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Forecast
% change over same period year before unless otherwise noted

2010 2011 2012
2011 2012

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

INTERNATIONAL ECONOMY Forecast Forecast

 Gross domestic product
  United States 3.0 1.7 2.1 2.2 1.6 1.5 1.6 2.1 2.2
  Japan 4.5 –0.7 1.7 –0.1 –1.7 –0.5 –0.6 1.7 2.5
  United Kingdom 2.1 0.7 0.6 1.5 0.4 0.3 0.5 0.0 0.6
  Euro area 1.8 1.5 –0.5 2.4 1.6 1.3 0.7 –0.2 –0.6
    Germany 3.6 3.1 0.5 4.6 2.9 2.7 2.0 0.8 0.6
    France 1.4 1.7 0.1 2.3 1.7 1.6 1.3 0.3 0.4
 Consumer prices
  United States 1.6 3.1 2.4 2.1 3.3 3.8 3.3 2.8 2.3
  Japan –0.7 –0.3 0.5 –0.6 –0.4 0.2 –0.3 0.3 0.6
  United Kingdom 3.3 4.5 2.7 4.1 4.4 4.7 4.7 3.5 2.9
  Euro area 1.6 2.7 2.1 2.5 2.8 2.7 2.9 2.7 2.0
    Germany 1.1 2.3 1.9 2.1 2.3 2.4 2.4 2.1 1.9
    France 1.5 2.1 2.1 1.8 2.1 2.1 2.4 2.3 2.2

SPANISH ECONOMY Forecast Forecast

 Macroeconomic figures
  Household consumption 0.7 –0.1 –1.6 0.4 –0.3 0.5 –1.1 –1.0 –1.6
  Government consumption 0.2 –2.2 –6.7 0.6 –2.1 –3.6 –3.6 –5.7 –6.2
  Gross fixed capital formation –6.2 –5.1 –8.8 –4.9 –5.4 –4.0 –6.2 –8.1 –9.2
    Machinery and capital equipment 5.5 1.6 –5.9 5.7 1.1 2.2 –2.7 –4.8 –4.9
    Construction –10.1 –8.1 –10.2 –9.2 –8.1 –7.0 –8.2 –9.7 –11.3
  Domestic demand 
   (contribution to GDP growth) –1.0 –1.8 –4.2 –0.8 –1.9 –1.4 –2.9 –3.6 –4.3
  Exports of goods and services 13.5 9.1 1.4 13.1 8.8 9.2 5.2 2.9 2.2
  Imports of goods and services 8.9 –0.1 –7.5 6.0 –1.3 0.9 –5.9 –7.6 –7.3
  Gross domestic product –0.1 0.7 –1.5 0.9 0.8 0.8 0.3 –0.3 –1.3
 Other variables
  Employment –2.6 –1.9 –4.3 –1.4 –1.1 –1.9 –3.3 –3.8 –4.9
  Unemployment (% labour force) 20.1 21.6 24.7 21.3 20.9 21.5 22.9 24.4 24.6
  Consumer price index 1.8 3.2 2.0 3.5 3.5 3.1 2.8 2.0 2.1
  Unit labour costs –2.6 –1.9 0.1 –2.0 –1.7 –1.5 –2.5
  Current account balance (% GDP) –4.5 –3.9 –2.4 –6.6 –3.2 –2.9 –2.8 –2.9 –2.3
  Net lending or net borrowing   
   rest of the world (% GDP) –4.0 –3.4 –1.9 –6.1 –2.7 –2.4 –2.3 –2.4 –1.8
  General government financial  
   balance (% GDP) –9.3 –8.5 –6.0 –5.3 –9.9 –6.1 –12.8   

FINANCIAL MARKETS Forecast Forecast

 International interest rates
  Federal Funds 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3
  ECB repo 1.0 1.3 1.0 1.0 1.3 1.5 1.3 1.0 1.0
  10-year US bonds 3.2 2.8 2.1 3.4 3.2 2.4 2.0 2.0 2.0
  10-year German bonds 2.8 2.6 1.9 3.2 3.1 2.3 2.0 1.9 1.8
 Exchange rate
  $/Euro 1.33 1.39 1.30 1.37 1.44 1.41 1.35 1.31 1.31

AC
FINANCIAL ACTIVITY Million euros 

Total customer funds 248,326

Receivable from customers 182,661

Profit attributable to Group 975

STAFF, BRANCHES AND MEANS OF PAYMENT  

Staff 28,529

Branches 5,196

Self-service terminals 8,011

Cards (million) 10.3

COMMUNITY PROJECTS: BUDGET FOR ACTIVITIES IN 2012 Million euros 

Social 331

Science and environmental 68

Cultural 69

Educational and research 32

TOTAL BUDGET 500
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Contents The average size of Spanish firms is smaller than that of other countries with a similar 
degree of development. According to the Central Company Directory, at 1 January 
2011, out of the total 3.25 million firms in Spain, 99.9% were small and medium-sized 
enterprises; i.e. they employed fewer than 250 salaried workers. Micro-enterprises with 
fewer than 10 salaried employees accounted for 95.2% of businesses compared with 92.1% 
in the European Union. Between 2000 and 2010, the total number of firms increased 
by more than 600,000 but the predominance of SMEs scarcely altered.

An abundance of SMEs may be the consequence of a dynamic, flexible economy. A 
high start-up rate may stem from great entrepreneurial spirit. But when the number 
of large firms is so meagre and company size hardly increases even at the peak of the 
cycle, we must wonder about the reasons for such an anomaly. Many studies conclude 
that those economies with larger business units enjoy higher productivity and their 
firms are more oriented towards exports. There is also evidence that company size is 
one of the most decisive factors in a firm’s chances of survival at any time. In terms 
of creating jobs, new start-ups are highly positive but, when we compare mature 
SMEs and large firms, the latter usually end up winning in terms of generating and 
maintaining jobs.

What is the reason behind the paucity of large firms in Spain? There are factors 
of a social and cultural nature that might provide part of the explanation. But our 
smaller company size is largely due to an institutional environment that makes it 
difficult for businesses to grow. The rigidity of the labour market, prolonged, tortuous 
bureaucracy, the tax and accounting regulations, the disparity of rules between 
different administrative levels and a certain legal uncertainty in specific cases all hinder 
corporate development. Companies themselves sometimes lack sufficient ambition, 
as well as an orientation towards efficiency, a more extensive use of new technologies 
and greater effort to incorporate innovation and research and development into 
management strategy. Also important would be a greater readiness to collaborate in 
far-reaching business projects.

In this respect, policies to support SMEs are pertinent and can help to offset the 
disadvantages of size. This is particularly evident in the area of financing, where SMEs 
face huge difficulties in securing external resources. Broadening access to stable long-
term financing via capital and debt, optimizing the liability structure, brings benefits 
not only to SMEs but also to the economy as a whole. 

However, some policies might also become obstacles to any increase in company 
size. Some studies have shown that certain regulations aimed at assisting SMEs, in 
the labour or fiscal area for example, dissuade firms from growing as businesses 
decide not to exceed the legal size established so as not to lose their regulatory 
advantages. It is therefore necessary to choose policies that actively and effectively 
support new entrepreneurial initiatives but also those that allow these initiatives to 
consolidate and progress, favouring growth in company size, which is a powerful 
mechanism to achieve advances in productivity and therefore in the economy’s overall 
competitiveness.
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Sensation of fragility

During the month of April, some of  
the pillars that had started to support an 
incipient but promising improvement in 
the economic-financial scenario wobbled. 
Firstly, the macroeconomic figures for 
China and the United States are running 
out of steam, the two big drivers of the 
world economy. Secondly, there has been 
another rash of nerves regarding the debt 
crisis in the periphery of the euro area, 
this time focusing on Spain. These factors 
merely serve to undermine the already 
fragile confidence of investors, who are 
shifting back towards a search for 
investment options in which security 
takes pride of place over yield. 

Logically, this change in behaviour has led 
to a loss in value of high risk assets, hitting 
Spanish equity particularly hard. The 
coming months will be crucial, given the 
elections in France and Greece, together 
with the implementation of adjustment 
measures in Spain. In any case, we are  
still heading for a situation of fragility that 
is likely to last longer than is desirable.

This can be inferred from this spring’s 
World Economic Outlook by the 
International Monetary Fund (IMF).  
The report shows a slowdown in 2012 that 
should be followed by a weak recovery  
in 2013. The good performance of the  
US economy and the implementation  
of urgent policies in the euro area have 
reduced the risk of an abrupt relapse and 
mean that the slowdown will be less than 
had been expected in January. But while 
activity is expected to remain solid in the 
emerging economies, the lack of demand 

in advanced economies means that 
policies have to be calibrated taking  
into account the need to boost growth.

According to the IMF, the risk is still that 
this situation will actually be worse. The 
main risk is the euro area crisis escalating. 
Secondly, geopolitical tensions might 
push up oil prices. Thirdly, the size  
of the public debt in countries such  
as the United States and Japan could add 
tension to the bond markets. Regarding 
the policies to be followed, the IMF 
estimates that, given the weak growth in 
advanced economies, those countries with 
some leeway should reconsider the speed 
of fiscal consolidation, leaving room for 
policies to boost demand.

The data available for the year back up 
this impression of fragility. The start of 
2012 has been notably better for the US 
economy than expected just a few months 
ago. However, although the recovery is 
solid, it is more modest than the numbers 
suggest. The private sector still hasn’t 
managed to take over from expansionary 
policies and growth for 2012 as a whole 
will not go much beyond 2%. 

The trend in the US labour market is 
significant, where improvements are 
evident but happening at a very slow pace. 
In two years, 41% of the jobs lost during 
the crisis have been recovered so that, 
should the current rate continue, three 
more years would be required to zero  
the counter. This slowness has two 
undesirable consequences. First, it delays 
the recovery in wages, which usually 
arrives after contracts and hours worked 
have increased. Without a recovery in 

ExECutivE Summary

the incipient improvement 
in the global situation  
is once again in doubt.

the imF expects a 
slowdown in activity  
in 2012, followed by  
a weak revival in 2013.

the united States confirms 
its recovery but the pace  
is very gradual.
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wages, incomes cannot rise and culminate 
in the private sector taking over from 
public stimuli. Secondly, a context-related 
problem of poor demand runs the risk  
of becoming structural, given the high 
proportion of long-term unemployed, 
which are the most difficult to relocate.

For its part, the gross domestic product 
(GDP) of China, the world’s second 
economy, grew by 8.1% year-on-year  
in the first quarter of the year, less than 
the 8.9% of the previous quarter and 
consensus forecasts. The moderation in 
foreign demand due to the weakness of 
advanced economies, particularly Europe, 
is the main reason for this slowdown. 
Nonetheless, we still expect a soft landing 
for China. The trajectory of domestic 
demand will allow the country to 
maintain a high growth rate, with an 
advance of close to 8% in 2012, although 
there is the risk this might be lower.  
A greater slowdown than expected in 
Europe (the destination of 21% of the 
goods exported) would have significant 
impact on the country’s pace of growth.

And right now Europe is the weakest link 
in the chain of global recovery. The IMF 
has lowered its growth forecast for the 
euro area in 2012 by two tenths of a 
percentage point, to a 0.3% contraction 
year-on-year. This forecast is based on a 
first part of the year in which there will be 
a moderate decline in the economy while 
some recovery is expected in the second 
half. In those countries that have been 
bailed out, such as Greece and Portugal, 
or those whose sovereign risk premia are 
still very high, such as Italy and Spain, the 
recession will be more intense and these 
economies are only expected to recover  
as from 2013. Expectations regarding the 
improvement in the economy during  
the second half of the year are based  
on the leading macroeconomic indicators 
published in January and February. On 
the whole, these showed an improvement 

on the fourth quarter of last year. 
However, over the last few weeks this 
incipient improvement has been curtailed 
in some indicators, not only because their 
speed of recovery has slowed up but also 
because, in some cases, they have even 
deteriorated.

The decisive factor in the weakness  
of a large proportion of the euro area’s 
economies, and outside the region, is  
the fear that the adjustments required  
to sort out public accounts will intensify 
the stagnation or recession, in a spiral  
that is difficult to resolve. A new wave  
of uncertainty emerged in April after the 
effect quickly dissipated of the European 
Central Bank (ECB) auctions, carried out 
in December and January. In European 
credit markets, this has led to a rise in 
public financing costs as new doubts  
have emerged regarding the capacity  
of some countries to meet their budget 
targets imposed by Brussels, especially  
in the case of Spain and also Italy and,  
to a lesser extent, France. 

As a consequence, investors are once 
again opting for safe but low returns, 
achieved by buying long-term US and 
German public debt. The key attraction 
of these bonds is both countries’ great 
solvency, their relatively solid economic 
outlook and an environment of very  
lax monetary policies. In the United 
States, the yield on ten-year public debt 
has fallen once again to below 2%. In 
addition to the rise in credit tensions in 
the euro area, this movement was also 
caused by the perception among many 
analysts that the messages being given 
out by representatives of the Federal 
Reserve, the US central bank, point  
to further monetary stimuli in the 
coming months.

In the case of Spain, the ups and downs  
of the fiscal budget target for this year 
(finally established at 5.3% of GDP) and 

China’s growth is more 
contained than expected.

moderate recession  
in Europe, within  
a context of public  
spending adjustment.

april brings a new wave  
of uncertainty regarding 
sovereign debt.
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the presentation of Spain’s annual Budget 
for 2012 have led to an increase in 
financial tensions due to fears that our 
economy might enter a spiral of spending 
cuts and economic recession. This has 
helped to push up the yield on Spanish 
ten-year bonds to 6%. In addition, the 
deterioration in Spain’s debt was parallel 
to a rise in the risk premium of Italy and 
France. However, the ECB and some 
governments of the euro area have 
appealed for calm from investors, 
pointing out that, based on an analysis  
of fundamentals, the attacks suffered by 
these economies are unwarranted. Given 
the results of the recent issuances in the 
primary market of public bonds from 
Spain, Italy and France, it seems that  
the pressures in the debt markets have 
become contained, although tension  
is still very high.

The problem, increasingly evident in the 
case of Spain but also in other countries, 
is that it’s very difficult to reduce the 
deficit when the economy falls into 
recession. Awaiting the official figures 
from the National Institute of Statistics, 
the Bank of Spain’s calculations confirm 
something we already knew, namely  
that the Spanish economy has fallen into 
recession again, the second in just over 
two years. According to these figures 
from the central bank, GDP fell in the  
first quarter of 2012 by 0.4% quarter-on-
quarter, placing its year-on-year rate of 
change in negative terrain with a drop  
of 0.5%. The good performance by the 
foreign sector was not enough to offset 
weak domestic demand and the lack  
of investment. This recessionary tone in 
activity could intensify over the coming 
months as the presentation of the central 
government’s Budget, which largely 
determines the pace of activity for the rest 
of the year, in addition to being the most 
austere since the start of the crisis, does 

not seem to have dispelled, for the time 
being, the uncertainty surrounding the 
fiscal consolidation process or to have 
boosted confidence. 

The deterioration in the labour market  
in the first quarter, the drop in gross 
disposable income and the loss of 
purchasing power (wages are increasing 
less than inflation and the rates for 
personal income tax have risen) are  
in addition to the uncertain climate  
and have brought about a decline in 
consumer confidence. In March, the 
consumer confidence index fell to the 
levels of spring 2009 and, over the last 
three months, has accumulated a drop  
of more than 13 points. Such a rapid  
fall in consumer confidence had only 
occurred prior to 2008. On the supply 
side, indicators for the first three months 
of the year aren’t at all encouraging 
either. The industrial production index 
remains on a downward trend of 5% 
year-on-year; retail sales also declined  
in the quarter while confidence  
indicators for industry and construction 
remain negative, as do the figures for 
electricity and passenger air traffic.

The announcement of a credible fiscal 
consolidation plan in the medium  
term is vital to regain confidence.  
An improvement would not only help  
to lower the interest rates paid for 
government financing but would also 
help investment to return and get the 
country back on the road to growth. 
Spain will soon present its Stability 
Programme, detailing the measures  
for the next three years. A clear definition 
of how the deficit will be reduced to 3% 
by 2013 would be a highly significant  
step forward in regaining credibility. 

26 April 2012

Spanish debt, the victim  
of financial tensions.

Can the public deficit  
be reduced when the 
economy is in recession?

a credible fiscal 
consolidation plan in  
the medium term would 
help to restore confidence.
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CHrONOLOGy
2011
april  7 The European Central Bank raises the official interest rate to 1.25%.
may 17

22

The Council of Economic and Finance Ministers of the European Union approves the financial bail-out plan for 
Portugal, totalling 78 billion euros. 
Elections are held in thirteen autonomous communities and in the municipalities.

June 10 The government approves a Decree-Law that reforms collective bargaining.

July  7
21

The European Central Bank raises the official interest rate to 1.50%.
The countries of the euro area approve a second bail-out plan for Greece among other measures to tackle the sovereign 
debt crisis.

august 16

19

30

The leaders of Germany and France, Angela Merkel and Nicolas Sarkozy, propose that the euro area’s institutions 
should be reinforced by a series of mechanisms to improve coordination of economic policy.
The government approves a package of economic policy measures, advancing the payment of corporate tax for large 
firms, rationalizing pharmaceutical expenditure and a temporary reduction in VAT for new housing.
The Congress agrees to reform the Constitution to introduce the principle of budgetary stability.

September 22 The Spanish government ratifies Royal Decree-Law 13/2011, which re-establishes wealth tax for 2011 and 2012.
October 26 The euro summit agrees to launch a new aid programme for Greece, with a write-down of 50% of the debt for private 

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

November  3
20

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

December  8

 9

30

The European Central Bank lowers the official interest rate to 1.00% and announces two extraordinary auctions of 
liquidity at 36 months, a widening of the assets accepted as collateral and a reduction in the reserve ratio.
The European summit seals a pact to ensure greater fiscal discipline by means of a treaty that would involve the  
17 members of the euro area plus other EU states that wish to join the agreement.
The government approves a package of economic policy measures that includes spending cuts and tax hikes.

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

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

march  2

14
30

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

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

aGENDa
may June
 3
 4

 7
11
15
16
17
18
25
29
30
31

Governing Council of the European Central Bank.
Registration with Social Security and registered 
unemployment (April). 
Industrial production index (March).
CPI (April).
EU GDP flash estimate (first quarter).
EU HICP (April).
Quarterly national accounts (first quarter).
International trade (March). 
Producer prices (April).
Government revenue and expenditure (April).
CPI flash estimate (May).
Balance of payments (March).

  4

 6
13
14
15
20
22
25
26
28
29

Registration with Social Security and registered 
unemployment (May).
Industrial production index (April).
Governing Council of the European Central Bank.
CPI (May).
EU HICP (May).
Labour costs (first quarter).
International trade (April).
Fed Open Market Committee.
Producer prices (May).
Government revenue and expenditure (May).
CPI flash estimate (June).  
Balance of payments (April).
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imF forecasts: a slowdown with light 
at the end of the tunnel

In its World Economic Outlook in April, 
the International Monetary Fund (IMF) 
predicts a slowdown in 2012 that should 
be followed by a weak recovery in 2013. 
The good performance of the US 
economy and the implementation  
of urgent policies in the euro area have 
lowered the risk of a sudden relapse and 
mean that the slowdown will be less than 
had been expected in January. But the 
recovery is still fragile. While activity  
is expected to remain solid in emerging 
economies, the lack of demand in 
advanced economies means that policies 
have to be calibrated while taking into 

account the fact that growth also needs  
to be boosted.

World growth in 2012 slows down to 
3.5%, a little above January’s forecasts, 
while an improvement in growth is 
expected for 2013 of 4.1%. The recovery is 
uneven. According to the Fund, advanced 
economies will grow by 1.4% in 2012 and 
will regain some of their vitality in 2013 
with an advance of 2.0%. For their part, 
emerging economies will grow in 2012 
and 2013 by 5.7% and 6.0%, respectively.

According to the IMF, the euro area crisis 
will have a considerable effect on the rest 
of Europe but, as long as it doesn’t get any 
worse, its effect on activity in the rest of 

the imF predicts global 
growth of 3.5% for 2012 
and 4.1% for 2013 although 
there is still a risk of actual 
growth being lower.

the fragile nature of the 
growth means that policies 
are still required to boost 
demand.

iNtErNatiONaL rEviEW

NOTE: 2011, 2012 and 2013 are forecasts. 
SOURCE: International Monetary Fund.
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Year-on-year change in gross domestic product
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the united States grows by 
0.6% in the first quarter.

the economies will not be huge. The Fund 
believes that fiscal and monetary policies 
to boost demand such as the three-year 
refinancing operations carried out by the 
European Central Bank and the 
extension of tax exemptions to salaries 
and unemployment insurance in the 
United States have helped to reduce the 
risk of relapse. Similarly, many advanced 
economies have made progress in 
designing and implementing medium-
term fiscal consolidation programmes.

There are still risks of growth being less 
than predicted. The main risk is of the 
euro area crisis escalating. Secondly, 
geopolitical tensions might push up oil 
prices. Thirdly, the size of the public debt 
in countries such as the United States and 
Japan could increase tensions in the bond 
markets. Regarding the policies to be 

followed, the Fund estimates that, given 
the weakness of growth in advanced 
economies, those countries with some 
leeway should reconsider the pace of 
fiscal consolidation, leaving room for 
policies to boost demand. Similarly,  
it should be noted that the fiscal 
consolidation plans in the United States 
and Japan need to be defined in more 
detail.

the united States: a recovery  
that has yet to become vigorous

The US economy is enjoying a notably 
better start to 2012 than had been 
expected two months ago. At the time of 
writing this report, the Department of 
Trade announced that growth in gross 
domestic product (GDP) for the first 

imF FOrECaStS

Annual change as percentage (*)

GDP Consumer prices Unemployment rate (**)

2012 2013 2012 2013 2012 2013

 United States 2.1 2.4 2.1 1.9 8.2 7.9

 Japan 2.0 1.7 0.0 0.0 4.5 4.4

 China 8.2 8.8 3.3 3.0 4.0 4.0

 Germany 0.6 1.5 1.9 1.8 5.6 5.5

 France 0.5 1.0 2.0 1.6 9.9 10.1

 Italy –1.9 –0.3 2.5 1.8 9.5 9.7

 United Kingdom 0.8 2.0 2.4 2.0 8.3 8.2

 Spain –1.8 0.1 1.9 1.6 24.2 23.9

 Euro Area –0.3 0.9 2.0 1.6 10.9 10.8

 Advanced economies 1.4 2.0 1.9 1.7 7.9 7.8

 Developing countries 5.7 6.0 6.2 5.6 ... ...

