persistent 
weakness is starting to make people 
nervous given the possibility that it might 
lead to a hard landing or prolonged 
stagnation. Lastly, people are also 
impatient to hear the decisions to be 
taken by political authorities in the 
United States regarding the country’s 
budget policy, after the elections in 
November. 

Central banks deploy their  
«heavy artillery»

Over the last few weeks, the main central 
banks more than complied with what 
most observers had been anticipating. 
Locked in the task of boosting the ailing 
economy, the European Central Bank, 
the Federal Reserve and the Bank of 
Japan announced that they would  
adopt new monetary measures of an 
extraordinary nature. Although the 
procedures differ in terms of content  
and form, they share the intermediate 
aim of relaxing financial conditions  
and the ultimate proposal of boosting 
economic activity.

In the euro area in September, the 
Governing Council of the European 
Central Bank (ECB) agreed to keep the 
official rate at its historical minimum 
level of 0.75%. Recent inflationary 
pressures resulting from rising energy 
prices and expectations regarding the 
region’s economic growth have been 
sufficient argument to support this 
decision. However, the institution 
presided over by Mario Draghi approved 
the relaxation of conditions to grant 
loans to banks. Specifically, minimum 
rating requirements have been eliminated 
for assets issued or guaranteed by 
member states, and assets in dollars, 
pounds and yen will also be accepted  
as collateral.

But the most important decision from 
this meeting was the agreement 

market attention is focused 
on central banks and 
politicians in the euro area.

monetary authorities opt  
to increase stimuli even 
further.

The ECB maintains the 
official interest rate  
and relaxes the rules  
on collateral.

monetary and capital markets

FiNaNCiaL marKETS
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The central bank 
undertakes to buy up debt 
of those countries asking 
for aid from the EFSF/ESm.

The ECB will be sole 
supervisor in Europe’s 
future banking union.

The Fed approves its third 
round of quantitative 
easing.

regarding the institution’s direct 
intervention in secondary markets  
of sovereign debt from the peripheral 
countries. This programme exemplifies 
the institution’s desire, publicly expressed 
since the beginning of the summer,  
to take an active role in resolving the 
sovereign debt crisis. Assuming that the 
high degree of tension suffered by these 
countries’ bonds was reflecting, in part, 
an unjustified risk of monetary union 
breaking down, the ECB agreed to  
start up a programme called Outright 
Monetary Transactions (OMTs). The  
aim of these OMTs is to safeguard the 
suitable transmission of monetary policy 
and its unique nature. Through these 
transactions, the ECB will be able to buy 
up the sovereign bonds of those countries 
that have accepted the strict, effective 
conditions contained in a programme 
with the EFSF or the ESM (the rescue 
funds set up by member states). Although 
no quantitative limits have been 
established for these transactions, it is 
known that they will focus on the shorter 
periods of the yield curve (between 1  
and 3 years). The parameters for deciding 
which debt to purchase will be based on 
yield levels, debt spreads and market 
volatility and liquidity. In order to 
eliminate any distortions that might  
be caused in the system by these OMTs, 
the ECB has also undertaken to sterilize 
(drain) all liquidity resulting from bond 
purchases. The central bank has also 
agreed to be treated the same (pari passu) 
as the rest of the creditors in terms of 
bonds issued by euro area countries. 
Thanks to this explicit commitment to 
act, Draghi has sent a powerful message 
to the markets regarding the 
irreversibility of monetary union.

In parallel to its function as the highest 
monetary authority, we should also note 
the essential task that will more than 
likely be assigned to the ECB in Europe’s 

future banking union. According  
to a proposal made by the European 
Commission at the beginning of 
September, the ECB will take on basic 
responsibilities for the single supervisory 
mechanism, by virtue of which it will 
control, directly or indirectly, all the 
banks in the euro area.

In the United States, the Federal Reserve 
(Fed) has also significantly boosted its 
monetary strategy. Given the country’s 
slow job creation, resulting from a GDP 
growth rate of around 2%, at its last 
meeting the institution approved two 
actions that make its policy even more 
lax, if that is possible. Firstly, and with 
the aim of supporting economic recovery 
and keeping inflation stable, the Fed has 
started a third round of quantitative 
easing (QE3). On this occasion, the 
institution will focus its actions on 
buying mortgage-backed securities, 
totalling 40 billion dollars every month. 
The duration has not been established 
but will depend on how long the 
economy takes to recover completely. In 
addition to this programme, the Fed will 
also maintain its Operation Twist until 
the end of the year, as well as its policy to 
reinvest principal and interest payments 
on the debt it holds in its portfolio. 
Consequently, through these operations, 
the Fed will continue to increase the 
volume or size of its balance sheet,  
and at a notable rate. According to Ben 
Bernanke, President of the institution, 
the aim of this battery of measures  
is to relax long-term interest rates (the 
reference rate for mortgages), support  
the real estate market and help financial 
conditions to improve.

Secondly, and together with these 
quantitative measures, the Federal 
Reserve Committee has announced its 
intention to keep official interest rates 
within the current range (0%-0.25%) 
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The Fed will keep interest 
rates exceptionally low 
until mid-2015.

The Euribor falls to all-time 
lows.

The central banks of the 
emerging countries keep 
their policies clearly 
expansionary.

until mid-2015, a later date than the one 
previously announced, namely the end  
of 2014. This postponement of the date  
to start raising interest rates is in line  
with the downward revision of growth 
estimates made by the Fed, which expects 
GDP to increase by between 1.7% and 2% 
in 2012 and therefore a slower reduction 
in the output gap.

In the emerging countries, relaxing 
monetary policy has also continued to 
dominate the economic context. Recent 
macroeconomic data highlight the fact 
that, in most of these countries, the 
slowdown in business is greater than 
initially expected by the authorities. It 
appears that the efforts already made by 
the central banks have not been enough 
to bolster economic growth, making 
additional monetary and fiscal stimuli 
necessary. This is the case of Brazil  
where, in addition to a further cut in the 
official interest rate (down to 7.50%), an 
ambitious plan has also been announced 

of investment in infrastructures to 
stimulate the economy. In China, the 
continued decline in the rate of economic 
growth augers further actions by the 
monetary authority. The implementation 
of some of these measures will probably 
be linked to a structural change in the 
country’s economic model.

Within this monetary context, reductions 
in interbank interest rates have spread.  
In the specific case of the euro area,  
the improvement in risk premia, thanks 
to the progress made in resolving the 
region’s sovereign debt crisis and the 
stabilizing of banking in those countries 
in difficulties, has helped to reduce 
Euribor interest rates to historically  
low levels. In the US market, the 
announcement of another round of 
quantitative easing by the Fed and the 
extension of the period for low interest 
rates have pushed down Libor interest 
rates, once again close to their historic 
minimums.

The Fed’s official interest rate and total assets on its balance sheet

THE FEDERAL RESERVE ANNOUNCES MORE FLEXIBLE MONETARY MEASURES

SOURCE: Bloomberg.
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The yield on the sovereign 
debt of peripheral countries 
falls.

risk premia improve in peripheral 
Europe

As was expected, developments in the 
sovereign debt markets in September 
were affected by events related to the  
euro area crisis and the actions taken  
by central banks. In Europe, the 
performance of the Spanish economy  
and the impact of EU decisions on this 
country have dominated investor mood. 
The structural measures adopted by  
the Spanish government, particularly  
its reform of the financial sector, were 
applauded by European leaders and  
by rating agencies, which decided to 
maintain Spain’s rating. This market 

backing resulted in a fall in the yield on 
10-year bonds to 5.60%, the lowest level 
in five months. Other factors have also 
helped to keep the yield on Spanish debt 
below 6%. One is the ECB’s plan to 
support peripheral economies, albeit on 
the condition that these countries 
previously request a bail-out programme. 
Another is the legitimization of the ESM 
by the German Constitutional Court. 
And a third, the triumph of pro-euro 
parties in the legislative elections held  
in the Netherlands. Spain’s Treasury has 
taken advantage of this improvement  
in its sovereign debt to issue close to  
9.4 billion euros in bills and commercial 
paper, achieving a good level of 

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

2011

 August 1.50 1.54 2.09 0.25 0.33 0.19 0.50 0.89 0.10

 September 1.50 1.55 2.08 0.25 0.37 0.19 0.50 0.95 0.15

 October 1.50 1.59 2.12 0.25 0.43 0.20 0.50 0.99 0.57

 November 1.25 1.47 2.04 0.25 0.53 0.20 0.50 1.04 0.77

 December 1.00 1.36 1.95 0.25 0.58 0.20 0.50 1.08 0.92

2012

 January 1.00 1.13 1.75 0.25 0.54 0.20 0.50 1.08 0.47

 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 (1) 0.75 0.23 0.70 0.25 0.37 0.19 0.50 0.62 0.05

NOTES: (1) September 24.
(2) Marginal interest rate. Latest dates showing change in minimum rate: 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: National central banks, Bloomberg and own calculations.
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Spain’s Treasury takes 
advantage of the improved 
financial situation to issue 
more bonds.

investors prefer assets  
with higher risk given  
the low yield on aaa-rated 
sovereign bonds.

acceptances among foreign investors, as 
well as a more favourable financing cost. 
However, in spite of the beneficial effects 
of these factors, Spain’s risk premium is 
still finding it difficult to get back on a 
firm path towards normality. Towards 
the end of September, rumours increased 
regarding the possibility of the 
government officially requesting a larger 
bail-out. The reticence shown by some 
member states of the European Union, 
including Germany, to the proposal of 
European banking union and to the 
ECB’s role as the sole banking supervisor 
have also presented further obstacles  
to the effective capacity of the ESM to 
support Spain, and it looks like these are 
going to delay compliance of the schedule 
for European commitments. 

For their part, the yields on sovereign 
bonds of economies with the greatest 
credit solvency, i.e. Germany and the 

United States, rose slightly in September, 
although always within their historically 
low ranges. In the case of Germany, as the 
risks have lessened of a break-up of the 
euro area and the likelihood of peripheral 
sovereign debt being restructured, the 
price of its 10-year bonds has fallen. The 
establishment of a route map for financial 
stability in the euro area and the 
development of government initiatives  
to resolve the crisis have generated an 
increase in investor preference for those 
assets with a greater risk profile and yield 
than that offered by the German bund.  
In the case of the United States, Treasury 
bonds have performed in a similar way 
but the reasons have been different.  
As was expected, the announcement of 
the Fed’s measures and its commitment 
to acting to boost growth have slightly 
increased long-term expectations 
regarding the growth/inflation issue.  
It has also affected the direction of 

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

2011

 August 2.2 2.9 5.0 5.1 2.2 1.0 2.6 1.1

 September 1.9 2.6 5.1 5.5 1.9 1.0 2.4 0.9

 October 2.0 3.1 5.5 6.1 2.1 1.0 2.4 1.0

 November 2.3 3.4 6.2 7.0 2.1 1.1 2.3 0.9

 December 1.8 3.1 5.1 7.1 1.9 1.0 2.0 0.7

2012

 January 1.79 3.05 4.97 5.95 1.80 0.97 1.97 0.72

 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 (*) 1.57 2.30 5.76 5.10 1.73 0.79 1.82 0.59

NOTE: (*) September 24.
SOURCES: Bloomberg.
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The Fed’s policy depreciates 
the dollar against the main 
currencies.

investment flows of US mutual funds, 
which have left government bonds and 
moved towards corporate bonds and 
equity.

