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2014 sees the start of further expansion for the euro club thanks to its latest member, Latvia. After Estonia joined in 2011, 
the incorporation of the last Baltic republic, Lithuania, is expected in 2015. Moreover, the euro was the international 
currency that appreciated the most in 2013. In summary, although the euro area’s sovereign debt crisis is far from over, the 
euro is still an appealing currency for international investors and the monetary union continues to attract European citizens.

Certainly, the euro area’s governance problems are gradually being resolved. However, the slowness of its progress is often 
exasperating. Moreover, depending on the outcome of May’s European Parliament elections, delays cannot be ruled out 
and the pace of economic growth is still weak: in 2014 we expect GDP to grow by just 1%.

If new European countries wish to form part of the euro club, their reasons must be more than just the current economic 
situation and changing circumstances of the institutional construction of monetary union. Their reasons are political, in the 
noblest sense of the word, forming part of a long-term country-oriented strategy.

The case of the Baltic republics is the perfect example of how countries with complex geostrategic situations join the euro 
due to basic political reasons. Joining the euro strengthens the political ties of these countries with the European Union, 
reinforcing their vocation to be liberal democracies within the framework of joint sovereignty that characterises the 
European club. This consolidates their separation from the orbit of the political giant that is still the Republic of Russia.

Together with these geostrategic reasons or those related to the nature of the political regime there is a second, this time 
internal factor that also explains the appeal of the euro area. For any European country with a history of a weak currency, 
the decision to adopt the euro represents a commitment to change and modernise its socio-economic institutions. 
Especially when fiscal transfers between zones do not occur nor are they likely to, and if labour mobility is limited, it is only 
possible to live and compete in economic and monetary union if the country joining carries out a complete reform of its 
markets and policies in order to achieve two large goals.

Firstly, financial stability, especially with regard to the public sector although the Great Recession has reminded us that 
serious problems of excessive debt can also occur in the private sector. And, secondly, balanced economic growth  
that leads to convergence in standards of living. In other words, bringing the less rich zones of the monetary union up to 
the levels of the advanced zones by means of a faster improvement in productivity, which is then passed on uniformly to 
improvements in standards of living that do not erode the country’s competitiveness.

The social and political changes required to belong to the euro are not simple. As Mario Monti acknowledged in September 
2011, a few months before leading a new phase of reforms in his country, the euro is not only trying to achieve a stable 
monetary area but something much more important and much more difficult: «to induce a profound transformation not 
just of economic policies and structures but also of the institutions and the culture determining them». The countries that 
belong to the euro, both their leaders and the rest of their citizens, must be aware of the enormity of this challenge.

Jordi Gual
Chief Economist
31 December 2013

The euro club is growing; why?
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CHRONOLOGY 

AGENDA

JuLy 2013

 4  The European Central Bank adopts a forward guidance policy, announcing that official interest rates will remain at the present or 
lower levels for an extended period of time. 

12  The government approves the energy reform to tackle the electricity tariff deficit.

sEptEMBEr 2013

12  The European Parliament approves the single supervisory mechanism for banking, granting the power to supervise all euro area 
banks to the European Central Bank.

OCtOBEr 2013

23  The European Central Bank establishes the schedule to assess bank balance sheets prior to assuming its single supervisory tasks. 
Three exercises will be carried out (risk assessment, asset quality review and a stress test), which will start in November 2013 and 
whose findings will be published in October 2014.

nOVEMBEr 2013

 7  The European Central Bank lowers the official interest rate to 0.25% and the marginal lending facility rate to 0.75%.

DECEMBEr 2013

18  The Federal Reserve starts to withdraw its monetary stimuli, reducing its debt purchases by 10 billion dollars per month.
19  The European Council approves the general approach on the single resolution Mechanism, one of the key pieces in the Banking 

Union.

JunE 2013

27  The European Council approves the recovery and resolution Directive that establishes an order of seniority for liabilities in  
bail-ins.
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example, inflationary tensions refuse to diminish, leaving 
monetary policy little leeway to stimulate the economy. In 
China, however, business indicators are still robust, within 
a model of growth in which consumption is gradually 
taking over as the driving force.

in the euro area, Germany leads the economic revival, 
with France lagging behind. The latest confidence figures 
continue to point to recovery and the region’s major risks 
are gradually fading. In the institutional sphere, European 
authorities continue to make progress towards the 
banking union, which is helping to reduce financial 
fragmentation between the periphery and the core,  
a crucial ingredient for credit to flow more freely. The 
periphery countries are making good headway with their 
fiscal consolidation and correction of macroeconomic 
imbalances and international investors are gradually 
starting to see them as an attractive destination in  
terms of returns and risk. All this within a context of 
expansionary monetary policy that is helping to maintain 
an accommodative financial environment.

the spanish economy took its leave of 2013 with data 
that invite optimism. High frequency indicators for 2013 
Q4 confirm the growth starting in the previous quarter 
and, in fact, point to a certain acceleration in economic 
activity’s rate of growth in the final part of the year. Our 
forecast is along these lines: we expect GDP to grow by 
0.2% quarter-on-quarter, 0.1 percentage points above the 
figure for the previous quarter. This forecast could even  
be bettered due to the dynamism shown by domestic 
demand over the last few months. The significant 
improvement in the growth forecasts provided by most 
international investors in the last few months and the 
falling risk premium are good examples of how, little by 
little, the reforms undertaken over the last few years are 
managing to revive investor appetite. This is therefore an 
encouraging scenario. 2014 promises to be a crucial year 
to underpin the pillars required to support Spain’s future 
economic growth.

the new year has started with an air of renewed hope. 
The belief that economic activity will build up steam at  
a global level is based on three broad factors. Firstly, the 
improvement in macroeconomic conditions, solidly in the 
USA and Japan, incipient in the euro area and tentative  
in the emerging countries. Secondly, this recovery in 
confidence is also supported by the reduction in the many 
different tail risks posing a serious threat to the world’s 
financial stability in recent times (the euro area crisis, the 
start of tapering, fiscal dispute in the USA, capital outflows 
from emerging economies, etc.). Thirdly, but by no means 
less importantly, it is also based on the ultra-lax monetary 
policies of the block of developed countries. Albeit with 
some provisos, we expect these favourable conditions to 
continue over the coming year.

the solidity of the us recovery provides arguments for  
the Fed to begin tapering. It will start to reduce its rate  
of bond purchases in January albeit very gradually at a 
rate of 10 billion dollars per month (so far the monthly 
injections of liquidity have totalled 85 billion dollars). 
Financial markets have received the Fed’s announcement 
constructively, in contrast to the atmosphere of high 
uncertainty and volatility that reigned for months 
regarding when and how tapering would be started.  
Most assets reacted positively with gains in the stock 
markets and highly contained increases in yields on  
US government bonds. The yield on US ten-year bonds 
has remained close to 3% while the two-year reference 
stands at 0.4%. Along the same lines, the implied volatility 
indices of the S&P 500 and of the treasuries fell (slightly) 
after the Fed’s announcement.

However, we should remain cautious given the 
presence of some weak links. The start of the Fed’s exit 
strategy is due to a benign reason: the US economy’s 
growth looks solid and self-sustaining, it is not due to 
visible inflationary pressures or any suspicion of bubbles 
having been formed in financial assets although there are 
some signs of overheating in the US bond markets which 
would be advisable to cool down. In this respect, tapering 
is welcome. However, and as monetary normalisation 
progresses, we cannot rule out possible upsets in investor 
expectations and sentiment that might bring about sharp 
upsurges in interest rates, as happened in the summer. 
The list of candidates for those countries that could be 
most severely affected is headed by some emerging 
economies with large external imbalances and great 
dependence on foreign capital. In India and Brazil, for 

2014 starts off on the right foot



4  

www.lacaixaresearch.comJANUARY 2014

01

FORECASTS
Year-on-year (%) change, unless otherwise specified

International economy

2012 2013 2014 2015 2013 Q2 2013 Q3 2013 Q4 2014 Q1 2014 Q2 2014 Q3

GDP GROWTH

Global 3.2 2.9 3.7 3.9 2.8 3.0 3.1 3.6 3.7 3.7

Developed countries

United States 2.8 1.8 2.9 3.0 1.6 1.8 2.3 2.8 2.9 2.8

Euro area –0.6 –0.4 1.0 1.5 –0.6 –0.4 0.4 0.8 0.8 1.1

Germany 0.9 0.5 1.5 1.7 0.5 0.6 1.4 1.7 1.3 1.4

France 0.0 0.2 0.8 1.1 0.5 0.2 0.6 0.8 0.5 0.9

Italy –2.6 –1.9 0.3 0.9 –2.2 –1.9 –0.9 –0.3 0.2 0.4

Spain –1.6 –1.2 0.8 1.5 –1.6 –1.1 –0.1 0.5 0.8 1.0

Japan 1.4 1.6 1.5 1.4 1.3 2.4 2.9 2.8 1.2 1.0

United Kingdom 0.1 1.4 2.2 2.0 1.3 1.5 2.4 2.6 2.3 2.0

Emerging countries

Russia 3.4 1.7 2.6 2.9 1.2 1.2 2.6 2.4 2.7 2.6

China 7.7 7.6 7.6 7.5 7.5 7.8 7.5 7.8 7.8 7.4

India(1) 5.0 4.7 4.8 4.9 4.4 4.8 5.2 4.6 4.4 4.4

Brazil 1.0 2.3 2.8 2.8 3.3 2.2 1.9 1.8 3.3 3.4

Mexico 3.9 1.3 3.4 3.5 0.5 1.3 0.8 1.8 3.4 3.8

Poland 2.0 1.3 2.4 3.2 1.2 1.7 1.6 2.1 2.3 2.5

Turkey 2.2 3.7 3.5 4.7 4.5 4.4 3.0 2.3 3.2 3.8

INFLATION

Global 4.0 3.3 3.5 3.4 3.3 3.4 3.3 3.3 3.6 3.6

Developed countries

United States 2.1 1.5 1.8 1.8 1.4 1.6 1.2 1.5 2.0 1.8

Euro area 2.5 1.4 1.2 1.7 1.4 1.3 0.9 1.1 1.1 1.1

Germany 2.1 1.6 1.5 1.8 1.5 1.7 1.5 1.5 1.5 1.4

France 2.2 1.0 1.4 1.7 0.9 1.1 0.9 1.3 1.5 1.4

Italy 3.3 1.3 1.4 1.6 1.3 1.1 0.8 1.3 1.4 1.4

Spain 2.4 1.4 0.8 1.5 1.7 1.2 0.2 0.4 0.7 0.8

Japan(2) 0.0 0.3 2.7 1.7 –0.3 0.9 1.1 1.5 3.4 2.9

United Kingdom 2.8 2.6 2.6 2.7 2.7 2.7 2.3 2.5 2.6 2.7

Emerging countries

Russia 5.0 6.7 5.1 4.7 7.2 6.4 6.2 5.6 5.4 4.7

China 2.7 2.7 2.9 3.1 2.4 2.8 3.3 2.6 2.8 3.3

India(3) 7.6 6.4 6.3 5.4 4.8 6.6 7.4 7.4 7.8 5.2

Brazil 5.4 6.2 6.0 5.2 6.6 6.1 5.8 5.8 5.9 6.2

Mexico 4.1 3.7 3.5 3.5 4.5 3.4 3.2 3.1 3.0 3.9

Poland 3.7 1.2 2.0 2.5 0.8 1.4 1.1 1.7 1.9 2.1

Turkey 8.9 7.5 6.6 5.9 7.0 8.3 7.4 6.6 6.7 6.6

Notes: (1) Tax year and factor cost. (2) Including the consumption tax hike planned for April 2014.
(3) Wholesale figures.

  Forecasts
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Spanish economy

2012 2013 2014 2015 2013 Q2 2013 Q3 2013 Q4 2014 Q1 2014 Q2 2014 Q3

Macroeconomic aggregates

Household consumption –2.8 –2.5 0.6 0.8 –3.3 –2.2 –0.1 0.5 0.7 0.5

General government consumption –4.8 –1.1 –1.3 –0.5 –2.8 0.3 0.0 –1.7 –1.1 –1.4

Gross fixed capital formation –7.0 –5.9 –0.5 1.1 –6.3 –6.3 –3.6 –2.1 0.0 –0.2

Capital goods –3.9 0.7 3.4 2.8 1.1 0.2 6.0 6.0 2.6 2.4

Construction –9.7 –10.2 –3.0 0.0 –10.7 –10.3 –9.8 –6.8 –2.4 –1.7

Domestic demand (contr. Δ GDP) –4.1 –2.8 0.0 0.6 –3.7 –2.4 –0.7 –0.4 0.2 0.0

Exports of goods and services 2.1 5.4 6.1 5.0 9.1 4.7 4.8 10.7 5.1 4.1

Imports of goods and services –5.7 0.4 3.8 2.6 2.5 0.7 3.3 8.4 3.4 1.3

Gross domestic product –1.6 –1.2 0.8 1.5 –1.6 –1.1 –0.1 0.5 0.8 1.0

Other variables

Employment –4.8 –3.3 0.3 1.1 –3.9 –3.2 –1.5 –0.3 0.1 0.5

Unemployment rate (% labour force) 25.0 26.4 25.5 24.4 26.3 26.0 26.3 26.6 25.5 24.9

Consumer price index 2.4 1.4 0.8 1.5 1.7 1.2 0.2 0.4 0.7 0.8

Unit labour costs –3.0 –2.1 –0.2 1.5 –2.5 –1.9 –0.8 –0.9 –0.4 –0.4

Current account balance (cum., % GDP) –1.2 1.1 1.6 1.9 0.4 0.7 1.1 1.3 1.4 1.5

Net lending or borrowing rest of the world  
 (cum., % GDP) –0.6 1.6 2.1 2.4 1.1 1.4 1.6 1.8 1.9 2.0

Fiscal balance (cum., % GDP) –10.6 –6.9 –5.8 –4.2 –10.3  –10.3     

Financial markets

INTEREST RATES 

Dollar

Fed Funds 0.25 0.25 0.25 0.50 0.25 0.25 0.25 0.25 0.25 0.25

3-month Libor 0.43 0.27 0.28 0.75 0.28 0.26 0.24 0.25 0.27 0.29

12-month Libor 1.01 0.68 0.64 1.10 0.70 0.67 0.59 0.60 0.62 0.64

2-year government bonds 0.27 0.30 0.69 1.46 0.26 0.36 0.32 0.47 0.64 0.77

10-year government bonds 1.78 2.33 3.07 3.64 1.98 2.70 2.74 2.87 3.04 3.14

Euro

ECB Refi 0.88 0.54 0.25 0.42 0.58 0.50 0.33 0.25 0.25 0.25

3-month Euribor 0.57 0.21 0.20 0.52 0.21 0.22 0.24 0.20 0.20 0.20

12-month Euribor  1.11 0.53 0.51 0.91 0.51 0.54 0.53 0.50 0.50 0.50

2-year government bonds (Germany) 0.08 0.12 0.36 0.97 0.06 0.17 0.16 0.18 0.29 0.42