 Latin America 3.7 4.1 6.4 5.9 ... ...

 Eastern and Central Europe 1.9 2.9 6.2 4.5 ... ...

 Emerging Asia 7.3 7.9 5.0 4.6 ... ...

 World Total 3.5 4.1 4.0 3.7 ... ...

World trade by volume (***) 4.0 5.6

NOTES: (*) Forecasts at Abril 2012. 
(**) As percentage of labour force.
(***) Goods and services.
SOURCE: International Monetary Fund.
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quarter of 2012 was 0.5% quarter-on-
quarter and 2.1% year-on-year, remaining 
as strong as it was at the end of 2011. 
However, although the recovery is solid,  
it is more modest than these figures 
might suggest. The private sector has yet 
to take over from expansionary policies, 
and growth for the whole of 2012 should 
not go much beyond 2.0%, while the euro 
area crisis and oil prices are still factors  
of uncertainty.

The reason for this moderate growth  
can be found in the components that  
have contributed most to the latest 
advances: the increase in stock and 
private consumption. While inventories 
are variable by nature, the rise in private 
consumption, a component that accounts 
for 71.0% of the whole economy, should 
lose steam and gradually return to 
growth in the range of 1.5-2.0%.

This is because the purchasing power of 
households’ disposable income has been 

at a standstill since January 2011, falling 
by 0.2% year-on-year in February. The 
recovery of the labour market in 2012 is 
also unlikely to lead to any rise in wages 
that could alleviate this situation and, 
without an increase in income, the 
growth in private consumption is not 
sustainable. Consumption is therefore 
remaining firm thanks to a lower savings 
rate that, in February, stood at 3.7%  
of disposable income, the lowest since 
August 2009, a rate which should rise 
over the coming months, obeying the 
need to reduce household debt. 
Consumption should therefore fall back 
towards more moderate growth that 
would nonetheless be supported by 
improvements in assets, either via  
rising stock market values or due to the 
relatively favourable evolution of the 
deleveraging process, with household 
debt that ended 2011 at 112.7% of 
disposable income, a drop of 17.3 
percentage points with regard to the  
peak in 2009. 

uNitED StatES: maiN ECONOmiC iNDiCatOrS

Percentage change over same period year before unless otherwise indicated

2010 2011
2011 2012

2Q 3Q 4Q 1Q April

Real GDP 3.0 1.7 1.6 1.5 1.6 2.1 –

Retail sales 6.4 7.7 7.8 8.0 7.0 6.4 ...

Consumer confidence (1) 54.5 58.1 61.8 50.3 53.6 67.8 ...

Industrial production 5.4 4.1 3.6 3.3 4.0 4.3 ...

Manufacturing (ISM) (1) 57.3 55.2 56.6 52.1 52.4 53.3 ...

Housing construction 5.6 4.3 –4.9 5.3 24.4 18.0 ...

Unemployment rate (2) 9.6 9.0 9.0 9.1 8.7 8.3 ...

Consumer prices 1.6 3.2 3.4 3.8 3.3 2.8 ...

Trade balance (3) –500.0 –560.0 –534.0 –537.6 –560.0 ... ...

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

Nominal effective exchange rate (4) 75.4 70.9 69.6 69.8 72.4 72.9 73.0

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

the standstill in income 
augurs moderation  
in the expansion.
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the upswing in 
consumption is partly  
due to temporary factors.

Entrepreneurs are still more 
optimistic than consumers.

The latest consumer spending indicators 
also point towards this pattern of 
vigorous growth with a tendency to 
moderate. Retail sales, without cars or 
petrol, rose by 5.7% year-on-year, with  
a first quarter posting a rise of 1.2% 
quarter-on-quarter in real terms, in line 
with the robust performance by the 
national accounts. However, a significant 
part of this improvement was due to a 
particularly benign winter, which may  
be offset slightly over the coming months. 
The Conference Board Consumer 
Confidence index is also pointing in the 
same direction, falling slightly in March 
to the level of 70.2 points, calling a halt  
in its rise when it is still clearly below  
its historical average.

Within a more upward context,  
business sentiment is in line with higher 
growth, in the order of 3% and, in 2012, 
production capital investment should 
remain as strong as last year, although the 
trend in March was uneven. The activity 

index of the Institute for Supply 
Management (ISM) for manufacturers 
provided the positive note, rising to  
53.4 points. However, the services index, 
which accounts for 86.2% of jobs and  
two thirds of private consumption,  
was more negative with a drop from  
57.3 to 56.0 points. 

The labour market provides a reliable 
image of the state of the recovery. There 
are improvements but these are slow and 
not enough. Job creation continues to 
advance, with the addition of 120,000 net 
jobs in March, a relatively modest figure 
that may have been affected by the 
excessive rises seen in January and 
February. The unemployment rate fell 
again in March, standing at 8.2%, one 
tenth of a percentage point below the 
figure for February. A large part of  
this decrease is due to a reduction  
in the labour force as the number  
of discouraged workers increases. 
Nevertheless, the improvement in the 

SOURCES: Federal Reserve and own calculations.

THE UNITED STATES: MORE CONSUMPTION AND LESS INCOME

Year-on-year change in household consumption and disposable income in real terms
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unemployment falls  
to 8.2% but improvements  
in the labour market are 
too slow.

labour market is real, as the number of 
underemployed people, those working 
part-time involuntarily, fell from 9.1 to  
7.6 million between September 2011 and 
March 2012 and the hours worked per 
week are close to their historical average. 

The problem is that this improvement is 
slow. In two years, the United States has 
recovered 40.7% of the jobs lost during 
the crisis so that, should this current  
rate continue, three years would be 
needed for the counter to get back to 
zero. This slowness has two undesirable 
consequences. Firstly, it delays the 
recovery in wages, which usually arrives 
after contracts and hours worked have 
increased. Without a recovery in wages, 
incomes cannot rise and culminate  
in the private sector taking over from 
public stimuli. Secondly, a context-
related problem of poor demand runs 
the risk of becoming structural, given 
the high proportion of long-term 
unemployed, which are the most 
difficult to relocate. 

Given this situation, the Federal Reserve 
has remained cautious. The main 
scenario is that the current monetary 
policy will be kept up, with minimal 
interest rates. But we mustn’t rule out  
the possibility of further quantitative 
expansions should the labour market 
show signs of weakening. On the plus 
side, inflation is still moderate and, at  
the current levels, allows the Fed room  
to manoeuvre. March’s consumer price 
index (CPI) rose by 2.7% year-on-year 
(2.9% in February) and, if oil prices 
remain at their current level, it should 
continue to moderate, coming close to 
2.2% by the end of year. For its part, the 
core CPI, which excludes energy and food 
prices, rose by 2.3% year-on-year (2.2%  
in February), momentarily delaying the 
expected moderation in prices. 

The recovery in the housing market  
is also taking its time, affected by the 
persistent surplus supply, which could 
continue until well into 2013. Prices are 
still falling, albeit less and less. In 

the CPi rises by 2.7%  
and core inflation by 2.3% 
but the trend in 2012 is 
still one of moderation.

Index
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THE UNITED STATES: THE CONFIDENCE LOST HAS YET TO BE REGAINED

Consumer confidence index

SOURCES: Conference Board, �omson Reuters Datastream and own calculations.
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House prices continue to 
nearly touch bottom but 
there won’t be a recovery 
until the end of 2013.

January, the Case-Shiller index for 
second-hand housing had accumulated 
a drop of 7.5% compared with June 
2010, when it started its downward  
slide again. With regard to activity, 
reasonable prices compared with the 
average household income and 
mortgage foreclosures due to default  
are leading to spikes in prices that are 
nonetheless irregular. Construction is 
more indicative of a general trend and 
fell slightly in March, with 654,000  
new homes started, in annual terms, 
perpetuating a level that is very far from 
the average of 1.5 million during the 
period of 1995-2000, prior to the bubble. 
The fact is that 12 million households 
whose mortgage debt is higher than the 
value of their home are a heavy burden. 
Given the insufficiency of the 
government scheme to modify 
mortgages, which attempted to extend 
repayment periods and reduce or delay 
interest payments, the Federal Housing 
Finance Board plans to extend this with 
effective reductions in the mortgage 
debt still outstanding for these homes.  

A change that is supported by the IMF, 
in its World Economic Outlook in April.

No significant contributions to growth 
are expected from the foreign sector, 
given the situation of global demand. 
However, the trade balance for goods 
and services in February noticeably 
improved, falling to 46.03 billion dollars, 
a drop of 6.5 billion that can be 
explained almost entirely by the 
reduction in imports from China,  
which might be due to stoppages for  
the Chinese New Year. For their part, 
exports remained the same as in  
January, evidence of the little room for 
improvement in the current situation. 
Nevertheless, oil prices still pose a threat, 
no longer for the foreign sector but for 
the economy as a whole, due to the effect 
they might have on households’ 
disposable income. What has changed  
in March is the fact that the risk is now 
symmetrical, as we cannot rule out Saudi 
Arabia’s increased production pushing 
down oil prices, which would boost 
growth in the United States.

Monthly net creation (+) or loss (–) of non-agricultural jobs

THE UNITED STATES: EMPLOYMENT, MOVING FORWARDS AFTER THE UPSWING
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the trade deficit falls 
temporarily due to the  
drop in Chinese imports.
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Japan expects an 
expansionary first quarter.

industrial production picks 
up and comes close to 
levels prior to the tsunami.

Japan: reconstruction against 
deflation

The Japanese economy expects a 
relatively robust first quarter in 2012, 
after having ended 2011 poorly. The 
growth forecast for the whole of 2012  
is 1.7%. The recent initiative by the  
Bank of Japan to establish an explicit 
inflation target of 1%, accompanied by  
a round of quantitative easing totalling  
10 trillion yen (2.1% of GDP), could  
be helping the yen to depreciate (which 
has lost 6.8% against the dollar since last 
September) and to strengthen economic 
recovery.

At the same time as these expectations  
of growth, industrial production has  
also improved over the last few months, 
in spite of the slight decline in February. 
The general index is 4.2% below the  
level of February 2011, prior to the 
earthquake and tsunami, after having 
lost a total of 16.2%. The industrial 

production of consumer goods has 
posted even better figures, now back  
at the level of February 2011. Business 
sentiment is still one of caution,  
however, with a Tankan index for large 
manufacturing firms repeating a level 
below 4.0 points in the first quarter, 
corresponding to low growth.

But the real task yet to be tackled by  
the Japanese economy is to put an  
end to deflation, as consumers have now 
become accustomed to ever-decreasing 
prices. However, the global rise in energy 
prices, exacerbated by attempts to 
denuclearize the country, are pushing up 
industrial costs, which are being passed 
on to consumer prices. February’s CPI 
increased by 0.3% year-on-year, the 
largest since December 2008. Similarly, 
the core CPI, the general index without 
energy or food, posted its second month-
on-month rise, reducing its year-on-year 
rate of decline to 0.5%.

Case-Shiller home price index

THE UNITED STATES: HOUSING, WHEN WILL THE RECOVERY COME?

NOTE: (*) �e real index is obtained by discounting rises in the CPI. 
SOURCES: Standard and Poor’s and own calculations.
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Prices rise for the first time 
since 2008, while the trade 
deficit hits another peak.

The reconstruction work, higher energy 
bills and the slowdown in world demand 
have ensured the continuity of the trade 
deficit which, in the last 12 months up to 

March, reached a record high of 4.7 
trillion yen. March’s 1.2% growth year-
on-year in exports contrasts with the 
6.3% rise in imports. 

JaPaN: maiN ECONOmiC iNDiCatOrS

Percentage change over same period year before unless otherwise indicated

2011 2012
2011 2012

1Q 2Q 3Q 4Q January February March

Real GDP 4.5 –0.7 –0.1 –1.7 –0.5 –0.6 – ... –

Retail sales 2.5 –1.2 –3.0 –1.7 –1.0 0.8 1.8 3.4 ...

Industrial production 16.6 –2.3 –1.9 –6.7 –0.6 0.0 –1.5 –4.2 ...

Tankan company Index (1) 0.0 –1.3 6.0 –9.0 2.0 –4.0 – –4.0 –

Housing construction 2.7 2.6 2.9 4.6 8.0 –4.8 –1.4 7.4 ...

Unemployment rate (2) 5.1 4.6 4.8 4.6 4.4 4.5 4.6 4.5 ...

Consumer prices –0.7 –0.3 –0.5 –0.4 0.1 –0.3 0.1 0.3 ...

Trade balance (3) 7.9 –1.6 6.5 3.4 1.3 –1.6 –2.7 –3.2 ...

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

Nominal effective exchange rate (5) 106.0 113.5 110.6 109.3 115.5 118.6 120.9 117.1 111.6

NOTES: (1) Index value.
(2) Percentage of labour force.
(3) Cumulative balance for 12 months. Trillion yen.
(4) Percentage.
(5) Index weighted for foreign trade movements. Higher values imply currency appreciation. Average in 2000 = 100.
SOURCES: OECD, national statistical bodies and own calculations.

SOURCES: Japanese Ministry of Communications, National Statistics Office and own calculations.

JAPAN: COULD THIS BE THE END OF DEFLATION?

Year-on-year change in the consumer price index
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China: a slowdown of little concern

The GDP of the world’s second economy 
grew by 8.1% year-on-year in the first 
quarter of the year, less than the 8.9%  
of the previous quarter and consensus 
forecasts. The moderation in foreign 
demand due to the weakness of advanced 
economies, particularly Europe, is the 
main reason for this slowdown in China. 
In particular, exports grew by a very 
moderate 7.7% year-on-year in current 
terms in the first quarter of 2012, 
compared with 14.3% in the last quarter 
of 2011.

Nevertheless, our main scenario is still of 
a soft landing for China. The trajectory  
of domestic demand will allow it to 
maintain a high growth rate, with an 
advance of close to 8% in 2012, although 
there is the risk this might be lower.  
A greater slowdown than expected in 
Europe (the destination of 21% of the 
goods exported) would have a significant 
impact on the country’s rate of growth.

The rise in industrial production and 
retail sales in the month of March 
reinforces our scenario of a soft landing. 

Industrial production grew by 11.9% in 
March, higher than the 11.4% of the first 
two months. Retail sales were up 15.2% 
year-on-year in current terms, also higher 
than the 14.8% two-monthly figure. On 
the other hand, fixed capital investment 
grew by 20.9% in the first three months of 
the year, 0.6 points below the cumulative 
figure up to February.

Although it is still too early to make any 
definitive judgement, the trends in these 
activity indicators, together with the 
decline in the foreign sector, are a small 
sign, albeit welcome, that the Chinese 
economy might be rebalancing its growth 
pattern towards private consumption and 
away from exports and infrastructure 
investment.

Within this context of moderating 
activity, March’s inflation rose to 3.6%, 
slightly above February’s figure of 3.2%, 
due to volatile food prices, which make 
up more than a third of the general price 
index. Nonetheless, this figure is below 
the 4% target set by the government and 
is expected to continue easing throughout 
the year. This has allowed monetary 
policy to be relaxed. At the beginning of 

CHiNa: maiN ECONOmiC iNDiCatOrS

Percentage change over same period year before, unless otherwise indicated

2010 2011
2011 2012

1Q 2Q 3Q 4Q January February March

Real GDP 10.4 9.2 9.7 9.5 9.1 8.9 – 8.1 –

Industrial production 15.7 13.7 14.9 13.9 13.8 12.8 – 11.4 11.9

Electrical power generation 14.0 10.9 12.1 12.0 10.8 8.9 –5.1 19.4 7.3

Consumer prices 3.3 5.4 5.1 5.7 6.2 4.6 4.5 3.2 3.6

Trade balance (*) 184 156 167 172 170 156 178 154 160

Reference rate (**) 5.81 6.56 6.06 6.31 6.56 6.56 6.56 6.56 6.56

Renminbi to dollar 6.8 6.5 6.6 6.5 6.4 6.4 6.3 6.3 6.3

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

China moderates its 
advance with 8.1% growth 
year-on-year in the first 
quarter of 2012.

industrial production  
and retail sales push 
forward in march.
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year, the reserve ratio was lowered and  
we expect interest rates to be reduced by 
50 basis points throughout 2012, which 
will boost growth in credit and domestic 
demand. Fiscal policy will continue to be 
active along the same line of supporting 
growth. The economy’s moderate debt, 
even taking into account the debt of local 
governments, should help to reinforce the 
network of social benefits and continue 
with an acceptable level of investment  
in infrastructures.

Lastly, in mid-April, the central bank 
widened the daily renminbi trading band 
allowed against the dollar from ±0.5% to 
±1%. However, given the slowdown in 
foreign demand, we do not expect the rate 
of appreciation of the Chinese currency 
against the dollar to exceed 3% in 2012.

In short, and in spite of a possible greater 
deterioration in advanced economies, 
China’s slight moderation does not seem 
alarming and, moreover, some indicators 
seem to point to a shift towards a greater 
role being played by private consumption. 

We will have to wait and see how these 
indicators develop over the next few 
months.

Brazil: stimuli... and yet more stimuli

After the disappointing growth figures 
for the second half of 2011 and given  
the accumulation of signs that the first 
quarter of 2012 will not be much better, 
Brazil’s economic authorities have opted 
to turn the tap of stimuli full on. At the 
beginning of April, the government 
announced a new package of measures 
aimed at encouraging domestic 
expenditure and including tax discounts, 
credit facilities and a series of instruments 
to boost an industrial sector that is still 
failing to consolidate a pattern of strong 
growth. Similarly, trade policy has 
adopted a clearly more protectionist  
slant, even considering the possibility  
of introducing new custom duties to 
protect those sectors most exposed to 
competition from China, particularly 
textiles. 

the central bank widens the 
daily renminbi trading band 
against the dollar.

BraZiL: maiN ECONOmiC iNDiCatOrS

Percentage change over same period year before unless otherwise indicated

2010 2011
2011 2012

1Q 2Q 3Q 4Q January February March

Real GDP 7.6 2.7 4.1 3.3 2.2 1.4 – ... –

Industrial production 10.6 0.3 2.4 0.7 0.1 –2.2 –2.5 –3.3 ...

Consumer confidence (*) 159.7 156.4 161.8 155.4 153.2 155.2 158.3 170.2 164.4

General unemployment rate (**) 6.7 6.0 6.3 6.3 6.0 5.2 5.5 5.7 ...

Consumer prices 5.0 6.6 6.1 6.6 7.1 6.7 6.2 5.8 5.2

Trade balance (***) 20.1 29.8 22.4 25.2 30.5 29.8 28.1 28.6 29.1

Interest rate SELIC (%) 10.00 11.79 11.75 12.25 12.00 11.00 10.50 10.50 9.75

Reales to dollar (*) 1.78 1.63 1.63 1.56 1.88 1.86 1.75 1.72 1.83

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

Brazil’s authorities are 
using stimuli to put a stop 
to the slowdown.



16 MAY 2012 THE SPANISH ECONOMY MONTHLY REPORT

For its part, the central bank of Brazil 
lowered the SELIC rate by a further 75 
basis points and, surprisingly, left the 
door open to further reductions 
depending on the economic situation. Its 
decision, which has put the discount rate 
at 9%, almost its lowest level in fifteen 
years (8.75%), was based on a progressive 
moderation in the rise in prices (inflation 
continued to fall in February, down to 
5.85%), the aforementioned slowdown  
in the pace of activity and the threats still 
hovering over global economic growth. 
In any case, and although no excessive 
inflationary pressures are expected in the 
short term, the country’s high degree of 
wage indexation, the rigidity in services 
and the more aggressively expansionary 
turn taken by economic policies will keep 
inflation above the middle point in the 
target range for 2012 (4.5%). This, and  
the expected upswing in activity in the 
second half of the year, suggests that the 
end to cuts in the official interest rate  
is not far off. 

Although this new arsenal of stimuli,  
in addition to those that have been 

introduced since mid-2011, might provide 
industry with a blast of oxygen, their 
impact is expected to be marginal and 
temporary as they don’t tackle the root of 
the problem. In addition to an excessively 
overvalued real, Brazil’s industry is also 
suffering from a series of structural 
inefficiencies that result in high 
production costs and low competitiveness. 
And, unfortunately, for the time being, 
neither Dilma Rousseff nor her 
government team seem concerned about 
undertaking the necessary reforms to  
put an end to these inefficiencies. 

mexico: the calm before the election

The latest macroeconomic indicators 
suggest a relatively comfortable outlook 
for the Mexican economy. Consumer  
and producer sentiment is increasingly 
optimistic; industrial production posted 
strong growth in February (5.9% year- 
on-year, compared with 4.3% in January) 
and purchasing manager indices point  
to the manufacturing cycle becoming 
stronger. This reflects the better tone,  

Brazil’s central bank cuts 
the official interest rate 
again by a further 75 basis 
points, leaving it at 9%.

mExiCO: maiN ECONOmiC iNDiCatOrS

Percentage change over same period year before unless otherwise indicated

2010 2011
2011 2012

1Q 2Q 3Q 4Q January February March

Real GDP 5.5 4.0 3.9 3.9 4.4 3.7 – ... –

Industrial production 6.1 3.9 4.9 3.7 3.6 3.4 3.9 1.7 ...

Consumer confidence (*) 86.3 91.7 92.1 90.7 93.7 90.3 95.4 93.6 93.4

Leading business index (*) 116.5 116.5 119.6 120.4 122.3 122.8 123.8 ... ...