The euro makes progress thanks  
to institutional measures 

Foreign exchange markets have seen  
an increase in volatility due to events 
occurring on both sides of the Atlantic. 
Continuing the trend started mid-
August, the dollar-euro exchange rate 
largely moved in favour of the European 
currency in September, with the euro’s 
exchange rate reaching 1.31 dollars. There 
are two factors behind this movement. 
The first, the Fed’s announcement of a 
more extensive round of quantitative 
easing (QE3) than expected and the 
extension of the period of minimum 

range interest rates until 2015. The 
second, the improved financial situation 
in the euro area. Favourable actions 
carried out by member states as well  
as the highest monetary authority have 
reduced the risk of a break-up of the  
euro and of some countries leaving  
the currency, encouraging perspectives  
of economic recovery in the region. 

However, the other side of the coin is 
represented by the emerging currencies. 
The lax monetary policy announced by 
the Federal Reserve has caused the dollar 
to depreciate, not only against the euro 
but also against most of the international 
currencies. This situation tends to push 
up the prices of goods and services 
exported by emerging economies, 
jeopardizing their economic recovery. 
Regarding this issue, several governors  
of emerging central banks have expressed 

ExCHaNGE raTES OF maiN CUrrENCiES

September 24, 2012

Exchange rate
% change (*)

Monthly Over December 2011 Annual

Against US dollar

 Japanese yen 78.0 –0.8 1.4 2.2

 Pound sterling 0.617 2.4 4.1 3.9

 Swiss franc 0.937 –2.4 –0.1 3.8

 Canadian dollar 0.981 –1.1 –4.1 –4.5

 Mexican peso 12.938 –1.8 –7.7 –4.7

Against euro

 US dollar 1.291 –3.1 0.4 4.6

 Japanese yen 100.7 2.3 1.0 –2.6

 Swiss franc 1.209 0.7 –0.6 –0.9

 Pound sterling 0.797 0.7 –4.6 –9.1

 Swedish krona 8.509 2.9 –4.8 –8.2

 Danish krone 7.456 0.1 0.3 0.2

 Polish zloty 4.157 1.6 –7.4 –6.3

 Czech crown 24.94 0.2 –2.6 1.2

 Hungarian forint 283.0 1.7 –11.3 –2.4

NOTE: (*) Plus sign indicates appreciation of dollar (first group) or euro (second group).
SOURCE: Bloomberg.
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Bond markets take 
advantage of low interest 
rates.

The companies  
of peripheral countries  
in Europe return to  
the primary markets.

Stock markets remain 
stable.

their disagreement with the Fed’s 
measures, warning of the danger these 
represent for their economic growth 
rates.

Peripheral corporate bond  
issuances are back

The favourable shift in the financial  
and economic situation in the euro area 
and the United States has been well 
received by the corporate bond markets. 
Continuing the trend started the 
previous month, September was 
characterized by a large volume of 
corporate bonds being issued. This 
intense activity in the primary credit 
market has mainly been benefitted by the 
facilities offered by the respective central 
banks. In fact, the rise in demand is 
largely supported by the outlook of very 
low interest rates for safe monetary 
assets. The US market has been 
dominated by issuances of high yield 
bonds with low credit quality, achieving 
the lowest interest rates in 12 years.  
In Europe, the most outstanding news  
is the return of issuances by peripheral 
countries in the markets, after several 
months of being ostracized. 

The ECB’s recent commitment to buy 
sovereign debt of countries in difficulties, 
on the condition that they previously 
request aid from the ESM, has helped  
to narrow the sovereign risk premia  
of these economies. Non-financial 
companies have taken advantage of this 
circumstance, resorting to the primary 
debt markets in order to obtain resources 
that are scarce via the banking channel. 
In the case of Spain, several firms have 
taken advantage of this situation to issue 
more bonds, achieving satisfactory 
demand rates by investors, as is the case 
of Telefónica, Iberdrola and Gas Natural. 
But it is probably the banking sector 

where the ECB’s measures have been best 
received. To date, the high exposure of 
banks to the debt of their governments 
had been a huge obstacle to them 
accessing funding in capital markets. The 
central bank relaxing the rules on eligible 
collateral (eliminating rating limitations) 
has relieved many banks, which either 
had few assets eligible as discountable 
collateral or found it relatively difficult  
to access wholesale funding markets. 
Thanks to this regulation, several 
institutions in Spain and Italy have 
relaunched their bond issues, taking 
advantage of narrower spreads for senior 
financial debt. 

Within the context of the emerging 
countries, corporate bond markets have 
continued to perform well, independently 
of the events in developed countries. 
September was a good month for new 
issuances, of note being those made by 
companies from South East Asia and 
specifically China. In addition to the 
intense credit activity of their firms,  
there were also the measures introduced 
by the monetary authorities to deepen 
these markets and increase their liquidity. 

The stock markets welcome the 
changes in the financial situation

As has happened in the rest of the 
markets, developments in equity have 
also reflected the changes occurring  
in the overall monetary and political 
scenarios. Lower risks regarding Europe 
and laxer global monetary conditions 
have been reason enough to continue  
the rally started by the stock markets  
in mid-August. Aspects such as the 
contemporary slowdown in the world 
economy or credit ratings of rating 
agencies have become secondary in 
investor perceptions over the last few 
weeks. The vast majority of stock market 
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The ibex 35 still posts 
losses since the beginning 
of the year.

The banking sector is key  
to Europe’s stock market 
scenario.

indices of developed countries have  
seen gains since the start of the year,  
with special mention going to the  
S&P 500, which has exceeded its levels 
corresponding to the Lehman Brothers 
bankruptcy. However, and in spite  
of strong rises, the Ibex 35 has still 
accumulated losses of close to 5% since 
January. Another significant aspect,  
and one which supports the upward 
trend in the stock markets, is the gradual 
reduction in uncertainty. Measured by 
the implicit volatility in the indices, there 
are signs that the announcements made 
by central banks and their different 
approaches to financial stability in  
the euro area have managed to lower 
volatility, both in the United States  
and in Europe.

In the euro area, the ECB’s clearer 
position has benefitted all economic 
sectors but particularly banking, which 
had been punished severely by investors 
due to its connections to the sovereign 
debt crisis. As in the corporate bond 

markets, the relaxation in eligible 
collateral rules is helping institutions to 
access more lines of funding and improve 
their balance sheets. One of the factors 
which, in the short term, will influence 
the value of this sector’s assets will be  
the announcement of the Spanish banks’ 
capitalization requirements. On the 
request of the Spanish government,  
the consulting firm, Oliver Wyman,  
has carried out a bottom-up estimate  
of these requirements and the final figure 
is expected to be around the 60 billion 
euros estimated at the start of the 
summer. In any case, and considering  
the situation of Spain as a whole, the next 
few weeks will be very important. Since 
July, the government has been subjected 
to growing pressure to ultimately request 
some kind of aid from the European 
rescue mechanisms. The huge financing 
needs faced by the central government 
over the coming months and increasing 
difficulties in meeting its deficit targets 
imposed by Brussels could trigger  
this request.

SOURCE: Bloomberg.

Stock market indices
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iNDiCES OF maiN wOrLD STOCK ExCHaNGES

September 24, 2012

Index
(*)

% monthly
change

% cumulative
change

% annual
change

New York

 Dow Jones 13,579.5 3.2 11.1 26.1

 Standard & Poor’s 1,460.2 3.5 16.1 28.5

 Nasdaq 3,180.0 3.6 22.1 28.1

Tokyo 9,069.3 0.0 7.3 5.9

London 5,818.4 0.7 4.4 14.8

Euro area 2,550.7 4.8 10.1 25.9

 Frankfurt 7,403.9 6.2 25.5 42.5

 Paris 3,489.4 1.6 10.4 24.2

 Amsterdam 331.4 0.5 6.0 25.2

 Milan 15,765.3 5.9 4.5 15.4

 Madrid 8,104.3 10.9 –5.4 1.3

Zurich 6,580.8 1.6 10.9 24.2

Hong Kong 20,694.7 4.1 12.3 17.1

Buenos Aires 2,531.8 3.0 2.8 2.0

São Paulo 61,320.1 5.0 8.0 15.2

NOTE: (*) New York: Dow Jones Industrials, Standard & Poor’s Composite, Nasdaq Composite; Tokyo: Nikkei 225; euro area: DJ Eurostoxx 50; London: Financial Times 100; 
Frankfurt: DAX; Paris: CAC 40; Amsterdam: AEX; Milan: MIBTEL; Madrid: Ibex 35 for Spanish stock exchanges; Zurich: Swiss Market Index; Hong Kong: Hang Seng; Buenos 
Aires: Merval; São Paulo: Bovespa.
SOURCE: Bloomberg.

Benefits and risks of the new monetary policy instruments

The severity of the recent financial crisis has highlighted the limitations of using the very short-term interest rate 
as the only instrument of monetary policy. In fact, this interest rate has reached its zero lower bound in the United 
States and other developed countries, so it’s not possible to provide more stimulus via this instrument. Given this 
situation, it has been necessary to use a wide range of unconventional instruments, of note being the asset 
purchase programmes of the central bank, also called «Quantitative Easing» (QE),(1) which directly expand the 
monetary base.

The experience of central banks with this kind of unconventional monetary policy instrument is rather limited, 
with the notable exception of the Bank of Japan. But almost 4 years have passed since the Federal Reserve responded 
decisively to the financial crisis by starting the first large-scale asset purchase programme (LSAP1) in November 
2008. The table below details the chronological sequence as well as the extent and the assets purchased in the 
successive programmes carried out.(2) Given the recent announcement on 13 September of another round without 

(1) Officially called the «Large Scale Asset Purchase» programme (LSAP). The Federal Reserve finances the purchase of assets by creating 
reserves in the accounts held by commercial banks with the central bank. This means that the Federal Reserve’s balance sheet increases in size by 
the same amount as the assets purchased.
(2) It should be noted that the Federal Reserve also started a series of emergency programmes (CPFF, AMLF, TALF, etc.) to provide certain 
markets with liquidity, such as the commercial paper market and money market funds. These programmes are not covered by this Box.
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any explicit time limit (LSAP3), we should ask ourselves the following question: how effective are these policies? 
And, even more importantly: what risks might they involve for the economy in the medium and long-term? 

To be able to evaluate the effectiveness of large-scale financial asset purchase programmes, first we need to define 
which goals are being pursued. In reality, the ultimate objectives are no different to when standard monetary 
policy instruments are used. The aim is to relax financial conditions in order to stimulate aggregate demand and 
achieve economic growth close to its potential, ultimately arriving at full employment within a situation of price 
stability. Consequently, the effectiveness of these programmes must be evaluated, primarily, by their capacity to 
improve access to financing for firms and households and, secondly, by their contribution to economic growth. 
However, there are different channels that can be used to transmit monetary policy. With short-term interest 
rates practically at zero, asset purchase programmes aim to affect medium and long-term interest rates, flattening 
out the interest rate curve. 