10-year government bonds (Germany) 1.55 1.62 1.98 2.26 1.41 1.78 1.79 1.88 1.95 2.02

EXCHANGE RATES

$/euro 1.29 1.33 1.34 1.32 1.31 1.32 1.36 1.36 1.34 1.33

¥/euro 102.71 129.46 137.40 129.91 128.88 131.09 136.78 141.09 139.46 136.21

£/euro 0.81 0.85 0.83 0.85 0.85 0.86 0.84 0.83 0.83 0.86

OIL

Brent ($/barrel) 111.38 108.31 108.04 109.25 103.16 109.24 110.20 108.16 107.85 108.01

Brent (euros/barrel) 86.61 81.55 80.80 82.66 78.97 82.46 80.55 79.73 80.68 81.41

  Forecasts
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the markets enjoy a positive end to a year that has seen 
them steadily grow in solidity and stability thanks to the 
contribution of three broad factors. Firstly, the improvement  
in macroeconomic conditions; solidly in the USA and Japan, 
incipient in the euro area and tentative in the emerging 
economies. Secondly, the reduction in the number of tail risks 
that have posed a serious threat to global financial stability  
in the recent past (the euro area crisis, the start of tapering, 
the fiscal dispute in the USA, capital outflows from emerging 
countries, etc.). Thirdly, but no less importantly, the ultra-lax 
monetary policies of the bloc of developed countries.  
To a greater or lesser extent, we expect these favourable 
conditions to remain over the coming year, helping the  
good performance by risk assets to continue.

the Federal reserve (Fed) has finally started its tapering.  
At its December meeting, the US monetary authority agreed 
to reduce the monthly volume of bond purchases as from 
January, from 85 billion dollars to 75 billion. The upward trend 
in activity figures over the last few months (in particular those 
for the labour market), as well as less fiscal uncertainty 
regarding the coming year, lie behind this decision. As had 
already been stated by the Fed’s own members, the official 
announcement stressed that this reduction in purchases will 
be very gradual, that there is no set schedule and that the 
process depends on the trend in employment and inflation. 
The institution also intensified its forward guidance, indicating 
that interest rates would remain «exceptionally low... at least 
as long as the unemployment rate remains above 6.5%», 
which appears to postpone the first hike in official interest 
rates until mid-2015. 

the financial markets react constructively to the Fed’s 
announcement, in contrast to the environment of high 
uncertainty and volatility that had prevailed for several 
months concerning when and how tapering would begin. 
Most assets reacted positively with gains in the stock markets 
and highly contained increases in yields on US public debt. 
The yield on US ten-year government bonds has remained 
close to 3% while two-year bonds stand at around 0.4%. Along 
the same lines, the implied volatility indices of the S&P 500 
and the treasuries fell (slightly) after the Fed’s announcement.

in spite of this positive interpretation, we should remain 
cautious given the presence of some weak links. A positive 
reason lies behind the Fed starting its exit strategy: growth in 
the US economy appears to be solid and self-sustaining. It is 
not due to visible inflationary pressures or to any suspicion  
of bubbles having been formed in financial assets, although 
there are some signs of overheating in the US bond markets 
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which would be advisable to cool down. In this respect, 
tapering is welcome. However, and as monetary normalisation 
progresses, we cannot rule out possible contretemps in 
investor expectations and sentiment which could lead to 
sharp upswings in interest rates, as happened during the 
summer. The list of candidates for those most severely affected 
is headed by some emerging countries with large external 
imbalances and a great dependence on foreign capital.

in the emerging bloc, the combination of «reforms – financial 
environment» will become more important. Once the USA 
starts to reduce its stimuli, the factors that attract capital 
towards the emerging economies will play a key role in 
minimising possible episodes of tension. The summer sell-off 
suffered by a large proportion of the emerging assets 
(particularly virulent in the BIITS markets) is unlikely to be 
repeated on the same scale thanks to the improved tone of 
economic activity in the emerging bloc itself, although we 
should still be vigilant. Countries such as Brazil, India and 
Indonesia must persevere with their implementation of reforms, 
as well as maintaining an appropriate direction in their 
monetary policy to contain inflationary pressures and gain 
credibility abroad. On the other hand, the outbreak of tensions 
in Chinese interbank interest rates occurring once again in 
December highlights a source of instability that should be 
monitored closely in 2014. Nonetheless we expect  
a financial environment in the emerging markets that, little  
by little, will establish itself as a foundation for better growth 
prospects in 2014.

For its part, the European Central Bank (ECB) remains 
vigilant regarding any upswing in monetary interest rates. 
The increases in the EONIA and Euribor rates of the last few 
weeks are due to the sustained fall in excessive interbank 
liquidity in the euro area which, in turn, can be explained by 
two factors. Firstly, an underlying factor related to the 
improved macroeconomic and financial environment of the 
EMU, encouraging financial institutions to repay their ECB 
loans taken out in an emergency. Secondly, a temporary factor 
related to the upcoming asset quality review (AQR) on banks 
by the ECB with data from December 2013, encouraging 
institutions to restrict interbank operations. In this context,  
the ECB will not hesitate to act if this episode of higher 
monetary rates extends into 2014. Regarding LTROs that are 
very long term, Mario Draghi himself stated that these would 
be conditioned on the granting of credit in the real economy, 
to discourage carry trade strategies with public debt.

A productive end to the year in Europe’s institutional 
sphere. After months of tough negotiations, European leaders 
have reached an agreement to create the Single Resolution 
Mechanism as part of the future banking union. With a view to 
2014, once the bank asset quality review has been completed, 
confidence and transparency in the banking sector are likely 
to be stronger, perhaps giving a definitive boost to resolving 
this crucial area in the euro area crisis (see the Focus «Financial 
stability in the EMU: cautious optimism»).
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periphery public debt faces a headwind in 2014. The trend  
in the sovereign debt of bailed-out countries observed 
throughout 2013 was encouraging. The combination of 
advances in pan-European integration with the progress  
made in reforms and an improvement in activity at a local 
level brought about a favourable climate in the last part of  
the year in Spain, Italy and Portugal. In this respect, investors’ 
level of rejection towards countries such as Spain or Italy has 
fallen significantly, encouraging a slow but firm reduction  
in sovereign risk premia. In principle, this process is likely  
to continue in 2014, although too much complacency or 
reformist fatigue pose the major risks, threatening to cut short 
this process. For its part, the yield on German debt should 
follow a slightly upward trend throughout 2014 due to the 
progressive withdrawal of stimuli in the USA and the growth 
trend exhibited by Germany’s underlying macroeconomic 
fundamentals.

More good than bad news on the international stock 
markets. The year we have just left behind was characterised 
by a sharply contrasting performance by developed and 
emerging stock markets. Among the first, of note were the 
gains of close to 25% in the American S&P 500, the German 
Dax and Japanese Nikkei, the first two reaching record highs. 
The Ibex 35, for its part, managed to pick up steam towards 
the end of the year, ending 2013 up by 20%. Meanwhile, the 
stock markets of emerging countries performed poorly on the 
whole, hindered by economic dips and capital outflows. With  
a view to 2014, the outlook for European and Spanish equity  
is moderately upward thanks to the steady improvement in 
macro indicators, the contained trend in interest rates and the 
recovery in corporate earnings, as well as the improvement  
in the financial environment as a whole. All this from an 
attractive starting point in terms of valuation ratios (while 
these are less favourable in the USA). Similar factors to these 
should also help the emerging stock markets to make up 
ground in 2014.

the euro remains strong against the dollar and yen. Towards 
the end of 2013, the European currency rose above the level  
of 1.35 dollars, largely due to the wider spread in short-term 
interest rates between the EMU and the USA after these rose 
in the euro area. However, as this temporary factor is likely  
to disappear, and given the slow but inexorable advance of 
tapering, the euro is likely to depreciate moderately against 
the dollar in the coming months. On the other hand, the 
announcement by the Japanese authority of a new package  
of fiscal stimuli has led to further depreciation in the Japanese 
currency against the euro and the dollar.
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The expansion of Europe’s bond market is not only 
reflected in the aggregate volume of issuances but also 
in the growing number of firms issuing bonds for the first 
time, as well as in the enlargement of the spectrum  
in terms of sector, size, rating category and type of 
instrument. The range of investors is also widening, 
reaching private small-scale savers. Although still a long 
way from the levels of the US corporate bond market,  
the European market has certainly started to catch up.

FOCUS • Good times in Europe’s corporate bond market

During the last year, the valuation of many financial 
assets reached a record high in 2013. Without doubt,  
the ultra-lax monetary policy maintained by the principal 
central banks in the world is a very important factor 
behind this positive trend in international stock market 
indices and global bonds. The behaviour by Europe’s 
corporate bond markets, both investment grade and 
high yield, is no exception and their performance in 2013 
has been buoyant.

The first positive feature that stands out in Europe’s 
corporate bond market, including the countries of 
emerging Europe, is that the number of issuances has 
stabilised at a high level over the last four years. This has 
been possible thanks to the fact that growth in issuances 
of high yield bonds is compensating for the decline  
in the investment grade segment, in turn a result of 
banks not needing to issue so many bonds during their 
deleveraging process. Issuances are at an all-time high in 
the USA, following a similar pattern to the one seen in 
Europe; i.e. this dynamic situation is down to the high 
yield bonds being issued.

A second feature is related to the positive effects caused 
by the context of high global liquidity and official  
interest rates close to zero. Companies are enjoying a 
considerable portion of these benefits as they can reduce 
their financing costs at the same time as extending the 
maturities of the debt issued. Investors can also benefit 
from the current favourable situation for the markets.  
On the one hand, they are obtaining much higher returns 
than by investing in sovereign debt: over the last four 
years, the annual return has been between 5.0% for 
investment grade bonds and 9.0% for high yield debt.  
On the other hand are the benefits obtained from 
diversifying in terms of assets and sectors.

Taking all this information together, some questions are 
nevertheless bound to come up. In this market, are share 
prices in line with fundamentals? If so, how far could the 
corporate bond market go in the next few years? How 
will investors react when the central banks decide to 
reduce their stimuli?

In principle, for Europe’s corporate bonds as a whole 
there is no evidence to suggest a marked decoupling 
between company share prices and fundamentals, even 
less so if we take into account the fact that, over the  
next few years, the scenario is one of growth, albeit  
at a contained pace. In the absence, precisely, of 
exuberant performances in the markets, the withdrawal 
of monetary stimuli by central banks should not 
represent any major source of instability insofar as  
this normalisation will be implemented gradually.
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FOCUS • Financial stability in the EMU: cautious optimism

One of the most notable elements of 2013 has been  
the positive development of the euro area. The European 
Central Bank (ECB) acknowledged this itself in its recently 
published Financial Stability Review, which analyses the 
risk factors that could compromise the region’s financial 
stability. Two important messages can be deduced from 
the assessment made by the ECB. One is optimistic:  
taken as a whole, systemic risks are developing  
positively and are now at levels prior to the outbreak  
of the financial crisis in 2007. The other is cautious:  
the scenario is still fragile and vulnerable, given the 
presence of four large risk factors, disparate in terms  
of their nature and scope.

The first great source of risk identified by the ECB is 
related to possible macroeconomic and financial shocks 
affecting asset valuations and the generation of profit 
in the banking sector. Modest growth prospects and 
the high rate of unemployment in the euro area directly 
jeopardise the quality of bank assets and this, in turn, 
restricts the supply of credit, further reinforcing  
the weakness. But 2014 will provide a good opportunity 
to reverse this situation: the banking solidity and stress 
tests (which will actually be carried out by the ECB) 
should serve to strengthen the position of the sector, 
both in terms of effective solvency (by means of 
appropriate recapitalisation) and also transparency.

The second risk factor is related to possible outbreaks of 
tension in the sovereign debt markets. This could occur 
should there be a delay in implementing the structural 
reforms required to correct fiscal imbalances and the loss 
of competitiveness in some countries. Although this has 
been one of the areas in which substantial improvement 
was made in 2013 (a generalised fall in periphery  
risk premia), a weariness with reforms or excessive 
complacency on the part of government authorities 
(both national and European) could bring about a 
recurrence of instability in this area. It is crucial to  
avoid such a mistake.

The road taken towards the progressive normalisation of 
monetary policy in the USA represents a third source of 
financial unrest. After Ben Bernanke’s announcement in 
May concerning the intention to start tapering at the end 
of 2013, the markets became highly unstable, particularly 
visible in the emerging countries but also in the euro 
area. Although the measures adopted by the ECB  
have helped to mitigate the impact of the Fed’s 
«manoeuvring» on EMU interest rates, the risks 
associated with a possible new phase of sharp rises  
in global interest rates cannot be ignored. Although, for 
the time being, the Fed’s announcement that it would 
start tapering as from January 2014 has not caused any 

significant disruption, the ECB must be ready and willing 
to take further action should this be required.

The fourth risk perceived by the ECB is excessive and 
disorderly deleveraging on the part of banks, which 
could be exacerbated if banks from countries 
undergoing adjustments find it difficult to secure 
funding on the capital markets. Fortunately, the 
fragmentation between countries (core versus 
periphery) in terms of the availability and cost of  
credit for individuals and firms has shown some  
signs of improvement over the last few months.  
The progress made in creating a real Banking Union  
has been critical in this respect and will continue to  
be crucial in the future.

In short, the panorama of financial stability has 
improved, the risks are still significant but financial 
authorities and institutions have it within their power  
to neutralise them.

Risks

Current level (colour) and 
changes compared with the 

previous assessment 
(symbol) (*)

Macroeconomic and financial upsets =
Worsening of the sovereign debt 
crisis =

Global financial turbulences

Excessive bank deleveraging. 
Fragmentation

Systemic risk 	 		High
	 		Moderate
	 		Potential    

Note: (*) May 2013.
Source: ”la Caixa” Research, based on ECB data.
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Interest rates (%)

31-Dec 29-Nov Monthly  
change (b.p.)

Year-to-date 
(b.p.)

Year-on-year change 
(b.p.)