General unemployment rate (**) 5.4 5.2 5.1 5.2 5.7 4.8 4.9 5.3 4.6

Consumer prices 3.9 3.2 3.5 3.3 3.4 3.5 4.0 3.9 3.7

Trade balance (***) –3.0 –1.2 –1.5 0.0 –1.5 –1.2 –1.6 –1.4 ...

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

Mexican pesos to dollar (*) 12.33 11.90 11.90 11.72 13.78 13.94 13.02 12.81 12.81

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

the mexican economy  
is facing a relatively 
comfortable economic 
outlook.
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on the one hand, in domestic demand, 
which continues to pick up speed thanks 
to improved credit, remittances and 
employment; additionally, foreign 
demand has been boosted by the gradual 
recovery in its neighbour to the north. 

In the area of prices, the bulk of the 
evidence available suggests that the 
inflationary upswing at the end of 2011, 
due to a shock in the food supply and the 
impact of a weak peso on core inflation,  
is dying down. Undoubtedly, the cyclical 
position of the economy, with moderate 
growth below its potential, has helped  
to ease the rise in prices. 

This macroeconomic scenario is of great 
help to the monetary authority which, 
given the solid but still restrained growth 
and with the absence of any significant 
pressures on prices, can allow itself to 
keep the discount rate unchanged, at 
4.5% since July 2009. In any case, its latest 
announcements continue to show a clear 
bias towards laxer monetary policy, due 
undoubtedly to the context of extreme 
monetary lassitude at a global level. 

This favourable economic situation is  
also helping to prepare the ground for the 
electoral campaign to dust off proposals 
for substantial structural reforms. In this 
respect, the governor of the central bank, 
Agustín Carstens, recently and explicitly 
asked the presidential candidates to think 
seriously about these reforms. Reforms 
that, as he ventured, if they are carried 
out successfully, might take the Mexican 
economy to growth rates in the region of 
5%, double its average growth over the 
last decade.

a change of direction for oil?

Oil fell slightly between 20 March and 
20 April, with a drop of 4.7%, standing 
at 118.60 dollars per barrel (Brent 
quality, for one-month deliveries). Crude 
was therefore 10.7% above its level at  
the start of 2012 but 4.8% below its level 
of a year ago, when the Libyan crisis had 
already reached its peak, which should 
help to push down the CPI of most 
economies.

Oil prices seem to have taken a 
downward turn. The main factor could 
be Saudi Arabia, which increased its 
production to 10 million barrels a day, the 
highest level in 30 years. In addition, the 
International Energy Agency predicts 
conditions of supply and demand that 
should lead to further price reductions, 
although this is being hindered by the 
tensions generated by Iran’s nuclear 
programme. Moreover, the weakness  
of the euro area is also pushing down 
demand for crude.

The rest of the commodities joined 
crude’s downward slide. The CRB index 
fell by 3.0% between 20 March and 20 
April, its biggest drop since May 2010. 
Among metals, aluminium and nickel 
lost close to 8.0%, while copper was 
down by 4.3%, affected by the slowdown 
in China and the revelation that the 
Asian giant has a larger stock than 
expected. The exception to these 
decreases was gold, which only fell by a 
minimal 0.4%. Falls also predominated 
among foods, with decreases in the price 
of wheat, sugar and coffee; rice being the 
exception, up by 1.9%.

the central bank has yet  
to make a move but its 
governor advocates  
far-reaching structural 
reforms.

Oil falls by 4.7% in one 
month and goes below  
its level of a year ago.

the change in direction for 
commodities is confirmed.
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TREND IN VARIOUS COMMODITIES (*)

NOTE: (*) Figures for last day of month (last date April 20).
SOURCES: �e Economist, �omson Reuters Datastream and own calculations,
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Companies and productivity: a matter of size 

Spain’s business fabric is typically highly fragmented, with a clear predominance of small and micro-enterprises 
and, on the other hand, a small number of large firms. This distribution might be partly a reflection of obstacles 
to growth or disadvantages in being large, an issue that is far from irrelevant when it has been proved that larger 
companies not only tend to be more productive but are also more likely to export. Given the current situation  
of very weak domestic demand, it is essential for our firms to gain both domestic and foreign market share,  
and this requires improved productivity and savings in costs. In short, boosting competitiveness and internatio-
nalization, two elements that are positively associated with the size of a company. That’s why this box advocates 
a regulatory environment that not only encourages the creation of firms, mostly very small when they start up, 
but also their growth.
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From an international perspective, the average size of a typical Spanish firm is smaller than that of other countries 
with a similar degree of development. According to data gathered by the OECD, in Spain in 2007, 3,305 firms were 
operating with more than 250 workers (considered to be large firms) out of a total of 2,712,397 firms. This figure 
is slightly lower than its equivalent in Germany, for example, where 8,995 large firms were operating out of a total 
of 1,818,909 in the same period. On the other hand, Spain stands out as one of the advanced countries with the 
largest share of micro-enterprises or firms with fewer than 10 employees, accounting for 93% of all companies 
compared with 83% in Germany, which coincides with the OECD average.(1)

In terms of employment, small and medium-sized enterprises (fewer than 250 employees) account for 78% of all 
employment in Spain, while in Germany they employ just 60.4% and, in the United States, 47.3%. Moreover, the 
distribution of employment also shows a clear bias towards micro-enterprises with 38.3% of the total compared 
with 19% in Germany and 11% in the United States. Although industrial firms tend to be larger than service firms, 
Spain’s bias towards small-sized companies cannot be put down to the tertiary sector’s greater weight. If we look 
just at the manufacturing branch, SMEs also employ the lion’s share with 73% of all workers, while firms with 
fewer than 20 workers employ double the number of workers as in Germany (29% versus 15%). Large manufacturing 
firms, however, only employ 27% of the sector’s total employment in Spain, compared with 53% in Germany (see 
the graph above).

It is now well-known and documented that larger firms are more likely to export.(2) The main reason is simply the 
presence of fixed costs for breaking into export markets, which a larger company can more readily afford. In 

SPAIN'S SMEs ACCOUNT FOR MOST OF THE EMPLOYMENT

Employee distribution by company size in the manufacturing sector

NOTE: Based on the latest data available, for 2007.
SOURCES: OECD Structural and Demographic Business Statistics and own calculations.
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(1) See OECD, Entrepreneurship at a Glance, 2011.
(2) See, for example, Bernard, Jensen, Redding and Schott, «Firms in International Trade», Journal of Economic Perspectives, 2007.



20 MAY 2012 THE SPANISH ECONOMY MONTHLY REPORT

Spain, during the period 2001-2007, only 12% of all firms exported some kind of good; however, among large 
firms, 57% did so compared with just 2.9% of micro-enterprises.(3) Similarly, a recent study concludes that, with 
the collapse of global trade in 2009, those Spanish companies that gave up exporting the most were generally the 
smaller firms. The findings also reveal that, in the case of large companies, export volumes were adjusted largely 
by reducing the intensive margin (in other words, the average value exported) and not so much via the extensive 
margin (leaving the market), an option that was used more often, however, by the smaller firms.(4)

In addition to being more inclined to export, larger firms also tend to be more productive. The positive 
association between productivity and company size can be explained, fundamentally, by the presence of 
increasing economies of scale that help to progressively reduce unit costs as a company grows larger. According 
to data gathered by the OECD on productivity in the manufacturing sector, large Spanish firms are almost 3 
times more productive than micro-enterprises and 1.6 times more productive than the average-sized firm. 
These differences in productivity due to size are comparable to those observed in other countries, such as 
Germany (see the graph above). 

These data also reveal a regularity that may be surprising at first glance: when similar-sized companies are 
compared, the productivity of Spanish firms is not very different from that of their German peers. In fact, large 

(3) Source: The Bank of Spain’s Boletín Económico, November 2010.
(4) See the Bank of Spain’s Boletín Económico, January 2012.
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NOTE: Based on the latest data available, for 2007.
SOURCES: OECD Structural and Demographic Business Statistics and own calculations.

LARGE FIRMS ARE MORE PRODUCTIVE IN SPAIN THAN IN GERMANY
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Spanish firms are even more productive than large German firms. On the other hand, micro and small enterprises 
are somewhat less productive in Spain. This suggests that the difference between the average productivity of 
German manufacturing firms compared to Spanish (20% higher in Germany) might be due to the lower share of 
large firms in Spain. 

In this respect, it is revealing to calculate how the average productivity of Spain’s manufacturing sector would 
change if the distribution of employment among firms of different sizes were the same as in Germany. The findings 
show that, in this case, Spain’s average productivity would be the same as in Germany. If, however, we maintain 
the current composition by size of Spanish companies but assume that German companies of the same size are 
equally productive, we find that Spain’s average productivity would still be 16% lower than that of Germany. This 
illustrates that, from a strictly accounting point of view, Spain’s lower average productivity compared with 
Germany can certainly be put down to the composition effect resulting from the excessive fragmentation of 
Spain’s business fabric and its bias, in employment terms, towards small firms, which are less productive not only 
in Spain but everywhere. 

So why are there so few large firms in Spain? The bulk of the evidence available suggests that Spain’s smaller 
average company size results both from the inflexibility and obstacles in the institutional environment and the 
market in which firms operate (which makes it difficult for them to grow), as well as from broader social and 
cultural factors that limit the horizon of many business projects from the start. These limiting factors are explored 
in more detail in the boxes entitled «To grow or not to grow, that is the problem», «Does labour regulation allow 
company growth?» and «SME financing in Spain: short-term emergency, long-term challenge» in this issue. The 
first two examine the institutional environment’s influence on company growth, while the third tackles the 
relationship between access to financing and company size. 

In summary, large Spanish firms are competitive and, in recent years, have demonstrated notable dynamism in 
exporting. The problem lies in the fact that these firms still make up a very small proportion of the economy. 
Given that domestic expenditure is likely to be weighed down by adjustments for a long time to come, the best bet 
for the Spanish economy to get back on the path of growth is to gain market share abroad. This undeniably 
requires a larger number of our companies to jump on the bandwagon of productivity and internationalization; 
and it’s clear that growing in size will make for a cheaper ride.

This box was prepared by Marta Noguer
International Unit, Research Department, ”la Caixa”
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the Euro area: greater uncertainty

The International Monetary Fund (IMF) 
has updated its growth forecasts for the 
gross domestic product (GDP) of the 
different regions and countries in the 
world. In the case of the euro area in 
2012, it has lowered this by two tenths of a 
percentage point, to a contraction of 0.3% 
year-on-year. This forecast by the 
supranational organization is based on a 
first part of the year in which the 
economy will shrink moderately, while 
some recovery is expected for the last six 
months, as suggested by economic 
indicators. In those countries that have 
been bailed out, such as Greece and 
Portugal, or those whose sovereign risk 
premia are still very high, such as Italy 
and Spain, the recession will be more 

intense and these economies are only 
expected to recover as from 2013. 

Expectations regarding the improvement 
in the economy during the second half of 
the year are based on the leading 
macroeconomic indicators published in 
January and February. On the whole, 
these were better than in the fourth 
quarter of last year. However, over the 
last few weeks this incipient 
improvement has been curtailed in some 
indicators, not only because their speed 
of recovery has slowed up but also 
because, in some cases, they have even 
deteriorated.

For example, from the point of view of 
demand, the European Commission 
published the findings from its survey  

the imF lowers its growth 
forecast for the euro area.

Consumer confidence  
falls and...

EurOPEaN uNiON

EurO arEa: maiN ECONOmiC iNDiCatOrS

Percentage change over same period year before unless otherwise indicated

2010 2011
2011 2012

1Q 2Q 3Q 4Q January February March

GDP 1.9 1.5 2.4 1.6 1.3 0.7 – ... –

Retail sales 0.9 –0.6 0.1 –0.5 –0.5 –1.3 –1.1 –2.1 ...

Consumer confidence (1) –14.2 –14.6 –11.0 –10.7 –15.9 –20.6 –20.7 –20.3 –19.1

Industrial production 7.4 4.8 6.5 4.1 3.9 –0.2 –1.7 –1.8 ...

Economic sentiment indicator (1) 100.5 101.0 106.9 105.2 98.4 93.6 93.4 94.5 94.4

Unemployment rate (2) 10.1 10.2 10.0 10.0 10.2 10.5 10.7 10.8 ...

Consumer prices 1.6 2.7 2.5 2.8 2.7 2.9 2.7 2.7 2.7

Trade balance (3) 4.6 –19.6 –10.0 –16.9 –22.0 –19.6 –3.0 2.6 ...

3-month Euribor interest rate (%) 0.8 1.4 1.1 1.4 1.6 1.5 1.3 1.1 1.0

Nominal effective euro exchange rate (4) 103.7 103.4 102.7 105.2 103.5 102.1 98.9 99.6 99.8

NOTES: (1) Value.
(2) Percentage of labour force.
(3) Cumulative balance for 12 months. Billion euros.
(4) Change weighted for foreign trade flows. Higher values imply currency appreciation.
SOURCES: Eurostat, European Central Bank, European Commission and own calculations.
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...has a negative impact  
on retail sales.

the labour market looks 
weak with unemployment 
rising to 10.8%.

on household confidence in April. The 
index for the euro area fell from –19.1  
to –19.8. Although this change is small,  
it interrupts the rising trend in consumer 
confidence that started at the end of last 
year. Rising fuel prices, spending cuts 
and tax hikes to achieve fiscal 
consolidation are damaging the 
purchasing patterns of European 
families.

This fall in household confidence has led 
to a 0.1% drop in retail sales in February, 
taking the year-on-year rate to a sharp 
contraction of 2.1%. Geographically, this 
decline has been led by Germany with a 
1.1% fall that month, after a sharp drop 
in January of 1.2%. However, this was 
partly offset by retail sales in France, up 
by 1.2%. A breakdown by sector shows 
that consumers are concentrating their 
spending on food, beverages and tobacco 
(0.6%), while sales of all other products 
overall except for those at service stations 
(textiles, household goods, electronic 
equipment, medical and pharmaceutical 
expenses) have remained the same (0%).

With regard to spending on 
consumption, this is also experiencing  
an adverse trend, as shown by car 
registrations, which fell by 10.4%  
year-on-year in March for the euro area 
as a whole. Increasing uncertainty 
regarding the economic situation has 
even reduced the replacement of  
vehicles, ageing Europe’s automobile 
stock.

The situation of the labour market in  
the euro area, fundamental to families’ 
spending decisions, still looks weak, as 
February’s unemployment rate rose by 
one tenth of a percentage point to 10.8%. 
This figure hides the disparity between 
countries; while Austria has 4.2% 
unemployment, in Spain this reaches 
23.6%. In February, the number of 
unemployed rose by 167,000, bringing 
the total figure in the euro area to 17.1 
million, to which we should also add, 
according to Eurostat, 5.7 million 
workers who are working part-time  
and who would like to work more  
hours.

SOURCE: Eurostat.

RETAIL SALES FAIL TO RECOVER

Year-on-year change in the index for retail and consumer goods
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the foreign sector 
continues to make  
a positive contribution  
to economic growth.

the euro area’s construction 
industry disappoints.

Fortunately, the foreign sector, which 
continues to contribute to the euro area’s 
growth, recorded a trade surplus in 
February with the rest of the world of 2.76 
billion euros. This is a positive figure if 
we compare it with the same month a 
year ago, which recorded a deficit. This 
surplus was helped by exports rising to 
150 billion euros, while imports rose less, 
up to 147.2 billion euros. In this last case, 
the higher price of oil imports continued 
to increase Europe’s energy deficit.

From the point of view of supply, 
February’s industrial production posted a 
good result with a 0.5% increase month-
on-month, although the year-on-year rate 
is still in negative terrain, worsening by 
one tenth of a percentage point, to –1.8%. 
This good performance in February is 
due to industrial production in France 
(0.2% month-on-month) and the 
Netherlands (13.0%), while Germany 
(–0.2%) and Spain (–0.5%) have deducted 
from the index.

However, the outlook for investment is 
not entirely rosy, as confidence indices for 
the services and construction sectors 
reported falls. In the case of construction, 
in the month of February production fell 
by 7.1% month-on-month, taking the 
year-on-year decline to 12.9%. February’s 
weather was certainly adverse for 
construction but, in any case, these 
figures confirm the negative trend.

Regarding the trend in prices in the euro 
area, March’s inflation figure rose by 
0.2% month-on-month, while the year-
on-year rate remained stable at 2.7%. 
This is the fourth month in a row that 
inflation has been anchored at this level. 
The most inflationary items were 
clothing and footwear (due to the end of 
the sales) and energy for transportation 
(oil prices are still high). From the point 
of view of price stability, at present this 
does not represent any real problem as 
there are no second round effects; i.e. 
price rises are not leading to wage 

SOURCE: Eurostat.

Year-on-year change in the industrial production index
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macroeconomic indicators 
point to negative growth  
in the second quarter.

there’s a greater risk of 
economic growth being 
worse than expected.

the good performance  
by the German labour 
market boosts consumer 
confidence.

increases. However, where they are 
having a negative effect is on household 
disposable income which is 
deteriorating, cutting off their  
possibility to spend.

Compared with the growth rates in the 
first quarter, the leading indicator for 
economic sentiment in the euro area, 
which includes consumer and business 
confidence and which had improved in 
January and February, fell marginally by 
one tenth of a percentage point in March 
to 94.4 points. The reason for this drop 
lies in the loss of confidence on the part 
of industry and construction. However, 
consumer confidence rose in the sectors 
of services and retail trade in the same 
month. In any case, the recovery 
suggested by this indicator in the  
period of December to February has 
now slowed up. 

In other words, macroeconomic 
indicators are pointing to a certain 
lethargy in private economic activity  
for consumption and investment. If we 
also add the efforts being made to 
achieve fiscal consolidation and the 
expected government spending cuts in 
the euro area as a whole, we cannot rule 
out negative growth for this region 
overall during the second quarter.

In summary, the latest economic figures 
point to a greater risk of economic 
activity declining and, on the other 
hand, inflation refusing to fall. For the 
coming quarters, one of the key issues 
will be how the situation develops in 
Spain and Italy and the risk of this 
possibly affecting the rest of the euro 
area. This factor will be crucial to 
defining the profile of growth and the 
expected recovery during the second 
half of the year.

an optimistic spring for  
the German economy

The German economy seems to be 
leaving behind the bad patch it went 
through in the fourth quarter of 2011, 
when it declined by 0.2% quarter-on-
quarter. However, available indicators 
suggest a mixed panorama, so that any 
growth in the first quarter of 2012 must 
have been modest. Opinion indicators 
show the best performance. We therefore 
predict a moderate increase in GDP for 
the year as a whole, in the order of 0.5%, 
supported particularly by domestic 
demand. 

Looking at expenditure, retail sales 
weakened in February, falling by 1.1% 
seasonally and calendar adjusted, 
compared with the previous month, 
affected in part by the upswing in 
inflation that month to 2.3% year-on-
year, boosted by energy prices. However, 
consumer confidence improved slightly 
in the month of March, reaching a 
relatively high level, encouraged by the 
good performance of the job market.  
Also positive are the expectations of 
higher disposable income, although in 
the fourth quarter of 2011 real wages, i.e. 
discounting inflation, were at the same 
level as a year earlier.

The outlook for investment is also more 
favourable, given expectations of a rise in 
demand. Low interest rates are also 
helping investment. Along the same lines, 
it should be noted that the credit 
restrictions for trade and industry were  
at a minimum in March. 

With regard to the foreign sector, the 
outlook is moderately good. In February, 
goods exports increased by 1.6% 
compared with the previous month, 
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German industrial orders 
pick up in February, 
particularly those from 
outside the euro area.

Germany’s public debt falls 
to 81% of GDP in 2011.

seasonally adjusted, while imports rose  
by 3.9%. However, in comparison with 
February 2011, exports were up by 8.6% 
compared with the 6.1% of imports. In 
terms of the balance of payments, in 
February the current account surplus 
widened to 11.1 billion euros, thanks to 
the trade surplus and the reduction in 
the deficit for service, income and 
current transfer transactions. 

From the point of view of supply, a slight 
decline could be observed in industrial 
production in February, partly affected 
by the bad weather. However, industrial 
orders picked up, particularly those 
coming from outside the euro area. 
Construction production plummeted in 
February due to the cold spell. However, 
the outlook was favourable. In January, 
orders rose by 15.4% in real terms 
compared with twelve months ago. With 
regard to services, the number of hotel, 
restaurant and catering businesses 
increased by 2% in real terms in 
February compared to the same month 
the previous year.  

The creation of jobs, meanwhile, 
continues to be supported by household 
consumption. In February, the number  
of jobs rose by 40,000, seasonally adjusted, 
in spite of the inclement weather. The 
BA-X indicator for labour demand rose 
slightly in March, reaching a high level. 
This higher labour demand could be seen 
in most branches. On the other hand, 
unemployment continued to shrink  
in March. In fact, the number of 
unemployed posted its lowest historical 
level since reunification in 1990. The 
dynamism of the labour market is being 
encouraged by moderate wage demands 
in general. 

This recovery in the German economy 
meant that public debt measured using 
the excessive deficit protocol fell by 1.8 
percentage points of GDP to 81.2% at the 
end of 2011, in spite of a public deficit of 
1.0% of GDP. A moderate adjustment is 
expected in 2012, gradually bringing 
public debt towards the limit established 
of 60% of GDP, a level lost in 2002. On the 
other hand, Europe’s engine is not 

SOURCES: Thomson Reuters Datastream and own calculations.

CONSTRUCTION CONTINUES TO DRIVE THE GERMAN ECONOMY
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French household 
consumption remains 
contained due to adverse 
expectations regarding 
trends in the labour 
market.

expected to boost its trading partners  
to any great degree. 