Several studies have analyzed the impact of asset purchases on interest rates. Empirically, it’s no easy task to 
distinguish between monetary policy effects and the effects of other relevant economic factors, so different 
methodologies have been used in an attempt to isolate the consequences of these programmes. According to these 
studies, 10-year government bond interest rates fell between 40 and 100 basis points during the first asset purchase 
programme (LSAP1) and continued to fall, albeit to a lesser extent, namely between 15 and 45 additional basis 
points, during the second programme (LSAP2). The cumulative effect of these two actions, together with the 
maturity extension program (MEP),(3) is between 80 and 120 basis points. Similar effects have been estimated for 
mortgage-backed securities (MBS), an action used to stimulate the housing market. However, given the extent of 
the purchases of public debt and MBS through these programmes, which have exceeded 20% and the 25% of the 
balance in circulation respectively, it’s not surprising that their price has been affected. Undoubtedly, more 

(3) To affect long-term interest rates, the Federal Reserve introduced a variant in its already announced purchase programmes in September 
2011, known as the maturity extension program (MEP) or «Operation Twist». This operation does not entail any change in the size of the central 
bank’s balance sheet but consists of buying long-term public debt at the same time as selling short-term public debt up to the same amount.

CHrONOLOGiCaL SEQUENCE OF LarGE-SCaLE aSSET PUrCHaSE PrOGrammES By THE FEDEraL rESErvE 

Programme Date Description

LSAP1 (QE1) 25 November 2008 GSE debt purchases up to US$100 billion and up to US$500 billion  
in mortgage-backed securities with GSE guarantee (Agency MBS).

Extension of LSAP1 March 2009 Long-term public debt purchases up to US$300 billion, GSE debt up to 
US$200 billion and mortgage-backed securities up to US$1,250 billion.

Reinvestment August 2010 Reinvestment of principal and interest payments (public debt and MBS 
holdings) in long-term public debt.

LSAP2 (QE2) 4 November 2010 Purchases of long-term public debt up to US$ 600 billion  
(ends June 2011).

MEP1 
(Operation Twist 1) 21 September 2011   Purchase of US$ 400 billion of public debt between 6-30 years and sale 

of the same amount at 3 years or less.
MEP2 
(Operation Twist 2) 20 June 2012 Purchase of US$ 267 billion of public debt between 6-30 years and sale 

of the same amount at 3 years or less.

LSAP3 (QE3) 13 September 2012 Purchase of US$ 40 billion of mortgage-backed securities with GSE 
guarantee each month, without end date.

SOURCE: Federal Reserve.
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categorical proof of their effectiveness needs to be based on an analysis of the interest rates of assets that have not 
been directly bought. The studies available in this field are not as conclusive, as it is more difficult to determine 
what the interest rates would be of those different assets unaffected by monetary policy intervention. In any case, 
available evidence seems to indicate that there has been a fall in interest rates both for retail mortgages and 
corporate bonds (see the graph below), suggesting that these measures have managed to reduced financing costs 
for households and firms. 

These policies might have prevented a relapse for activity. In fact, the Federal Reserve estimates that its asset 
purchase programmes may have increased GDP by almost 3 percentage points and increased private employment 
by more than 2 million jobs. However, what is true is that the economy is still very depressed. The considerable 
expansion of the monetary base and low interest rates appear to have not been effective in making credit flow to 
the real economy. Industrial capacity utilization continues far below its potential and unemployment is still very 
high. In fact, some economists, such as Professor Rajan from Chicago University, argue that we have probably 
used up the resource of credit conditions with low interest rates to stimulate growth. While the different economic 
agents (households, firms and financial institutions) are immersed in a process of adjusting their balance sheets, 
we must accept that the economy will grow at a slower rate for a prolonged period of time. However, other 
economists, such as Professor Michael Woodford from the University of Columbia, argue that the monetary 
policy instruments used are only effective when a more aggressive communication strategy is employed, including 
statements on forward guidance as well as current decisions. Communication is crucial to indicate that short-
term interest rates will remain low in the future. This modifies the expectations of firms and households which, 

NOTE: �e shaded areas represent asset purchase programmes: LSAP1 (January 2009 to March 2010), LSAP2 (November 2010 to 
June 2011), MEP (September 2011 to June 2012) and LSAP3 (announced for September 2012).

THE ASSET PURCHASE PROGRAMMES HAVE LOWERED INTEREST RATES

Interest rates and assets on the Federal Reserve balance sheet
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when they expect low interest rates for a sufficiently long period of time, tend to bring forward their decisions to 
consume and invest.

However, there have been an increasing number of warnings regarding the potential risks involved in these 
policies in the long term. Firstly, expanding the monetary base on a large scale could lead to inflationary risks. 
Although it should be noted that the Federal Reserve has designed exit strategies to remove excessive liquidity 
from the markets, one possible scenario is the disanchoring of long-term inflation expectations that might 
make it difficult for the central bank to maintain price stability. Moreover, the Federal Reserve is committed to 
maintaining an expansionary monetary policy until the labour market has substantially improved. Professor 
Martin Feldstein from Harvard University warns that this strong commitment to stabilizing employment 
could restrict its capacity to control inflation. The argument is that, with long-term unemployment historically 
high, inflation pressures are likely to be generated once the economy starts to recover if the labour market fails 
to improve. Should this happen, the Federal Reserve could come under strong pressure against not raising 
interest rates. 

The critics that attract the largest number of opponents are probably those warning of the distortion to financial 
markets caused by mass purchases of financial assets, which could lead to the incorrect assignment of resources 
with destabilizing consequences in the long term. With interest rates falling to almost zero for risk-free short-term 
assets, investors have to rebalance their portfolios towards riskier assets in order to achieve the same yield on their 
investments. In fact, this is the mechanism via which asset purchase programmes necessarily affect the price of 
the rest of the financial assets. However, institutions such as the Bank for International Settlements and renowned 
economists such as Professor John Taylor from Stanford University warn that taking on too much risk could once 
again create bubbles in some assets and jeopardize financial stability. 

In summary, the economy has yet to secure a firm foothold after more than 4 years of expansionary monetary 
policy. The daring actions taken by the Federal Reserve at the worst moments in the financial crisis have probably 
prevented the worst scenarios that could be envisaged. However, taking monetary policy to the limit of its function 
might entail high risks in terms of price stability and financial stability that are difficult to contain. In this respect, 
it is important to stress the role that must be played by other economic policy instruments to generate strong 
growth that is sustainable and balanced in the long term. 

This box was prepared by Judit Montoriol-Garriga
European Unit, Research Department, ”la Caixa”
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The United States’ banking system - recovery stage

In the first half of 2012, the profits of US banks exceeded analysts’ expectations and reached a figure similar to that 
of the same period in 2007. After posting their lowest profits since 1985 in 2009, profitability has maintained a 
sustained and widespread improvement, reducing the number of banks with losses,(1) institutions with problems 
of viability and bankruptcies.(2) These positive developments have generally occurred in the more than 7,200 retail 
banks(3) and 5,000 bank groups in the country.(4)

Several different factors have boosted this profitability (see the second graph). The first, and most relevant, is the 
reduction in provisions within a context of economic recovery. Higher credit quality of assets has meant that 
provisions have gone from consuming more than 100% of the profit in 2009 to 24% in the first half of 2012.(5)

The second positive factor is the great resistance of the interest margin, achieved thanks to a more balanced 
financing structure, partly possible due to the special measures applied to support the financial sector. Among 
these, of note is the provision of guarantees, the carrying out of stress tests and government injections of capital. 

SCAP: Supervisory Capital Assessment Program. 
TARP: Troubled Asset Relief Program. 
FDIC: Federal Deposit Insurance Corporation. 
TLGP: Temporary Liquidity Guarantee Program.

SOURCE: Bloomberg.
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(1) This went from 30.8% in 2009 to 10.9% in June 2012. FDIC statistics (Federal Deposit Insurance Corporation).
(2) Bankruptcies went from 157 in 2010 to 31 in the first half of 2012. FDIC statistics.
(3) Financial institutions supervised by the FDIC.
(4) Bank holding companies usually include a retail bank and other non-banking subsidiaries.
(5) The non-performing loan (NPL) rate for financial institutions guaranteed by the FDIC stood at 5.5% at the beginning of 2010 and 3.9% in 
June 2012.
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As a result, financing costs have moderated and substantial interest margins have been achieved, even within a 
context of deleveraging and with official interest rates close to zero. Specifically, between 2005 and 2012, the average 
interest margin has remained at around 3% of assets.(6) This is partly due to wholesale funding being replaced with 
low-cost guaranteed deposits. In bank holding companies, deposits have gone from accounting for approximately 
45% of assets in 2008 to 65% in June 2012. This increase stems from the risk aversion of some institutional investors 
but also from the greater cover provided by the deposit guarantee scheme. In December 2010, cover increased from 
100,000 dollars to 250,000 dollars. At the same time, additional unlimited cover was also established for current 
accounts, up to December 2012. Similarly, the option to issue government-backed securities has helped to reduce 
wholesale funding in the short term (over 34% of the total financing in 2006 but less than 20% in March 2012). The 
differential effect of the new financing structure on costs and revenues has also been significant. Between 2006 and 
2011, while costs contracted at an average rate of 23% annually, revenue only shrank by 5%.

A third factor that has contributed to the recovery in profitability is the growth in profits from trading. The 
contribution of this source of income has been moderate for banks but substantial for bank holding companies. 
These saw their income multiply by five between 2008 and 2009. This big increase was due to the change in the 
financial sector’s competitive structure, which has brought large independent investment banks under the 
umbrella of holding companies.(7) In the decades prior to the crisis, the capital markets gradually gained territory 
from banks, eventually channelling 70% of the economy’s financing needs. But after the crisis, many of the most 
active institutions in these markets saw the business carried out in capital markets shrink and their size decreased 
considerably as well. In 2008, some large financial companies and four of the five largest independent investment 
banks were acquired by bank holding companies or became a holding company to broaden their financing options 
and access guaranteed deposits. Consequently, since 2009 the resulting companies have increased their profits 
although their greater dependency on trading has also increased their volatility. 

The first two factors mentioned above - the reduction in provisions and the defence of the interest margin, have 
been encouraged by various policies aimed at promoting financial stability and recovering economic growth. In 
the United States, maintaining financial stability is an explicit goal of the FDIC, the Treasury and the Federal 
Reserve. Moreover, the Treasury and the Federal Reserve also aim to stimulate economic growth. Unlike what is 
happening in Europe, having mutual goals and a single fiscal authority has encouraged fast, coordinated and 
decisive action against the crisis (see the first graph). The aid to maintain financial stability was designed with a 
very broad scope, given how interconnected the markets are. It provided its positive effects at the same time as 
traditional measures of expansionary monetary policy were being applied, combined with several rounds of 
quantitative easing (see the box «Benefits and risks of the new monetary policy instruments») and with a 
countercyclical fiscal policy. In retrospect, pursuing both goals simultaneously (economic growth and financial 
stability) made these measures more effective. At the end of 2009, the first signs could already be seen of an 
economic recovery that, albeit with some ups and downs, has continued until now.