Euro

ECB Refi 0.25 0.25 0 –50 –50

3-month Euribor 0.29 0.23 5 10 10

1-year Euribor 0.56 0.50 6 2 2

1-year government bonds (Germany) 0.18 0.09 9 5 5

2-year government bonds (Germany) 0.21 0.12 9 23 23

10-year government bonds (Germany) 1.93 1.69 24 61 61

10-year government bonds (Spain) 4.15 4.12 3 –112 –112

10-year spread (b.p.) 222 243 –21 –173 –173

Dollar

Fed funds 0.25 0.25 0 0 0

3-month Libor 0.25 0.24 1 –6 –6

12-month Libor 0.58 0.58 0 –26 –26

1-year government bonds 0.11 0.12 –1 –3 –3

2-year government bonds 0.38 0.28 10 13 13

10-year government bonds 3.03 2.74 29 127 127

Spreads corporate bonds (b.p.)

31-Dec 29-Nov Monthly  
change (b.p.)

Year-to-date 
(b.p.)

Year-on-year change 
(b.p.)

Itraxx Corporate 70 79 –9 –47 –47

Itraxx Financials Senior 87 97 –10 –54 –54

Itraxx Subordinated Financials 129 146 –18 –107 –107

Exchange rates

31-Dec 29-Nov Monthly  
change (%)

Year-to-date 
(%)

Year-on-year change  
(%)

$/euro 1.374 1.359 1.1 4.2 4.2

¥/euro 144.730 139.220 4.0 26.4 26.4

£/euro 0.830 0.830 0.0 2.3 2.3

¥/$ 105.310 102.440 2.8 21.4 21.4

Commodities

31-Dec 29-Nov Monthly  
change (%)

Year-to-date 
(%)

Year-on-year change  
(%)

CRB Index 456.4 463.2 –1.5 –5.7 –5.7

Brent ($/barrel) 110.8 110.6 0.2 –1.0 –1.0

Gold ($/ounce) 1,205.0 1,251.3 –3.7 –28.1 –28.1

Equity

31-Dec 29-Nov Monthly  
change (%)

Year-to-date 
(%)

Year-on-year change  
(%)

S&P 500 1,848.4 1,805.8 2.4 29.6 29.6

Eurostoxx 50 3,109.0 3,086.6 0.7 17.9 17.9

Ibex 35 9,916.7 9,837.6 0.8 21.4 21.4

Nikkei 225 16,291.3 15,661.9 4.0 56.7 56.7

MSCI Emerging 1,002.7 1,018.3 –1.5 –5.0 –5.0

Nasdaq 4,176.6 4,059.9 2.9 38.3 38.3

KEY INDICATORS
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CURRENT SITUATION • Recovery 
still on track

Global growth is consolidating thanks to good performances 
by the USA and China, the world’s two largest economies. The 
US recovery is getting stronger and the country is facing fewer 
downside risks than a few months ago. China is keeping up a 
robust rate of growth free from inflationary tensions. The 
threats to this positive scenario come from Japan, whose 
growth weakened in spite of its recent exit from deflation, but 
especially from some large emerging economies such as India 
and Brazil with insufficient growth, worrying inflationary 
tensions and large structural imbalances.

UNITED STATES

the recovery will consolidate in 2014, for which we predict 
2.9% growth in GDp, higher than the 1.8% forecast for 2013. 
This acceleration will be helped by improvements in household 
wealth, whose net figure stood at 457% of GDP in 2013 Q3 
after increasing by 31 percentage points compared with the 
same period the previous year. Another factor to take into 
account is that fiscal adjustment will be gentler than in 2013 
and surrounded by less political uncertainty, especially after 
the recent agreement between Democrats and Republicans  
to modulate the effects of the sequester. We also expect 
investment to perform well, which should rise, boosted by 
corporate earnings that are close to an all-time high (12.6%  
of GDP in Q3) and business sentiment (for example, the ISM 
index) also at high levels.

recent indicators point to a relatively strong 2013 Q4 and 
lead us to believe that the effect of the partial federal 
shutdown in October on consumers was less than initially 
estimated. Retail sales were strong in October and November, 
auguring healthy consumer spending figures in the National 
Accounts system. October’s good trade balance and the latest 
consumer confidence survey also suggest an upswing in 
activity. In fact, this pattern had already been observed with 
the upward revision of GDP for Q3 (from the figure of 2.8% 
initially announced to 4.1%), although most was due to a 
larger accumulation of stocks.

the gradual recovery in the housing market is another 
exponent of the strength of the us economy. Many 
indicators point to this: the oversupply of property is 
decreasing, the time required to sell a house has fallen to  
pre-crisis levels, the Case-Shiller index for second-hand homes 
accumulated an appreciation of 13.3% between January 2012 
and September 2013 and, in December, the index for 
construction sector sentiment reached its highest level since 
November 2005.

Employment provided yet another pleasant surprise in 
november, albeit with some provisos. The 203,000 jobs 
created and the drop in the unemployment rate from 7.3%   
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to 7.0% point to the recovery in the labour market picking  
up steam. However, there are two ways of interpreting these 
employment figures. In the short term, the upswing is positive 
and is in addition to other indicators which suggest that 
activity grew in the final part of 2013. However, with a view  
to 2014 and 2015, the expected recovery in the labour market 
is too slow if we take into account the participation rate 
(proportion of employees in relation to the population aged 
16 and over) which, in November, stood at a meagre 58.6%, 
zero improvement since January 2013. In other words, a large 
part of the decrease in the unemployment rate is due to an 
increase in the number of discouraged people leaving the 
labour market (who are not working or looking for work) and 
are therefore no longer counted as unemployed. With the 
current level of discouraged workers, only 814,000 new jobs 
need to be created to reach the unemployment target of 6.5% 
set by the Federal Reserve, in four months’ time at the rate 
achieved last November. But if we include in this target the fall 
in the share of discouraged workers to pre-crisis levels, and 
even taking the ageing population into account, 4.6 million 
jobs would be required, delaying the achievement of this 
target level by almost two years. 

the Fed will start tapering in January 2014 but will keep 
interest rates low until mid-2015. The Fed decided to start 
reducing its asset purchases as from January, lowering its 
monthly level of bond purchases from 85 to 75 billion dollars. 
Its monetary policy will be adjusted in line with macroeconomic 
conditions, taking into account the aforementioned slow 
recovery in employment as well as the absence of inflationary 
tensions. In November, the CPI stood at 1.2% year-on-year, a 
little higher than September’s figure due to the effect of oil, 
while the core CPI, which excludes energy and foods, rose by 
1.7% year-on-year, also a moderate increase.

JAPAN

Growth is losing steam. Japan’s growth in Q3 was revised 
downwards, going from an annualized quarter-on-quarter 
figure of 1.9% to 1.1% and leaving our growth forecast for the 
whole of 2013 at 1.6%. The breakdown by component is not 
encouraging. The drivers of growth over the last few years, 
namely capital goods investment and exports, both 
deteriorated and the decline in exports shown by November’s 
trade balance added to this weakness. Once the initial effect of 
the yen’s depreciation had been overcome, the boost provided 
by the foreign sector seems to have disappeared. Also of note is 
the slowdown in private consumption throughout the year, 
with annualized quarter-on-quarter growth falling from 4.0% 
in Q1 to 0.8% in Q3. This slowdown will force the authorities to 
take fiscal measures to offset the VAT hike planned for April 
2014. In this respect, the Tankan business sentiment index 
improved in Q4, albeit with a drop in expectations for 2014 Q1.

the exit from deflation provides a positive note. November’s 
CPI rose by 1.6% year-on-year and, more significantly, the core 
CPI (without energy or food) rose by 0.5%, the highest figure  
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since August 1998. This provides backing for Abenomics, the 
series of expansionary policies adopted by the Prime Minister 
Shinzo Abe. 

CHINA

China’s business indicators are still robust, undergoing a 
slow transition towards a model of growth with consumption 
playing a larger role. Demand looks healthy, as testified by the 
13.7% increase in retail and consumer goods in November. 
Supply indicators such as the PMI and industrial production 
appeared somewhat more subdued although they still 
performed solidly. The foreign sector also helped to boost 
activity with a notable rise in exports. Urban fixed capital 
investment slowed down but the rate of growth in the 
cumulative figure from January to November was a 
respectable 19.9% year-on-year. Inflationary tensions remain 
contained with the CPI rising by a moderate 3.0% in 
November; excluding foods and energy, this figure falls to 
1.8%. Similarly, the new Prime Minister Xi Jinping seems to be 
more committed to carrying out structural reforms than his 
predecessor, Hu Jintao.

OTHER LARGE EMERGING ECONOMIES

india and Brazil fail to dominate inflationary tensions. In 
India, wholesale prices rose by 7.5% year-on-year in November 
while Brazil’s CPI grew by 5.8%. The need to control inflation 
within a context of slow growth leaves their central banks little 
room to manoeuvre. In this respect, India’s GDP figures for Q3 
came as no surprise, with a 4.8% increase year-on-year that 
leaves our forecast for 2013 at 4.7%, a much lower figure than 
the ones recorded in the non-too distant past. On the other 
hand, Brazil disappointed with a GDP that was down on Q2 
and a poor cumulative figure of 1.8% year-on-year. In the  
final part of 2013, Brazil’s economy should benefit from its 
expansionary fiscal policies and achieve growth of 2.4% for 
the year as a whole. In both cases macroeconomic imbalances, 
both internal and external, are extensive within a context of 
slowness in carrying out reforms.

turkey was surprisingly robust, with its GDP rising 4.4% year-
on-year thanks to an upswing in investment and to 
consumption maintaining its good performance. The activity 
figures, added to October’s CPI of 7.3% which, although within 
a general situation of deceleration is still too high, will require 
fiscal adjustments to be implemented. For its part, Russia is 
going through a slowdown with its GDP rising by just 1.2% 
year-on-year in Q3 (for more details, see the Focus «Russia  
at the crossroads»).
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FOCUS • USA: less fiscal adjustment and uncertainty for 2014

Growth in the US economy will be supported by more 
benign fiscal conditions and a calmer context in terms of 
uncertainty in 2014. In particular, the IMF predicts fiscal 
adjustment of 1.1% of GDP this year, compared with 2.6% 
in 2013. The risk has improved of a political impasse 
preventing an increase in the US debt ceiling (the legal 
limit to the amount of debt the state can take out) given 
the better budget situation and recent agreement 
reached between Democrats and Republicans regarding 
the sequester.

This smaller fiscal adjustment in 2014 can be explained 
both in terms of income and expenditure. In the case  
of income, in 2013 tax revenue was inflated by the non-
recurrent effect of many high-tax households transferring 
earnings from 2013 to 2012 as they expected conditions 
to be unfavourable. This will not be the case in 2014, 
since growth forecasts are significantly higher than in 
2013 (2.9% compared with 1.8%).

In the case of expenditure, the effect of the sequester 
proposed for 2014 will be smaller than in 2013, both due 
to the lower automatic cuts planned and also to the 
agreements that are likely to be reached in order to 
soften these reductions. By way of example, in 
December 2013 the bipartisan committee made up of 
Democratic and Republican leaders agreed to withdraw 
some of the automatic cuts contained in the sequester 
(totalling 63 billion dollars).

In addition to the smaller sequester effect in 2014, we 
should also remember that the reduction in expenditure 
in 2013 was affected by a significant decrease in defence 
spending (6.6%) and in unemployment benefits (24%), 
which we believe to be temporary in both cases. Lastly, 
the federal government shutdown experienced by the 
USA in October adds to the adjustment made in 2013, 
since it entails an additional reduction in public 
expenditure that is more than likely to be offset by 
greater spending in 2014. This could reduce even further 
the adjustment estimated by the IMF for 2014.

Regarding fiscal uncertainty, the debt ceiling, which  
can only be raised on the agreement of both houses  
in Congress, continues to be a risk hovering over the 
country’s finances. This legal limit was created as an 
instrument to control spending but its increase from 
30% of GDP in 1973 to the current level of 100% raises 
doubts concerning its true usefulness.

Undoubtedly, the impossibility of getting any further 
into debt that would be imposed by the debt ceiling 
would have wider consequences than the federal 
government shutdown last October. The federal 
government, forced to keep within its debt limits,  

would have to make drastic cuts in spending. In fact, the 
suspension of the debt ceiling agreed last October will 
come to an end on 7 February 2014. The Treasury has a 
buffer of 200 billion dollars which would give the state 
coffers some leeway until mid-March; in the best of 
cases, up to the beginning of April.

Nonetheless, the negative perception, on the part  
of public opinion, of the political impasse that led to  
last autumn’s shutdown significantly reduces doubts 
regarding the debt ceiling. The surprising speed with 
which the bipartisan committee came to an agreement 
to suspend the sequester last December is the best proof 
that the different parties have realised that, to avoid 
being punished in the political polls, they must act 
quickly and decisively.
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FOCUS • Russia at the crossroads 

Among the emerging economies, Russia’s recent growth 
figures are surprisingly disappointing. Should the IMF’s 
forecasts be accurate, Russia will have grown by a 
meagre 1.5% in 2013. Out of the large emerging 
economies, only Mexico is likely to post less growth for 
the year. This performance raises questions as to the 
country’s economic possibilities, both in the short and 
medium term.

The situation in the short term has been dominated  
by weak exports (hindered by the euro area’s slump in 
demand for energy), by lethargy in public consumption 
and listless private investment. As a result, growth 
declined to 1.2% year-on-year in Q2, with this poor 
figure being repeated in Q3. The fourth quarter does  
not appear to have been much better. However, for 2014 
we expect the euro area’s recovery to revive foreign 
demand in Russia. After the initial boost provided by 
exports would come the turn of investment. Similarly, 
the likelihood of energy commodity prices rising should 
provide considerable support for growth since exports 
of oil, gas and their derivative products account for 17% 
of Russia’s GDP. All this suggests that the economy will 
grow by 3.0% in 2014. In spite of this expected upswing, 
however, our belief is that the Euro-Asian giant will only 
grow on average by 3.4% over the next five years, a 
figure clearly below that of other emerging economies 
and a situation that is also unlikely to change in the next 
two decades. So what factors are responsible for Russia 
lagging behind in a context of a global recovery in 
activity? Although interpretations vary, many agree  
on the need for another wave of structural reforms and 
the effects of a demography in decline.