Little dynamism in the French 
economy

In spite of an improvement in the 
economic climate in February and 
March, available indicators point to 
stagnation in the first quarter of 2012, 
representing a slowdown compared with 
the 0.2% quarter-on-quarter expansion in 
GDP posted in the last quarter of 2011. 
We have kept to our forecast of very 
modest growth for the whole of 2012 due 
to the situation of some of its trading 
partners in the euro area, to the 
competitiveness problems the country 
has accumulated and the effects of 
spending cuts. However, depending  
on how the debt crisis evolves in the 
peripheral countries of the euro area  
and oil prices, there could be some slight 
deviations from our projection, either 
upwards or downwards. 

From the point of view of demand, 
household consumption in the first 
quarter appears quite contained, partly 
due to adverse expectations regarding 

trends in the labour market and the 
persistence of inflation. In fact, the 
meagre growth in GDP has led to a 
decline in employment and a rise in the 
unemployment rate, standing at 10.0%  
in February. For its part, inflation held 
steady at 2.3% in March. In February, 
household consumption of manufactured 
goods rose by 3.0% in terms of volume 
compared to the previous month, 
seasonally adjusted and corrected for 
calendar effects, but this was mostly due 
to the increase in energy costs due to a 
cold spell. The consumption of goods not 
including food or energy rose by 0.9% 
compared with January, although 
automobiles fell by 0.8%. 

On the supply side, industrial production 
posted a month-on-month increase of 
0.3% in February due particularly to  
the effects of the bad weather, as 
manufacturers posted a drop of 1.2%.  
In terms of new orders, the short-term 
outlook was one of maintenance.  
In general, the climate was better in 
construction although this weakened 
slightly in March. With regard to 
services, activity speeded up in the same 
month thanks to transportation and 
engineering activities.

GErmaNy: maiN ECONOmiC iNDiCatOrS

Percentage change over same period year before unless otherwise indicated

2010 2011
2011 2012

1Q 2Q 3Q 4Q January February March

GDP 3.6 3.1 4.6 2.9 2.7 2.0 – ... –

Retail sales 1.5 1.2 0.8 2.4 0.9 0.7 –1.0 –2.0 ...

Industrial production 10.0 8.1 12.8 8.1 8.2 3.4 1.6 –0.9 ...

Industrial activity index (Ifo) (*) 107.8 111.3 114.6 114.1 109.7 106.9 108.4 109.7 109.8

Unemployment rate (**) 7.1 6.0 6.3 6.0 5.8 5.7 5.7 5.7 ...

Consumer prices 1.1 2.3 2.1 2.3 2.4 2.4 2.1 2.3 2.1

Trade balance (***) 154.9 158.1 157.9 158.7 159.0 158.1 161.2 164.0 ...

NOTES: (*) Value.
(**) Percentage of labour force, seasonally adjusted.
(***) Cumulative balance for 12 months. Billion euros.
SOURCES: Eurostat, European Central Bank, European Commission, national statistical bodies and own calculations.
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the short-term outlook for 
France’s industrial activity 
is one of maintenance.

France’s public deficit 
target is lowered slightly 
for 2012 to 4.4% of GDP.

Looking at the foreign sector, at the start 
of the year goods imports were more 
dynamic than exports, with the 
consequent worsening of the trade 
deficit, partly due to the bad winter 
weather. In the period of December-
February, exports were up 1.2% 
compared with the previous three 
months while imports rose by 1.5%. 
However, compared with the same 
period a year ago, the 6.9% growth in 
exports, encouraged by demand from 
outside the Monetary Union, was higher 
than that of imports, namely 5.0%.

On the other hand, private sector credit 
continued its tendency to slow up. Its 
year-on-year rate of change stood at 3.2% 
in February, half a point less than in 
January. This slowdown affected both 
firms and households. However, non-
financial firms offset this by issuing 
more debt, so that their year-on-year rate 
of indebtedness remained at 6.1%. 

Lastly, the public deficit for 2011 was 
5.2% of GDP, half a point less than the 
target set, in spite of lower economic 
growth than expected. This was achieved 
both by a rise in revenue and by 
moderating expenditure, which 
stabilized in volume terms for the first 
time since 1960. Because of this success 

in France’s 2012-2016 Stability 
Programme presented in April, its target 
for 2012 was lowered by one tenth of a 
percentage point to 4.4% of GDP, keeping 
the target of 3.0% for 2013 and 0.0% for 
2016. On the other hand, public debt 
increased to 85.8% of GDP by the end  
of 2011, 3.5 points more than in the 
previous year. 

However, the questioning of the austerity 
policy promoted by the European Union 
by François Hollande, the winner, albeit 
by a small margin, in the first round of 
French presidential elections on 22 April, 
who proposed delaying the achievement 
of a balanced budget until 2017, 
introduced some uncertainty. The risk 
premium, measured by its spread with 
German long-term bonds, continued to 
rise in the last few weeks but was still 
below its record in November 2011, also 
reflecting tensions in other countries on 
the periphery of the euro area.

the italian economy: diminuendo

According to available economic 
indicators, the recession in which the 
Italian economy has found itself since the 
second half of 2011 looks like continuing 
in the first quarter of this year. Given  

FraNCE: maiN ECONOmiC iNDiCatOrS

Percentage change over same period year before unless otherwise indicated

2010 2011
2011 2012

1Q 2Q 3Q 4Q January February March

GDP 1.4 1.7 2.3 1.7 1.6 1.3 – ... –

Domestic consumption 1.7 0.9 3.6 1.3 –0.9 –0.3 –3.3 –3.2 ...

Industrial production 4.6 2.4 4.7 1.8 2.8 0.5 –1.9 –1.9 ...

Unemployment rate (*) 9.8 9.7 9.6 9.6 9.7 9.8 10.0 10.0 ...

Consumer prices 1.5 2.1 1.8 2.1 2.1 2.4 2.3 2.3 2.3

Trade balance (**) –51.9 –70.4 –59.7 –65.1 –69.5 –70.4 –69.5 –70.1 ...

NOTES: (*) Percentage of labour force, seasonally adjusted.
(**) Cumulative balance for 12 months. Billion euros.
SOURCES: OECD, Eurostat, INSEE, European Commission and own calculations.
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the italian recession 
looks like continuing... 

...but there are signs  
it is lessening.

the accumulated problems of 
competitiveness, the effects of budgetary 
consolidation and the peripheral debt 
crisis that has yet to be resolved, we have 
kept to our forecast of a drop in GDP  
of 1.5% for the year as a whole. The 
country’s recovery will therefore come 
later on, when the impact is noticed of 
the reforms being undertaken by the 
government of the former EU 
commissioner, Monti. 

However, some signs of improvement 
have appeared recently within this 
delicate situation. In January retail sales 
grew by 0.7% in real terms compared 
with the previous month, after two 
consecutive falls. Nonetheless, 
consumption is weak in general, as 
households are cautious due to 
expectations of a reduction in disposable 
income and the upward trend in 
unemployment. Consequently, 
automobile sales plummeted by 26.7%  
in March compared with the same month 
last year. The outlook for investment isn’t 
favourable either, with falling domestic 
demand, low utilization of production 
capacity and rather tense financing terms, 
although these have been relaxed 
somewhat thanks to the actions of the 
European Central Bank. 

From the point of view of supply, 
particularly of note is the bad patch 
industry and construction are going 
through. Industrial production fell by 
0.7% in February compared with the 
previous month and by 6.8% compared 
with the same month in 2011. Moreover, 
the order portfolio shrank by 2.5% 
month-on-month in February, although 
foreign orders rose by 1.1%. Industrial 
confidence therefore picked up to some 
extent in March. With regard to 
construction, in February production fell 
by 9.9% month-on-month and by 23.0% 
year-on-year, according to figures 
corrected for calendar effects. However, 
the sector’s confidence also recovered 
somewhat in March. The sentiment of the 
services sector also improved at the end 
of the first quarter. 

Given the adverse domestic situation,  
the foreign sector appears to be the only 
resource for growth. In this respect, the 
data from the first few months of the year 
seem to point to some support from 
foreign demand. In the period December-
February, goods exports grew by 2.1% 
compared with the previous three 
months while imports  
fell by 1.6%. 

itaLy: maiN ECONOmiC iNDiCatOrS

Percentage change over same period year before unless otherwise indicated

2010 2011
2011 2012

1Q 2Q 3Q 4Q January February March

GDP 1.8 0.5 1.2 1.0 0.4 –0.4 – ... –

Retail sales 0.1 –1.1 –0.4 –0.3 –1.5 –2.1 –1.6 ... ...

Industrial production 6.7 0.3 2.7 1.9 –0.3 –3.0 –4.0 –6.1 ...

Unemployment rate (*) 8.4 8.4 8.2 8.2 8.4 8.7 9.1 9.3 ...

Consumer prices 1.5 2.7 2.3 2.6 2.8 3.4 3.2 3.3 3.3

Trade balance (**) –30.0 –24.6 –34.2 –34.1 –32.1 –24.6 –22.7 –20.8 ...

NOTES: (*) Percentage of labour force, seasonally adjusted.
(**) Cumulative balance for 12 months. Billion euros.
SOURCES: OECD, Eurostat, national statistical bodies and own calculations.
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a balanced budget is put 
off until 2015.

the markets are 
pressurizing italy’s  
risk premium again.

With regard to economic policy, in 2011 
the public deficit stood at 3.9% of GDP, 
achieving the target set. However, in the 
2012 Stability programme presented in 
April, the goal of a balanced budget, 
which should have been reached by 2013, 
has been postponed to 2015. For 2012  
the target is 1.7% of GDP based on a 
projected fall in GDP of 1.2%, larger than 
the previous figure. Growth will pick  
up again in 2013 and will reach 0.5% 
according to the official document. 
Similarly, the ratio of public debt to GDP, 
after reaching 123.4% in 2012, will tend 
to fall. 

The labour reform bill presented by the 
government on 23 March aims to create  
a more dynamic, flexible and inclusive 
job market capable of contributing to 
growth and boosting company 
competitiveness, as well as safeguarding 
employment and the employability of 
citizens. Among other measures, it 
facilitates dismissal for economic reasons 
and increases contributions for temporary 
contracts. However, given the opposition 
of the trade unions and the Democratic 
Party, the government expects a change 
in the wording to allow workers to be 
readmitted should a court rule that the 
alleged economic reasons are unfounded, 
in exchange for lower compensation 
payments for dismissal. This has led to 
opposition by employers’ representatives.

For the time being, the labour reform is 
continuing its path through parliament 
and could achieve broad political support. 
However, the impending local elections in 
May and general elections in 2013 
represent a certain risk. Within this 
panorama, the spread for Italian  
debt increased slightly in April, going 
above 400 basis points, although it is  
still far below its record high of 
November 2011 and particularly its  
peak in January.

a tail wind for the united Kingdom’s 
economy

The revision of the final figures for gross 
domestic product (GDP) for the fourth 
quarter of 2011 has caused 
disappointment. The British economy 
shrank by 0.3% quarter-on-quarter, one 
tenth of a percentage point more than 
what had been suggested by the 
preliminary figure, while the year-on-
year rate stands at a positive 0.5%. This 
weakness is widespread throughout all 
sectors: from industry to construction 
and services.

From the point of view of demand, 
consumption increased during the last 
quarter by 0.4%, one tenth of a percentage 
point less than the preliminary figure. 
This is in spite of a drop in households’ 
disposable income, down 0.2% in the 
fourth quarter of 2011, while it shrank by 
1.2% for the year as a whole. Households 
financed this consumption through their 
savings rate, as this dropped by two 
tenths of a percentage point to 7.7% of 
disposable income, which would have 
helped consumption to increase. 

Fortunately, and in spite of all the 
difficulties being endured by households, 
the latest data on retail and consumer 
goods for March provided a pleasant 
surprise, rising by 1.5% month-on-month 
and reversing the negative figures for the 
previous month, when they had fallen by 
0.7%. With this increase, the year-on-year 
rate has improved to 2.8%. In part, these 
good figures are due to March’s weather, 
the warmest for the last half a century. 
This boosted purchases of clothes and 
gardening equipment. An effect that, in 
principle, should be corrected in the 
months of April and May.

However, February’s trade deficit 
increased to 3.4 billion pounds sterling 

the united Kingdom’s 
economic prospects 
improve for the  
second quarter.
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and the figure posted for the previous 
month has been lowered to a deficit of 
2.5 billion from the figure of 1.76 billion 
pounds. This worsening in the balance of 
goods is due particularly to the decline in 
exports to countries outside the 
European Union, perhaps because of the 
appreciation of the British currency.

From the point of view of supply, 
industrial production recorded growth of 
0.4% month-on-month in February; this 
took the year-on-year rate to a fall of 2.3%, 
the best year-on-year rate since September 
last year. Weak demand and exports 
continue to impact the industrial sector.

On the other hand, the minutes from the 
Bank of England’s meeting held on 4 and 
5 April reveal that all members voted in 
favour of keeping the official interest rate 
at 0.5%. One of the members from the 
monetary policy council voted in favour 
of increasing the asset purchase 
programme, proposing to raise this to 
350 billion pounds, but no-one else 
supported this proposal. These minutes 
reflect the concern, for the second month 
in a row, caused by inflation. The latest 

figures released for the month of March 
for the consumer price index (CPI) 
reported year-on-year growth of 3.5% 
and seem to agree with the central bank, 
as this was one tenth of a percentage 
point higher than the previous month, 
within a context of economic weakness. 
Certainly, the CPI is not falling at the 
rate the central bank had assumed at the 
beginning of 2012.

Macroeconomic figures reveal that  
the British economy might return  
to growth by the second quarter  
of the year. However, the outlook is  
still fragile due to high inflation that is 
strangling household budgets and an 
environment in the euro area that 
threatens some of the United Kingdom’s 
main trading partners. To this we  
should also add its restrictive fiscal 
policy. Nonetheless, the Olympic  
Games will serve as a catalyst that  
should boost the economy  
of the United Kingdom. In short,  
if we were to compare the United 
Kingdom’s economy with a patient,  
we would say that it is making good 
progress but is not yet in the clear.

uNitED KiNGDOm: maiN ECONOmiC iNDiCatOrS

Percentage change over same period year before unless otherwise indicated

2010 2011
2011 2012

1Q 2Q 3Q 4Q January February March

GDP 2.1 0.8 1.6 0.4 0.3 0.5 – ... –

Retail sales –0.3 0.7 1.6 0.4 –0.5 1.2 0.8 1.0 2.8

Industrial production 1.9 –1.2 1.2 –1.4 –1.6 –2.9 –4.1 –2.3 ...

Unemployment rate (1) 4.7 4.8 4.5 4.7 4.9 5.0 5.0 5.0 ...

Consumer prices 3.3 4.5 4.2 4.4 4.7 4.7 3.6 3.4 3.5

Trade balance (2) –96.3 –101.1 –98.3 –98.7 –100.7 –101.1 –99.6 ... ...

3-month Libor interest rate (3) 0.7 0.9 0.8 0.8 0.9 1.0 1.1 1.1 1.0

Nominal effective pound exchange rate (4) 80.4 78.4 78.4 78.6 77.1 79.4 80.4 80.8 82.4

NOTES: (1) Percentage of labour force.
(2) Cumulative balance for 12 months. Billion pounds.
(3) Average for the period.
(4) Index weighted for foreign trade flows. Higher values imply currency appreciation.
SOURCES: OECD, Bank of England, ONS, European Commission and own calculations.

inflation is of concern. 

the Olympic Games might 
serve as a catalyst for the 
economy.
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Emerging Europe: a complicated  
2012 will give way to a more  
positive 2013

At this stage of the year, it seems evident 
that 2012 will be a complicated year in 
emerging Europe and we cannot rule  
out the possibility of things getting even 
worse. If this doesn’t happen, 2013 
should be a more dynamic year in this 
geographical region. Given emerging 
Europe’s strong commercial and 
financial integration with the euro area, 
the macroeconomic scenario we predict 
depends largely on how the single 
currency markets fare. In particular,  
on the extent of the recession in the euro 
area and how the sovereign debt crisis 
develops. The forecasts presented below 
are based on a scenario for the euro area 
that combines a year of minimal 
recession in 2012 with a tenuous recovery 
in 2013 and a situation of containment 
and very slow improvement in the 
financial tensions caused by the debt 
crisis.  

Nonetheless, these two external 
developments do not determine, by 
themselves, economic development at  
a national level. Two strictly domestic 
factors are relevant in order to establish 
the economic scenario. Firstly, the 
macroeconomic imbalances facing  
each country since, if these are large, the 
country will have less leeway to soften  
the effects caused by poor growth in the 
euro area in terms of activity. The second 
relevant domestic element is the pattern 
of growth experienced in 2009-2011. Here 
the main factor is the role played by 
domestic demand in economic recovery 
prior to the current stage of a decline in 
activity since, if this has maintained an 
appreciable rate of growth, the country  
in question will be in a condition to 
disassociate its cycle further from that  
of the euro area.

In each of the countries we normally 
cover in this report, namely Poland, 
Hungary, the Czech Republic, Slovakia 
and Romania, the aforementioned 

Emerging Europe is affected 
by the euro area’s recession 
and the debt crisis in 2012.

Poland enjoys solid 
domestic demand.

EMERGING EUROPE WILL REGAIN SOME OF ITS DYNAMISM IN 2013

Real growth forecast

SOURCES: National statistics o�ces, Eurostat and own calculations.
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factors are combined in different ways. 
We will start this country by country 
analysis with Poland. This is an economy 
that combines a relatively small degree of 
dependence on exports to the euro area, 
contained internal imbalances (the only 
concern being the level of public debt, in 
the order of 50% of GDP in 2011) and a 
domestic demand that has proved to be 
notably robust. This should help it 
handle 2012 and 2013 without too much 
difficulty, years in which we expect 
growth in the region of 2.5% and 3.4%, 
respectively.

Based on the most beneficial 
combination for the region, namely that 
of the Polish economy, we can deduce 
other, less satisfactory situations. The 
Czech Republic, for example, has a clear 
absence of imbalances (in fact, it has an 
even better balance than Poland) but 
because of its strong connection via 
exports and finance (due to bank links 
with Austria and other countries in the 
euro area) and the weakness of its 
domestic demand, we expect activity to 
be at a minimum in 2012 (0.4% growth 
in GDP), exiting this with gentle 
expansion in 2013 (growth of 2.2%). We 
expect a similar scenario for Slovakia. 
Markedly in synch with Germany’s 
investment and consumer durable cycle, 
2012 will be a year of low growth. 
Nonetheless, a relatively positive outlook 
in terms of attracting foreign investment 
and a certain lassitude in economic 
policy management should help 2012 to 
be more dynamic than for its Czech 
neighbour. In 2013, the growth forecast 
for Slovakia is practically identical to that 
for the Czech Republic.

Romania, for its part, has a relatively 
more complicated situation. Following 

the path of the economic adjustment 
programme set by multilateral 
institutions in order to secure  
financial aid, domestic demand has  
been contained. Nonetheless, a larger 
harvest than usual in 2011 has led to a 
better second half of the year than 
expected. Now, in 2012, the difficulty in 
repeating such an exceptional 
agricultural result, an economic policy 
with hardly any room to manoeuvre to 
offset the decline in exports and a close 
connection with Greece at a financial 
and commercial level justify the 
moderate growth forecast for the year,  
in the area of 1%. Nonetheless, as the 
environment improves, we expect the 
Romanian economy to embark on a  
path of more dynamic activity in  
2013 (growth forecast of 2.2%).

Lastly, the situation of Hungary is still 
the most uncertain of the region. Our 
main scenario has been produced based 
on the premise that the Hungarian 
government will end up making the 
fiscal shift towards austerity demanded 
by EU institutions. This change, 
together with other adjustments in 
economic policy, will help to secure 
international financial aid from the 
International Monetary Fund and  
the European Union. As a result  
of the adjustment policy and given  
the country’s heavy dependence  
on the euro area in terms of finance  
and exports, we expect the Hungarian 
economy to shrink in 2012  
by 0.4%. Maintaining the policy  
of austerity, together with the slow  
process of reducing debt being  
carried out by households, firms and  
the government, will enable a return  
to positive growth, albeit little higher 
than 1%.

the Czech republic and 
Slovakia, which are highly 
dependent on the euro area 
in commercial and financial 
terms, will hardly grow  
in 2012.

in romania and Hungary, 
rigorous budget policies 
limit the extent to which 
their economies can 
recover.

the region will grow again 
in 2013, although to a 
relatively limited extent.
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to grow or not to grow, that is the problem

A country with a high business start-up rate and a large number of small and medium-sized enterprises (SMEs) 
is usually a sign of great dynamism, flexibility and entrepreneurship. But warning bells start to sound when the 
SMEs overwhelmingly dominate the production fabric and the number of large firms becomes almost 
inconsequential. In Spain, SMEs dominate the business structure much more than in any other similar country. 
Moreover, this predominance has remained constant over time, in spite of the high start-up and failure rate of 
firms. What lies behind this anomaly? 

One possible explanation would be if the sector-based specialization of Spain's economy were tipping its 
business composition much more towards micro-enterprises and small firms. For example, the relative weight 
of industries such as hotels and restaurants and also tourism, construction and real estate business, which 
usually have smaller firms, might be affecting the final result. However, as explained in the box entitled 
«Companies and productivity: a matter of size», the bias towards small firms in Spain can also be found in 
manufacturing, a sector that is much more likely to have larger companies. 

Alternatively, the predominance of small firms might also be due to the institutional framework in place: 
labour market regulations, bureaucracy, disparate rules at different administrative levels, legal uncertainty, etc. 
These elements have a direct effect on productivity but also often act as a brake on a company's growth, which 
can also have an indirect effect on productivity itself. On occasion, some specific policies aimed at supporting 
SMEs, such as regulatory or fiscal exemptions or less demanding requirements (in terms of accounting and 
availability of information) can become obstacles to these firms becoming bigger. This happens when a 
regulation that aims to alleviate possible financial, fiscal or labour disadvantages specific to SMEs actually 
discourage these firms from growing since they believe that the benefits they lose are not compensated by being 
able to do business at a larger level. 