As a result of all this, profitability has notably improved, helping to boost solvency and pay off government 
injections of capital. Some challenges still remain, however. Firstly, the interest margin may fall with the elimination 
of unlimited insurance cover for current accounts. Moreover, trading income is relatively volatile. On the other 
hand, the housing market is going through an initial phase of recovery which, if it does not consolidate, could 

(6) The GAAP accounting standards allow derivatives to be reported net rather than gross.
(7) The large independent investment banks were Lehman Brothers, Morgan Stanley, Goldman Sachs, Bear Stearns and Merryl Lynch.
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harm the NPL rate. At present, banks are still highly exposed to real estate and the NPL continues to be historically 
high. The real estate developer sector has the highest rate (10.8%), the NPL rate for mortgages has hardly fallen 
(7.8%), and this sector includes most of the doubtful loans (60% of the total). 

Moreover, bank holding companies, encouraged by the meagre dynamism in credit, have increased their holdings 
of government bonds at a time when fiscal consolidation is still an ongoing challenge in the United States. Other 
elements that might jeopardize the consolidation of the recovery in bank profitability are the slow recuperation of 
the job market and the possibility of Europe’s sovereign debt crisis affecting the U.S. Similarly, the new competitive 
structure, with trading existing side-by-side with classic retail banking, could lead to too much risk being taken 
on by institutions given the implicit government support. 

Lastly, regulations will also apply additional pressure. For example, McKinsey has quantified the impact of the 
new Basel III requirements at 3.2 percentage points of Return on Equity (RoE).(8) For its part, Standard & Poors 
estimates that the new national financial regulation (Dodd Frank Act - DFA) could reduce the RoE by up to 2 
percentage points.(9) The Financial Stability Oversight Council itself, created under the DFA, points out that this 
regulation could push up financing costs due to a possible downgrade resulting from lower expectations of a 
government bail-out although, for the moment, there is still the belief that the large banks will continue to benefit 
from some kind of government support. 

EARNINGS BEFORE TAX OVER AVERAGE ASSETS (*)

1.28 1.28 0.81 0.03 –0.07 0.65 0.99RoA (%)
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(8) «Assessing and addressing the implications of new financial regulations for the US banking industry»; McKinsey Working Papers on Risk, 
Number 25. March 2011.
(9) «Two Years On, Reassessing The Cost of Dodd-Frank For The Largest U.S. Banks», Standard & Poors, 9 August 2012.
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Nonetheless, this improved profitability has helped the US banking system to become more solvent today than it 
was in 2006. Specifically, Tier 1 capital over risk-weighted assets of bank holding companies has increased by 5 
percentage points in three years, up to 11%. The financing structure is more balanced and, under the DFA, 
supervisory systems have been strengthened and have broadened their scope. 

But the coast is not completely clear and there is a real danger of this recovery not becoming firmly established. In 
addition to the challenges mentioned above, in the new competitive scenario it will also be complicated to achieve 
any significant additional improvements in recurring revenue, so institutions will have to act on operating costs 
to avoid a squeeze on profits.

This box was prepared by Maria Pilar Buil Vilalta
Economic Analysis Unit, Research Department, ”la Caixa”
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Europe grants the Spanish  
economy a breather 

Two events on 6 September marked a 
turning point for resolving the sovereign 
debt crisis. Firstly, a firm commitment 
was reached during the bilateral summit 
between Merkel and Rajoy in Madrid  
to ensure the continuity of the single 
currency and to work with European 
institutions on progressing towards  
fiscal and banking union. The German 
chancellor showed her support for the 
programme of structural reforms and 
fiscal consolidation undertaken by the 
Spanish government and this helped  
to restore some confidence in Spain’s 
economy.

Secondly, the European Central Bank 
(ECB) announced that it would carry  

out unlimited purchases of public debt  
of up to 3 years in the secondary market, 
but only if the governments previously 
apply for aid from the European rescue 
funds (EFSF and/or ESM) and comply 
strictly with the conditions imposed.  
This announcement aims to relieve 
distortion in some countries’ financial 
markets. In this respect, the ECB’s 
possible intervention has granted a 
breather and benefitted governments  
as they can carry out the agreed reforms 
without short-term pressure on their 
public debt. In any case, strict 
conditionality means that governments 
have to implement the agreed reforms 
effectively and without delay.

Financial markets soon responded to 
these events. Spain’s risk premium, the 
difference between Spanish and German 

Europe supports the 
Spanish government’s 
reforms.

Economic activity

SPaiN: OvEraLL aNaLySiS

NOTE: Series seasonally adjusted. 
SOURCE: European Commission.
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There is less uncertainty 
regarding the Spanish 
economy.

10-year bonds, went from around 550 
points on 3 September to just over 400 on 
the 7th, a level at which it has currently 
remained. But beyond the reduction in 
financing public debt, these events have 
also been relevant for economic activity, 
for at least two reasons. Firstly, they have 
reduced uncertainty regarding the 
resolution of the sovereign debt crisis.  
For some weeks now there has been 
speculation regarding the nature of the 
ECB’s intervention, as well as whether 
Germany would support these measures. 
In this respect, the ECB specifying the 
modalities regarding debt market 
operations has helped to dispel such 
doubts. However, there are still many 
sources of uncertainty that need to be 
cleared up. Among these is the Spanish 
government’s request for aid, a necessary 
condition for the ECB to intervene.  
A prompt decision in this respect could 
help to reduce uncertainty even further. 

Secondly, the downside risks for the 
Spanish economy have also decreased 
considerably. The fact that the ECB  
has given itself the role of backstop  
to maintain euro unity reduces the 
likelihood of tail risks. In other words, 
certain extreme scenarios which involve 
high costs, such as a euro break-up, are 
now less likely. 

Although the more pessimistic scenarios 
are increasingly distant, the reality is that 
the Spanish economy is still very weak  
in tone. Leading indicators for the third 
quarter point downwards again. The 
index for economic sentiment fell sharply 
from 87.7 points in the previous month  
to 82.8 in August. On the supply side,  
we can see that confidence has fallen 
across all sectors, particularly the ever 
increasing slump in construction, which 
went from –45.4 points in July to –64.5  
in August. Regarding demand, consumer 
confidence continued its downward  
trend to –39.7 points, coming close to its 

historical minimum of February 2009 
(see the above graph). Nonetheless, 
contraction in gross domestic product 
(GDP) is expected to intensify in the 
coming quarters, something that has 
already been incorporated into our 
growth forecasts of –1.5% for 2012 and 
–1.5% for 2013.

According to data from the National 
Accounts system for the second quarter 
of 2012, GDP fell to 1.3% in year-on-year 
terms during this period. This fall in 
activity was due to the contraction  
in domestic demand, with a negative 
contribution to year-on-year GDP  
growth of –3.9 percentage points. This 
contribution was 0.7 percentage points 
more negative than the figure recorded 
during the previous quarter, indicating 
that the squeeze in domestic demand 
continued to speed up. On the other 
hand, exports maintained their positive 
contribution to GDP of 2.6 percentage 
points, so the foreign motor continued  
to be the only source of growth.

All the components in domestic demand 
contributed to its decline. Household 
spending on end consumption increased 
its negative growth by 0.7 percentage 
points, standing at –2.2%. Although all  
its components fell compared with the 
previous quarter, of note is the fall in 
spending on consumer durables due to 
households’ loss of purchasing power. In 
this respect, the rise in taxes and duties  
in the third quarter means that this 
falling trend in household spending on 
end consumption is likely to intensify 
over the coming months. 

For its part, public administration 
spending on end consumption also  
fell by 3.0% year-on-year due to the 
government’s austerity plans. Given  
the weak correction in the public deficit 
to date, most of the fiscal adjustment is 
expected to occur in the second half of 

Domestic demand 
accentuates its falling trend 
while the foreign sector 
remains the same.
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The iNE revises its GDP for 
2010 and 2011 downwards.

2012. Public spending is therefore 
expected to shrink even further during 
the second half of the year.

However, investment was the component 
whose contraction increased the most, 
speeding up its decline by 1.7 points  
this quarter, totalling –9.4%. Once again, 
investment in construction has fallen  
by double-digit figures, namely –11.8%, 
approaching the rates of the worst 
quarters in 2009. However, perhaps the 
most evident sign of the worsening crisis 
is the drop in investment in capital goods, 
shrinking by 7.0% year-on-year. This is its 
third quarter of negative growth, which  
is highly worrying as investment is the 
variable that most affects potential future 
growth. The worsening of confidence 
indicators in production sectors suggests 
that investment will continue to shrink 
over the coming months.

The only positive note is provided by  
the foreign sector, which remained 

unchanged from the previous quarter. 
Exports of goods and services grew by 
3.3% year-on-year, up by 0.5 percentage 
points compared with the previous 
quarter which, in itself, is a positive  
factor given the slowdown in the global 
economy and, in particular, in the 
European economy. Imports continued to 
fall but at a slower rate, going from –5.9% 
in the first quarter to –5.4% in the second. 
The capacity of the Spanish economy  
to maintain the dynamism of its foreign 
sector is a key factor in avoiding a more 
severe recession and in laying the 
foundations for positive growth  
in the medium term.

The latest figures from the National 
Accounts system have also highlighted 
the fact that GDP growth was less than 
initially forecast over the last three years. 
The year-on-year rate of change in GDP 
in 2010 was revised downwards by 0.2 
percentage points to –0.3% and in 2011  
it shrank 0.3 percentage points more than 

DEmaND iNDiCaTOrS

Percentage change over same period year before

2010 2011
2011 2012

3Q 4Q 1Q 2Q July August

Consumption 

 Production of consumer goods (*) 0.8 –1.0 0.7 –2.2 –3.7 –4.6 –5.0 ...

 Imports of consumer goods (**) –9.5 –2.2 1.2 0.4 –6.1 –11.3 –0.8 ...

 Car registrations 3.1 –17.7 –0.7 –5.5 –1.9 –13.7 –17.2 3.4

 Credit for consumer durables –12.3 –9.9 –4.4 –10.4 –12.8 –13.6 ... ...

 Consumer confidence index (***) –20.9 –17.1 –15.8 –16.8 –24.6 –29.0 –29.2 –39.7

Investment

 Capital goods production (*) –3.3 0.8 2.6 –4.8 –10.3 –13.8 –9.8 ...

 Imports of capital goods (**) 6.5 –3.1 –1.5 –7.2 –11.5 –11.9 –4.3 ...

 Commercial vehicle registrations 7.0 –6.6 5.8 –15.1 –19.1 –26.6 –21.9 –26.4

Foreign trade (**) 

 Non-energy imports 10.3 1.0 0.8 –3.1 –8.7 –8.5 3.2 ...

 Exports 15.6 10.1 10.9 5.4 –0.3 2.7 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 the Treasury, European Commission and own calculations. 
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2011 2012
2010 2011

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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forecast, to 0.4%. This means that 2009’s 
recovery was much weaker than had been 
previously thought. Moreover, there was 
already negative growth in the fourth 
quarter of 2011 so that, technically, the 
Spanish economy entered recession at  
the end of 2011.