In the area of reforms, there are two aspects that are 
believed to be crucial. Firstly, to overcome a series of 
bottlenecks in production that have been observed 
since the first decade of the new millennium. To cite a 
particularly significant case: growth in oil extraction 
capacity has slowed down considerably since 2004. This 
means that the country cannot fully take advantage of 
periods when commodity prices are on the rise. Another 
area of deficiency lies in public investment, particularly 
in infrastructures. With regard to the population 
situation, the fundamental problem is that Russia is 
facing a sharp decline in its population, something  
that is not very typical among emerging economies. 
Between 2013 and 2035, Russia will lose 13 million 
inhabitants, close to 9% of its current population, as  
a result of the low birth rate and a positive but small 
migratory balance. Given this situation, by 2015 Russia 
will have missed its so-called «demographic window» 
(when those aged under 15 account for less than 30% of 

the population and those aged over 65 do  
not account for more than 15%). When a country has  
this «window», the population’s production and 
consumption capacity is at a peak in terms of the 
demographic cycle. By way of comparison, another 
emerging country also facing a complicated 
demographic situation, namely China, will not lose  
its «demographic window» until 2025.

To relieve this negative pressure resulting from its 
demographic decline and ageing population, Russia 
would have to speed up its structural reforms to boost 
the recapitalisation of the economy (by improving its 
human and technological capital and infrastructures),  
as well as carrying out changes in the institutional area 
(especially regarding governance, justice and the 
business environment): all seen as recipes to promote 
the constant acceleration of productivity.
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JAPAN
2011 2012 2012 Q4 2013 Q1 2013 Q2 2013 Q3 10/13 11/13

Activity

Real GDP –0.4 1.4 –0.3 –0.1 1.3 2.4 – ...

Consumer confidence (value) 37.7 40.0 40.0 44.1 44.8 44.0 41.2 42.5

Industrial production –2.6 0.2 –6.3 –6.5 –3.1 1.9 5.3 6.4

Business activity index (Tankan) (value) –1.3 –5.0 –12.0 –8.0 4.0 12.0 – 16.0

Unemployment rate (% lab. force) 4.6 4.4 4.2 4.2 4.0 4.0 4.0 4.0

Trade balance (1) (% GDP) –0.6 –1.4 –1.4 –1.7 –1.9 –2.1 –2.2 –2.3

Prices

Consumer prices –0.3 0.0 –0.2 –0.6 –0.3 0.9 1.1 1.6

Underlying consumer prices –1.0 –0.6 –0.5 –0.8 –0.4 0.0 0.3 0.5

Note: (1) Cumulative figure over last 12 months.
Source: ”la Caixa” Research, based on data from the Communications Department, Bank of Japan and Thomson Reuters Datastream.

UNITED STATES
2011 2012 2012 Q4 2013 Q1 2013 Q2 2013 Q3 10/13 11/13 12/13

Activity

Real GDP 1.8 2.8 2.0 1.3 1.6 2.0 – ... ...

Retail sales (without cars or petrol) 5.4 4.9 4.3 3.7 4.2 4.0 4.3 4.5 ...

Consumer confidence (value) 58.1 67.1 70.4 62.8 75.1 81.0 72.4 70.4 78.1

Industrial production 3.4 3.6 2.8 2.4 2.0 2.5 3.4 3.2 ...

Manufacturing activity index (ISM) (value) 55.2 51.7 50.6 52.9 50.2 55.8 56.4 57.3 ...

Housing starts (thousands) 611.9 783.2 896 957 869 882 889 1.091 ...

Case-Shiller repeat sale price (value) 140.0 141.3 145 150 157 161 161 ... ...

Unemployment rate (% lab. force) 8.9 8.1 7.8 7.7 7.6 7.3 7.3 7.0 ...

Employment-population ratio (% pop. > 16 years) 58.4 58.6 58.7 58.6 58.6 58.6 58.3 58.6 ...

Trade balance (1) (% GDP) –3.6 –3.3 –3.3 –3.1 –3.0 –2.9 –2.9 ... ...

Prices

Consumer prices 3.2 2.1 1.9 1.7 1.4 1.6 1.0 1.2 ...

Underlying consumer prices 1.7 2.1 1.9 1.9 1.7 1.7 1.7 1.7 ...

Note: (1) Cumulative figure over last 12 months.
Source: ”la Caixa” Research, based on data from the Department of Commerce, Department of Labor, Federal Reserve, Standard & Poor’s, ISM and Thomson Reuters Datastream.

 
CHINA

2011 2012 2012 Q4 2013 Q1 2013 Q2 2013 Q3 10/13 11/13

Activity

Real GDP 9.3 7.7 7.9 7.7 7.5 7.8 – ...

Retail sales 17.1 14.3 14.9 12.3 12.5 12.8 13.3 13.7

Industrial production 13.7 10.0 10.0 9.6 9.1 10.1 10.3 10.0

PMI manufacturing (value) 51.4 50.8 50.5 50.5 50.5 50.8 51.4 51.4

Foreign sector

Trade balance (1) (value) 154 231 231 274 272 254 253 267

Exports 20.2 8.0 9.5 18.4 3.9 3.9 5.6 12.7

Imports 25.0 4.3 2.8 8.3 5.0 8.4 7.6 5.3

Prices

Consumer prices 5.4 2.7 2.1 2.4 2.4 2.8 3.2 3.0

Official interest rate (2) (value) 6.56 6.00 6.00 6.00 6.00 6.00 6.00 6.00

Renminbi per dollar (value) 6.5 6.3 6.2 6.2 6.2 6.1 6.1 6.1

Notes: (1) Cumulative balance over last 12 months. Billion dollars. (2) End of period.
Source: ”la Caixa” Research, based on data from the National Bureau of Statistics and Thomson Reuters Datastream.

KEY INDICATORS
Year-on-year change (%), unless otherwise specified
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CURRENT SITUATION • Recovery 
underway and advances  
in the banking union

the panorama of a slow recovery for the whole of the euro 
area has been confirmed. The latest confidence figures still 
point to recovery and the main factors that could add 
downside risks to the region’s growth seem to be under 
control and are gradually diminishing. European authorities 
continue to make progress towards the banking union, which 
might encourage more credit to flow in the private sector and 
help to reduce the financial fragmentation between the 
periphery and core. Mediterranean Europe is making headway 
with its fiscal consolidation and correction of imbalances with 
increasingly less pressure on the part of European authorities, 
which will help their short-term growth. All this within a 
context of expansionary monetary policy that is helping to 
maintain an accommodative financial environment, although 
the US Federal Reserve had already announced it would start 
to reduce its bond purchases in January, while keeping 
interest rates low.

Domestic and foreign demand have swapped roles.  
The 0.1% moderation in GDP has been confirmed for Q3 
(compared with 0.3% in Q2). The publication of contributions 
to this growth reveal the good performance by domestic 
demand thanks to investment (up by 0.4% quarter-on-
quarter) and public consumption (0.2% quarter-on-quarter). 
This improvement contrasts with the dip in foreign demand, 
which has been the driving force behind the exit to the 
recession until now. This slowdown in net exports has 
occurred due to a reduction both in exports and imports. 
However, it is worth noting that the slump in exports has  
been more pronounced, partly because the euro is now more 
expensive compared with the rest of the currencies.

Confidence indicators are in line with moderate growth.  
In November, the economic sentiment indicator published  
by the European Commission maintained its upward trend 
started a year ago, reaching the same level as in the summer 
of 2011. The dynamism of German confidence and gradual 
improvement in the peripheral economies lie behind this 
trend. The index for France, however, fell for the first time  
since the start of 2013, revealing the weakness of the French 
economy. The message that can be inferred from the PMI data, 
another business sentiment indicator, is along the same lines: 
the composite PMI for the euro area rose to 52.1 points in 
December (compared with 51.7 in November), boosted mainly 
by the increase in the manufacturing index, up by 1.1 points, 
unlike confidence in the services sector which fell slightly  
for the third month in a row. The improvement in activity is 
supported by Germany’s good performance, contrasting with 
the downward trend of France whose composite PMI has been 
in the zone of economic contraction for two consecutive 
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months (see the Focus «Differences in the core of the euro 
area»). Nevertheless, in aggregate terms the PMI is still in 
expansionary terrain (above 50 points), confirming that the 
euro area’s recovery is consolidating slowly, albeit at different 
speeds and with Germany leading the recovery.

Activity figures are also encouraging for Q4. The data 
published for Q4 continue to show an underlying positive 
trend. In October, the euro area’s industrial production 
advanced by 0.2% year-on-year, a clearly higher level than  
in Q3. This trend can be seen in the main countries of the  
euro area. Particularly noteworthy is the progress made by 
Germany, namely 1.1% year-on-year, as well as the significant 
improvement in Spain and Italy, which are still in negative 
terrain but much less so than a few months ago. The trend  
in retail and consumer goods is also relatively favourable. In 
October these increased by 0.3% year-on-year for the whole  
of the euro area. The improvement occurring in Spain is also 
particularly notable in this case, going from a year-on-year 
change of –12% at the beginning of year to higher than  
–2% in October. In short, if we also take into account the 
confidence indicators for Q4 for the euro area as a whole,  
all the evidence seems to suggest that there will be a slight 
improvement for the end of 2013.

Job losses seem to have bottomed out and prices are 
starting to rise, albeit moderately. Employment figures  
for Q3 show some stabilisation compared with the previous 
quarter, now posting two consecutive quarters without job 
losses. This, together with the gradual economic recovery, 
points to the net creation of jobs being imminent. Looking  
at the trends by country, Germany continues to create 
employment at a moderate rate (0.2% quarter-on-quarter in 
Q3 compared with 0.1% in Q2) and France has not lost any 
jobs for the last three quarters in a row. However, what is  
most notable are the figures for the periphery countries,  
some of which are starting to create employment at quite a 
considerable rate, as is the case of Ireland (1.1% in Q3) and 
Portugal (1.2% in Q3). With a labour market that is still weak, 
the pressure on prices is downwards. In November, inflation 
for the euro area as a whole stood at 0.9% year-on-year 
compared with 0.7% the previous month. The increase in 
inflation has been widespread in most countries of the euro 
area, due largely to the smaller deceleration in energy prices 
compared with the previous year. Nonetheless, with the 
labour market stabilising and the gradual improvement in 
domestic demand, we expect prices to continue rising, albeit 
moderately (see the Focus «Outlook of moderate inflation  
in the euro area»).

the path of fiscal consolidation eases in 2014. Between 
2010 and 2012, the countries of the euro area made a 
significant fiscal effort to contain, as far as possible, the rise  
in public debt. In the budgets for 2014 we can observe,  
in general, a reduction in the fiscal effort planned by the 
periphery countries. Fiscal policy also appears to be focusing 
more on public spending cuts than on boosting revenue, as 
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had been the case to date. All this will help to consolidate  
the recovery.

the periphery countries join the economic recovery. The 
correction of imbalances in the peripheral economies has not 
only occurred at the level of national account sustainability 
but highly significant advances have also been made in terms 
of external imbalances, gains in competitiveness and private 
sector deleveraging. The most outstanding case is Ireland, 
which, in December, successfully completed its bail-out 
programme financed by the troika. Similarly, the first few 
weeks of January will also see the end of the recapitalisation 
programme for Spain’s banks and, if everything goes as 
planned, Portugal will complete its bail-out programme  
in June. Although in this last case there are still important 
questions to be resolved, the sovereign debt crisis does seem 
to be coming to an end, albeit little by little.

the economic and financial environment for banks is still 
challenging. Although the financial sector of many euro area 
countries has already been rectified or is in the process of 
being sorted out, the operational environment is still stressed, 
weakening banks’ profitability. Given this situation, it is 
important to note that, in the last few months, banks have 
started to speed up the rate at which they are returning their 
three-year refinancing loans (LTROs) granted by the ECB. 
Banks are also starting to prepare their balance sheets for  
the stress tests that will be carried out throughout 2014, 
constituting the starting point for the first pillar of the  
banking union, namely the single banking supervisor.

Decisive advances in the strengthening of monetary union 
via a fundamental pillar: banking union. In December, the 
European Council ratified the agreement reached by the 
Economic and Finance Ministers of the European Union 
(ECOFIN) on the Single Resolution Mechanism for banks  
(SRM). This agreement determines when the SRM will come 
into force, who will take the decisions and the main features  
of the common fund that will be set up to help those banks 
with solvency difficulties. In the end, the agreement reached 
has left in the hands of the Member states the final decision  
of whether to wind up a bank or resort to the common fund  
to finance bankruptcies and restructuring. This common fund 
will consist of 55 billion euros, provided by the financial 
institutions themselves between 2016 and 2026. Spain’s banks 
are expected to provide 8.5 billion euros. Although this still 
lacks final approval from the European Parliament, which  
has expressed misgivings regarding the agreement reached,  
no significant changes are expected.
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FOCUS • Differences in the core of the euro area

The euro area has presented positive quarter- 
on-quarter GDP growth for the last two quarters.  
Six quarters after the economy entered a double-dip 
recession, it appears to have finally got back onto the 
road to recovery. However, this aggregate growth at  
the level of the euro area conceals differences, not only 
between the core and periphery but also between two 
large countries: Germany and France. The quarter-on-
quarter growth rate shown by both countries over the 
last two quarters is not very different, 0.4% on average  
in Germany compared with 0.2% in France, but several 
indicators point to this gap continuing over the coming 
quarters or even increasing.

One of the indicators raising questions is the PMI, usually 
a highly reliable predictor of the short-term trend in GDP. 
While in Germany this has consolidated at levels clearly 
above 50 points, as from which positive growth rates are 
normally recorded, in France it has notably slumped over 
the last few months. Consequently, the differences in 
growth rates between both countries look very likely  
to, at least, continue in 2013 Q4.

Beyond this short-term trend, structural indicators for  
the two economies, both macroeconomic and those 
concerning the economic environment, show notable 
differences which suggest that the paths taken by these 
two economies might diverge considerably over the 
coming years. The recent trend in key macroeconomic 
indicators is highly revealing. While Germany has already 
passed its pre-crisis level of GDP, France is still slightly 
below this level. Significant differences can also be seen 
in the labour market. Germany’s unemployment rate is 
lower than France’s and the latest data do not point to 
this gap narrowing in the near future. The performance 
by each country’s foreign sector also differs greatly. 
German exports have remained strong over the last  
few years with an average annual growth rate of 7.7% 
between 2010 Q1 and 2013 Q3. In France, however,  
this growth rate has remained at 4.6%. The greater 
internationalisation of the German economy and the 
comparative trend in labour costs in both countries  
(see the enclosed table) lead us to believe that this 
difference could continue over the coming quarters.