This possible «perverse» effect of policies aimed at SMEs is not easy to identify but available evidence suggests 
that this actually occurs to some extent. The graph below provides some indication of this: it estimates the 
breakdown of the salaried workforce in the private sector in Spain at the beginning of 2011 (just over 12 million 
people including public corporations, according to the labour force survey of the National Institute of Statistics) 
by company size, as provided by the Central Company Directory at 1 January 2011, again from the National 
Institute of Statistics. A breakdown of the number of workers by company size would be expected to follow a 
regular pattern. However, a bias can be observed that leads these workers to be concentrated at the company 
sizes of 20 to 49 workers and 200 to 499 workers. Of note is the fact that, in both cases, the previous and next 
levels have a much lower number of salaried workers. Although this exercise is very limited and merely an 
estimate, the polarization observed coincides with the levels pointed out by or included within the definitions 
given, in conceptual and normative terms, to define SMEs in Spain and in the European Union. A small 
enterprise is understood to have up to 50 employees while a medium-sized enterprise has between 50 and 250 
employees. 

The suspicion raised by this initial examination of the data, namely that some factors of a regulatory or 
normative nature must be discouraging companies from changing from a small to a medium-sized firm or 
from a medium-sized to a large firm, i.e. company growth, is backed up by the findings from a number of recent 
studies in the field of economic research. In a study that compares the experience of different European 
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(1) Krishna B. Kumar, Raghuram Rajan and Luigi Zingales (1999), «What Determines Firm Size?», NBER working paper series no. 7208; 
Cambridge: National Bureau of Economic Research.
(2) Santaló, J. and F. Marcos (2010), «Regulation, Innovation and Productivity», IE Business School Working Paper, WP 10-04.
(3) See, for example, Dharmapala, D., Slemrod, J. and J.D. Wilson (2011), «Tax policy and the missing middle: Optimal tax remittance with firm-
level administrative costs», Journal of Public Economics 95 (9-10).
(4) Almunia, M. and D. López (2012), «Corporate Tax Evasion in Spain», Mimeo.

countries, Kumar, Rajan and Zingales (1999)(1) identify a positive correlation among better institutions, in their 
case measured as the efficiency of the judicial system and company size. Similarly, Santaló and Marcos (2010)(2) 
have found, for the particular case of Spain, a negative correlation between regulatory intensity in the market of 
goods and services and the percentage of firms with more than 200 employees. Their study is based on an 
econometric analysis that compares the impact of regulatory differences in the different autonomous communities 
on the propensity to have large firms. On the other hand, a series of recent studies also identify a negative 
association between less demanding fiscal requirements for small-sized enterprises (compared with large ones) 
and company growth.(3) In Spain's case, Almunia and López (2012)(4) have found evidence of fiscal regulation 
affecting the distribution of company size within the business fabric. With regard to advantages for small firms in 
the labour area, the available evidence also points to this being detrimental to company growth (see the box 
entitled «Does labour regulation allow company growth?»). 

There are many policies in Spain to support small and medium-sized enterprises, promoted both at the level of state 
as well as autonomous community and even municipality. They aim to boost SMEs in those areas where size 
conditions competitiveness or the generation of profit, such as financing, innovation, internationalization, the 
adaptation of labour resources or taxation, as well as actively promoting new start-ups and entrepreneurship. Taking 
into account the fact that the evidence suggests a company's size is one of the most decisive factors not only in its chance 
of survival but also in terms of its productivity and capacity to successfully break into foreign markets, greater emphasis 
should be placed on schemes that help companies to grow in size. When all is said and done, this is still an appropriate 
strategy to tackle these difficult economic times, in which productivity and competitiveness have become crucial.

This box was prepared by Joan Elias
Research Department, ”la Caixa”

BREAKDOWN OF SALARIED WORKERS BY COMPANY SIZE: SUSPICIOUS BIASES

Number of salaried workers by company size

SOURCE: Own calculations based on the labour force survey and the Central Company Directory 
(National Institute of Statistics).
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turmoil once again, with Spain  
at the epicentre

During the month of April, some of the 
pillars that had started to support an 
incipient but promising improvement  
in the economic-financial scenario have 
wobbled. Firstly, the macroeconomic 
figures for China and the United States 
ran out of steam, the two big drivers of 
the world economy. Secondly, there was 
another rash of nerves regarding the debt 
crisis in the periphery of the euro area, 
particularly in Spain. These factors 
merely served to undermine the already 
fragile confidence of investors, who 
shifted back towards a search for safe 
investment options instead of yield. 
Logically, this change in behaviour has 
led to a loss in value of high risk assets, 
hitting Spanish equity particularly hard. 
Judging by their fundamental condition, 
the aforementioned pillars should be 
resistant, although they may continue  
to suffer in the short term. The negative 
surprises provided by figures for the 
United States and China look like no 
more than outward signs of the ups and 
downs due to the turning point that both 
countries are going through (revival in 
the first, a soft landing in the second). 
Tensions regarding Spain will be eased  
if the local authorities persevere with  
the reforms and with rationalizing public 
accounts, at the same time as progress  
is made in the redesign and political 
reinforcement of monetary union at  
the level of the euro area. The next  
few months will be crucial, given the 
upcoming elections in France and Greece, 
together with the implementation  

in Spain of the measures approved, 
announced and other additional 
measures. Should these fronts progress 
satisfactorily, this would undoubtedly 
help riskier assets to recover more firmly.

Central banks are starting to think 
that greater stimuli are needed

The slump in the global economic  
and financial scenario in the last  
few weeks has bolstered investor 
expectations regarding a possible increase 
in monetary stimuli by the central banks 
in the United States and the euro area. 
The authorities have not made any 
official announcement along these lines 
but there does seem to be some internal 
debate on this issue.

In the United States, the Federal Reserve 
(Fed) seems to be facing the dilemma  
of whether to approve a third round  
of quantitative easing. Signs of some 
improvement have been seen in the US 
economy since last autumn, albeit fragile 
and irregular. The conditions under 
which families, firms and financial 
institutions operate have evolved 
favourably but there is still a long way  
to go before we can talk of a scenario  
of sustainable growth. The top people at 
the Fed have identified several obstacles 
stopping the rate of growth from being 
more vigorous. In the case of households, 
the high degree of indebtedness and the 
delicate situation of the labour market are 
hindering decisions to spend. For firms, 
the uncertainty perceived in the 
environment is slowing up investment. 

investor confidence suffers 
from the emergence of new 
obstacles.

investors turn their 
attention towards the 
actions of the central 
banks.

the Fed believes the uS 
economy still has some 
weaknesses.

monetary and capital markets

FiNaNCiaL marKEtS
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the Fed’s policy continues 
to be based on low interest 
rates and the use of 
quantitative measures.

many economists believe 
there will be a third round 
of quantitative easing 
before the end of the year.

And for financial institutions, regulatory 
changes are making it difficult for them 
to operate. Given this circumstance, in 
his latest appearances the Fed Chairman, 
Ben Bernanke, has insisted on the need  
to prioritize economic growth and to 
bring down unemployment. To this end, 
the Fed has repeated its aim to keep to 
adaptable policies. At the moment, the 
basic elements of the Fed’s monetary 
policy are to place interest rates within 
the lowest possible range of 0%-0.25% 
and to maintain the size of the huge bond 
portfolio it has acquired over the last few 
years, at the same time as extending 
medium-term maturity.

In the area of interest rates, all the 
evidence points to the Fed repeating  
its commitment to prolong the current 
low level until the end of 2014. The 
options are open concerning the second 
instrument. Given the end of the twist 
operation in June and the insistence on 
the part of leading Fed members that they 
would be prepared to reinforce monetary 
strategy to boost economic growth, many 

economists and investors are expecting 
the announcement of additional 
quantitative measures before the year 
ends. The content of these measures  
is still unknown, however, and hardly  
any clues have been given.

For its part, the ECB is also facing  
an impasse. Within the context of  
the sovereign debt crisis of the countries 
on the periphery of the euro area, the 
monetary authority has used several 
instruments in order to alleviate the 
harmful effects on the real economy and 
to get the region’s credit markets back to 
normal. Firstly, the authority lowered the 
official interest rate to 1%. Secondly, the 
ECB has carried out various injections of 
liquidity at different maturities, the most 
important being the last two LTROs at 
three years (carried out in December 2011 
and February this year). And thirdly, the 
central bank decided to buy up public 
bonds in the secondary debt markets 
given the increased turmoil in the 
peripheral countries. According to the 
appraisal of the ECB’s governing body, 

A THIRD ROUND OF QUANTITATIVE EASING?

�e Federal Reserve’s bond purchase scheme

SOURCE: Federal Reserve.
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the ECB might buy up debt 
from peripheral countries  
if tensions worsen.

the overall effect of all these instruments 
is relatively favourable but it is in no way  
a panacea for all the region’s problems.  
In fact, the intensification of sovereign 
crisis tensions during the second half  
of the month has been a further obstacle 
to the authority’s efforts. On this occasion, 
Spain has been in the epicentre, with  
the fear of the country falling into an 
«adjustment-recession» spiral. This was 
reflected in Europe’s credit markets via  
a rise in public financing costs, not only 
for Spain but also for Italy and, to a lesser 
extent, France. Given the deterioration  
in investor confidence, Benoît Coeuré,  
a member of the ECB Executive 

Committee, declared the appropriateness 
of slowing up the decline in the Spanish 
debt market. Specifically, he suggested 
that the institution still has several 
powerful resources available, particularly 
the public bond acquisition programme. 
Although other ECB members have 
disassociated themselves from this 
measure, we cannot rule out another 
phase of direct ECB intervention if  
the debt markets don’t stabilize soon. 
Similarly, this raises the possibility of 
reinforcing operations to inject liquidity 
via banks, although right now this does 
not seem to be the bottleneck, after the 
two three-year operations mentioned 

SHOrt-tErm iNtErESt ratES iN NatiONaL marKEtS

As annual percentage

Euro area United States Japan United Kingdom Switzerland

ECB
auctions (2)

Euribor (5) Federal 
Reserve 

Board target 
level (3)

3-month
(5)

3-month
(5)

Bank  
of England  
repo rate (4)

3-month
(5)

3-month
(5)

3-month 1-year

2011

 March 1.00 1.24 2.00 0.25 0.30 0.20 0.50 0.82 0.28

 April 1.25 1.35 2.12 0.25 0.27 0.20 0.50 0.82 0.24

 May 1.25 1.43 2.14 0.25 0.25 0.20 0.50 0.83 0.26

 June 1.25 1.55 2.16 0.25 0.25 0.20 0.50 0.83 0.28

 July 1.50 1.61 2.18 0.25 0.26 0.20 0.50 0.83 0.24

 August 1.50 1.54 2.09 0.25 0.33 0.19 0.50 0.89 0.10

 September 1.50 1.55 2.08 0.25 0.37 0.19 0.50 0.95 0.15

 October 1.50 1.59 2.12 0.25 0.43 0.20 0.50 0.99 0.57

 November 1.25 1.47 2.04 0.25 0.53 0.20 0.50 1.04 0.77

 December 1.00 1.36 1.95 0.25 0.58 0.20 0.50 1.08 0.92

2012

 January 1.00 1.13 1.75 0.25 0.54 0.20 0.50 1.08 0.47

 February 1.00 0.98 1.61 0.25 0.48 0.20 0.50 1.06 0.57

 March 1.00 0.78 1.42 0.25 0.47 0.20 0.50 1.03 0.35

 April (1) 1.00 0.73 1.35 0.25 0.47 0.20 0.50 1.01 0.32

NOTES: (1) April 23.
(2) Marginal interest rate. Latest dates showing change in minimum rate: 2-04-09 (1.25%), 7-05-09 (1.00%), 7-04-11 (1.25%), 7-07-11 (1.50%), 3-11-11 (1.25%), 8-12-11 (1.00%).
(3) Latest dates showing change: 11-12-07 (4.25%), 22-01-08 (3.50%), 30-01-08 (3.00%), 18-03-08 (2.25%), 30-04-08 (2.00%), 8-10-08 (1.5%), 29-10-08 (1%), 16-12-08 (0%-0.25%).
(4) Latest dates showing change: 10-04-08 (5.00%), 8-10-08 (4.5%), 6-11-08 (3.0%), 4-12-08 (2.0%), 7-01-09 (1.5%), 5-02-09 (1.0%), 5-03-09 (0.50%).
(5) Interbank rate.
SOURCES: National central banks, Bloomberg and own calculations.



MAY 2012 39  THE SPANISH ECONOMY MONTHLY REPORT

the authorities of the 
emerging countries 
continue to relax their 
monetary policy.

interbank interest  
rates enter a phase  
of stabilization.

previously. Lastly, in the area of official 
interest rates, there is little leeway so no 
news is expected in this respect.

With regard to the emerging countries, 
the actions of their central banks are  
still decisively aimed at relaxing financial 
conditions. Most of these countries  
have focused their efforts on avoiding  
any abrupt deterioration in their growth 
rates. To this end they have employed 
successive cuts in the official interest rates 
and quantitative measures that improve 
the financing conditions for firms and 
individuals. In April, the actions that 
caught the attention of the financial 
markets were carried out by Brazil,  
China and India. Brazil cut its interest 
rate to 9%. In China the central bank 
announced that it will increase open 
market operations and reduce reserve 
requirements for banks, all to release 
liquidity and ensure its economy has a 
soft landing. For its part India, hoping  
to boost growth, lowered its official rate 
from 8.5% to 8.0%.

With regard to interbank interest rates  
in the euro area and the United States, 
April has been characterized by the 
continuation of a slow fall in the Euribor 
rates and the stabilization of Libor dollar 
rates. With regard to the latter, it can be 
noted that the ECB’s two LTROs have 
calmed this market considerably, leading 
to a fall in counterparty risk. However, 
Europe’s monetary market is still 
showing clear signs of dysfunction. This 
aspect has been highlighted in the high 
volume of overnight deposits banks are 
still carrying out with the ECB.

the European crisis sets the pace  
of public debt

Whereas, in March, the international 
financial situation brought about an 

incipient preference by investors for 
higher risk assets, in April the sovereign 
bonds of the United States and Germany 
regained their safe haven status. As the 
calming effect of the ECB’s liquidity 
injections on the euro area’s financial 
conditions at least partially wore off, 
doubts re-emerged regarding the 
capacity of some countries to meet their 
budget targets imposed by Brussels. 
Specifically, this nervousness centred  
on Spain, with Italy in second place.  
This led investors to once again prefer 
the certain yields, albeit smaller, achieved 
by buying US and German bonds.  
The key attraction of these bonds is  
both countries’ great solvency, their 
relatively solid economic outlook and  
an environment of very lax monetary 
policies. In the United States, the IRR 
(internal return rate or yield) of ten-year 
bonds fell in the last few weeks of the 
month, returning to below 2%. In 
addition to the rise in credit tensions  
in the euro area, this movement was also 
caused by the perception among many 
analysts that the messages given out  
by the Fed’s representatives suppose  
an acceptance that new monetary  
stimuli will be implemented in the 
coming months.

In the euro area, the yield on German 
ten-year debt decreased due to the  
re-emergence of doubts related to the 
sovereign debt crisis, falling to around 
1.70%. Although it’s true that the delicate 
budget and debt situation currently being 
experienced by some countries in the 
area is grabbing investors’ attention, this 
was not the only reason why European 
markets became more nervous. The poor 
activity figures for Europe’s real economy 
also helped to increase tensions, as well 
as uncertainty regarding the coming 
elections in France and Greece. The 
outcome of these events will be highly 
significant in terms of the political 

German debt benefits from 
the problems of peripheral 
Europe.

Highly solvent sovereign 
bonds become a safe  
haven again in april.
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China widens the yuan 
trading band to rebalance 
its economic model.

negotiations that will decide the future  
of the Economic and Monetary Union. 
Focusing on peripheral Europe,  
the last few weeks of the month were 
characterized by a sharp rise in the 
spreads of these countries’ debt 
compared with German bonds, with 
Spain being particularly of note. The  
ups and downs of the fiscal budget target 
for this year (finally established at 5.3% 
of GDP) and the presentation of Spain’s 
annual Budget increased financial 
tension due to fears that our economy 
might enter a spiral of spending cuts and 
economic recession. This helped to push 
up the yield on Spanish ten-year bonds  
to 6%. In addition, the deterioration  
in Spain’s debt also resulted in a rise in 
the risk premium of Italy and France. 
However, the ECB and some 
governments of the euro area have 
appealed for calm from investors, 

pointing out that, based on an analysis  
of fundamentals, the attacks suffered  
by these economies are unwarranted.  
Given the results of the recent issuances 
in the primary market of public bonds 
from Spain, Italy and France, it seems 
that the pressures in the debt markets 
have become contained, although tension  
is still very high.

China gives the yuan more freedom

As has become customary over the last 
few quarters, the euro-dollar exchange 
rate is still dominated by notable 
volatility, caused by different economic 
and financial events in both economies. 
However, the simultaneous support 
provided by the respective central banks 
(Federal Reserve and ECB) to boost 
growth and reduce the risks in financial 

LONG-tErm iNtErESt ratES iN NatiONaL marKEtS

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

Germany France Spain Italy United States Japan United Kingdom Switzerland

2011

 March 3.4 3.7 5.3 4.8 3.5 1.3 3.7 2.0

 April 3.3 3.6 5.5 4.7 3.4 1.2 3.6 2.1

 May 3.0 3.4 5.4 4.8 3.1 1.2 3.3 1.8

 June 3.0 3.4 5.4 4.9 3.2 1.1 3.4 1.7

 July 2.5 3.2 6.1 5.9 2.8 1.1 2.9 1.4

 August 2.2 2.9 5.0 5.1 2.2 1.0 2.6 1.1

 September 1.9 2.6 5.1 5.5 1.9 1.0 2.4 0.9

 October 2.0 3.1 5.5 6.1 2.1 1.0 2.4 1.0

 November 2.3 3.4 6.2 7.0 2.1 1.1 2.3 0.9

 December 1.8 3.1 5.1 7.1 1.9 1.0 2.0 0.7

2012

 January 1.79 3.05 4.97 5.95 1.80 0.97 1.97 0.72

 February 1.82 2.88 4.99 5.19 1.97 0.96 2.15 0.72

 March 1.79 2.89 5.35 5.12 2.21 0.99 2.20 0.87

 April (*) 1.67 3.10 5.99 5.72 1.93 0.92 2.14 0.75

NOTE: (*) April 23.
SOURCE: Bloomberg.
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activity in the primary 
corporate bond markets 
remains firm.

markets is giving rise to a phase in which 
the fluctuations in the exchange rate  
for these two currencies are more limited. 
This tends to reinforce the view that, in 
the medium term, the exchange rate will 
continue to fluctuate around its current 
levels.

On the other hand, the People’s Bank of 
China announced that it will widen the 
daily yuan trading band against the 
dollar from 0.5% to 1%. As many 
observers had already expected, this 
movement represents an attempt by the 
authorities to redirect the country’s 
development model. In the financial area, 
it hopes to encourage presence on the 
international scene. In economic terms, 
to stimulate the contribution by domestic 
demand. 

trade is still brisk in the primary 
corporate bond market 

The first quarter of the year ended 
satisfactorily for the credit markets. 
Investors’ incipient appetite for risk, the 
narrowing of corporate spreads and the 
flood of issuances dominated the pulse of 
corporate bonds in this period. Although 
a large part of these aspects remained in 
April, the worsening climate in peripheral 
Europe was a further obstacle for the 
companies in these countries to securing 
financing. However, and far from 
reducing the number of bonds being 
issued, the good tone of the last few 
months continues to dominate the 
primary markets. Aspects such as high 
levels of oversubscription, the good 
performance by bonds in the secondary 
markets and the reduction in the 

ExCHaNGE ratES OF maiN CurrENCiES

April 23, 2012

Exchange rate
% change (*)

Monthly Over December 2011 Annual

Against US dollar

 Japanese yen 81.1 –1.6 5.2 –0.9

 Pound sterling 0.621 1.4 3.5 –2.5

 Swiss franc 0.916 0.8 –2.5 3.7

 Canadian dollar 0.997 –0.1 –2.5 4.2

 Mexican peso 13.174 3.2 –5.8 11.9

Against euro

 US dollar 1.313 1.1 –1.3 10.0

 Japanese yen 106.5 –2.6 6.4 –12.1

 Swiss franc 1.202 –0.3 –1.2 –6.9

 Pound sterling 0.815 –2.5 –2.2 –8.4

 Swedish krona 8.864 –0.8 –0.6 –0.4

 Danish krone 7.440 0.1 0.1 –0.2

 Polish zloty 4.204 1.2 –6.2 6.1

 Czech crown 25.02 1.7 –2.2 3.7

 Hungarian forint 298.8 1.8 –5.4 11.3

NOTE: (*) Plus sign indicates appreciation of dollar (first group) or euro (second group).
SOURCE: Bloomberg.
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High yield uS bonds have 
very low interest rates.

international stock markets 
fall, of note being the drop 
in the Spanish index.

many different factors  
have contributed to  
the fall in the ibex 35.

premiums demanded by investors are 
ample proof of this. Regarding issuances, 
of note is the rise in the number of 
investment grade bonds being issued  
by central countries in the euro area.  
In second place, albeit quite far behind, 
were bonds issued by the region’s banks. 
The funding facilities recently obtained 
from the ECB and the possibility to be 
able to discount so-called covered bonds 
in the central bank have focused banks’ 
activity on these. On the other hand, 
companies from the peripheral countries 
(Spain and Italy) practically stopped 
issuing bonds, in contrast to their activity 
in February and March.

For its part, the economic and financial 
environment in the United States, which 
is more stable than in Europe, continues 
to provide a particularly favourable 
scenario for the development of 
corporate debt markets. As has been 
noted over the last few months, one  
of the main factors favouring the good 
performance by these markets is a large 
flow of capital towards corporate bonds, 
with particular preference for high risk 
and low quality (high yield) bonds.  
From a technical point of view, this rise 
in demand would not only be due to  
the increase in net flows of final investors 
but also to coupon payments and the 
surplus of liquidity in the hands of many 
mutual funds.