Not only was the GDP series revised but 
also its components. A detailed analysis 
shows that this downward revision is 
particularly due to a lower contribution 
by the foreign sector, to a higher 
contribution by public spending and,  
to a lesser extent, to a sharper fall in 
household consumption. These figures  
do not help to restore confidence in 
Spain’s economy as they indicate that  

the public sector adjustment has been  
less than estimated and that the effects  
of fiscal consolidation will therefore have  
to be concentrated into the last part  
of the year. 

Given this scenario of economic 
weakness, it is necessary to take 
advantage of the breather granted by the 
decisions adopted to resolve the sovereign 
debt crisis. However, advances in the 
European agenda, and especially the 
restructuring of the banking sector and 
achieving the public deficit target, will be 
fundamental in order to avoid a further 
rise in tension on Spanish bonds over  
the coming months.

SUPPLy iNDiCaTOrS

Percentage change over same period year before

2010 2011
2011 2012

3Q 4Q 1Q 2Q July August

Industry
 Electricity consumption (1) 2.9 –1.1 –1.1 –4.0 –1.9 –1.3 –1.7 –1.6

 Industrial production index (2) 0.8 –1.4 –1.4 –5.0 –5.8 –7.0 –5.4 ...

 Confidence indicator for industry (3) –13.8 –12.5 –14.4 –16.5 –14.8 –17.1 –18.6 –22.2

 Utilization of production capacity (4) 72.0 73.3 73.3 72.7 72.5 73.4 71.6 ...

 Imports of non-energy intermediate goods (5) 24.6 3.1 0.9 –4.0 –9.6 –7.2 5.5 ...

Construction

 Cement consumption –15.4 –16.7 –21.0 –26.8 –31.3 –37.8 –32.0 –35

 Confidence indicator for construction (3) –29.7 –55.4 –58.6 –53.6 –50.4 –52.2 –45.4 –64.5

 Housing (new construction approvals) –17.3 –14.6 –5.3 –26.1 –35.2 ... ... ...

 Government tendering –38.0 –46.2 –45.2 –59.8 –50.6 –44.0 ... ...

Services

 Retail sales (6) –1.0 –5.4 –4.2 –6.5 –4.9 –6.3 –6.9 ...

 Foreign tourists 1.0 6.8 8.0 6.1 2.6 3.1 4.4 2.9

 Tourist revenue inflows 3.9 8.6 8.8 5.7 0.5 –0.1 ... ...

 Goods carried by rail (ton-km) 6.4 2.0 7.7 –9.8 –12.6 –7.6 –1.7 ...

 Air passenger traffic 2.9 6.0 6.2 1.5 –5.4 –4.0 –2.5 –3.0

 Motor vehicle diesel fuel consumption –1.2 –3.7 –3.1 –5.6 –4.2 –6.1 –6.6 ...

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 the Treasury and own calculations.
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Contained labour costs help  
to recoup competitiveness

The most recent data show a hiatus in  
the labour market’s rate of deterioration. 
However, given the economy’s 
recessionary context, no change in  
trend looks likely for the coming months.  
The good news is that the contained 
labour costs seem to be helping to 
improve competitiveness compared  
with the euro area as a whole. 

In August, those registered as employed 
with Social Security were down in 
number by 136,762 people, a very similar 
decrease to the one recorded in the last 
three years during this same month.  
The rate of fall for all registered employed 
remained almost the same at 3.5% year-

on-year. In spite of this drop, the figure  
is not alarming as jobs are usually lost  
in the second month of summer. For 
example, between 2001 and 2007, when 
the economy was growing, on average 
139,000 jobs were lost in the month  
of August. 

The labour figures for unemployment 
still showed no sign of improving, 
increasing by 38,179 people and with the 
State Employment Service recording a 
total of 4,625,634 registered unemployed. 
However, for the fourth consecutive 
month, the rate of increase year-on-year 
remained close to 12%, representing at 
least a slowdown in rising unemployment. 
Therefore, up to a point, August’s labour 
market figures were slightly more 
favourable than those of the previous 

The rate of decline for  
all registered employed 
remains almost the same  
at 3.5%.

Labour market

SOURCES: Ministry of Labour and Immigration, Public Employment O�ces and own calculations.
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Spain improves its 
competitiveness through  
its labour costs.

month because they showed somewhat 
more resistance to the bad state  
of the economy.

Over the coming months, the expected 
low level of economic activity will be 
reflected in sustained weakness in the 
labour market. Job losses are therefore 
likely to continue during the third 
quarter, albeit at a gradually lower rate. 
Similarly, the rise in unemployment will 
ease although, at the end of 2012, the 
year-on-year growth rate of this variable 
will still probably be above 10%.

Although the correction in the labour 
market is occurring particularly via  
the number of employees, wages are  
also responding to the weaker economy.  
In fact, the data for labour factor costs  
are more encouraging, particularly if  
we take into account the fact that the 

Spanish economy’s improvement  
in competitiveness will partly depend  
on such costs moderating. 

According to data from the National 
Accounts system, the fall in the wages of 
salaried workers intensified notably in the 
second quarter, reaching –3.9% year-on-
year. This result was due to two factors. 
First, the decline of somewhat more than 
one point in the number of employees, 
whose rate of decline was –5.1%. The 
second was the 0.2 percentage point 
slowdown in the average wage per 
employee to 1.3%. Consequently, the 
reduction in unit labour costs stood at 
–2.1%, a significantly higher drop than 
the one occurring in most euro area 
countries. In fact, the trend in the index 
of labour costs per unit of production, or 
unit labour costs, published quarterly by 
the OECD, shows that, while Spain has 

EmPLOymENT iNDiCaTOrS

Percentage rate of change over same period year before

2010 2011
2011 2012

1Q 2Q 3Q 4Q 1Q 2Q July August

Persons registered with Social Security (1)

 Sectors of activity

  Industry –4.8 –2.7 –2.8 –2.4 –2.4 –3.3 –4.2 –5.2 –5.8 –5.9

  Construction –13.4 –12.2 –9.6 –11.4 –13.0 –14.9 –16.4 –17.3 –17.6 –17.8

  Services 0.0 0.2 0.3 0.5 0.3 –0.3 –0.9 –1.6 –1.8 –1.8

 Job situation

  Wage-earners –1.8 –1.4 –1.1 –1.0 –1.3 –2.1 –2.9 –3.7 –3.9 –3.9

  Non-wage-earners –2.8 –1.2 –1.6 –1.2 –1.0 –1.0 –1.3 –1.3 –1.3 –1.4

 Total –2.0 –1.3 –1.2 –1.0 –1.2 –1.9 –2.6 –3.2 –3.4 –3.5

Persons employed (2) –2.3 –1.9 –1.3 –0.9 –2.1 –3.3 –4.0 –4.8 – –

Jobs (3) –2.6 –2.0 –1.6 –1.3 –2.0 –3.3 –3.8 ... – –

Hiring contracts registered (4)

 Permanent –6.4 –9.6 –1.8 –5.0 –8.4 –22.8 –19.3 –5.7 1.4 –6.5

 Temporary 3.8 1.0 0.7 3.9 0.9 –1.2 –6.7 –4.8 0.2 –3.5

 Total 2.8 0.1 0.4 3.1 0.2 –3.0 –7.8 –4.8 0.2 –3.7

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 Labour and Social Services, Public State Employment Service and own calculations.
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according to the quarter-
on-quarter survey of labour 
costs, the second quarter of 
the year sees a fall of 0.3%.

The adjustment in labour 
costs is greatest in the 
services sector.

accumulated falls over twelve quarters, 
the trend is positive in the euro area as  
a whole.

The data from the quarter-on-quarter 
survey of labour costs (ETCL in Spanish) 
for the second quarter of the year point  
in the same direction. In fact, it can be 
observed that firms’ labour costs have 
become contained after a year of rises in 
the order of 1%. In the second quarter, in 
particular, these fell by 0.3% compared 
with the same quarter a year ago, a 
similar figure to the one posted during 
the second half of 2010. This drop is  
due to the fall in non-salary payments, 
namely –6.2%, while wage costs remained 
unaltered. 

On the other hand, the trend in labour 
costs shows significant differences 
between economic sectors. Within  
this context, services is the sector that  
is contributing most decisively to wage 
containment. In year-on-year terms,  
the wage cost per worker and month  

in this group dropped by 0.5%, a figure 
that contrasts with the rise recorded  
in industry and in construction, of 2.1% 
and 2.2% year-on-year, respectively.  
The disparity in labour cost trends  
is also significant between autonomous 
communities ranging from, for example, 
the minimum, namely –2.7%, recorded  
in the Balearic Islands, to the maximum, 
namely 2.2%, in the Basque Country. 
However, these differences might partly 
reflect regional differences in the kind  
of production carried out. 

Another important aspect from the 
labour cost survey for the second quarter 
of the year is that its figures highlight the 
fact that the recent downward trend in 
wage costs per worker was somewhat 
more pronounced for those other than 
full-time workers. If this trend is 
confirmed in the coming quarters, this 
could encourage firms to adapt to the 
economic conditions particularly by 
adjusting the total hours worked instead 
of the number of workers.

rEGiSTErED UNEmPLOymENT By SECTOr, SEx aND aGE

August 2012

No. of 
unemployed

Change over 
December 2010

Change over same  
period year before %  

share
Absolute % Absolute %

By sector

 Agriculture 163,423 17,462 12.0 24,681 17.8 3.5

 Industry 527,669 18,199 3.6 46,970 9.8 11.4

 Construction 767,135 –8,793 –1.1 34,513 4.7 16.6

 Services 2,796,441 183,912 7.0 380,259 15.7 60.5

 First job 370,966 –7,505 –2.0 8,284 2.3 8.0

By sex

 Males 2,291,543 81,805 3.7 261,942 12.9 49.5

 Females 2,334,091 121,470 5.5 232,765 11.1 50.5

By age

 Under 25 years 436,320 –24,241 –5.3 18,810 4.5 9.4

 All other ages 4,189,314 227,516 5.7 475,897 12.8 90.6

TOTAL 4,625,634 203,275 4.6 494,707 12.0 100.0

SOURCES: Ministry of Labour and Immigration, Public State Employment Service and own calculations.      
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waGE iNDiCaTOrS

Percentage rate of change over same period year before

2010 2011
2011 2012

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

Increase under general wage agreements (*) 1.5 2.3 3.1 2.7 2.6 2.3 2.2 1.7

Wage per job equivalent to full-time work (**) 0.0 0.8 0.6 0.5 1.2 1.1 0.9 ...

Quarterly labour cost survey

 Wage costs

  Total 0.9 1.0 1.0 0.6 1.2 1.4 1.2 0.0

   Industry 2.9 2.8 3.0 3.1 2.8 2.3 1.9 2.1

   Construction 0.8 2.5 2.3 3.2 1.9 2.4 1.3 2.2

   Services 0.5 0.5 0.3 –0.2 0.8 1.1 1.0 –0.5

  Average wages per hour worked 1.1 2.1 0.2 1.3 4.5 2.2 1.5 1.0

 Other labour costs –1.1 1.6 0.4 1.5 2.2 2.2 0.9 –1.4

 Work day (***) –0.3 –0.9 0.8 –0.6 –3.2 –0.8 –0.3 –1.0

Farm wages 2.9 1.9 1.7 1.9 1.7 2.3 0.3 ...