Those indices that attempt to measure the state of  
the economic environment, on the other hand, tend to 
reflect an economy’s underlying trends and are therefore 
usually a good indicator of its long-term growth capacity. 
The competitiveness index calculated by the World 
Economic Forum is very useful in this respect. Germany  
is in a better situation in five of the most relevant areas: 
differences in infrastructures and technological capacity 
are less marked while the greatest discrepancies can be 

found in institutions, labour market efficiency and, to  
a lesser extent, innovation. The good news for France is 
that such differences can be resolved through structural 
reforms. However, the lack of political and social will  
to carry these out does not encourage optimism.
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Structural differences between Germany  
and France

Macroeconomic indicators Germany  France 

GDp 
GDP compared with pre-crisis peak(*) 102.6 99.7

unemployment rate 
Average for the last 3 years

6.2 9.9

Fiscal balance 
% GDP, 2012

0.1 –4.8

Exports(**)

Average 2010 Q1-2013 Q3 (var. %)  
7.7 4.6

unit labour cost
Nominal change in the last 10 years (%)

7.6 20.9

Indicators of the economic environment(***)

infrastructures 3 4

technological capacity 14 17

innovation 4 19

institutions 15 31

Labour market efficiency 41 71

Notes: (*) Pre-crisis peak = 100.
(**) Exports of goods and services in real terms.
(***) Position in the competitiveness index ranking produced by the WEF.
Source: ”la Caixa” Research, based on data from Eurostat and the World Economic Forum.
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FOCUS • Outlook of moderate inflation in the euro area

At the November meeting of the ECB Governing Council, 
Mario Draghi surprisingly announced a cut in the 
reference interest rate. The euro area’s rate of inflation 
has been on a downward slide over the last few months, 
in fact standing at 0.9% in November, far from the  
ECB’s own target of 2%. Although long-term inflation 
expectations remain firmly anchored, Mario Draghi 
stressed there was the risk of the euro area seeing a 
prolonged period of low inflation. Will this come about?

One relatively simple way to determine the likelihood  
of the euro area entering a long period of low-level 
inflation, or even deflation, is by using an index(1) that 
summarises the economic conditions under which, 
historically, such episodes have occurred. Certainly, as 
can be seen in the first graph, this index has crossed the 
line as from which the risk of deflation is high. Moreover, 
if we extrapolate the trend in this index in accordance 
with our projected scenario for the next two years, the 
deflation risk index falls but remains above its average 
level for the last two years. It therefore appears that the 
ECB’s concern is well-founded; the risk of deflation is 
small but the euro area will probably enter a period 
during which inflation will remain low.

One of the main reasons for price variations staying at a 
low level over the coming years is the euro area’s surplus 
installed capacity. As can be seen in the third graph, the 
euro area’s GDP is clearly below its potential, relieving 
pressure on prices. Moreover, although it is true that the 
recovery will progressively reduce the gap between GDP 
and potential GDP, this looks like happening very 
gradually. Another of the factors that will help pressure 
on prices to remain contained are the improvements in 
price competitiveness being carried out by the periphery 
countries. These are the ones that had traditionally 
pushed the inflation rate up but, provided they continue 
to improve in terms of competitiveness, over the coming 
years they will actually push inflation down.

In this respect, it is important to note that, for countries 
such as Spain which are undergoing significant 
adjustments in competitiveness, the European situation 
is a considerable handicap. As can be seen in the same 
graph, the gap between current and potential GDP is 
wider in Spain than in the euro area, so that inflation  
will probably be lower. It is therefore important for the 
ECB to employ all the instruments within its reach to 
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return inflation to at least 2% since the inflation rate for 
the euro area as a whole will ultimately be determined  
by monetary conditions.

(1) The indicator used contains information from price indices, financial and 
credit indicators, activity indicators and monetary aggregates. For more 
information see «Gauging Risks for Deflation», Decressin J. and Laxton D., 
IMF staff positive note, 2009 or «Deflation: Determinants, Risks, and Policy 
Options», Kumar et al, IMF Occasional Paper 221, 2003.
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activity and employment indicators
Values, unless otherwise specified

2011 2012 2012 Q4 2013 Q1 2013 Q2 2013 Q3 10/13 11/13 12/13

Retail sales (year-on-year change) –0.3 –1.7 –2.6 –2.0 –0.8 –0.2 –0.1 ... ...

Industrial production (year-on-year change) 3.5 –2.5 –3.2 –2.3 –1.0 –1.1 0.2 ... ...

Consumer confidence –14.5 –22.3 –26.2 –23.7 –20.9 –16.0 –14.5 –15.4 –13.6

Economic sentiment 101.8 90.4 86.8 90.1 89.8 94.9 97.7 98.5 ...

Manufacturing PMI 52.2 46.2 45.9 47.5 47.9 50.9 51.3 51.6 ...

Services PMI 52.6 47.6 46.9 47.6 47.5 50.9 51.6 51.2 ...

Labour market

Employment (people) (year-on-year change) 0.3 –0.7 –0.7 –1.0 –1.0 –0.8 – ... –

Unemployment rate: euro area  
(% labour force)

10.2 11.4 11.8 12.0 12.1 12.1 12.1 ... ...

Germany (% labour force) 6.0 5.5 5.4 5.4 5.3 5.3 5.2 ... ...

France (% labour force) 9.6 10.3 10.6 10.8 10.8 11.0 10.9 ... ...

Italy (% labour force) 8.4 10.7 11.3 11.8 12.1 12.3 12.5 ... ...

Spain (% labour force) 21.7 25.1 26.1 26.4 26.5 26.6 26.7 ... ...

Source: ”la Caixa” Research, based on data from the Eurostat, European Central Bank, European Commission and Markit.

Foreign sector
Cumulative balance over the last 12 months as % of GDP of the last 4 quarters, unless otherwise specified

2011 2012 2012 Q4 2013 Q1 2013 Q2 2013 Q3 10/13 11/13

Current balance: euro area 0.1 1.5 1.5 1.8 2.1 2.3 2.4 ...

Germany 6.2 7.0 7.0 6.9 7.0 7.0 7.1 ...

France –1.8 –2.2 –2.2 –2.1 –1.7 –1.6 –1.6 ...

Italy –3.1 –0.4 –0.4 0.1 0.3 0.6 0.8 ...

Spain –3.8 –1.1 –1.1 –0.2 0.4 0.7 0.8 ...

Nominal effective exchange rate (1) (value) 103.4 97.9 97.9 100.7 100.8 101.9 102.8 102.6

Note: (1) Weighted by flow of foreign trade. Higher figures indicate the currency has appreciated. 
Source: ”la Caixa” Research, based on data from the Eurostat, European Commission and national statistics institutes.

Financing and deposits of non-financial sectors
Year-on-year change (%), unless otherwise specified

2011 2012 2012 Q4 2013 Q1 2013 Q2 2013 Q3 09/13 10/13

Private sector financing

Credit to non-financial firms (1) 2.0 –0.3 –1.5 –1.4 –2.2 –2.8 –2.8 –2.9

Credit to households (1) (2) 2.7 1.2 0.7 0.4 0.3 0.3 0.3 0.3

Interest rate on loans to non-financial  
firms (3) (%)

2.8 2.4 2.2 2.1 2.2 2.2 2.2 ...

Interest rate on loans to households for 
house purchases (4) (%)

3.3 3.1 2.9 2.9 2.9 2.8 2.8 ...

Deposits

On demand deposits 1.4 4.1 7.2 8.0 9.4 7.7 7.4 7.2

Other short-term deposits 2.6 2.0 1.9 1.0 0.1 0.2 0.1 –1.2

Marketable instruments –5.5 0.5 –3.2 –9.7 –15.5 –17.2 – 17.6 –17.9

Interest rate on deposits up to 1 year 
from households (%)

2.6 2.8 2.7 2.4 2.1 1.8 1.7 ...

Notes: (1) Data adjusted for sales and securitization. (2) Including NPISH. (3) Loans of more than one million euros with a floating rate and an initial rate fixation period of up to one year. 
(4) Loans with a floating rate and an initial rate fixation period of up to one year.
Source: ”la Caixa” Research, based on data from the European Central Bank.

KEY INDICATORS
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CURRENT SITUATION • 2014: 
consolidation of the economic 
revival

the spanish economy took its leave of 2013 with data that 
encourage optimism. High frequency indicators for 2013 Q4 
have confirmed the growth starting the previous quarter and, 
in fact, point to some acceleration in the rate of growth for 
economic activity in the final part of the year. Our forecast is 
along these lines: we expect GDP to grow by 0.2% quarter-on-
quarter in 2013 Q4, 0.1 percentage points above the figure  
for the previous quarter. This forecast might even be bettered 
thanks to the dynamism shown by domestic demand over the 
last few months. Part of this upswing is the result of temporary 
factors such as the improved prospects for the short and 
medium term, so we have kept our growth forecast for 2014 
as a whole at 0.8% year-on-year, rate that has not been 
reached since 2008. This is therefore an encouraging scenario. 
2014 promises to be a crucial year to underpin the pillars 
required to support Spain’s future economic growth.

Confidence increases in the improvement of the spanish 
economy. The recent double-dip recession means that caution 
is required when evaluating the factors that lie behind the 
recovery. However, the risk of another relapse seems limited. 
Unlike in 2011, the reforms adopted over the last few years  
are helping to restore confidence in growth that is sustainable 
over the long term. A perception that has become stronger  
as significant progress has been seen in correcting the 
macroeconomic imbalances present at the start of the crisis. 
This is reflected in the improvement, in the second half of 
2013, of the forecasts by the consensus of analysts with regard 
to growth in 2014 (from an annual figure of 0.2% in August  
to 0.6% in December). However, efforts must continue on the 
reform front. The agenda of reforms agreed with the European 
Commission last year involve the adoption of further measures 
in 2014 Q1 and, moreover, the list of tasks still pending may 
get longer in the exhaustive report to be presented by the 
European Commission in April.

rebalancing the supports for growth: domestic demand 
continues to gain ground. In 2014 the growth in activity will 
be supported by a gradual improvement in domestic demand 
as well as by the foreign sector. On the one hand, private 
consumption continues to improve. Retail sales maintained 
their upward trend in November and returned to positive 
terrain with a growth rate of 2.8% year-on-year. The 
improvement in expectations regarding the labour scene 
reinforces this trend. On the other hand, supply indicators 
show a revival in industrial activity which consists of further 
advances in investment. In this respect, of note is the 
improvement observed in production capacity utilization 
since 2013 Q2. At the end of year, this had already reached 
75.4% of the total capacity, coming close to its historical 
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average (slightly above 80%). The contribution of domestic 
demand to GDP growth therefore seems guaranteed.

A change in trend in the labour market is increasingly 
imminent, which will help to boost private consumption. 
Consumer expectations regarding the unemployment trend 
over the coming months have improved significantly, which 
might have resulted in decisions to consume that had been 
postponed until now. According to our forecasts, net 
employment will be created again in 2014, with a 0.3% annual 
increase in the number of employees, something that hasn’t 
been seen since 2007. The data available for 2013 Q4 are in 
line with this scenario. Although November is usually a month 
with net job losses, in 2013 the number of people registered 
as employed with Social Security posted its smallest decrease 
for the last three years (down by 66,800 people compared 
with October), indicating that the labour market is stabilising 
somewhat. However, this further improvement must be 
examined carefully as it is partly due to the rise in the number 
of registered workers in non-market sectors (those that make 
up the public sector). With a view to 2014, the government 
has passed new labour measures aimed at improving the 
flexibility of the labour market (see the Focus «Job creation  
in Spain is near at hand»).

the upswing in domestic demand allays risks of deflation. 
Inflation returned to positive terrain in November (going from 
–0.1% in October to +0.2%), putting an end to the downward 
slide starting in July. This change in trend is largely due to  
an improvement in domestic demand and the diminishing 
downward pressure exerted by energy prices, two factors  
that are very likely to continue over the coming months.  
That is why we expect inflation to remain in positive terrain  
in December 2013 and rise further in 2014, placing inflation  
at 1.0% in December (0.8% on average for the year).

the export sector will continue to drive the economy in  
2014. In the last five years, Spain’s economy has completed 
one of the biggest adjustments in external imbalances of all 
the euro area countries, going from a current account deficit 
of 10.6% in 2008 Q2 to a surplus of 0.7% in 2013 Q3. This 
correction has been possible thanks both to the good 
performance by exports and the weakness in imports. As 
domestic demand gains ground, the rate of improvement  
in the trade surplus is expected to wane but this process does 
not appear to have come to an end as yet. In October imports 
grew again for the second consecutive month (+1.1% year-on-
year) while exports saw their rate of growth fall significantly 
(1.8% year-on-year compared with 4.4% in Q3), hindered  
by weak sales outside the euro area (especially towards the 
United States, Russia and China, with year-on-year falls of 
16.8%, 10.0% and 8.2%, respectively). However, we believe 
this slump in non-EU trade is temporary and expect exports’ 
rate of growth to rally over the coming months. The 
improvement in industrial orders from outside the euro area  
in the month of October (namely 5.5% year-on-year) supports 
this scenario.
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private sector deleveraging continues to reduce bank credit 
and limits the capacity for domestic demand to grow. In 
October, the credit squeeze held steady at 13.0% year- 
on-year while the NPL ratio rose once more, up to 13.0%  
(0.3 percentage points more than in September). A breakdown 
of the data for 2013 Q3 shows that, although this drop is 
widespread in all sectors, it affects property development and 
construction to a greater extent (partly due to the accounting 
effect produced by transferring assets to the Sareb). In spite  
of this trend, the gradual recovery in the economy should help 
to bring about, albeit little by little, a shift in the trend for 
credit, with its rate of contraction diminishing as 2014 
progresses. This change will also be helped by the 
improvement in funding experienced by Spain’s banking 
system, to some extent the result of the adjustments carried 
out over the last few years and which has allowed the troika  
to bring its bank bail-out programme to an end.

initial signs of stabilisation in the real estate market. 
Whereas house sales were the first to show signs of having 
bottomed out, it is now the turn of prices, starting to show 
signs of having corrected a large part of the imbalance 
generated before the outbreak of the recession, with an 
adjustment that comes to around 30% in nominal terms 
(larger or smaller depending on the source used). Indicators 
published in the last few months confirm that prices will soon 
stabilise: according to the INE, house transaction prices rose by 
0.7% quarter-on-quarter in 2013 Q3. The valuation price series 
(from the Ministry of Public Works) is lagging a little behind, 
still falling by 0.5% quarter-on-quarter in the same period. 
Although we cannot completely rule out any increase in the 
coming quarters, the weakness of demand factors (both 
demographic and economic) mean that house prices are likely 
to continue falling in 2014.

the slight deviation from the public deficit target that may 
occur in 2013 does not mean that 2014’s target will not be 
reached. The consolidated figures for the fiscal balance in Q3 
show no adjustment in the deficit in the first nine months of 
the year (the cumulative deficit for this period was 4.6% of 
GDP, 0.3 percentage points more than in the same period of 
2012). This deterioration can particularly be explained by the 
increase in the central government balance sheet. The data 
available for Q4 warn of a possible deviation from the deficit 
target for 2013 (set at 6.5% of GDP), particularly by the central 
government balance sheet which, in November, posted a 
deficit of 4.0% of GDP, 0.2 percentage points above the target 
set for the year as a whole. Nonetheless, this deviation does 
not mean that 2014’s target will not be reached, namely 5.8% 
of GDP. This scenario is partly supported by the drop in the risk 
premium over the last few months, falling below 230 basis 
points in December. This trend has reduced the average 
financing cost of the public debt portfolio to 3.7%.
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Credit and non-performing loans by segment  
in 2013 Q3
(Million euros and %)

Balance 2013 Q3 Year-on-year change NPL ratio

Households-housing 610,497 –4.5 5.4

Households-consumption 113,822 –11.3 10.7

Productive activities 713,773 –19.5 19.8

Construction 62,934 –28.3 31.1

Development 195,083 –30.4 33.7

Services 318,775 –12.2 12.3

Industry 118,251 –12.5 12.6

Agriculture 18,731 –10.2 12.8

total 1,481,344 –13.0 12.7

Source: ”la Caixa” Research, based on data from the Bank of Spain.
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FOCUS • Domestic demand is starting to wake up

The Spanish economy fulfilled projections and got back 
on the road to growth in 2013 Q3. Less expected was  
that domestic demand would become the driving force 
behind activity in this period: the rise in consumption 
and investment in capital goods contributed 0.3 
percentage points to quarter-on-quarter growth in  
GDP. Judging by the trend in key activity indicators, this 
positive contribution by domestic demand will gradually 
consolidate over the coming quarters.