Lastly, in the emerging countries, the 
data highlight the fact that the corporate 
bond market is going through an 
excellent period. In addition to good 
economic prospects and favourable 
credit ratings, in these markets investors 
have the chance to secure high yields, 
attractive gains and shorter investment 
periods than in the West. However, in 
the particular case of China, there are 
fears that the greater flexibility of the 

renmimbi exchange rate and the 
consequent greater exchange volatility 
might temporarily slow up the number  
of new bonds being issued.

Spain’s stock market  
is in the firing line

From the point of view of equity, April 
was a month marked by losses. Although 
most stock market indices have been 
accumulating considerable gains since  
the start of the year, the slump in growth 
and activity figures in economies such  
as China and North America and the 
worsening of regional tensions in the 
euro area hit investment sentiment badly. 
But it is, unfortunately, the Spanish stock 
market that has seen the biggest falls.  
In addition to the already mentioned  
fear of the capacity of our economy,  
there were two other factors that 
increased nervousness and pushed 
investors towards lower risk assets. The 
first was the Spanish authorities’ approval 
of the plan to sort out the financial sector, 
requiring credit institutions to increase 
their provisions and capital regarding 
assets related to real estate activity.  
The second was Argentina’s expropriation 
of the subsidiary, YPF, owned by the 
Spanish petrol company Repsol. Both 
events contributed significantly to the 
falls in the Ibex 35. Another aspect that 
highlights the delicate situation at the 
moment is the fact that, from the point  
of view of company valuation, more  
than half the companies that make  
up Spain’s main index are quoted below 
their book value.

Taking a more international perspective, 
April saw the start of the campaign of 
corporate earnings announcements for 
the first quarter for listed companies on 
both sides of the Atlantic. The consensus 
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iNDiCES OF maiN WOrLD StOCK ExCHaNGES

April 23, 2012

Index
(*)

% monthly
change

% cumulative
change

% annual
change

New York

 Dow Jones 13,029.3 –0.4 6.6 4.2

 Standard & Poor’s 1,378.5 –1.3 9.6 3.1

 Nasdaq 3,000.5 –2.2 15.2 6.4

Tokyo 9,542.2 –4.7 12.9 –1.4

London 5,673.0 –3.1 1.8 –5.7

Euro area 2,257.9 –10.6 –2.5 –23.1

 Frankfurt 6,563.3 –6.2 11.3 –10.0

 Paris 3,120.5 –10.2 –1.2 –22.4

 Amsterdam 301.5 –7.6 –3.5 –16.0

 Milan 14,086.0 –14.6 –6.7 –35.4

 Madrid 6,851.7 –17.3 –20.0 –35.3

Zurich 6,128.2 –1.8 3.2 –5.1

Hong Kong 20,624.4 –0.2 11.9 –14.6

Buenos Aires 2,338.5 –13.8 –5.0 –31.5

São Paulo 62,494.1 –5.0 10.1 –6.8

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

SOURCE: Bloomberg.
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of analysts believe that US company 
profits will moderate but remain 
relatively firm, noting the positive news 
from the financial, industrial and 
technological sectors. On the other hand, 
the outlook for European firms is less 
favourable. The harmful effect of the 

sovereign debt crisis on the real economy 
and banks’ great exposure to the 
sovereign debt of member states comprise 
the main burden on corporate earnings 
in the euro area. However, most analysts 
believe that this trend should improve  
in what remains of the year.

The consensus of analysts 
predicts an improvement  
in corporate earnings  
by the end of the year.

SME financing in Spain: short-term emergency, long-term challenge

Financing small and medium-sized enterprises (SMEs) constitutes a core element in the complex panorama 
facing Spain’s economy. At the forefront, the crisis that started in 2008 has led to severe financial restrictions that 
have hit SMEs particularly hard. As a background, for the last few decades Spain has been suffering from a 
structural problem in how to ensure an appropriate supply of financing for firms taking on the challenge of 
growth. This has merely contributed to the endemic problem of our business fabric’s insufficient size.(1) Certainly, 
the alarming situation of the crisis is stimulating a range of reactions by private agents and authorities, looking 
for solutions to the pressing problem of the lack of liquidity. What is urgent in the short term must not, however, 
divert attention from what is important in the long term. Specifically, the measures now being adopted should 
include mechanisms that improve the prospects of Spanish SMEs expanding. This necessarily involves reinforcing 
those channels and instruments that provide long-term financing (which allows business to be expanded, either 
by investing in new plant or establishments or by acquiring other complementary or rival firms).

The graph below presents data on the business financing structure by size in Spain and other similar countries.(2) 
It helps to illustrate three stylized facts that have been amply verified on many different occasions. The first is that 
small firms essentially rely on self-financing and, when they grow, external financing tends to become more 
important.(3) The second is that debt is the dominant source of external financing for SMEs, more so than capital 
instruments. The third is that the basic type of debt for these firms is a bank loan, which gradually gives way to 
capital market financing as they grow in size. Spain is a good example of these patterns, of note being the relatively 
smaller proportion of external financing and, within this, the notable prevalence of bank loans, all this in parallel 
with the smaller size of its firms. Some questions come immediately to mind: what lies behind these stylized facts? 
Can this dynamic be improved? And, if so, how?

On a conceptual level, there are two fundamental elements in play that explain the difficulties or obstacles faced 
by small firms in accessing external financing. The first is that they face a more severe problem than large firms 
in the form of «information asymmetry» between potential financers and the entrepreneur/manager; i.e. a 
problem of opacity (typically combined with less capacity to offer guarantees) that hinders financing or makes it 
more expensive. This is particularly important when the aim is to resort to the capital markets and somewhat 
less so when bank credit is used, insofar as suitably prepared banks can monitor and control the company in 

(1) See the box «Companies and productivity: a matter of size» in this issue.
(2) Taken from O. Arce, E. López and L. Sanjuán, «El acceso de las pymes con potencial de crecimiento a los mercados de capitales», Documento 
de Trabajo no. 52, Comisión Nacional del Mercado de Valores (CNMV) (2012).
(3) This circumstance cannot be duly appreciated in the graph as «net equity» includes both those resources generated internally as well as those 
gained externally (stock market, private equity, etc.).
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(4) Of note are the pioneering contributions of R. Levine, «Finance and Growth: Views and Agenda», Journal of Economic Literature, Vol. 35, 
(1997) and that of R. Rajan and L. Zingales, «Financial Dependence and Growth», American Economic Review, Vol. 88, (1998).
(5) See T. Beck, A. Demirguc-Kunt, L. Laeven and R. Levine, «Finance, Firm Size and Growth», Journal of Money, Credit and Banking, Vol. 40, 
(2008).
(6) The talks can be consulted at the «Seminario sobre la Financiación de las Pymes» held by the Bank of Spain and the Comisión Nacional del 
Mercado de Valores (CNMV) in February 2012. Also the monograph «Pyme: impacto y retos de la crisis en su financiación» by the Fundación de 
Estudios Financieros (2012).

question. The second element is strictly the issue of scale: the cost of some external financing instruments is so 
high that they cannot be used for low volume operations. This is the case of the costs (due to legal, commercial, 
administrative procedures, etc.) of issuing bonds on the capital market, and even more so in the case of going 
public. In addition to this kind of factor related to «supply», there are also important factors that limit «demand», 
particularly the reticence of many small-scale entrepreneurs to accept what they see as interference in the 
company’s control.

Numerous studies have documented that removing the obstacles to financing benefits both the economy and 
society as a whole.(4) More specifically, one widely accepted conclusion(5) is that it is highly beneficial to broaden 
the financing options for SMEs, especially helping them to access stable long-term resources, from a wide range 
of suppliers and in terms of both capital and debt (thereby helping to optimize their liability structure in 
accordance with developing conditions and in step with their growth). This observation is particularly relevant 
for Spain with its current far-reaching reforms of its financial sector, as there is now the chance to correct the 
inefficiencies and deficiencies that have been accumulating regarding both the regulations and the practices of 
private agents.(6)

NOTE: (*) Includes capital, reserves, provisions and accruals.  SMEs: Small and medium-sized enterprises; L: Large enterprises.
GER: Germany; FR: France; IT: Italy; SP: Spain.
SOURCE: Spanish Securities and Investments Board (CNMV).
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It is also a good idea for SMEs to do their utmost to improve the transparency of their business with regard to 
potential financers. The direct way is by communicating their strategy, providing their audited accounts, 
reporting on relevant facts, etc. Indirectly they should professionalize their management and improve their 
corporate governance practices. Including independent members on the Board or shareholders with a good 
reputation usually sends out a positive signal to the rest of investors and lenders. On the other hand, instruments 
that help to broaden the possibilities of offering guarantees (such as mutual guarantee societies) could be used 
more widely. Authorities should design regulatory reforms while bearing in mind, at the same time, both the 
pressing short-term needs and long-term challenges. In this respect, bank and capital markets (shares and bonds) 
are areas that should complement each other to allow SMEs’ expansion to be financed under satisfactory 
conditions.

With regard to bank channels, it is advisable to ensure that the combined effects of the many different reform 
initiatives in response to the crisis do not lead to perverse incentives with regard to the financing of SMEs with the 
potential to grow. One decisive area is the structure and configuration of the sector. The «universal relationship 
banking» model has proved to have advantages: having a group of organizations with an extensive set of 
connections in the field (and therefore close to firms), as well as financial muscle and know-how, helps to support 
SMEs in their growth, offering them a wide range of products and services (from those befitting commercial 
banking to those more associated with investment banking). And all this while also cultivating trustworthy 
relations in the long term. It would therefore be a good idea for reforms to preserve this model. Another important 
source is prudential banking regulation (solvency and liquidity) as tougher regulations threaten the supply of 
credit in general and for SMEs in particular. Some of the elements in this regulation may be very important, such 
as the maximum size in order to be considered an SME, which should be increased.(7)

With regard to the capital markets, authorities’ actions should be aimed at helping SMEs to access these under 
reasonable conditions: removing barriers and reducing costs being the objectives. Bond markets have traditionally 
been the hunting ground of large firms due to the aforementioned reasons. This has become a privilege as 
international corporate bond markets have remained enviably strong during these last few years of financial 
crisis in contrast to the lethargy of bank credit. Although its starting point is not very promising, Spain could 
join the efforts being made by various countries to help their SMEs break into these markets. The United 
Kingdom is a case in point, with projects such as the creation of agencies that centralize and aggregate issuances.(8) 
Similarly, the recent creation of the SEND platform for electronic bond trading is an instrument that could be of 
great help in achieving this aim. 

Equity markets are a terrain that is better known but not often frequented by Spanish SMEs. Here we need to 
distinguish between two broad areas: the alternative stock market (MAB in Spanish) and private equity. In 2008, 
MAB Expansión was set up, a segment specifically conceived for growing companies. The results are promising 
but still far from their true potential. It is necessary to continue this effort via informative actions and by relaxing 
the requirements for access wherever possible.(9) Spain’s private equity also has a lot of room for improvement, 
especially in the critical segment of development capital. The list of measures that might further this development 
is long but, at present, the most useful measures would not be related to the private equity entities or funds 
themselves but to the rest of the agents involved. Firstly, it’s crucial to change the predisposition of small 

(7) See Bank of Spain Circular 3/2008.
(8) «Boosting finance options for business», Report of industry-led working group on alternative debt markets, U.K. Government, March 2012.
(9) Even a country with such a developed stock market as the United States continues to promote leading initiatives, for example the recent 
«Jumpstart Our Business Start-Ups Act», which aims to ease the regulatory requirements for firms going public.
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entrepreneurs, encouraging more open attitudes regarding corporate governance and shareholder control. 
Secondly, stimulating the sources of ultimate financing of private equity entities, for example via investment or 
pension funds or insurance companies.

All these considerations in no way constitute an exhaustive list but they do help us to appreciate the broad scope 
of action for public policies and private initiative in the area of SME financing, particularly regarding the 
challenge of boosting their long-term growth.

This box was prepared by Pilar Buil and Avelino Hernández
Research Department, ”la Caixa”
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Back in recession

The Bank of Spain has just confirmed the 
second recession of the Spanish economy 
in a little over two years. According to the 
banking authority’s announcement, gross 
domestic product (GDP) fell in the first 
quarter of 2012 by 0.4% quarter-on-quarter, 
placing its year-on-year rate of change  
in negative terrain with a drop of 0.5%. 
The good performance by the foreign 
sector was not enough to offset weak 
domestic demand and the lack of 
investment. This recessionary tone in 
activity could intensify over the coming 
months as the presentation of the central 
government’s budget, which largely 
determines the pace of activity for the rest 
of the year, in addition to being the most 

austere since the start of the crisis does 
not seem to have dispelled, for the time 
being, the uncertainty surrounding the 
country’s fiscal consolidation or to have 
boosted confidence. 

Household final consumption accounts 
for almost 60% of our economy so  
that investigating the reasons why this 
contracted year-on-year by 1.1% in the 
fourth quarter of 2011 will provide us 
with valuable lessons for the future.  
The savings rate of households and non-
profit institutions stood at 11.6% of their 
disposable income in 2011, 2.3 points less 
than the previous year. Given that there 
has not been a rise in savings as a 
precaution against the financial 
disruption, this drop in household 

in the first quarter,  
GDP shrinks by 0.4% 
quarter-on-quarter.

Economic activity

SPaiN: OvEraLL aNaLySiS

HOUSEHOLD CONSUMPTION REMAINS VERY WEAK

Year-on-year change in household consumption and the consumer con�dence index

SOURCES: Ministry of Finance, National Institute of Statistics and own calculations.
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consumption in the fourth quarter  
was due to the fall in households’ gross 
disposable income. In fact, this fell by 
1.5% year-on-year, mainly because of  
the 2.1% drop in workers’ wages. 

If the fall in consumption in the fourth 
quarter had been due to an increase in  
the savings rate, consumption would have 
been able to recover relatively quickly, as 
soon as confidence improved. However, 
as it is due to a loss of disposable income, 
the recovery in consumption will 
probably be slower. According to  
the Bank of Spain’s initial estimates, 
household consumption was still 
considerably weak in the first quarter  
of 2012 and posted a quarter-on-quarter 
decline of 0.4%.

The poor evolution of the labour market, 
the drop in gross disposable income  
and the loss of purchasing power  

(wages are increasing less than inflation 
and the rates for personal income  
tax have risen) are in addition to the 
uncertain climate and are wearing  
away consumer confidence. In the month 
of March, in particular, the consumer 
confidence index fell to the levels of 
spring 2009 and, over the last three 
months, has accumulated a drop of  
more than 13 points. Such a rapid fall in 
consumer confidence had only occurred 
prior to 2008. Other demand indicators 
such as vehicle registrations were a little 
more promising, posting a decrease of 
4.5% in March compared with the same 
month last year, far from the year-on-year 
fall of 21% experienced by industrial 
vehicle registrations in the same period. 

On the supply side, indicators for the  
first three months of the year aren’t at  
all encouraging either. In February, the 
industrial production index, adjusted for 

DEmaND iNDiCatOrS

Percentage change over same period year before

2010 2011
2011 2012

1Q 2Q 3Q 4Q January February March

Consumption 

 Production of consumer goods (*) 0.8 –1.0 –1.5 –0.8 0.7 –2.2 –1.4 –5.1 ...

 Imports of consumer goods (**) –9.5 –2.2 –1.1 –8.7 1.2 0.4 –2.2 –3.8 ...

 Car registrations 3.1 –17.7 –27.3 –26.4 –0.7 –5.5 2.5 –2.1 –4.5

 Credit for consumer durables –12.3 –9.9 –13.9 –10.1 –4.4 –10.4 – – –

 Consumer confidence index (***) –20.9 –17.1 –19.6 –16.1 –15.8 –16.8 –20.2 –24.7 –28.9

Investment

 Capital goods production (*) –3.3 0.8 3.0 2.5 2.6 –4.8 –7.2 –10.6 ...

 Imports of capital goods (**) 6.5 –3.1 2.3 –4.9 –1.5 –7.2 –11.3 –6.4 ...

 Commercial vehicle registrations 7.0 –6.6 –2.2 –11.2 5.8 –15.1 –17.4 –18.1 –21.0

Foreign trade (**) 

 Non-energy imports 10.3 1.0 7.4 –0.7 0.8 –3.1 –6.8 –3.4 ...

 Exports 15.6 10.1 16.0 9.0 10.9 5.4 1.9 –0.2 ...

NOTES: (*) Adjusted for public holidays.
(**) By volume.
(***) European Commission survey: difference between percentage of positive and negative replies.
SOURCES: ANFAC, National Institute of Statistics, Bank of Spain, Ministry of the Treasury, European Commission and own calculations.

the household savings rate 
falls by 11.6% in 2011.
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calendar effects, posted a drop of 5.1% 
with regard to the same month last year, 
eight tenths of a percentage point less 
than in January. Retail sales also declined 
in February, down 6.2% year-on-year. 
Confidence indicators for industry and 
construction, for which we have March’s 
figures, remain negative, as do the figures 
for electricity and passenger air traffic.

On the other hand, the contribution by 
the foreign sector is still vital to attenuate 
the decrease in gross domestic product. 
However, the slowdown in activity which 
is also being experienced by our trading 

partners, mainly European, is slowing  
up the growth of exports and therefore 
their contribution to GDP.

The data for the month of February show 
that, in real terms, the volume of exports 
fell for the first time since 2009, by 0.2%. 
This figure confirms the slowdown  
in foreign trade due to weak aggregate 
demand. Imports are following a similar 
trend and their volume in real terms has 
also fallen. Whereas, in the last quarter 
 of 2011, the euro area shrank by 0.3% 
quarter-on-quarter, the consensus of 
economic studies predicts growth  

SuPPLy iNDiCatOrS

Percentage change over same period year before

2010 2011
2011 2012

1Q 2Q 3Q 4Q January February March

Industry

 Electricity consumption (1) 2.9 –1.1 0.5 0.5 –1.1 –4.0 –2.6 –1.4 –2.0

 Industrial production index (2) 0.8 –1.4 1.8 –1.1 –1.4 –5.0 –4.3 –5.1 ...

 Confidence indicator for industry (3) –13.8 –12.5 –8.6 –10.7 –14.4 –16.5 –14.8 –14.2 –15.5

 Utilization of production capacity (4) 72.0 73.3 72.6 74.7 73.3 72.7 72.5 – –

 Imports of non-energy intermediate goods (5) 24.6 3.1 12.2 3.8 0.9 –4.0 –8.0 –3.2 ...

Construction

 Cement consumption –15.4 –16.9 –1.5 –16.6 –21.0 –26.8 –23.3 –32.0 ...

 Confidence indicator for construction (3) –29.7 –55.4 –54.1 –55.4 –58.6 –53.6 –58.4 –45.3 –47.6

 Housing (new construction approvals) –17.3 –14.6 –6.8 –19.5 –5.3 –26.1 –30.7 ... ...

 Government tendering –38.0 –46.2 –45.5 –35.0 –45.2 –59.7 –67.6 ... ...

Services

 Retail sales (6) –1.0 –5.4 –5.9 –5.1 –4.2 –6.5 –5.4 –6.2 ...

 Foreign tourists 1.0 7.5 2.2 10.4 8.5 6.1 4.6 0.8 ...

 Tourist revenue inflows 3.9 8.6 6.7 12.2 8.8 5.7 3.3 ... ...

 Goods carried by rail (ton-km) 6.4 2.0 8.2 1.8 7.7 –9.8 –8.1 –8.5 ...

 Air passenger traffic 2.9 6.0 5.0 10.6 6.2 1.5 –3.0 –5.7 –7.0

 Motor vehicle diesel fuel consumption –1.2 –3.7 –1.6 –4.6 –2.7 –5.7 –3.4 ... ...

NOTES: (1) Adjusted for number of working days and temperature.
(2) Adjusted for public holidays.
(3) European Commission survey: difference between percentage of positive and negative replies.
(4) Business survey: percentage of utilization inferred from replies.
(5) By volume.
(6) Index (without petrol stations) deflated and corrected for calendar effects.
SOURCES: Red Eléctrica Española, OFICEMEN, AENA, National Institute of Statistics, Bank of Spain, European Commission, Ministry of Public Works, Ministry of Industry, 
Commerce and Tourism, Ministry of the Treasury and own calculations.

Supply and demand 
indicators are not 
encouraging.
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the foreign sector  
is starting to show  
signs of weakness.

the new Budget does  
not manage to restore 
confidence.

of –0.4% year-on-year for 2012. A 
situation that, should it come about, will 
limit the foreign sector’s contribution  
to the growth of activity in Spain. 

Within this context of worsening 
prospects, the government presented  
its Budget plan, which defines the fiscal 
consolidation process to be followed by 
the central government. In spite of this 
being a highly austere budget (for an  
in-depth analysis, see the public sector 
section), the week following the budget 
announcement Spain’s risk premium  
was still above 400 points and the Ibex 
lost 2.9% of its value. Doubts remain 
regarding the country’s capacity to adjust 
its public accounts and are in addition  
to uncertainty regarding the bank 
restructuring process. That’s why the 

government announced further cuts  
of 10 billion euros to education and 
healthcare. 

The announcement of a credible fiscal 
consolidation plan in the medium term  
is absolutely vital to regain confidence. 
An improvement would not only help  
to lower the interest rates paid for 
government financing but would also 
help investment flows to return and to get 
the country back on the road to growth. 
Spain will soon have to present its 
stability programme to the European 
Union, detailing the series of economic 
measures for the next three years. A  
clear definition of how the deficit will be 
reduced to 3% by 2013 would be a highly 
significant step forward in regaining 
credibility.

Forecast of annual change in GDP

SOURCES: Consensus Forecasts and own calculations.
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unemployment in the public accounts

The almost constant rise in the number 
of unemployed since the start of 2007 is 
not only a reflection of the deterioration 
in economic activity but also entails a 
number of additional costs for Spain.  
The headings allocated to unemployment 
benefit and to stimulating employment 
account for 9% and 2%, respectively, of 
the consolidated budget expenditure for 
2012. Another cost of unemployment also 
results from the fall in Social Security 
contributions due to the decrease in the 
number of people registered as employed, 
which reduces revenue and, together with 
growing pension expenditure, puts the 
Social Security accounts under great 
pressure.