Labour cost in construction 1.0 1.9 1.3 2.0 2.0 2.1 0.8 0.1

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.

SOURCES: National Institute of Statistics, OECD and own calculations.

Total wage cost per worker and month CPI
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Upswing in inflation

The rise in the year-on-year rate of the 
consumer price index (CPI) in August 
was the highest increase recorded since 
March 2010. Specifically, inflation stood 
at 2.7%, 0.5 percentage points more than 
the figure for the previous month. In 
month-on-month terms, prices rose  
by 0.6%. For its part core inflation,  
i.e. excluding fresh foods and energy, 
remained at July’s level, repeating the 
figure of 1.4% year-on-year. Whereas  
the main reason for July’s rise in inflation 
was an administrative decision related to 
pharmaceutical copayments, in August 
the most important factor behind the 
increase was rising oil prices.

In fact, the component that contributed 
most to the rise in CPI was fuels and oils, 
pushing the monthly rate up by 0.3 
percentage points, which increases  
to 0.4 percentage points if we add the 
contribution by other fuels. In both cases 
rising oil prices lie behind these impacts. 
Together with these, the groups with the 
greatest monthly positive impact were  
as follows: leisure and culture, food and 
non-alcoholic beverages. 

With regard to the group of hotels, cafés 
and restaurants, the monthly figure was 
0.7%, contributing almost 0.1 percentage 
points to the monthly core CPI rate. This 
increase in price is typical in the summer 
season. Leisure and culture posted a 

Strong upswing in the CPi, 
up 0.5 percentage points  
to 2.7%.

Prices

OIL IS THE MOST IMPORTANT FACTOR IN THE UPSWING IN INFLATION

Year-on-year change in CPI

SOURCE: National Institute of Statistics (INE).
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Only clothing and footwear 
and medicine report price 
falls in august.

monthly rise of 1.0% due to higher prices 
in the package holiday component, also 
quite typical in August. Lastly, fresh fruit, 
fresh fish and ovine meat pushed up  
the group of food and non-alcoholic 
beverages by a monthly change of 0.4%, 
affecting the rate of increase in the 
general CPI by less than 0.1 percentage 
points. 

On the other hand, only two areas of 
prices posted falls in August. The first 
was clothing and footwear, whose 

monthly change of –1.1% reflects the 
continuation of sales in this sector. And 
the second group was medicine, down by 
0.7% month-on-month. Both groups in 
total scarcely reduced the change in the 
general CPI rate by 0.1 percentage points 
and were unable to offset the increase 
caused by oil prices. 

As a consequence of these rises,  
in August Spain’s inflation was 0.1 
percentage points higher than the euro 
area’s inflation rate (2.6% year-on-year). 

CONSUmEr PriCE iNDEx By COmPONENT GrOUP

August 2012

Indices
(*)

% monthly change % change over
previous December % annual change

2011 2012 2011 2012 2011 2012

By type of spending

 Food and non-alcoholic beverages 102.3 0.2 0.4 1.3 1.2 2.2 2.0

 Alcoholic beverages and tobacco 107.2 –0.1 0.2 –0.5 5.0 5.6 9.9

 Clothing and footwear 91.9 –0.9 –1.1 –15.4 –15.7 –0.2 0.0

 Housing 106.4 –0.2 0.3 5.0 5.2 7.3 6.0

 Furnishings and household equipment 100.1 0.1 0.1 –0.2 –0.9 1.1 0.4

 Health 106.4 –0.5 –0.7 –0.6 8.8 –1.2 6.4

 Transport 106.3 –0.2 2.1 4.2 5.5 7.5 6.1

 Communications 95.0 0.0 0.0 –1.0 –4.1 –1.2 –4.6

 Recreation and culture 102.8 1.5 1.0 3.0 1.5 0.1 –0.2

 Education 102.1 0.0 0.0 0.1 0.1 2.2 2.8

 Restaurants and hotels 102.3 0.8 0.7 2.8 2.3 1.5 0.7

 Other goods and services 102.0 0.1 0.5 2.1 1.3 2.9 1.8

By group

 Processed food, beverages and tobacco 103.1 0.2 0.2 1.5 1.6 3.3 3.2

 Unprocessed food 102.8 0.2 0.9 0.1 2.0 1.1 2.7

 Non-food products 102.3 0.1 0.6 0.7 0.9 3.0 2.5

 Industrial goods 102.4 –0.4 0.6 –0.9 0.1 4.4 4.1

  Energy products 112.2 –0.7 3.0 9.1 10.6 15.3 11.9

  Fuels and oils 112.1 –1.0 4.2 8.9 10.2 15.5 11.9

  Industrial goods excluding energy products 98.4 –0.2 –0.5 –4.6 –4.2 0.4 0.7

 Services 102.2 0.6 0.6 2.3 1.7 1.7 1.1

 Underlying inflation (**) 101.1 0.2 0.2 –0.2 –0.3 1.6 1.4

GENERAL INDEX 102.5 0.1 0.6 0.8 1.1 3.0 2.7

NOTES: (*) Base 2011 = 100.
(**) General index excluding energy products and unprocessed food.
SOURCE: National Institute of Statistics.
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Oil prices, the vaT hike and 
the trend in the euro-dollar 
exchange rate force us  
to revise our inflation 
forecast.

This positive differential in favour  
of Spanish inflation has not been seen 
since August 2011. The relatively more 
expensive basket of goods in Spain 
compared with Europe is bad news  
from the point of view of the country’s 
competitiveness and the deterioration  
in household disposable income. A 
situation that might get worse over the 
next few months due to September’s hike 
in value added tax (VAT). 

In fact, the impact of the VAT hike, and 
taking into account the expected future 
trend in oil prices according to prices on 
the futures markets for crude, as well as 
predictions regarding the euro-dollar 
exchange rate, have forced us to revise 
our CPI forecast upwards for this and  
the coming year.

Over the last few months of the year, 
general inflation will hover around 3.5% 
year-on-year, this new scenario forcing  
a 0.3 percentage point increase in our 
previous average CPI forecast for 2012 
from 2.2% to 2.5%, while we have 

increased our 2013 inflation forecast  
from 2.0% to 2.4%. 

However, there are risks that the forecast 
may be higher for the coming year as  
this does not reflect the possible effect of 
passing on the new tax contained in the 
bill to reform the electricity sector, which 
would be applicable as from January next 
year. The main reason is that the bill  
is still being amended. This effect is 
difficult to calculate as, from the point  
of view of the CPI, clean energy sources 
cannot pass on the tax as they have  
a fixed rate regulated by law, while 
conventional technologies can pass on 
the new tax to the generation price and, 
in the medium term, could offset this 
new cost.

On the other hand, the Spanish statistics 
office (INE) has published its price index 
for the services sector for the second 
quarter in Spain. It classifies the services 
sector into 14 broad activities for which 
price indices are calculated.

CONSUmEr PriCE iNDEx

2011 2012

%
monthly
change

% change 
over December  

2010

%
annual
change

%
monthly 
change

% change 
over December  

2011

% 
annual 
change

January –0.7 –0.7 3.3 –1.1 –1.1 2.0

February 0.1 –0.6 3.6 0.1 –1.0 2.0

March 0.7 0.1 3.6 0.7 –0.3 1.9

April 1.3 1.4 3.8 1.4 1.1 2.1

May 0.0 1.3 3.5 –0.1 0.9 1.9

June –0.1 1.2 3.2 –0.2 0.7 1.9

July –0.5 0.7 3.1 –0.2 0.5 2.2

August 0.1 0.8 3.0 0.6 1.1 2.7

September 0.2 1.0 3.1

October 0.8 1.8 3.0

November 0.4 2.2 2.9

December 0.1 2.4 2.4

SOURCE: National Institute of Statistics.
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The services sector shows 
price containment due  
to weak aggregate demand.

PriCE iNDEx FOr THE SErviCES iNDUSTry By SECTOr

Indices and rates. Base 2006

Indices  
2012 II

Quarter-on-quarter change Annual change

2012 II 2012 II

 Maritime transport of goods 104.8 –1.5 2.2 

 Air passenger transport 123.5 0.5 4.3 

 Deposit and storage 109.6 0.3 1.1

 Goods handling 114.3 0.4 1.2

 Postal and courier activities 97.7 1.2 –0.6

 Telecommunications 74.8 –2.6 –4.4

 Computer programming and consultancy 107.2 0.6 1.1

 Information services 100.4 –2.2 –1.8

 Legal and economic support 108.9 –0.4 –0.3

  Specialist architectural and engineering services; 
 technical tests and analyses 112.3 0.1 –0.1

Advertising and market research 118.6 10.2 –9.7

Employment-related activities 108.7 0.2 –0.3

Safety and research 110.7 0.2 1.4

Cleaning 106.7 –0.1 –0.8

SOURCE: National Institute of Statistics.

The price trends in these economic 
sectors are naturally affected by 
numerous factors, including the prices  
of the inputs used (energy, labour costs, 
etc.), the price fixing capacity of the 
different activities to pass on any rise in 
intermediate costs, their economic and 
competitive structure and the weakness 
in aggregate demand, among others. 
Reviewing these figures can help us to 
reflect on the situation of the different 
economic sectors. For instance, those 
activities in which energy prices play  
an important role in their cost structure 
seem to be suffering most from this rise. 
For example, in the maritime transport 
of goods and in air transport, prices have 
risen by 2.2% and 4.3% in annual terms, 
respectively. 

However, prices have fallen by 4.4% year-
on-year in the telecom sector. This drop 
is due to the drop in prices for this 

activity during the second quarter given 
their rise during the same period the 
previous year. However, the sharpest fall 
has been in the advertising and market 
research sector, with prices down 9.7% 
year-on-year. In this case, weak 
economic activity and companies’ need 
to cut spending lie behind a large part  
of this big drop. 

Price increases in the different activities 
within the services sector are growing 
below the rate of inflation. The only 
exception is air transport. Historically, 
the services sector is more inflationary 
in the Spanish economy than industrial 
goods. The conclusion is that, due to 
weak demand, firms are making an 
effort to contain prices. The two main 
factors affecting the CPI in Spain are 
therefore administrative measures, 
firstly, and secondly, rising energy 
prices.
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The current deficit stands  
at the level of 1999

An analysis of the balance of payments 
helps to reveal the strengths and 
weaknesses of a country, both in 
economic and financial terms. In Spain’s 
case, its current account deficit reached 
10.6% of its gross domestic product 
(GDP) in 2008. Such a high figure 
highlighted the country’s poor 
competitiveness as well as its great 
dependence on external financing. 
However, the correction of this external 

imbalance over the next four years 
reduced the current deficit to 2.8%  
of GDP by the second quarter of 2012,  
a level not seen since 1999. The good rate 
of correction in the deficit in the second 
quarter, namely 0.5 percentage points, 
and more specifically the sharp reduction 
recorded in June, namely 80.6% year-on-
year, have dispelled doubts regarding how 
this process was progressing. 