The capacity of domestic demand to recover depends 
partly on household deleveraging and an analysis of their 
accounts illustrates this fact. Between 2000 and 2007,  
the indebtedness of households helped cover those 
needs in consumption and investment (generally 
residential) which could not be met either by the 
resources generated via wages or other income (such as 
interest) or via savings accumulated in previous years. By 
way of example, the increase in household debt in 2007  
(+97 billion euros) helped to finance a significant 
proportion of its demand. In the last few years this 
situation has been the opposite. The deleveraging 
process, together with the squeeze on wages, has 
reduced the resources available to households for 
consumption and investment.

The impact of deleveraging can also be seen on non-
financial firms, which started to significantly reduce  
their liabilities after a period of dramatic increases in 
debt. Improved earnings and a reduction in financial 
assets have partly helped to offset of this effect though 
not entirely, so corporate investment fell substantially, 
also weakening economic growth.

At present, although the private sector is still immersed 
in a significant deleveraging process, some signs can be 
seen that suggest pressures on economic growth are 
starting to abate. One factor exemplifying this is the 
contraction in the financial burden of Spanish firms 
which, in 2013, fell below the levels recorded before the 
recession. This is helping investment in capital goods to 
pick up, already accumulating three consecutive quarters 
of growth.(1) In the case of households, although the 
interest burden is still above its historical average, this 
has also shown a downward trend over the last few 
months: considerable points of support for a domestic 
demand that will gradually help Spain’s economy to 
consolidate its revival.
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FOCUS • Job creation in Spain is near

The data for activity in the last few months have been 
encouraging and the quarter-on-quarter change in GDP 
for 2013 Q3, which was positive after nine quarters of 
negative figures, was especially relevant. What is most 
important, however, is the fact that the underlying trend 
that the Spanish economy has finally taken up is clearly 
positive. Given this situation, the natural question to ask 
now is: when will jobs start to be created?

According to the latest figures from the National Accounts 
system, in 2013 Q3 the year-on-year change in the 
number of employees in terms of full-time equivalent 
jobs was –3.2%. It might therefore seem that any recovery 
in employment is still a long way off. But, in fact, the 
figures for Social Security contributions in the last two 
months have improved considerably: in November, the 
year-on-year change in the number of workers registered 
with Social Security was –1.4%, 1.9 p.p. above the figure 
for 2013 Q3. Should this trend continue, 2014 Q2 could 
well see a slightly positive year-on-year rate of change  
in employment.

Comparing the number of employees in one quarter with 
those in the same quarter the previous year helps us to 
examine the trend in employment without the strongly 
seasonal nature of the labour market distorting our 
analysis. However, it does not reveal any short-term 
changes in trend. To do so, the seasonally adjusted  
series must be used and, in this case, the news is more 
encouraging: in 2013 Q4, the seasonally adjusted  
quarter-on-quarter change in employment might  
already be slightly positive.

In the Focus «Job creation will come at differing speeds», 
published in last November’s Monthly Report, we 
commented that, in general, the quarter-on-quarter 
growth rate required in GDP for the Spanish economy  
to generate employment is between 0.3% and 0.4%.  
Our forecast scenario provides 0.2% quarter-on-quarter 
growth in GDP in 2013 Q4, although we cannot rule  
out this being slightly higher. Moreover, the strong 
containment in employment seen over the last few  
years, together with the notable recovery in confidence 
occurring the past few months, might have helped  
to speed up improvements in the labour market.

In any case, irrespective of the exact month or quarter to 
see the first positive growth rates in employment, all the 
evidence suggests that this is near. However, it is also true 
that employment’s recovery will probably be slow. The 
deleveraging process, both public and private, and the 
adjustment pending in the real estate sector will not 
allow the economy to quickly reach growth rates close  
to its potential. The OECD has called for additional efforts  

to be made in order to minimise the impact of a slow 
recovery in the labour market and maximise its capacity 
to recover. Specifically, it has recommended a further  
cut in dismissal costs and an improvement in active 
employment policies. Along these lines, the government 
has passed new measures to make part-time contracts 
easier, cut the number of employment contracts  
(from forty-two to four) and modified the Social Security 
mutual fund system to guarantee its transparency and 
reduce unjustified absenteeism.
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Spanish exports have been the main pillar of the 
economic recovery. However, the figures from the 
National Accounts for 2013 Q3 show that there has been  
a substantial deceleration: exports are still growing but  
at a slower rate. Specifically, in the first half of 2013,  
the year-on-year change in goods exports was 8.0%  
in nominal terms, while in Q3 growth has only been  
4.4%. Thus, should we be worried?

The countries of the euro area are the main trading 
partners of Spain: 49% of the goods exported are 
destined for these countries. Therefore, an initial 
hypothesis is that the euro area’s recovery has not been 
enough to maintain the dynamism of exports once these 
have recovered their pre-crisis volumes. However, this 
does not appear to be the case. In fact, exports to the 
euro area accelerated in Q3. Therefore, the explanation 
for this lower growth in exports must lie outside the euro 
area, the growth rate  in Q3 being only 1.0% compared  
to the 13.9% year-on-year of the first semester.

We should therefore analyse in more detail the trend in 
exports towards some of Spain’s main trading partners 
from outside the euro area: namely the United Kingdom, 
USA and China. These three countries account for 13%, 
7% and 3% of goods exported outside the euro area, 
respectively. Growth in exports towards each of these 
three countries fell in Q3. The change in trend in exports 
to China was smaller while that of exports to the United 
Kingdom was somewhat more significant. However, the 
biggest change was in the exports to the USA, which 
grew by 5.1% in nominal terms during the first half of  
the year but fell by 12.1% in 2013 Q3. This shift in the 
trend of exports to the USA explains 17% of the drop  
in growth in Spanish exports between the first half  
of 2013 and 2013 Q3.

To determine whether this fall in Spanish exports to the 
USA is a a cyclical or strucutural issue, we must analyse  
the behaviour of US imports. As can be seen in the  
figure below, the USA’s global imports fell during the  
first half of 2013 but picked up again in Q3. Therefore,  
this evidence suggests that the fall in Spanish exports  
to the USA is a cyclical problem, probably associated  
with the basket of goods exported to the USA which, 
after growing strongly in the first half of the year, has 
now eased off. This hypothesis becomes even more likely 
when we realise that the growth in exports from Germany 
to the USA increased from 4.3% in the first half of the 
year to 7.0% this quarter. It is also important to note that 
growth in French exports speeded up too, specifically 
from 2.4% to 12.8%.

FOCUS • Spanish exports take a breather
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activity indicators

2011 2012 2012 Q4 2013 Q1 2013 Q2 2013 Q3 10/13 11/13

Industry

Electricity consumption –0.9 –2.2 –2.5 –3.4 –1.5 –2.0 –1.2 ...

Industrial production index  –1.4 –6.6 –7.2 –4.0 –2.5 –0.7 –0.7 ...

Indicator of confidence in industry (value) –12.5 –17.5 –17.9 –15.9 –15.4 –12.8 –14.2 –11.7

Manufacturing PMI (value) 47.3 43.8 44.5 45.7 47.6 50.5 50.9 48.6

Construction

Building permits –13.5 –42.7 –43.5 –28.0 –27.2 –23.6 –7.0 ...

House sales –18.1 –8.7 3.5 7.9 0.6 –9.7 –10.0 ...

Services

Foreign tourists 6.1 2.0 –1.2 1.8 5.3 4.9 6.9 9.3

Services PMI (value) 46.5 43.1 42.6 45.7 46.5 49.3 49.6 51.5

Consumption

Retail sales –5.4 –7.2 –10.2 –8.5 –5.0 –1.8 –0.6 2.8

Car registrations –14.5 –13.5 –21.6 –11.1 2.5 8.3 34.4 15.1

Consumer confidence index (value) –17.1 –31.7 –37.8 –32.6 –28.7 –20.5 –20.7 –20.5

Source: ”la Caixa” Research, based on data from the Ministry of Finance, Ministry of Public Works, INE, Markit and European Commission.

Prices

2011 2012 2012 Q4 2013 Q1 2013 Q2 2013 Q3 10/13 11/13

General 3.2 2.4 3.1 2.6 1.7 1.2 –0.1 0.2

Core 1.7 1.6 2.3 2.2 1.9 1.3 0.2 0.4

Unprocessed foods 1.8 2.3 3.3 3.3 4.3 6.0 0.9 0.4

Energy products 15.8 8.8 8.8 4.8 –1.1 –2.1 –2.7 –0.7

Source: ”la Caixa” Research, based on data from the INE.

Employment indicators

2011 2012 2012 Q4 2013 Q1 2013 Q2 2013 Q3 10/13 11/13

Registered as employed with Social Security (1)

Employment by industry sector

Manufacturing –2.7 –5.3 –5.9 –5.8 –5.1 –3.9 –2.9 –2.5

Construction –12.2 –17.0 –16.8 –15.8 –13.8 –10.8 –9.0 –7.6

Services 0.2 –1.7 –2.6 –3.0 –2.5 –2.1 –1.4 –0.3

Employment by professional status

Employees –1.4 –3.8 –4.7 –5.1 –4.4 –3.9 –2.7 –1.9

Self-employed and others –1.2 –1.4 –1.6 –1.4 –1.1 –0.5 0.0 0.4

TOTAL –1.3 –3.4 –4.1 –4.4 –3.8 –3.3 –2.2 –1.4

Employment (2) –1.9 –4.5 –4.8 –4.6 –3.6 –2.9 ... –

Hiring contracts registered (3)

Permanent –9.2 –1.3 23.8 18.4 1.5 5.4 –8.6 –6.2

Temporary 1.2 –4.9 –3.3 –1.7 7.5 8.8 12.8 9.1

TOTAL 0.3 –4.7 –1.5 –0.2 7.0 8.6 10.9 7.8

Unemployment claimant count (3)

Under 25 0.6 4.5 0.5 –4.3 –6.1 –6.4 –7.4 –7.0

All aged 25 and over 5.4 11.7 11.7 8.4 5.2 2.3 0.3 –1.5

TOTAL 4.8 10.9 10.5 7.1 4.0 1.5 –0.5 –2.0

Notes: (1) Mean monthly figures. (2) LFS estimate. (3) Public Employment Offices.
Source: ”la Caixa” Research, based on data from the Ministry of Employment and Social Security, INE and Public Employment Offices.

KEY INDICATORS
Year-on-year (%) change, unless otherwise specified
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Foreign sector
Cumulative balance over the last 12 months in billions of euros, unless otherwise specified

2011 2012 2012 Q4 2013 Q1 2013 Q2 2013 Q3 09/13 10/13

Trade of goods

Exports (year-on-year change) 15.4 3.8 4.2 3.9 11.9 4.4 8.3 1.8

Imports (year-on-year change) 9.6 –2.8 –6.4 –6.9 0.6 –0.6 4.7 1.1

Current balance –39.8 –11.5 –11.5 –2.4 3.8 6.7 6.7 7.9

Goods –42.3 –25.7 –25.7 –19.1 –13.2 –11.0 –11.0 –10.8

Services 34.6 37.0 37.0 37.6 38.2 38.8 38.8 39.7

Income –25.7 –18.7 –18.7 –17.2 –16.2 –16.0 –16.0 –16.1

Transfers –6.4 –4.1 –4.1 –3.7 –4.9 –5.2 –5.2 –4.9

Net lending (+) / borrowing (–) capacity –34.3 –4.9 –4.9 4.9 11.9 14.5 14.5 15.4

Source: ”la Caixa” Research, based on data from the Department of Customs and Special Taxes and Bank of Spain.