In March, the number of registered 
unemployed increased by 38,769 and 
reached a total of 4,750,867 people 
unemployed. Unemployment has risen 
steadily since July last year but, if we take 
seasonal factors into account, the last 
time unemployment fell was in December 
2010. In the last twelve months, the State 
Employment Service (SEPE) recorded a 
9.6% rise in the number of unemployed. 

According to the latest data available, of 
the 4,750,867 registered unemployed in 
February, only 3,023,142 were receiving 
some kind of benefit; i.e. the coverage rate 
for February stood at 64%. Since March 
2010, just over two years after the crisis 
began, social assistance benefits and  
the minimum insertion income (non-

Headings related to the 
labour market account  
for 11% of the Budget.

36% of those unemployed 
are not receiving any kind 
of benefit.

Labour market

rEGiStErED uNEmPLOymENt By SECtOr, SEx aND aGE

March 2012

No. of 
unemployed

Change over 
December 2011

Change over same  
period year before %  

share
Absolute % Absolute %

By sector

 Agriculture 168,344 22,383 15.3 24,913 17.4 3.5

 Industry 539,832 30,362 6.0 34,659 6.9 11.4

 Construction 810,375 34,447 4.4 47,847 6.3 17.1

 Services 2,819,402 206,873 7.9 287,978 11.4 59.3

 First job 412,914 34,443 9.1 21,801 5.6 8.7

By sex

 Males 2,371,782 162,044 7.3 221,534 10.3 49.9

 Females 2,379,085 166,464 7.5 195,664 9.0 50.1

By age

 Under 25 years 508,879 48,318 10.5 25,628 5.3 10.7

 All other ages 4,241,988 280,190 7.1 391,570 10.2 89.3

ToTAl 4,750,867 328,508 7.4 417,198 9.6 100.0

SOURCES: Public State Employment Service and own calculations.



MAY 2012 53  THE SPANISH ECONOMY MONTHLY REPORT

unemployment is still 
rising but the coverage  
rate has fallen.

contributory benefits) have exceeded the 
number of contributory benefits. This is 
due to the fact that contributory benefits, 
to which only those who have previously 
paid Social Security contributions are 
entitled, are given for a maximum period 
of two years. The amount paid in 
contributory benefit, whose average in 
February rose to 866 euros, is generally 
higher than non-contributory. 

Another way of looking at these figures  
is to note the 1,689,000 registered 
unemployed in February that were not 
receiving any kind of benefit. In 
December, the labour force survey (LFS) 
calculated that 5,274,000 people were 
unemployed so, if we use this estimate, 
considered as the best indicator of the 
state of the labour market, the number  
of unemployed people not receiving 
benefit totals 2,346,500. The coverage 
rate in December falls from 66%  
to 56%, depending on whether the 
unemployment figures are calculated  
by the SEPE or using the LFS estimate. 

With regard to the unemployed who  
do receive benefit, in 2011 their total 
number fell by 2.9%. This fall has been 
particularly sharp in social assistance 
benefits, down 8.8%, in clear contrast 
with the 44.5% rise in the number of 
people receiving the minimum insertion 
income, designed to complement  
the income of those with minimal 
economic resources. 

In general, entitlement to unemployment 
benefit is temporary in nature so that, as 
the crisis continues, the number of people 
receiving benefit will tend to fall. That’s 
why the coverage rate has fallen by 11 
points since the 75% recorded in 2010. 
The government has therefore estimated, 
in its 2012 Budget, that the number of 
people receiving contributory benefit will 
remain the same as in December 2011, 
although this year 631,100 jobs will be 
lost, according to the government’s own 
forecasts. For the moment, in the first two 
months of the year the number of people 
receiving contributory benefit has risen 

NON-CONTRIBUTORY BENEFITS NOW EXCEED CONTRIBUTORY

Number of bene�ciaries

SOURCE: State Employment Service.
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5.5% decrease in the 
Budget aimed at 
unemployment.

Spain is the European 
country that dedicates most 
resources to employment 
policies.

by 1.4% compared with the same period 
in 2011.

These estimates, together with a slight  
fall in the number of people receiving 
non-contributory benefit, have led to a 
5.5% decrease in the heading allocated  
to unemployment compared with the 
2011 Budget, totalling 28.8 billion euros. 
The Budget also contains a 21.3% 
reduction in headings allocated to 
stimulating employment. 

On the other hand, the deterioration  
in the job market is not only reflected in 
rising unemployment but also in the fall 
in Social Security contributions. 
Although the average number of people 
registered as employed with Social 
Security increased by 5,419 people in 
March, totalling 16,902,530 workers, 

when seasonally adjusted this figure  
fell by 56,021 people. This drop in 
registrations results in less revenue from 
Social Security contributions. Workers’ 
contributions are used to finance 
pensions, so that the lower level of 
revenue is putting more pressure on  
the Social Security accounts (for a more 
detailed analysis, see the section on the 
public sector). 

An analysis at a European level provides  
a perspective of the effort being made by 
Spain with regard to the labour market. 
The latest data available from Eurostat, 
corresponding to 2010, reveal that Spain 
is the country with the most resources 
dedicated to employment policies,  
namely 3.9% of GDP, one and a half 
points more than the second country, 
France. Given its high number of 

EmPLOymENt iNDiCatOrS

Percentage rate of change over same period year before

2010 2011
2011 2012

1Q 2Q 3Q 4Q January February March

Persons registered with Social Security (1)

 Sectors of activity

  Industry –4.8 –2.7 –2.8 –2.4 –2.4 –3.3 –3.7 –4.2 –4.6

  Construction –13.4 –12.2 –9.6 –11.4 –13.0 –14.9 –15.5 –16.6 –17.0

  Services 0.0 0.2 0.3 0.5 0.3 –0.3 –0.8 –0.9 –1.1

 Job situation

  Wage-earners –1.8 –1.4 –1.1 –1.0 –1.3 –2.1 –2.6 –2.9 –3.2

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

 Total –2.0 –1.3 –1.2 –1.0 –1.2 –1.9 –2.4 –2.6 –2.8

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

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

Hiring contracts registered (4)

 Permanent –6.4 –9.6 –1.8 –5.0 –8.4 –22.8 –26.1 –21.1 –11.4

 Temporary 3.8 1.0 0.7 3.9 0.9 –1.2 –5.0 –3.5 –11.1

 Total 2.8 0.1 0.4 3.1 0.2 –3.0 –6.9 –5.2 –11.1

NOTES: (1) Average monthly figures.
(2) Estimate by Labour Force Survey.
(3) Equivalent to full-time work. National Accounting estimate; data adjusted for seasons and public holidays.
(4) At the Public State Employment Service.
SOURCES: National Institute of Statistics, Ministry of Labour and Social Services, Public State Employment Service and own calculations.
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Per beneficiary, Spain 
invests a quarter of France’s 
investment in stimulating 
employment.

unemployed, Spain uses 80% of these 
resources for unemployment benefits,  
a similar percentage to Italy but more 
than 20 points above the percentage  
used by France or Germany. 

Regarding expenditure per beneficiary,  
in 2010 Spain dedicated 904 euros in 
unemployment benefit per beneficiary 
and month, close to the average for the 
countries shown in the above graph  
but far from the 1,258 euros dedicated  
by Italy. In terms of expenditure per 
beneficiary on policies to stimulate 

employment, Spain invested 200 euros 
per beneficiary and month, less than half 
of the countries in the sample and very 
far from the 820 euros invested by France. 

In short, the cost to the public treasury is 
merely one of the many different impacts 
unemployment has on society. Although 
the expenditure on employment policies 
at an aggregate level may seem high,  
an analysis at a European level  
of expenditure on benefits and on 
stimulating employment per beneficiary 
helps to fine-tune these findings.

SPAIN DEDICATES 80% OF ITS EMPLOYMENT RESOURCES TO COVERING UNEMPLOYMENT

Spending on employment policies

NOTES: (*) Includes headings for unemployment bene�ts and early retirement.
(**) Includes headings for training, employment rotation, employment incentives, support for employment and retraining, direct 
job creation and business incentives.
SOURCES: Eurostat and own calculations.
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Does labour regulation allow company growth? 

Labour market regulation is in the firing line. Most European countries have changed or are about to change some 
key aspects of their legislation. The fear of an economic standstill has placed issues firmly on the table that had, 
until very recently, been taboo, such as dismissal costs and collective bargaining. The reforms being discussed 
appear to be broad and far-reaching. However, almost nothing has been said about the different labour legislation 
conditions for companies depending on their size. According to several studies, this aspect could be vastly limiting 
the growth of the production fabric of the main countries in Europe.

As has been mentioned in the box «Companies and productivity: a matter of size» generally speaking company 
size is crucial in being able to improve productivity and gain export share. Labour market regulation is also related 
to all this. There is a clear correlation between the degree of flexibility of the labour market and company size. As 
can be seen in the graph below, those countries with a more flexible labour market have a higher percentage of 
people employed in large firms.

This relationship, however, cannot be interpreted causally. It might be the case, for example, that countries with a 
more rigid labour market specialize in industries where the optimum company size is smaller. A study published 
by the Organization for Economic Cooperation and Development (OECD) uses more sophisticated statistical 
techniques that precisely take this kind of consideration into account.(1) Its conclusion is categorical: excessively 
restrictive labour market legislation makes it difficult for many companies to grow. This means that companies 

(1) See «Product and labour markets interactions in OECD countries» (2001). G. Nicoletti, A. Bassanini, E. Ernst, S. Jean, P. Santiago and P. Swaim. 
WP 312.

Percentage of employees in companies with more than 250 workers

Index of labour market rigidity (1-100) (*)

NOTE: (*) Higher index numbers are associated with greater rigidity in the labour market. 
SOURCES: OECD, World Bank and own calculations.
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(2) See «Firm Size Distortions and the Productivity Distribution: Evidence from France» (2012). L. Garicano, C. Lelarge and J. V. Reenen. 
(3) See «Identifying the effects of firing restrictions through size-contingent differences in regulation», F. Schivardi and R. Torrini, Labour 
Economics, 2008. Also «Employment Protection Legislation and the Size of Firms», A. Borgarello, P. Garibaldi and L. Pacelli, IZA Discussion 
Papers, 2003.
(4) See «The incredible shrinking Portuguese firm», S. Braguinsky, L. G. Branstetter and A. Regateiro, NBER WP 17265, 2011.

that are very productive and that can potentially employ a large number of people limit their size; and vice versa, 
firms that should disappear or be very small take advantage of this and, although they are not very productive, are 
considerably large.

This connection could be particularly worrying in Spain. As can be seen in the graph above, Spain appears as one 
of the countries with the most rigid labour market regulations and, at the same time, is one of the countries with 
the smallest share of large firms. The aforementioned study tells us little about which aspects of labour legislation 
might be key. However, analyses have been carried out of specific cases and these can provide us with clues as to 
the potentially decisive aspects. 

In France, for example, the percentage of large firms is significantly smaller than in the United States or the 
United Kingdom. Some studies have related this to labour costs being significantly higher for firms with more 
than fifty workers. These firms, for example, if they want to dismiss 10 or more workers, have to offer them a 
social plan that must be approved by the Ministry of Labour; or they must set up a health and safety committee 
of their workers, whose members must be appropriately trained by the company. A study by L. Garicano et al. 
concludes that a large number of companies decide to remain just below the threshold of 50 workers in order to 
avoid this regulation and this therefore has huge consequences for the growth capacity of France’s productive 
fabric.(2) In fact, they estimate that the cost generated by this legislation is equivalent to a wage rise of between 5% 
and 10%. 

The proportion of small firms in Italy is also very large and, in part, this is also due to discriminatory treatment 
in labour regulation depending on company size. For example, in a dismissal declared wrongful by a court, 
companies with more than 15 workers must readmit the worker or pay compensation equivalent to 15 months’ 
salary. Firms with fewer than 15 workers do not have to readmit the worker and the compensation that must be 
paid ranges from 2.5 to 6 months’ salary. Redundancy costs also increase considerably as from 15 employees. 
These are just two examples of the higher labour costs for Italian firms with more than 15 workers. According to 
a study by Borgarello et al., the impact on the distribution of company size is significant.(3)

Portugal is another country where labour market regulation varies considerably depending on the size of the 
company. In fact, some studies state that this aspect is one of the key factors underlying the country’s low 
productivity in the last decade.(4) Among the different distortions, of note are, on the one hand, the subsidies 
offered to firms with fewer than 50 workers for hiring young people and for investment and, on the other, the 
reduced red tape for companies with fewer than 20 workers in dismissals on objective grounds.

In Spain, the relationship between company size and labour market regulation has yet to be studied in depth but 
the aforementioned examples for France, Italy and Portugal are quite similar to Spanish legislation. For example, 
dismissal costs are not the same for all firms. For those with fewer than 25 workers, and in the case of objective 
dismissal, out of the compensation package of 20 days’ pay per year worked, 8 are provided by the Wage Guarantee 
Fund. The entrepreneur support contract offers significant fiscal benefits to companies with fewer than 50 workers 
and union representation costs increase as a firm gets larger. 
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The growth prospects of the Spanish economy are not at all encouraging. In 2012, activity is more than likely to 
fall sharply again and, in the medium term, any recovery will be hindered by a domestic demand that is still 
completing its deleveraging process. The great challenge facing the Spanish economy is therefore to improve its 
productivity and set its sights on export markets. Many firms are already doing this and are world leaders in their 
sector. The obstacles for those companies that can and want to follow this path must be minimal. Spain must be 
sure that labour market regulation does not penalize them but actually supports them.

This box was prepared by Oriol Aspachs Bracons
European Unit, Research Department, ”la Caixa”
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the weight of regulation and taxes

In the last month, the government has 
taken several decisions that will affect 
price trends in the coming year. The rise 
in the regulated tariff for electricity, gas 
and tobacco products, together with the 
high price of oil, will push up inflation  
as from April.

After two months of stability, in March 
the year-on-year rate of change in the 
consumer price index (CPI) fell by one 
tenth of a percentage point compared 
with the previous month, down to 1.9%. 
Inflation has stabilized over the last few 
months at close to 2.0%, in contrast with 

the sharp drop seen towards the end  
of 2011.

The main reason for this fall was the 
group of food and non-alcoholic 
beverages, down 0.3 percentage points on 
February and standing at 2.3% in March. 
Other goods and services, boosted by  
the price stability of the insurance, also 
recorded 0.3 percentage points less than 
in the previous month. Car insurance 
provides the best example of the base 
effect that lies behind this fall as, whereas 
the price of car insurance rose by 2.0%  
in the first three months of last year, this 
year prices have remained constant. The 
drop in vehicle registrations at an ever 

the CPi falls by one tenth 
of a percentage point and 
stands at 1.9%.

the relative weight  
of food and non-alcoholic 
beverages lies behind  
this drop.

Prices

INFLATION FALLS SLIGHTLY IN SPITE OF HIGH OIL PRICES

Year-on-year change in CPI

SOURCE: National Institute of Statistics (INE).
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transportation and housing 
exercise the greatest 
inflationary pressure.

faster rate since 2012 began might be 
helping to contain prices. Medical and 
house insurance also rose less than in the 
first quarter of last year. The base effect 
could also be seen in the heading for 
housing, down 2 tenths of a percentage 
point compared with February due  
to the lower increase in heating fuel. 

Food and non-alcoholic beverages, other 
goods and services, housing, and hotels, 
cafeterias and restaurants, which also 
recorded a slight fall, make up little more 
than half the whole shopping basket and, 
together, exercise a downward pressure 
of just over one tenth of a percentage 
point. On the other hand, in March 
leisure and culture posted moderate 
inflation of 0.7%, but this was  
0.3 percentage points higher than the 
rate of the previous month and, together  
with the rise in clothing and footwear, 
explains why the final fall in inflation 
was one tenth of a percentage point.  
For its part, core inflation, as it excludes 
fresh foods and energy, remained 
constant at 1.2%.

With a view to the future, the items that 
will continue to pressurize inflation the 
most will be transportation and housing, 
as their current year-on-year change in 
price is 5.2% and 3.1% respectively and 
both include energy products in their 
calculation. 

Oil has risen by 15% for the year, leading 
to a year-on-year increase in the price  
of fuels and oils in the order of 9.0% for 
March. Fuel forms part of the heading  
of transportation, which is the second 
most important group with 15% of the 
shopping basket. Another factor which 
will contribute, albeit to a lesser extent,  
to pushing up transportation prices will 
be the hike in urban transport tariffs in 
several autonomous communities and  
the hike in aviation duties. 

For its part, the heading of housing 
includes not only rental but also the  
costs resulting from maintenance. 
Consequently, costs for electricity, gas 
and other fuels make up a large part of 
housing-related consumption. In this 

CONSumEr PriCE iNDEx

2011 2012

%
monthly
change

% change 
over December 

2010

%
annual
change

%
monthly 
change

% change 
over December 

2011

% 
annual 
change

January –0.7 –0.7 3.3 –1.1 –1.1 2.0

February 0.1 –0.6 3.6 0.1 –1.0 2.0

March 0.7 0.1 3.6 0.7 –0.3 1.9

April 1.3 1.4 3.8

May 0.0 1.3 3.5

June –0.1 1.2 3.2

July –0.5 0.7 3.1

August 0.1 0.8 3.0

September 0.2 1.0 3.1

October 0.8 1.8 3.0

November 0.4 2.2 2.9

December 0.1 2.4 2.4

SOURCE: National Institute of Statistics.
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the price hikes in 
electricity and gas are in 
addition to high oil prices.

respect, the government’s decision  
to increase the last resort tariff (TUR  
in Spanish) by 7% for domestic 
consumption is in addition to the 
decision, also by the government, to raise 
the regulated gas rate by 5%. The aim  
of these measures is to comply with  
the Supreme Court’s order to limit  
the electricity tariff deficit in 2012 to  
1.5 billion euros and other measures were 
also taken regarding the payments for 
distribution, capacity and transport 

received by the firms involved. Similarly, 
the hike in gas prices, which is also 
accompanied by a reorganization of the 
industry, aims to halt the growing deficit 
in the gas sector. 

The increase in the TUR for households 
was complemented by a rise in the 
regulated part for other groups, so that 
electricity has gone up by 4.1% for small 
and medium-sized firms, 2.8% for 
industry on average and 0.9% for large 

CONSumEr PriCE iNDEx By COmPONENt GrOuP

March

Indices
(*)

% monthly change % change over
previous December % annual change

2011 2012 2011 2012 2011 2012

By type of spending

 Food and non-alcoholic beverages 101.6 0.3 0.1 0.3 0.5 1.8 2.3

 Alcoholic beverages and tobacco 102.7 0.2 0.1 2.5 0.5 14.7 2.1

 Clothing and footwear 95.1 3.6 3.9 –12.5 –12.7 0.3 0.2

 Housing 102.2 0.4 0.2 3.5 0.9 8.1 3.1

 Furnishings and household equipment 100.3 0.3 0.3 –0.6 –0.7 1.0 1.0

 Health 97.7 0.1 0.0 0.1 –0.1 –1.2 –3.0

 Transport 105.1 1.5 1.5 3.9 4.2 9.8 5.2

 Communications 97.2 0.0 0.1 –0.1 –1.9 –0.7 –3.4

 Recreation and culture 99.8 0.4 0.7 –0.9 –1.5 –1.0 0.7

 Education 102.1 –0.1 0.0 0.0 0.1 2.2 2.9

 Restaurants and hotels 100.2 0.3 0.2 0.5 0.2 1.8 0.9

 Other goods and services 101.6 0.5 0.1 1.6 0.9 3.1 2.0

By group

 Processed food, beverages and tobacco 102.0 0.2 0.1 1.0 0.6 3.7 2.7

 Unprocessed food 101.1 0.5 0.1 –0.3 0.3 3.1 1.4

 Non-food products 100.9 0.9 0.8 0.0 –0.5 3.6 1.8

 Industrial goods 101.1 1.4 1.5 –0.6 –1.2 5.6 2.4

  Energy products 107.1 2.4 2.1 8.4 5.6 18.9 7.5

  Fuels and oils 109.6 3.3 2.8 8.4 7.7 20.3 9.9

  Industrial goods excluding energy products 98.6 1.0 1.2 –4.0 –4.0 0.7 0.3

 Services 100.6 0.3 0.2 0.6 0.1 1.7 1.2

 Underlying inflation (**) 100.2 0.5 0.5 –0.9 –1.2 1.7 1.2

GENERAl INDEX 101.1 0.7 0.7 0.1 –0.3 3.6 1.9

NOTES: (*) Base 2006 = 100.
(**) General index excluding energy products and unprocessed food.
SOURCE: National Institute of Statistics.
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tobacco prices are on  
the up due to the hike  
in special taxes.

firms. The latest data available, from the 
last six months of 2011, reveal that the 
cost of electricity per kilowatt-hour for 
Spanish consumers is the highest in 
Europe. In fact, at the end of 2011, the 
price of electricity in Spain was 21% 
higher than in Germany and 66% higher 
than in France. 

Another of the measures taken by the 
government that will affect inflation  
in the coming months is the hike in the 
special taxes on tobacco. In addition to 
value added tax (VAT), the government 
also charges duty on alcohol and 
alcoholic beverages, beer, electricity, 
hydrocarbons, tobacco and other 
intermediate products via an additional 
indirect tax. These goods share the 
characteristic of being inelastic; i.e. 
demand falls to a lesser extent when their 

price increases. The higher tax on tobacco 
products aims to produce additional 
revenue totalling 150 million euros, 
according to Spain’s Budget. In 2011, 
18.98 billion euros were collected from 
special taxes with hydrocarbons 
accounting for half this figure, 40% 
tobacco and 7% electricity. Last year, 
special taxes accounted for 40% of the 
total revenue generated by VAT. 