To understand the reasons behind this 
improvement, we need to analyze the 
trends in the different components of the 

The current deficit falls  
by 0.5 percentage points 
during the second quarter, 
to 2.8% of GDP.

Foreign sector

FOrEiGN TraDE 

January-July 2012

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 36,273 13.5 24.2 8,593 14.4 6.6 –27,680 23.7

 Consumer goods 32,676 –3.8 21.8 41,695 2.1 32.2 9,019 127.6

  Food 9,039 0.6 6.0 16,554 10.6 12.8 7,515 183.1

  Non-foods 23,637 –5.3 15.8 25,140 –2.7 19.4 1,503 106.4

 Capital goods 8,804 –9.9 5.9 10,725 –3.6 8.3 1,921 121.8

 Non-energy intermediate goods 72,156 –3.8 48.1 68,562 4.6 52.9 –3,594 95.0

By geographical area

 European Union 75,520 –4.9 50.4 82,584 –0.5 63.7 7,064 109.4

  Euro area 60,961 –5.6 40.7 65,645 –1.2 50.7 4,685 107.7

 Other countries 74,388 4.3 49.6 46,990 11.8 36.3 –27,398 63.2

  Russia 4,437 –17.2 3.0 1,671 18.6 1.3 –2,766 37.7

  United States 5,965 –3.9 4.0 5,170 5.0 4.0 –795 86.7

  Japan 1,800 –5.3 1.2 1,263 24.3 1.0 –537 70.2

  Latin America 13,211 37.6 8.8 8,086 15.0 6.2 –5,125 61.2

  OPEC 18,503 17.1 12.3 6,108 29.5 4.7 –12,395 33.0

  Rest 30,472 –6.1 20.3 24,692 7.7 19.1 –5,780 81.0

TOTAL 149,909 –0.5 100.0 129,575 3.7 100.0 –20,334 86.4

SOURCES: Ministry of the Economy and own calculations.
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a deteriorating energy 
balance slows up the 
correction in July’s  
trade deficit.

The number of tourist visits 
in July and august is up  
by 4.7% year-on-year.

current account. Firstly, the deficit in  
the balance of goods saw the greatest 
correction between June 2008 and June 
2012, specifically 5.7 percentage points, 
reaching 3.2% of GDP. This fall is due  
to weak domestic demand which kept the 
trend in Spanish imports below the figure 
for exports recorded during this period.

However, the figures available for July 
show this correction stagnating for the 
trade deficit. In fact, this increased by 
3.1% compared with the same month last 
year as a result of the rise in the energy 
deficit, which offset the growth in the 
non-energy surplus, namely 5.4% and 
7.8% year-on-year respectively. Rising  
oil prices over the last few months point 
towards further deterioration in the 
energy balance. As a consequence, this 
energy imbalance could reach a new  
peak in the third quarter of the year after, 
equalling the figure for 2008, namely 
4.2% of GDP. Another factor that might 
slow up the improvement in the trade 

deficit could be the expected appreciation 
of the euro against the dollar over the 
coming months, via a slower rate of 
growth in exports.

We therefore expect the balance of goods’ 
contribution to the improvement in the 
current deficit to shrink significantly.  
In its place, the good performance  
of the services balance might lead the 
corrections over the coming months.  
In fact, this heading achieved a surplus  
of 3.5% of GDP in the second quarter  
of 2012, the largest since these data have 
been available. A performance that is due 
both to the improvement in the tourism 
component as well as in the rest of 
services. With regard to the former, the 
data for tourist entries in July and August 
point towards further increases in the 
surplus. The number of foreign visitors in 
these months totalled 15.6 million, 4.7% 
more than in the same period of 2011. 
This figure represents the largest number 
of tourist visitors of all summer periods.

SOURCE: Bank of Spain.

THE BALANCE OF GOODS CONTINUES TO LEAD THE CURRENT DEFICIT CORRECTION

Contribution to the quarter-on-quarter change in the current balance
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The ECB auctions help  
to reduce the income 
deficit by 0.1 percentage 
points of GDP.

Given these figures, the contribution  
of the services sector to the trend in  
GDP is expected to maintain its good 
performance shown in the second quarter 
of the year. During that period, service 
exports grew by 4.2% quarter-on-quarter. 
As a consequence, their contribution  
to the change in real GDP was  
0.4 percentage points, higher than the 
contribution of goods exports, namely  
0.1 percentage points during the same 
period.

An analysis of the balance of payments 
also reflects the country’s financial 
situation. In this respect, after three 
consecutive quarters of increases the 
income deficit improved slightly, 
specifically by 0.1 percentage points of 
GDP in the second quarter. This trend  

is largely due to the liquidity auctions 
carried out by the European Central 
Bank at the start of the year, to some 
extent reducing the cost of financing 
Spain’s debt. 

The extensive use of this source  
of financing and increased turbulence  
in sovereign debt markets have also had 
an effect on the financial account. The 
Eurosystem became the main source of 
net inflows of capital during the second 
quarter of the year, with an increase of 
127 billion euros; an inflow of capital that 
has mainly replaced short-term financing 
which fell by 115.5 billion euros over the 
same period. On the other hand, direct 
and portfolio investments posted a rise  
of 6.1 and a fall of 21.5 billion euros, 
respectively.

BaLaNCE OF PaymENTS

June 2012

Cumulative for year Last 12 months

Balance 
in million 

euros
% annual

change
Balance 

in million 
euros

Annual change

Absolute %

Current account balance

 Trade balance –15,579 –25.6 –34,363 10,814 –23.9

 Services

  Tourism 13,064 0.9 30,723 2,013 7.0

  Other services 3,314 312.0 6,146 4,764 344.8

  Total 16,378 19.1 36,869 6,778 22.5

 Income –12,055 2.0 –26,343 –4,688 21.6

 Transfers –5,878 5.7 –6,223 1,382 –18.2

 Total –17,134 –30.3 –30,060 14,285 –32.2

Capital account 2,414 –16.9 4,996 –593 –10.6

Financial balance

 Direct investment 5,798 – 11,233 24,669 –

 Portfolio investment –77,493 – –103,517 –152,283 –

 Other investment –148,122 – –223,384 –282,341 –

 Total –219,817 – –315,668 –409,954 –

Errors and omissions –2,252 – –10,379 –15,467 –

Change in assets of Bank of Spain 236,790 – 351,111 411,729 –

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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Doubts continue as to whether  
the deficit target can be met

At the beginning of September, the 
conditional bond purchase scheme 
announced by the European Central 
Bank (ECB) helped to relieve tension  
in the financial markets. In spite of  
this, however, there are still reservations 
regarding the capacity of Spain’s public 
sector to sort out its finances. Doubts 
which the government hopes to dispel  
by presenting, at the end of this month, 
the central government’s Budget for 2013. 
In fact, this is no easy task. Particularly  
if we take into account the difficulties 
encountered throughout 2012 by various 
public bodies in correcting their fiscal 
imbalances. Given these difficulties, it  
is more likely that European institutions 

will intervene in order to consolidate 
Spain’s public accounts.

The ECB’s umbrella has significantly 
improved the financing costs for Spain’s 
public debt. For example, the yield on  
10-year bonds has fallen by 101 basis 
points during the first 20 days of the 
month, accumulating a fall of 181 basis 
points since its peak in July. This drop  
has been even greater in the case of  
bonds with shorter maturities. The state 
Treasury has taken advantage of this 
situation to increase the pace of debt 
issuances in September and thereby curb 
the threat of maturities totalling more 
than 31 billion euros in October.

However, this effect is temporary. In fact, 
although the 2012 deficit target has been 

The ECB’s actions help to 
reduce the cost of financing 
public debt.

Public sector

UNEMPLOYMENT BENEFIT PAYMENTS ON THE RISE

Unemployment benefit payments; Cumulative data for the year to date and change

SOURCES: Ministry of Employment and Social Security and own calculations.
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No correction in the 
balances of the central 
government or Social 
Security during the first 
seven months of the year.

Deteriorating economic 
activity pushes up 
unemployment benefit 
payments by 5.1%  
year-on-year.

The autonomous 
communities manage  
to halve their deficit during 
the first half of the year.

softened by one percentage point, up to 
6.3% of gross domestic product (GDP), 
there are still doubts as to whether it can 
be achieved. The latest data published on 
budget spending have not helped to dispel 
these doubts. In the case of the central 
government accounts, the deficit 
accumulated between January and July, 
namely 4.6% of GDP, was already 0.1 
percentage points above the target for the 
year as a whole. Similarly, we estimate that 
the Social Security surplus accumulated 
over the first seven months of the year 
decreased by almost 1 billion euros.

Within a context of fiscal adjustment, 
how can the correction in the deficit be 
almost zero? An analysis of the central 
government’s budget spending helps to 
answer this question. In fact, the measures 
approved by the government helped  
to reduce, by 3.2 billion euros, spending  
on items such as consumption, employee 
wages and public investment compared 
with 2011. In the case of revenue, it’s more 
difficult to compare the figures with the 
previous year. This is due to the distortion 
represented by transfers between the 
central government and the autonomous 
communities from the Sufficiency Fund 
(Fondo de Suficiencia) and the budget 
settlement for 2010. By way of 
replacement, the cash accounting figures 
suggest an improvement in direct taxes, 
especially personal income tax and 
corporate tax. 

However, two factors have neutralized 
these advances. First, the higher cost  
of financing public debt, which pushed 
up interest payments by nearly 2 billion 
euros. Secondly, the country’s less 
dynamic economy has been reducing 
revenue from direct taxation and 
particularly from value added tax (VAT) 
between January and July. Within this 
context of a deteriorating economy, 

unemployment benefits paid by the  
State Employment Service also increased. 
As can be seen in the graph above, 
between January and July spending grew 
by 5.1% year-on-year up to 18.8 billion 
euros. This increase contrasts with the 
planned fall in the central government 
budget for 2012, namely 6.2%.

On the other hand, the accounts of the 
autonomous communities have improved 
significantly during the first half of 2012. 
In particular, their deficit fell to half the 
figure recorded a year ago, standing at 
0.8% of GDP. An improvement which, 
albeit to a different extent, was practically 
widespread among all communities. Of 
note are the adjustments made in Castile-
La Mancha and the Balearic Islands, of 
3.5 and 2.1 percentage points respectively.

In short, we can see that only the 
autonomous communities were capable 
of correcting their public accounts during 
the first half of 2012. However, this 
adjustment does not seem to be enough  
to reduce the deficit, by the end of year,  
by 1.8 percentage points, the highest 
among the different public bodies. Social 
Security and the central government are 
also unlikely to meet their targets. In the 
case of the latter, however, the measures 
implemented for the last few months  
of the year might help to reduce the 
deviation. Among these, the VAT hike 
and the elimination of December’s bonus 
for civil servants.

As a consequence, compliance of  
the public sector’s fiscal consolidation  
is under suspicion. In this respect,  
the reaction of the markets to the 
presentation of the central government’s 
Budget for 2013 and of possible further 
structural reforms will determine 
whether Spain formally requests a  
bail-out from the European Union.