Financing and deposits of non-financial sectors  
Year-on-year change (%), unless otherwise specified

2011 2012 2012 Q4 2013 Q1 2013 Q2 2013 Q3 10/13 Balance  
10/13 (1)

Financing of non-financial sectors (2)

Private sector –1.9 –4.0 –5.7 –8.1 –8.7 –8.5 –7.6 1,884.2

Non-financial firms –1.9 –4.2 –6.9 –10.6 –11.4 –10.9 –9.2 1,090.3

Households (3) –2.0 –3.8 –4.1 –4.4 –4.8 –5.0 –5.3 793.9

General government (4) 16.0 14.9 17.1 18.7 18.4 17.5 16.3 952.0

TOTAL 1.9 0.6 0.0 –1.0 –1.3 –1.2 –0.8 2,836.3

Liabilities of financial institutions due to firms and households

Total deposits 0.3 –4.5 –2.7 –0.1 1.8 4.7 3.0 1,176.2

On demand deposits 1.9 0.2 –1.9 0.9 3.2 4.6 8.2 276.0

Savings deposits –1.4 –2.8 0.2 –0.6 –1.1 –0.2 –0.2 198.4

Term deposits 0.6 –6.7 –4.4 –0.9 1.6 5.7 2.1 682.0

Deposits in foreign currency –12.3 –4.0 20.1 20.5 22.7 24.1 –0.8 19.9

Rest of liabilities (5) –4.4 –13.2 –18.3 –20.2 –19.2 –15.3 –16.2 125.4

TOTAL –0.4 –5.7 –4.8 –2.8 –0.9 2.3 0.8 1,301.6

NPL ratio (%) (6) 7.8 10.4 10.4 10.5 11.6 12.7 13.0 –

Coverage ratio (%) (6) 59.6 73.8 73.8 70.4 65.8 63.8 62.9 –

Notes: (1) Billion euros. (2) Resident in Spain. (3) Including NPISH. (4) Total liabilities (consolidated). Liabilities between different levels of government are deduced. 
(5) Aggregate balance according to supervision statements. Includes asset transfers, securitized financial liabilities, repos and subordinated deposits. (6) Data end of period.
Source: ”la Caixa” Research, based on data from the Bank of Spain.

Public sector
Percentage GDP, cumulative in the year, unless otherwise specified

2011 2012 2012 Q4 2013 Q1 2013 Q2 2013 Q3 10/13 11/13

Net lending (+) / borrowing (–) capacity –9.6 –10.6 –10.7 –0.7 –3.1 –4.9 – ...

Central government (1) –5.6 –8.1 –8.1 –1.1 –3.5 –3.9 –3.9 –4.3

Autonomous regions –3.5 –1.8 –1.8 –0.2 –0.8 –1.0 –1.1 ...

Local government –0.4 0.2 0.2 0.2 0.2 0.4 – ...

Social Security –0.1 –1.0 –1.0 0.2 0.8 –0.3 –0.2 ...

Public debt (% GDP) 70.5 86.0 86.0 90.0 92.2 93.4 – ...

Note: (1) Includes measures related to bank restructuring but does not include other central government bodies.
Source: ”la Caixa” Research, based on data from the IGAE, Ministry of Taxation and Bank of Spain.
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OVERVIEW mEXICO

Mexico’s economic rise: better now than ever

Over the last thirty years, Mexico has made considerable progress in terms of its political and macroeconomic stability as well as 
in its internationalisation. This has helped the country leave behind its recurring domestic crises and successfully handle the 
global storm that erupted in 2008-2009. In particular, after a 4.7% drop in GDP in 2009, the Mexican economy grew by an annual 
average of 4.3% between 2010 and 2012. And although all the evidence points to a significantly lower GDP growth figure in 2013 
(in the order of 1.3%) because of the weakness of global conditions and the delay in adopting fiscal stimuli, a gradual reacceleration 
is likely over the coming quarters, supported by the improvement in demand from abroad (in other words the USA) and monetary 
and fiscal policies that are now expansionary in tone, pushing this figure towards +3.4% in 2014.

The Debt Crisis of 1982 (when Mexico was forced to stop 
repaying its external debt) and the Tequila Crisis of 1994-1995 
(which led to the devaluation of the peso and resulted in 
banks and numerous firms going bankrupt) have served as an 
incentive to promote far-reaching economic, political and 
social changes in the country over the last three decades. 
Such changes were crucial to reduce both the external and 
internal vulnerabilities suffered by Latin America’s second 
strongest economy in the 1980s. The privatisation of public 
corporations has helped reduce public debt while the Fiscal 
Accountability Act lies behind the recent moderation in fiscal 
deficits. On the other hand, the Social Pact reached by 
business owners, trade unions and the government in 1987, 
by virtue of which it was agreed to anchor prices, among 
other agreements, was fundamental in breaking the 
inflationary spiral in which Mexico had been plunged. 
Subsequently, the deregulation process, the elimination of 

subsidies favouring domestic firms, the opening up of the economy and an independent, transparent monetary authority 
whose priority was to control inflation have also helped to moderate prices. Lastly, improved bank regulation and supervision 
and the adoption of a flexible exchange rate after the Tequila Crisis are two additional pillars that have underpinned the 
country’s macroeconomic stability.

Although all the aforementioned changes have played their part in shaping the Mexico of today, one of the elements that most 
transformed the country’s economic structure was its decision to open up its trade. Specifically, some of the most radical steps 
were taken at the end of the 1980s and early in the 1990s. In 1986, Mexico joined the General Agreement on Tariffs and Trade 
(GATT),(1) comitting to a reduction of trade tariffs as well as non-tariff barriers. This policy in favour of an open, globalised 
economy culminated in 1994 with the country signing, together with Canada and the USA, the North American Free Trade 
Agreement (NAFTA). Such commitments have helped to definitively install new maquiladoras or assembly plants, which have 
gone from employing 180,000 workers in 1984 to over two million today.(2)

These are manufacturing plants (by and large located on the border with the USA) that benefit from privileged tariffs both for 
their imports of inputs and machinery and for their exports to the USA, and also receive large volumes of foreign investment 
(mostly from the US).(3) In addition to these tariff and investment-related advantages promoted by the Mexican and United States 
governments, three other factors also lie behind the «maquiladora boom»: (i) the possibility of fragmenting production processes 
among different countries (offshoring), (ii) relatively low labour costs and (iii) the geographical closeness of a large economy (in 
fact the world’s largest) with high labour costs. Consequently, Mexican exports went from accounting for 11% of GDP in 1980 to 

 

 

-10 

-5 

0 

5 

10 

15 

1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20 21 

Mexico has grown below its potential 
GDP growth (%) 

China Mexico Asian average  (*) 

Notes: For each country, this range corresponds to the first 20 years since the initial steps taken 
to open up the economy or since data became available. China (88-2008) and Mexico (88-2008).
(*) Includes Japan (61-81), Hong Kong, Singapore and South Korea (70-90).  
Source: ”la Caixa” Research, based on data from Thomson Reuters Datastream. 

Average: 10% 
Average: 7.9% 
Average: 3.1% 

Years since opening up to foreign trade

(1) Now the World Trade Organisation (WTO).
(2) Of equal importance was the Programme of Temporary Imports to Produce Articles for Export, started in 1990 and through which firms already established in 
Mexico benefitted from advantageous tariffs when importing inputs and machinery. In 2006, this programme was merged with the maquiladora programme.
(3) Although the origin of maquiladoras dates back to 1965 as part of the Mexican Border Industrialisation Programme, their definitive impetus came at the end of the 
1980s when Mexico joined the GATT. Moreover, although most are currently still located on the border, they can actually be set up in different parts of the country.
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33% in 2012.(4) Slightly more than half of all exports come from these plants and close to 80% is absorbed by the USA, the main 
destination for the country’s exports.

Undoubtedly, this shift from an economy dependent on domestic growth components to an export-dependent economy 
explains several resounding success stories. The most outstanding and recent case would be China which, after beginning to 
open up its economy in the 1990s, managed to maintain average growth rates of 10% per year. But other countries also stand out, 
such as the four Asian tigers (South Korea, Taiwan, Hong Kong and Singapore) in the 1970s and 1980s or previously the cases of 
Germany and Japan, in the 1950s and 1960s respectively. However, and in spite of Mexico’s achievements, its rates of economic 
growth have been clearly below the figures achieved by these other countries in their boom years. The fact is that the country’s 
strong dependence on maquiladoras (and, by extension, on some types of offshoring) involves certain drawbacks:(5) (i) 
specialisation in relatively volatile manufacturing industries, (ii) high sensitivity to the economic cycle of the destination country 
(the USA in this case) and (iii) strong competition from other countries given the ease of transferring this kind of productive 
processes.

In fact, international rivalry has posed a serious challenge. The fact that Mexico started to open up its economy precisely at the 
same time as China, a demographically devastating power with highly competitive wages, can partly explain the delay in the 
Aztec country’s economic rise. But a lack of action by Mexico itself to remedy significant structural problems, particularly the low 
quality of education, inefficiencies in the labour market and insufficient competition in strategic sectors, has a lot to do with this 
delay. An improvement in these areas could have minimised the drawbacks of its maquiladoras by stimulating new manufacturing 
industries with greater value added, which are therefore less volatile and sensitive to the cycle of other countries as well as being 
more competitive internationally.(6)

The outlook in the medium term, however, is encouraging thanks to several elements converging. On the one hand the Pact for 
Mexico, which was signed by the three most important political parties in Mexico at the end of 2012, has brought about the 
desired political consensus that is essential to carry out an ambitious plan of reforms that could provide a valuable boost to the 
country’s growth potential (see the article «A reformist drive is shaking up Mexico» in this Dossier for a more detailed analysis of 
these reforms and their possible impact). Similarly, wage rises in China, a growing and young Mexican population and a renewed 
tendency towards nearshoring (fragmentation in nearby countries) compared with the more classic offshoring might give Mexico 
the chance to finally join the club of success stories among emerging countries with an export strategy.

Clàudia Canals
International Unit, Research Department, ”la Caixa”

(4) Where close to 96% of these exports are manufactured goods and petroleum derivatives.
(5) See Bergin, Paul R., Robert C. Feenstra, and Gordon H. Hanson. 2009, «Offshoring and Volatility: Evidence from Mexico’s Maquiladora Industry», American Economic
Review, 99(4): 1664-71.
(6) Specifically, and according to De la Cruz, Koopman, Wang and Wei (2011, «Estimating Foreign Value-added in Mexico’s Manufacturing Exports», Office of Economics 
Working Paper, U.S. International Trade Commission), the value added of Mexican exports (34%) is significantly lower than the value added of Chinese exports (51%).
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Mexican banks: solvent and with room to grow

In banking terms, the Mexican economy is relatively underdeveloped when compared with other Latin American countries. On 
average, bank credit in the Latin American region accounts for approximately 40% of GDP while this figure falls to 15% for Mexico. 
Part of this difference can be explained by the impact of the economic and financial crisis in 1994, which resulted in bank credit 
plummeting from a level of 32% of GDP. This crisis caused 
numerous national banks to disappear while encouraging 
foreign groups to enter the sector, a trend that has 
continued to consolidate up to the present day. However, 
the sector is currently in a solid situation with good growth 
prospects. Before describing the underlying fundamentals 
of Mexico’s banking industry, it is important to present its 
main components.

The country’s banking system, also known as multiple 
banking, is currently made up of forty-five financial 
institutions with assets that represent around 39% of GDP. 
December 2009 saw the incorporation of specialised or 
niche banks within banking regulation. Such niche banks 
can only carry out certain limited activities but this change 
has brought already existing non-bank intermediaries 
within banking regulations, allowing them to obtain retail 
banking resources, which are much more stable than 
wholesale sources of financing, as shown by the recent financial crisis. Among these non-bank intermediaries, of note are credit 
unions whose aim is to provide their members with access to credit, as well as sofomes or multiple purpose financial institutions. 
Sofomes specialise in granting credit to productive sectors and they are financed via other financial institutions and by issuing 
debt. In spite of the gradual entrance of new participants, seven financial institutions dominate the Mexican banking scene and 
their assets account for 85% of the whole sector.

Apart from multiple banking, there is also development banking: this is made up of six public entities whose assets total about 
7% of GDP, channelling their resources towards specific social goals and sectors. Their main activities focus on financing and 
advising exporting firms, promoting public infrastructures, providing access to housing and giving financial support to low-
income people, microfirms and SMEs. The credit policy of development banks, together with other development institutions, is 
based on guarantees, financing through private institutions and directly by granting loans to end users.

It is also important to mention two public financial institutions that play a highly significant role in the mortgage market: Infonavit 
and Fovissste. Infonavit is the major mortgage lender in Mexico with a share of 58% in June 2013.(1) Mortgage repayments are 
made directly via withholdings from wages and all loans granted since 2007 are covered by an unemployment insurance policy 
to minimise potential default. One traditional source of resources for Infonavit has been its securitised portfolios. However, the 
placement rate dropped in 2012 and 2013, causing the securitised portfolio to fall to 10% of the total in September this year. On 
the other hand, Fovissste grants housing loans to civil servants. Its portfolio is six times smaller than Infonavit and 40% is 
securitised.

As will be explained in more detail below, the banking system has a favourable evolution and position in terms of credit, solvency 
and returns although there has been a slight upswing in non-performing loans (NPL). On average, credit increased by 12% 
annually during the period 2002-2013. Growth was particularly sharp between 2004 and 2008, a trend halted by the global 
financial crisis. In the last three years, this trend has recovered with growth of around 12%. Breaking down credit by sector, the 
consumption portfolio has seen its growth slow down in the last few quarters but still enjoys high rates in the order of 15%, while 
the increase in credit to non-financial firms and housing loans remained at around 10% in 2011-2013.
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The banking sector’s NPL ratio was 3.4% in September 2013 and is continuing the moderately upward trend started at the 
beginning of 2011. In the last year there has been an upswing in non-performing loans among companies: the rate has gone from 
2.1% to 3.5% in one year due largely to the problems faced by the country’s large construction firms.

With regard to solvency, Mexico is ahead of many developed economies in terms of adopting the new Basel III capital requirements 
at the beginning of the year. In Q3, multiple banking’s solvency ratio (capital divided by risk-weighted assets) stood at 16.1%, far 
above the 10.5% required. As a result of these new requirements, in June the system started to implement a new methodology 
for classifying the commercial portfolio according to expected losses, which has increased the need for provisions in some 
institutions.

The banking system enjoys high returns. The RoA (returns as a percentage of average assets) stood at 1.6% in Q3, slightly lower 
than the figure recorded in 2007. Thanks to this, the return on equity (RoE) rose to almost 15%, a notably higher return than the 
one currently provided by the banking systems of more mature economies. The cost-to-income ratio (the percentage of banks’ 
operating expenses to their gross margin) has risen by 1 percentage point compared with 2007 due to costs rising slightly in 
relation to revenue.

In the last few years, the banking system’s capacity has increased, indicating that banks are seizing the opportunities offered by 
the sector. The model of very large banks but with few branches, one of the features of this system, has continued and has even 
become stronger over the last few years. On average, a bank branch in Mexico has eighteen employees, almost three times more 
than in Spain. In 2011, the ratio of branches per inhabitant in Mexico was 1.8 per 10,000 adult inhabitants, far from Brazil’s ratio 
(4.6) and Peru’s (5.9), although slightly higher than that of Chile (1.7) and Colombia (1.5). In 2013, it is estimated that 782 towns 
(32% of the total) did not have access to branches, ATMs or correspondent banks. The Bank of Mexico highlights this fact when it 
points to one of the challenges currently facing the sector, suggesting that financial inclusion should be improved in the different 
segments of the population, both in bank terms and also in terms of access points.

The proposed reform of the financial system (for more details see the article «A reformist drive is shaking up Mexico» in the 
Dossier in this Report) tackles the problem of financial inclusion and other important challenges for the sector. Broadly speaking, 
this reform aims to encourage competition by giving development banks greater powers and by improving the granting and 
execution of guarantees. Customers will also be allowed to change bank with lower transaction costs and regulatory powers 
focusing on consumer protection will be strengthened. These are not large structural changes for a sector that already boasts 
solid foundations. However, they are measures in the right direction to boost the growth of banking in Mexico. And it still has a 
lot of room to grow.

Pau Labró Vila
Economic Analysis Unit, Research Department, ”la Caixa”

Main indicators of multiple banking
2007 2013 Q3 Change

Assets/GDP 35% 39% 4 p.p.

Credit/deposits 90% 97% 7 p.p.

Non-performing loans 2.5% 3.4% 1 p.p.

Coverage ratio 169% 153% –16 p.p.

Solvency 16% 16.1% 0 p.p.

Cost-to-income ratio 50% 52% 1 p.p.

RoA 2.0% 1.6% –0.4 p.p.

RoE 20.9% 14.7% –6.2 p.p.

Employees 158,028 (*) 219,651 39%

Branches 10,722 (*) 12,544 17%

Note: (*) Data from 2008.
Source: ”la Caixa” Research, based on data from the CNBV.
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A reformist drive is shaking up Mexico

Over the next twenty years, the average annual growth expected for Mexico is slightly above 3%, similar to that of Brazil but far 
from the 4% predicted for Colombia and Peru (according to the projections of Oxford Economics, a firm specialising in very long-
term forecasts). Given that the country is going to flourish in demographic terms, with its population increasing by 20% during 
these two decades, any significant increase in its growth potential will require an appreciable improvement in productivity. With 
the aim of improving efficiency in different economic areas and overcoming this prognosis, Mexico is undertaking a series of 
ambitious reforms, the so-called Pact for Mexico. This agreement, signed at the end of 2012 by the three main political parties in 
Mexico (PRI, PAN and PND), introduces substantial changes in labour, education, telecommunications, finance, energy and the fiscal 
area. A challenge of such proportions is unprecedented as, since the disastrous «lost decade» of the 1980s, the country has followed 
a bumpy road in terms of its reforms (see the article «The economic rise of Mexico: better now than ever» in this Dossier).

Should they be fully implemented, the economic impact of these six reforms will be considerable. Although there are discrepancies 
among the bodies estimating the resulting potential increase in GDP, it seems plausible that Mexico will go from its current growth 
potential of 3%-3.5% to 4%-5%. Also significant is the agreement regarding which reforms will result in most gains in efficiency: the 
combination of fiscal and energy reforms will contribute between 50%-60% to the increase in growth potential while the rest will 
be provided, in approximately equal measure, by the other four areas (labour, education, telecommunications and finance).

After months of tough, intense negotiations, all these reforms had been passed by the end of 2013.(1) The first two, labour and 
education, aim to improve the existing economic incentives in their respective areas so that economic agents behave more 
efficiently. Specifically, the former attempts to strengthen the link between productivity and wages, while introducing measures 

(1) Strictly speaking, the energy reform is pending ratification by most of Mexico’s states although it has been passed at a federal level. As mentioned in the table 
enclose in this Dossier, the approval process is almost complete.

The economic reforms of the Pact for Mexico
Reform (passed by 

Congress)
Main goals Main measures Impact on GDP

Labour
(Nov. 2012)

Increase labour market 
flexibility

•  Create a framework for short-term employment
•  Strengthen the productivity-wage link
•  Regulate outsourcing contracts
•  Reduce dismissal costs

0.15-0.25 p.p.

Education
(Dec. 2012)

Improve the quality of 
education

•  More transparent and meritocratic recruitment
•  Improve school administration

0.10-0.15 p.p.

telecommunications
(Abr. 2013)

Lower prices • Set up an independent regulatory authority to grant or refuse licences
• Add two private national TV channels and a public broadcaster
• Allow 100% foreign participation in telecommunications
• Allow 49% foreign participation in radio
• Allow cable operators to broadcast free TV channels
• Require operators to transmit certain signals at no extra cost

0.10 p.p.

Finance
(Sept. 2013)

Increase credit  
(especially to SMEs)

•  Improve the operations and growth of development banks
•  Facilitate the transfer of guarantees
•  Strengthen consumer protection bodies
•  Improve bankruptcy proceedings (granting and enforcing guarantees)

0.10 p.p.

Fiscal
(Oct. 2013)

Reduce dependence  
on the oil industry

•  Establish legal limits to state financial requirements
•  Align the VAT in border zones
•  Broaden the tax base for VAT (for a few products)
•  Increase the progressive nature of Income Tax
•  Introduce a tax on stock market earnings 0.5-1.0 p.p.

Energy
(Dec. 2013) (*)

Increase the viability of new 
but difficult to access fields

•  Allow private investment, both domestic and foreign
•  Create the Mexican Petroleum Fund (to administer oil revenue and introduce 

savings)
•  Modernise Pemex in corporate terms

Note: (*) After being passed by the Senate, Congress and most of the thirty-one states of Mexico, all that remains is the Senate’s final approval and the signature of President Enrique Peña Nieto.
We deem it highly likely that these last two steps will have been taken between the time this article was written and its publication.
Source: ”la Caixa” Research, based on official information and studies by the IIF and IMF, as well as other bodies.
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to make hiring and contracts more flexible. Educational reform focuses on improving the quality of education by means of a more 
efficient teacher provision system. This involves a shift from a system in which, de facto, people could inherit or buy certain teaching 
posts to another based on merit.

For its part, the telecommunications reform aims to replicate the process carried out in other countries, consisting of opening up 
the industry to direct foreign investment and creating a regulatory body with the authority to grant licences in the sector. The 
financial reform, however, has a more specific aim, namely to boost and lower the cost of credit, particularly for financing projects 
by small and medium-sized firms. This reform has strengthened the role of development banks (in particular by enlarging the 
system of loan guarantees) at the same time as adopting, as legally binding, the requirements of Basel III in the Mexican case and 
reinforcing different institutional aspects (such as consumer protection, the powers of the bank regulator and bankruptcy 
proceedings by creating specific courts).(2)

In the last quarter of 2013, the last two reforms (fiscal and energy) completed their parliamentary process, precisely those with 
the greatest economic impact. The fiscal reform, whose main aim is to reduce Mexico’s tax dependence on oil revenue 
(approximately one third of public revenue comes from oil-related activities), combines elements of fiscal policy in a broad sense 
with more specific tax-related aspects. On top of the existing fiscal limit, which establishes that the government must achieve a 
fiscal balance, additional restrictions have now been introduced that help to meet the public debt targets set. With regard to 
strictly tax-related aspects, the reform aims to enlarge non-oil revenue via a battery of measures that include (limited) changes 
to the taxable base for VAT, an increase in the VAT rate for firms operating in crossborder zones and the creation of a new tax on 
stock market earnings.

The energy reform, which is in the final stage of its approval, aims to increase oil extraction as, since 2003, production has fallen 
from 3.4 million barrels a day to the current figure of 2.5 million. Without any clear improvement in extraction technology, Mexico 
is unlikely to be able to take advantage of its oil reserves that are difficult to access, such as the so-called «deepwater» sites, or to 
exploit mature oilfields. Changes are also proposed in the management of Pemex, in strictly organisational and corporate terms. 
In response to these requirements, three articles of Mexico’s Constitution will be revised to allow privately owned firms to enter 
the energy sector by means of a wide range of instruments. Pemex will also be forced to become more competitive within a 
period of two years.

In order to facilitate the corporate changes required to achieve this goal, the petroleum trade union will give up its place on the 
Pemex board of directors, where it had represented one third of the members for more than seventy years. To tackle its presumably 
more competitive private rivals, Pemex will be guaranteed priority in choosing sites. Lastly, a new Mexican Petroleum Fund for 
Stabilisation and Development will be set up, which will be used to finance different items of public spending such as science and 
technology projects and state pensions. This is a complex reform at a technical level but it is even more difficult in terms of social 
acceptance, as it could come up against one of the fundamental elements of Mexico’s collective imaginary, namely the state 
ownership of oil (embodied in the nationalisation of crude carried out by one of Mexico’s most popular presidents, Lázaro 
Cárdenas, in 1938). The solution reached means that Mexico will continue to ultimately own its oil.

Although it is still too soon to fully assess the outcome of this package of reforms, it should be acknowledged that, although the 
adoption of structural reforms in waves is not exceptional, the approval in approximately one year of six reforms with the far-
reaching effects of those just mentioned is not an everyday occurrence in a market economy. It therefore comes as no surprise 
that some of these reforms have turned out to be less substantial than expected, as in the case of the fiscal reform. But neither 
should we forget that other reforms, such as the most controversial one related to energy, have fully accomplished their most 
ambitious goals. For example, while the initial proposal was merely to allow private firms to operate on a limited basis, the 
project finally adopted has extensively broadened the instruments available. The immediate challenge is to ensure that the laws 
passed, which are essentially framework acts, are implemented in detail without losing their essence. Then, and only then, will 
Mexico be in a position to speed up its rate of growth towards levels befitting the country’s potential.

Àlex Ruiz and Clàudia Canals
International Unit, Research Department, ”la Caixa”

(2) For a complementary assessment of the banking reform, see the article in the Dossier of this Monthly Report entitled «Mexican banks: solvent and with room to 
grow».
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Spain and Mexico: two trading partners with a promising future

The foreign sector has been one of the key players in the incipient recovery of the Spanish economy. The prominent performance 
of exports has gone hand in hand with a hardly noticed structural change, namely the significant increase in the geographical 
diversification of exports. Spain’s main trading area is still Europe. However, two large trading areas, that of the North American 
Free Trade Agreement (NAFTA) and emerging Asia, have gained in importance over the last few years. This Dossier analyses the 
diversification of Spanish trade both quantitatively and qualitatively, paying special attention to Spain’s relationship with Mexico, 
one of the gateways to NAFTA.

At a global level, the relative weight of the large trading blocs has dramatically changed in the last decade. For example, in 1995 
45% of world trade took place in the European Union while the volume of trade taking place in the NAFTA countries and emerging 
Asia accounted for, approximately, 17% each. Nonetheless, the centre of gravity of world trade has significantly shifted, with 
emerging Asia already taking over the lead position in 2012 with 33% of world trade.

In line with this rearrangement of commercial flows at a global level, Spain has also diversified its trading partners. The European 
Union is still the main destination for Spanish exports but its importance has shrunk considerably (68% in 1998 vs. 54% in 2012). 
We can better contextualise this change by comparing it with the change taking place in relatively similar countries such as 
France and Italy. The increase in exports to emerging Asia has been similar in all three countries while the decline in the weight 
of exports to the EU has been particularly marked in Spain. This is  largely due to the fact that Spain’s share of exports to the 
NAFTA area has remained almost constant while it has fallen in both France and Italy. It is worth mentioning the dynamism of 
Spansh exports of goods to Mexico which, on average, grew by 15% year-on-year in nominal terms between 2000 and 2010.

In addition, Spanish exports are becoming more integrated within the so-called «global value chain», and Spain’s relationship 
with Mexico plays an important role in this aspect as well. Let’s look at this step by step. The global value chain has emerged 
particularly because of the revolution in information technologies. The production of the iPhone, created and designed in 
Palo Alto but manufactured in China using components imported from other Asian countries, is a typical example of this. 
Spain plays an active and important role in the global value chain. Specifically, according to estimates by the United Nations 
Conference on Trade and Development (UNCTAD), Spain’s exports and imports used as inputs for the production of goods 
account for 45% of all Spanish exports. This number is very similar in the USA but lower in Germany (64%) and France (63%).

Spain’s involvement in the global value chain is fundamentally via trade with other European countries: the inputs used by 
Spanish exports come mostly from other EU countries. Similarly, EU countries are the main users of exports of Spanish inputs. The 
only non-European country that significantly uses Spanish inputs for its exports is Mexico (1% of exports). This share is very far 
from the 37% of the USA but is still remarkable.
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Even more important than Spain’s degree of participation in the global value chain is the kind of goods imported and exported 
by Spain. It is not the same thing to be part of the early part of the value chain, exporting raw materials to manufacture the 
components of the iPhone, for example, as being at the end, which is where most of the value added is concentrated. In this 
respect, exports from Spain to the EU are at the end of the assembly chain while those to Asia and the NAFTA countries come 
halfway.(1) These findings reflect the comparative advantage of emerging countries in unskilled labour-intensive industries, which 
tend to be located at the initial end of the assembly chain.

On average, the type of goods exported by Spain to Mexico over the last few years is similar to that of the NAFTA as a whole, but 
the composition of these exported goods has changed quite considerably.(2) Between 1995 and 2000, the exported goods were 
located at the beginning of the value chain but, over time, 
these exports have gradually moved to a more intermediate 
position in the value chain (see the graph on the right), a 
position that tends to be associated with goods of a higher 
value added.

The focus of Spanish export firms on Mexico is not only 
reflected in the growth in exports or the change in the type of 
goods but also in the flows of direct investment towards this 
country, which have been substantial. Actually, Spain is the 
third country with the highest cumulative foreign direct 
investment (FDI) in Mexico, 12.8% of the total. Moreover, this 
focus on Mexico is not only a trend in Spain. Indeed, Mexico  
is the seventh most popular destination in the world for FDI 
according to the UNCTAD, after China, the USA, India, Indonesia, 
Brazil and Germany.

To conlude, the growing importance of Spain’s foreign sector 
hides a gradual but far-reaching transformation in productive 
capacity. Spanish exports are becoming increasingly integrated within the global production chain and have more diversified 
partners. Mexico plays a fundamental role in this transformation: as a gateway to one of the major trading areas. In this respect, 
the structural reforms being carried out in the Aztec country lead us to believe that this gateway will increasingly open up. 
Therefore, the commercial relationship between Spain and Mexico, which is already good, has a promising future.

Sergi Basco, Philipp Hauber and Oriol Aspachs 
European Unit, Research Department, ”la Caixa”
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(1) Antràs, P. and Chor, D. (2013), in «Organizing the Global Value Chain», Econometrica 81(6): 2127-2204, calculate an index for the position occupied in the assembly 
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Mexican exports. However, as these figures are not available, we have used the total exports, which include finished goods.
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