Doubts as to whether  
the targets will be met 
make a bail-out more likely.
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Banks with capital deficiencies 
initiate their viability plans

The process of restructuring Spain’s 
banking sector continues its course. 
According to that established in the 
Memorandum of Understanding (MoU) 
for financial aid, on 31 August the 
Spanish government passed a Royal 
Decree-Law on the restructuring and 
resolution of credit institutions. This 
regulation contains the special 
instruments that should be used in the 
crisis management of credit institutions, 
among these being the creation of an 

Asset Management Company (AMC), 
also known as a «bad bank».

After the publication of the stress test 
results to determine the capital 
requirements of each institution, the  
bank restructuring process will now  
enter its next stage. According to the  
road map established in the MoU, from 
now on efforts will be concentrated  
on determining the viability of the weak 
banks. Those institutions which have 
already received state aid (banks from 
Group 1) and those that need to receive 
this aid (banks from Group 2) must 

The capital requirements  
of each institution  
are published.

Savings and financing

SOURCES: Bank of Spain and own calculations.

DOUBTFUL LOANS ON THE RISE

Non-performing loan rate by sector of activity and year-on-year rate of growth in credit 
to �nance production activities
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present plans for restructuring or ordered 
resolution that tackle the capital deficits 
detected in the stress test. These plans 
must be approved by the European 
Commission as a condition for bail-out 
funds to be paid. At the same time, any 
toxic assets from those banks requiring 
state aid will be segregated and transferred 
to the AMC.

Given the uncertain situation concerning 
the capital requirements of Spanish 
banks, debate has now arisen regarding 
the loss of deposits by Spanish banks. 
According to data published by the 
European Central Bank (ECB), the 
deposits held by Spain’s banking system 
fell sharply by 71.2 billion euros in the 
month of July, with the amount of 
deposits lost since July 2011 totalling 
almost 232 billion euros. These figures 
have set alarm bells ringing regarding  
the possible «flight» of deposits. However, 
a detailed analysis shows that these 
statistics are designed for the ECB’s 

monetary analysis and do not strictly 
reflect banks’ balance sheets. 

The deposit figures published by the 
Bank of Spain a few days later indicate 
that most of the withdrawals of deposits 
from Spanish institutions, specifically 
61%, are due to the decrease in repos 
carried out via central counterparties  
and to a contraction in deposits with 
depository corporations and securitization 
funds. These operations are of a monetary 
nature and do not reflect the withdrawal 
of deposits by firms or households.  
In fact, the ECB has announced that, as 
from next month, its monetary statistics 
will be adjusted by these items in order  
to provide more reliable information  
for external users.

Having discounted this effect, the year-
on-year growth in July for sight deposits 
of households and firms stands at –0.4% 
and –12.7%, respectively. One factor that 
helps to explain the fall in household and 

The fall in deposits of firms 
and households is partly 
due to issuances of 
commercial paper with 
higher returns.

CrEDiT TO PrivaTE SECTOr By PUrPOSE

Second 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 21,085 –697 –3.2 –1,351 –6.0

 Industry 138,007 –5,240 –3.7 –8,475 –5.8

 Construction 91,834 –6,712 –6.8 –13,655 –12.9

 Services 661,988 –18,495 –2.7 –26,645 –3.9

 Total 912,914 –31,144 –3.3 –50,125 –5.2

Financing to individuals

 Acquisition and renovation of own home 644,236 –12,216 –1.9 –14,763 –2.2

 Acquisition of consumer durables 34,726 –2,960 –7.9 –5,475 –13.6

 Other financing 100,988 1,696 1.7 –4,869 –4.6

 Total 779,950 –13,480 –1.7 –25,107 –3.1

Other 51,351 6,284 13.9 1,647 3.3

TOTAL 1,744,215 –38,340 –2.2 –73,585 –4.0

Acquisition of housing and real estate activities 901,685 –23,188 –2.5 –35,117 –3.7

NOTE: (*) By credit institutions as a whole: banking system, loan finance establishments and official credit.
SOURCES: Bank of Spain and own calculations.
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Non-performing loans 
continue to increase 
sharply.

company deposits is the replacement of 
these by commercial paper. High yield 
deposits were penalized via a greater 
contribution to the Deposit Guarantee 
Fund. This led to around 30 billion  
euros being issued in commercial  
paper, offering more attractive returns. 
However, the elimination of this 
penalization on 31 August suggests  
that less commercial paper will be issued 
and bank deposits will pick up again. 

Bank credit to the private sector fell  
by 3.4% year-on-year in July, probably 
affected by the deterioration in loan 
portfolios and the weak Spanish 
economy. A breakdown by end purpose 
shows that credit is shrinking in all 
branches of activity. Also of note is  
the drop in credit to households to buy 
consumer durables, indicating families’ 
poor purchasing power.

The data on doubtful loans place the non-
performing loan (NPL) rate for Spain’s 

banking system as a whole at 9.7%. This 
rate rises to 14.9% for loans to resident 
sectors in order to finance production 
activities. As can be seen in the graph 
above, real estate (developers) and the 
construction sector concentrate most  
of these non-performing loans. However, 
there has been a notable rise in the  
NPL rate for the services sector and, in 
particular, those of hotels and restaurants 
and those of transport, storage and 
communications. This is particularly 
significant as it shows that credit 
problems are not limited to sectors related 
to construction but rather that fragility  
is spreading to all areas of business. 

In summary, over the coming months 
Spain’s banking sector will be sorted out 
for good. This will be crucial in order to 
dispel doubts regarding the solvency of 
Spanish institutions. Spain’s financial 
system is therefore expected to have 
strong, recapitalized institutions by  
the end of the year.

FiNaNCiNG OF NON-FiNaNCiaL SECTOrS (1)

July 2012

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

Private sector 2,066,938 –59,408 –3.4 72.0 

 Non-financial corporations 1,218,517 –36,869 –3.3 42.4 

  Resident credit institution loans (3) 804,233 –36,654 –5.9 28.0 

  Securities other than shares 68,991 3,904 8.8 2.4 

  External loans 345,292 –4,119 0.8 12.0 

 Households (4) 848,422 –22,539 –3.4 29.5 

  Housing loans (3) 652,449 –14,417 –3.0 22.7 

  Other (3) 192,867 –8,198 –4.6 6.7 

  External loans 3,105 77 4.3 0.1 

General government (5) 805,019 68,778 13.7 28.0 

TOTAL 2,871,958 9,370 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.
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Forecast
% change over same period year before unless otherwise noted

2010 2011 2012
2011 2012

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

INTERNATIONAL ECONOMY Forecast Forecast

 Gross domestic product
  United States 2.4 1.8 2.2 1.6 2.0 2.4 2.1 2.3 1.8
  Japan 4.6 –0.7 2.3 –0.7 –0.6 2.8 3.3 1.7 1.7
  United Kingdom 2.1 0.7 –0.2 0.5 0.6 –0.2 –0.5 –0.1 0.1
  Euro area 2.0 1.5 –0.5 1.3 0.6 0.0 –0.5 –0.7 –0.5
    Germany 3.6 3.1 0.8 2.7 1.9 1.2 1.0 0.4 0.6
    France 1.6 1.7 0.1 1.6 1.2 0.3 0.3 –0.1 –0.1
 Consumer prices
  United States 1.6 3.1 2.1 3.8 3.3 2.8 1.9 1.7 2.0
  Japan –0.7 –0.3 0.2 0.2 –0.3 0.3 0.2 0.1 0.3
  United Kingdom 3.3 4.5 2.6 4.7 4.7 3.5 2.7 2.4 1.8
  Euro area 1.6 2.7 2.5 2.7 2.9 2.7 2.5 2.5 2.2
    Germany 1.1 2.3 2.1 2.4 2.4 2.1 2.1 2.1 1.8
    France 1.5 2.1 2.3 2.1 2.4 2.3 2.3 2.3 2.1

SPANISH ECONOMY Forecast Forecast

 Macroeconomic figures
  Household consumption 0.6 –0.8 –1.9 –0.2 –2.4 –1.5 –2.2 –2.1 –1.6
  Government consumption 1.5 –0.5 –4.4 –2.7 –1.1 –3.6 –3.0 –4.2 –7.0
  Gross fixed capital formation –6.2 –5.3 –9.8 –4.2 –6.0 –7.7 –9.4 –11.5 –10.6
    Machinery and capital equipment 3.1 2.5 –8.7 3.4 –1.6 –6.0 –7.0 –11.4 –10.3
    Construction –9.8 –9.0 –11.4 –8.0 –8.6 –9.5 –11.8 –12.5 –11.7
  Domestic demand 
   (contribution to GDP growth) –0.6 –1.9 –4.0 –1.8 –3.1 –3.3 –3.9 –4.5 –4.5
  Exports of goods and services 11.2 7.7 2.0 7.6 5.8 2.8 3.3 0.7 1.1
  Imports of goods and services 9.3 –0.8 –6.1 –1.2 –4.9 –5.9 –5.4 –7.4 –5.7
  Gross domestic product –0.3 0.4 –1.5 0.6 0.0 –0.6 –1.3 –1.8 –2.3
 Other variables
  Employment –2.6 –1.7 –4.1 –1.6 –2.9 –3.6 –4.6 –4.5 –3.9
  Unemployment (% labour force) 20.1 21.6 24.8 21.5 22.9 24.4 24.6 24.8 25.4
  Consumer price index 1.8 3.2 2.5 3.1 2.8 2.0 2.0 2.8 3.4
  Unit labour costs –2.0 –1.4 –2.4 –1.6 –1.5 –1.5 –2.1 –3.0 –2.8
  Current account balance (% GDP) –4.5 –3.9 –2.6 –2.9 –2.8 –5.5 –2.1 –1.5 –1.3
  Net lending or net borrowing   
   rest of the world (% GDP) –4.0 –3.4 –2.1 –2.4 –2.3 –5.3 –1.6 –0.9 –0.7
  General government financial  
   balance (% GDP) –9.4 –9.4 –6.8 –6.8 –14.8 –5.9  –11.3   

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 1.00 1.26 0.88 1.50 1.31 1.00 1.00 0.75 0.75
  10-year US bonds 3.20 2.77 1.79 2.42 2.03 2.02 1.81 1.62 1.70
  10-year German bonds 2.77 2.65 1.54 2.30 1.98 1.88 1.50 1.36 1.44
 Exchange rate
  $/Euro 1.33 1.39 1.27 1.41 1.35 1.31 1.28 1.24 1.26

AC
FINANCIAL ACTIVITY Million euros 

Total customer funds 248,326

Receivable from customers 182,661

Profit attributable to Group 975

STAFF, BRANCHES AND MEANS OF PAYMENT  

Staff 28,529

Branches 5,196

Self-service terminals 8,011

Cards (million) 10.3

COMMUNITY PROJECTS: BUDGET FOR ACTIVITIES IN 2012 Million euros 

Social 331

Science and environmental 68

Cultural 69

Educational and research 32

TOTAL BUDGET 500
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