In short, the government’s decisions  
affect price levels as well as revenue. Over 
the coming months, the rise in energy 
products will produce inflationary 
pressures on some groups of items in the 
shopping basket, although weak demand 
will prevent this rise from causing any 
widespread increase in the prices of all 
the CPI items.

SPANISH HOUSEHOLDS PAY MORE FOR THEIR ELECTRICITY 
THAN THEIR EUROPEAN PEERS

Euros per kilowatt-hour excluding tax

SOURCES: Eurostat and own calculations.
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the growth in exports is showing 
signs of wearing thin

Exports of goods and services had 
demonstrated significant dynamism  
over the last two years. As a consequence, 
forecasts suggested that the foreign sector 
would offset weak domestic demand  
in 2012, subsequently becoming the  
main engine of the economic recovery. 
However, February’s figures confirmed 
the slowdown in goods exports revealed  
a month earlier. This trend is in line with 
the lower growth in world trade forecast 
by the International Monetary Fund 
(IMF) for this year. In particular, it 
expects exports by advanced countries  
to rise by just 2.3% year-on-year,  
3 percentage points lower than last year’s 

growth. Given this scenario, it seems 
advisable to slightly revise the forecasts 
for the foreign sector in 2012.

The trend in real exports, i.e. adjusted for 
the price effect, posted a 0.2% fall year-
on-year in February. This is the first time 
they have shrunk since October 2009. As 
can be seen in the graph below, this drop 
in real exports maintained the downward 
trend shown since January 2011. It is 
highly likely that weak external demand 
is the reason for this slump in growth.

In fact, the trend in nominal goods 
exports reflects the weakness of demand 
in the euro area, the destination for more 
than half the products exported by Spain 
in 2011. In the first two months of this 

according to the 
international monetary 
Fund, world trade will  
slow up its rate of growth 
in 2012.

Foreign sector

SOURCES: Ministry of the Economy and own calculations.

Year-on-year change in real exports
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Exports to the euro area  
fall by 1.3% year-on-year 
during the first two months 
of 2012.

Our forecast for the foreign 
sector’s contribution to 
economic growth is revised 
downwards.

year, exports to single currency countries 
were down 1.3% year-on-year, compared 
with the 9.2% year-on-year growth 
recorded for last year as a whole. During 
these first two months of 2012, of note 
were the falls in exports to Italy and 
Portugal, down 8.0% and 9.2% year-on-
year respectively. 

However, trade with members of the 
common market was not the only one  
to record a significant slowdown. During 
the first two months of the year, year-on-
year growth in exports was 13.1% in Asia, 
5.2% in Latin America and 1.8% in North 
America. Respectively, these figures are  
8, 14 and 19 percentage points below  
the increases recorded in 2011.

This trend, and the euro area’s poor 
economic prospects, have led us to reduce 

slightly our growth forecast for exports  
in 2012. This revision will undoubtedly 
reduce exports’ contribution to the 
growth in gross domestic product (GDP) 
although the effect will be partly offset  
by a greater fall in imports. This can be 
put down to weakening demand, both 
domestic and external, and therefore  
the fall in imports to meet this demand. 
In short, the ultimate contribution of  
the foreign sector will shrink slightly  
in 2012.

With regard to the value of imports in 
February, this picked up by 6.6% year-on-
year, boosted by the energy component, 
which grew by 31.2% in the same period. 
This figure is much higher than those 
posted over the last few months due to  
the large increase in the volume of energy 
imports after several months almost at  

FOrEiGN traDE 

January - February 2012

Imports Exports Balance
Export/
Import
rate (%)Million

euros
% annual

change
by value

%
share

Million
euros

% annual
change
by value

%
share

Million
euros

By product group

 Energy products 10,519 14.7 25.1 2,333 28.2 6.8 –8,186 22.2

 Consumer goods 9,321 2.6 22.2 11,587 2.4 33.5 2,266 124.3

  Food 2,365 3.4 5.6 4,722 9.7 13.7 2,357 199.7

  Non-foods 6,956 2.3 16.6 6,866 –2.0 19.9 –90 98.7

 Capital goods 2,352 –10.5 5.6 2,640 –5.7 7.6 287 112.2

 Non-energy intermediate goods 19,779 –2.9 47.1 17,997 4.9 52.1 –1,782 91.0

By geographical area

 European Union 21,233 –1.6 50.6 22,601 1.4 65.4 1,368 106.4

  Euro area 17,095 –2.5 40.7 17,983 –1.3 52.0 888 105.2

 Other countries 20,738 5.3 49.4 11,956 10.7 34.6 –8,782 57.7

  Russia 1,081 –31.2 2.6 450 28.6 1.3 –631 41.6

  United States 1,604 –7.6 3.8 1,289 0.8 3.7 –314 80.4

  Japan 527 –7.9 1.3 325 20.5 0.9 –202 61.8

  Latin America 3,441 60.5 8.2 1,949 3.7 5.6 –1,491 56.7

  OPEC 5,501 18.3 13.1 1,433 26.8 4.1 –4,068 26.0

  Rest 8,584 –4.8 20.5 6,509 10.6 18.8 –2,075 75.8

ToTAl 41,971 1.7 100.0 34,557 4.4 100.0 –7,414 82.3

SOURCES: Ministry of the Economy and own calculations.
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the rise in the risk 
premium damages the 
income balance deficit  
for 2012.

a standstill. A greater demand for energy 
goods, caused by the low temperatures 
recorded in February, could lie behind 
part of this rise. As a consequence,  
the trade deficit increased by 15.7% 
compared with February 2011 in spite  
of the improvement in the non-energy 
balance, reaching a new surplus of  
547 million euros in February. Looking  
to the future, however, we expect the 
trade deficit to start correcting again. 

If we broaden our analysis to the balance 
of payments as a whole, we can see a 
further correction in the current deficit  
in January of 7.2% year-on-year. However, 
the slowdown in the process of adjusting 
the external deficit reveals two main 
obstacles to lowering the deficit. 

Firstly, the continual rise in the surplus  
of the services balance is starting to  
show signs of exhaustion. In particular, 
the number of tourist visits in the first 
quarter of 2012 rose by 2.6% compared 
with the same period a year ago and this 
figure represents a fall of 4.8 percentage 
points compared with the growth 
recorded in 2011. A second aspect to  
take into account is the deterioration in 
the income balance deficit, particularly 
after the sharp rise in financing costs  
for Spain’s debt in April. Both factors 
have led us to increase our forecast for  
the current deficit for 2012 as a whole  
to 2.4% of GDP, 0.3 percentage points 
above the previous figure.

BaLaNCE OF PaymENtS

January 2012

Cumulative for year Last 12 months

Balance 
in million 

euros
% annual

change
Balance 

in million 
euros

Annual change

Absolute %

Current account balance

 Trade balance –3,193 –27.5 –38,488 9,155 –19.2

 Services

  Tourism 1,845 8.6 30,750 3,658 13.5

  Other services –3 –95.5 3,454 2,647 328.3

  Total 1,842 12.6 34,204 6,305 22.6

 Income –3,280 43.1 –27,122 –5,842 27.5

 Transfers –1,096 –1.0 –5,916 1,225 –17.2

 Total –5,727 –7.2 –37,322 10,843 –22.5

Capital account 68 –62.5 5,374 194 3.8

Financial balance

 Direct investment 2,567 – –2,215 –3,250 –

 Portfolio investment –4,892 – –39,471 –64,669 –

 Other investment –3,017 – –47,816 –51,465 –

 Total –5,342 – –89,501 –119,384 –

Errors and omissions 1,468 111.4 –794 1,560 –66.3

Change in assets of Bank of Spain 9,533 – 122,244 106,786 –

NOTE: The figure resulting from the sum of current account balance, capital account balance and financial balance is compensated 
by the change in assets of Bank of Spain plus errors and omissions.
SOURCES: Bank of Spain and own calculations.
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Spain’s Budget fails to dispel  
doubts in the debt markets

The Spanish government is facing a  
huge challenge. On the one hand, it must 
take the necessary measures to achieve 
the fiscal adjustment agreed with the 
European Union, namely 3.2 percentage 
points, the largest since the start of 
democracy. On the other hand, this 
consolidation process must affect the 
economy as little as possible, whose 
deterioration is estimated at 1.7%  
year-on-year for 2012. Spain’s Budget 
shows the strategy to be followed by  
the government. According to this, the 
central government’s account imbalance 
will be corrected by means of severe 
spending cuts and tax hikes. This has not 
dispelled the doubts in the debt markets, 
however.

The weakness of the economy in 2011,  
in particular during the second half of  
the year, was one of the reasons why the 
public deficit did not achieve its target.  
By way of example, revenue from tax  
on production and Social Security 
contributions fell by a total of 4.03 billion 
euros compared with 2010. At the same 
time, the decline in the labour market 
and higher financing costs for Spain’s 
debt raised the payments of welfare 
benefits and interest by 7.26 billion euros 
in the same period. This counteracted  
the efforts made to contain spending.  
The 10.5 billion euro fall in gross capital 
formation in one year is a clear example.

Spain’s accounts were not immune to this 
effect and recorded a deficit equivalent to 

5.1% of gross domestic product (GDP),  
0.3 percentage points higher than the 
stability programme’s target. With a  
view to 2012, the central government 
must reduce its net borrowing by  
1.6 percentage points, down to 3.5% of 
GDP. However, according to the Budget, 
the effect of the economy’s deterioration 
on the public accounts pushes up  
the value of the adjustment measures 
required to 27.3 billion euros, affecting 
both revenue and expenditure.

With regard to the former, the 
government presented a battery of tax 
measures, calculated at 12.3 billion  
euros. These include a temporary increase 
in the personal income tax rate, approved 
in December 2011, which will provide  
4.1 billion euros. To this figure we should 
also add the 5.35 billion euros that the 
government estimates will come from 
modifying corporation tax. Particularly 
of note is the limit to large deductions,  
as well as the introduction, in 2012, of a 
tax on dividends that come from abroad 
and a change in the system for calculating 
split payments. On the other hand, the 
approval of an extraordinary programme 
to expose hidden incomes will provide  
a further 2.5 billion euros. The hike  
in special taxes on tobacco and legal 
duties will contribute the remaining  
264 million euros.

However, lower economic activity during 
2012 will partly offset the effect of these 
measures. This is the case of the revenue 
from value added tax (VAT) which, 
according to the Budget, will fall by  
1.6 billion euros this year, down 3.3% 

Spain’s Budget includes 
significant adjustment 
measures, both in revenue 
and expenditure...

...and totalling 27.3 billion 
euros in 2012.

measures to achieve a 
significant rise in tax 
revenue in spite of the 
economy’s decline.

Public sector
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year-on-year. As a consequence, the 
improvement in tax revenue will be just 
below 7 billion euros. Taking into  
account the effects of the settlement  
of the financing system in 2010 and  
other accounting adjustments, the rise  
in revenue will be equivalent to  
0.8 percentage points of GDP.

Regarding Budget payments, ministerial 
spending is expected to drop by 13.4 billion 
euros. Of note are the adjustments made 
to investment. If we compare the 2011 
Budget, the total of real investment  
and capital transfers will decrease by  
around 7 billion euros, representing  
year-on-year cuts of 23.4% and 51.5% 
respectively. On the other hand,  
interest payments are expected to rise 
significantly, by 6.7 billion euros. To  
a lesser extent, current transfers, which 
include payments for pensions and 
contributions to the State Employment 
Service, will also rise. On the whole, and 
after applying the necessary accounting 
adjustments, central government 
spending will contribute the remaining  
8 tenths of a percentage point to  
the deficit’s correction.

Judging by the markets’ reaction, the 
Budget announcement has not helped  
to dispel doubts regarding the process  
of fiscal consolidation. This can be seen 
in the sharp rise in the risk premium, 
measured as the spread between the yield 
on Spanish ten-year bonds and their 
German equivalent, which went above 
420 basis points at the end of April.  
The reasons for this climb centre on  
two aspects.

Firstly, there is some uncertainty as to 
whether the targets set in the central 

government’s Budget will be achieved. 
Specifically, the effect of the economic 
recession on some items of revenue  
and expenditure might have been 
underestimated. This is the case of 
expenditure on unemployment benefit 
which, according to the Budget, will 
decrease within a context of job losses. 
Similarly, the drop in revenue from some 
taxes, such as VAT, might be slightly 
optimistic. In all likelihood, the Budget 
spending figures for February did 
nothing to calm these tensions. In fact,  
on a national accounts basis, the deficit 
accumulated during the first two months 
of the year reached 1.9% of GDP,  
0.6 percentage points above the figure 
recorded a year ago. However, part of  
this increase is due to transfers to the 
autonomous communities and Social 
Security being brought forward. 

A second reason comes from the doubts 
regarding the consolidation process in  
the autonomous communities. In this 
respect, the Spanish cabinet approved a 
10 billion cut in healthcare and education. 
7 billion euros come from healthcare by 
increasing the co-payment for medicines 
and from limiting access to health 
services for non-resident foreigners. 
Education will provide the remaining  
3 billion by raising university fees and 
increasing class sizes. With this reform, 
the government has demonstrated that  
it prioritizes the achievement of the 
ambitious deficit targets. However, this 
strategy does not coincide with the 
recommendations of the International 
Monetary Fund, which favours easing 
back on the correction of the public 
deficit so as not to excessively damage  
the economy.

ministerial spending 
decreases by 13.4 billion 
euros compared with the 
2011 Budget.

the risk premium  
rises sharply in april  
to 420 basis points.

the government reacts 
quickly and approves 
spending cuts worth  
10 billion euros in 
healthcare and education.
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the increase in the external debt  
is covered via Eurosystem financing

Public sector and private debt revealed 
opposing trends in 2011. While 
indebtedness continued to grow at a fast 
pace in the first case, the deleveraging 
started two years ago continued in the 
second. There’s no sign of a change in 
trend in the figures for 2012. Eurosystem 
liquidity injections have played an 
important part in the rise in public debt. 
With a view to 2012, it’s of the utmost 
importance to dispel the uncertainty  
that has blocked traditional financing 
channels. In this respect, this year’s 

reorganisation of the banking system  
will be crucial.

In the case of the private sector,  
non-financial firms and households were 
net lenders in 2011, with a net lending 
equivalent to 5.1% of the gross domestic 
product (GDP). Although this figure  
is only 0.3 percentage points lower than 
the one recorded a year ago, significant 
differences can be observed in the 
breakdown of both sectors’ net lending. 
In the case of households, this fell by  
1.5 percentage points, reaching 2.3% of 
GDP. On the other hand, the net lending 
of firms increased to 2.8% of GDP last 

the private sector 
deleverages in 2011  
while public debt  
continues to grow.

the net lending of firms 
reaches 2.8% of GDP.

Savings and financing

FiNaNCiNG OF NON-FiNaNCiaL SECtOrS (1)

February 2012

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

Private sector 2,116,331 –13,637 –2.4 73.5 

 Non-financial corporations 1,254,893 –4,058 –2.2 43.6 

  Resident credit institution loans (3) 831,183 –10,650 –4.7 28.9 

  Securities other than shares 67,937 2,830 9.0 2.4 

  External loans 355,773 3,762 2.3 12.4 

 Households (4) 861,438 –9,579 –2.7 29.9 

  Housing loans (3) 661,005 –5,834 –2.0 23.0 

  Other (3) 197,356 –3,767 –5.2 6.9 

  External loans 3,077 22 5.2 0.1 

General government (5) 764,000 29,039 13.7 26.5 

ToTAl 2,879,358 15,401 1.4 100.0 

NOTES: (1) Resident in Spain. 
(2) Year-on-year rates of change calculated as effective flow/stock at beginning of period.
(3) Include bank off-balance-sheet securitized loans.
(4) Include those non-profit institutions serving households.
(5) Total liabilities (consolidated). Liabilities among public administrations are deducted.
SOURCES: Bank of Spain and own calculations.
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the relative weight of ECB 
financing for external debt 
increases to 9.9% in 2011.

year, achieving the highest figure for  
the last decade. However, net lending  
in the private sector was not enough  
to offset the public administration deficit  
of 8.5% of GDP.

The data available for the first two 
months of 2012 show that this trend has 
continued. Private sector debt fell by  
13.6 billion euros during the first two 
months of the year, a 0.6% decrease  
on December 2011. However, public 
administrations increased their debt  
by 29.0 billion euros in the same period. 
Consequently, the total liabilities of non-
financial sectors grew further, reaching  
a new record high in February.

As can be seen in the graph below, this 
greater indebtedness also involved an 
increase in the volume of Spain’s debt in 
foreign hands, totalling 1.8 trillion euros 
in December 2011. This rise has made  
the reduction process started a year ago 
simply anecdotal. But in addition to this 

trend, an analysis of external debt also 
shows a gradual increase in the Spanish 
economy’s dependence on Eurosystem 
financing. In fact, at December 2011, 
Europe’s top monetary authority was 
financing 9.9% of Spain’s total external 
debt. This proportion represents an 
increase of almost 7 percentage points 
compared with 2010. On the other  
hand, the input of capital via traditional 
financing channels has halted significantly. 
This reflects the deterioration in 
confidence inspired by the Spanish 
market in foreign investors.

This injection of capital by the European 
Central Bank (ECB) was carried out via 
three-year loans granted to European 
banks in December 2011 and February 
2012. The financing difficulties of Spain’s 
banking system meant that banks increased 
their net debt with the Eurosystem by  
130 billion euros during the five months 
prior to March 2012. The percentage of 
external debt financed by the Eurosystem 

SOURCE: Bank of Spain.
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Banks increase their  
net position with the 
Eurosystem by 130 billion 
euros.

the outstanding balance of 
credit to the private sector 
falls by 3.0% year-on-year 
in February.

Household savings fall  
to 11.6% of their gross 
disposable income in 2011.

is therefore expected to continue rising 
during the first quarter of this year.

This extensive use of the Eurosystem has 
helped, on the one hand, to relieve banks’ 
liquidity tensions and, on the other, has 
also allowed the financial system to 
acquire Spanish public debt. However,  
the squeeze on private sector credit 
continued at the start of 2012. Specifically, 
the volume of credit granted in the first  
two months of the year fell by 11.2% year-
on-year, causing the outstanding credit 
balance to shrink by 3.0% in February 
compared with the same month last year. 
For its part, the non-performing loan 
(NPL) ratio rose by 25 basis points that 
month, reaching 8.16% of total credit.  
We expect this upward trend to go on 
increasing over the coming months, given 
the expected weakness of the Spanish 
economy.

Within this context of deteriorating 
credit portfolios, Spain’s banking system 
will have to comply with the new hedging 
requirements for its real estate assets, 
approved by the royal decree-law to 
reorganise the financial system. It is 
estimated that these measures will entail 
an additional 50 billion euros for the 
sector, approximately. At the end of 
March, financial institutions presented 
their strategies to ensure compliance with 
these new requirements by the end of 
2012. Among these measures, of note  
are charges to profit and capital surpluses, 
asset divestments and the attraction of 
private capital. Mergers between banks, 
in which case the deadline to comply  
with these requirements is extended  
to December 2013, have only been 
announced in two cases. 

In short, this new reorganisation of the 
banking sector is expected to help dispel 
doubts regarding banks’ solvency in the 

medium term. This will reopen the 
traditional financing channels for banks 
and help to ensure credit is channelled  
to the different sectors of the economy, 
once it starts to recover.

term deposits portend further  
drops in savings

Given this growing economic weakness, 
the savings rate of Spanish households fell 
again in the fourth quarter of 2011, down 
to 11.6% of their gross disposable income 
for the year as a whole. This figure 
represents a fall of 2.3 percentage points 
compared with the level of a year ago. 
This decline is due to the fact that the 
3.0% annual rise in final consumption 
costs was higher than the rise in gross 
disposable income, namely 0.4% in  
the same period.

Comparisons with the previous quarter 
show a certain slowdown in the growth  
of final consumption. However, gross 
disposable income already fell in the 
same period. This performance contrasts 
with the one recorded during the last 
recessionary cycle, when the drop in final 
consumption preceded the fall in gross 
income due to the effect of precautionary 
savings. In that case, the household 
savings rate reached 18.5%. We expect 
that, throughout 2012, savings will 
continue to decline albeit at a slightly 
slower pace.

The figures for bank liabilities in the 
hands of households and firms are in line 
with this forecast, falling by 1.2% year-
on-year during the first two months of 
2012. Of note is the squeeze in short-term 
deposits, which include sight deposits and 
savings, down 2.9% and 3.3% respectively 
in the same period. This drop is highly 
significant if we take into account the fact 
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Short-term deposits fall 
during the first two months 
of the year.

that short-term deposits provide the best 
reflection of the trend in the savings rate. 
By way of example, in December 2009, 
when the savings rate reached its peak, 

short-term deposits rose by 10.4% year-
on-year compared with the 1.3% fall  
year-on-year in long-term deposits.

BaNK LiaBiLitiES DuE tO COmPaNiES aND HOuSEHOLDS 

February 2012

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

On demand deposits 261,827 –7,883 –2.9 2,368 0.9 19.3 

Savings deposits 196,345 –6,604 –3.3 –11,095 –5.3 14.5 

Term deposits 698,962 1,226 0.2 –41,455 –5.6 51.5 

Deposits in foreign currency 17,279 –439 –2.5 –2,311 –11.8 1.3 

Total deposits 1,174,414 –13,701 –1.2 –52,492 –4.3 86.5 

other liabilities (*) 182,851 –2,113 –1.1 –6,151 –3.3 13.5 

ToTAl 1,357,265 –15,814 –1.2 –58,643 –4.1 100.0 

NOTE: (*) Aggregate balance according to supervision statements. Includes asset transfers, hybrid financial liabilities, repos and subordinated deposits.
SOURCES: Bank of Spain and own calculations.
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Forecast
% change over same period year before unless otherwise noted

2010 2011 2012
2011 2012

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

INTERNATIONAL ECONOMY Forecast Forecast

 Gross domestic product
  United States 3.0 1.7 2.1 2.2 1.6 1.5 1.6 2.1 2.2
  Japan 4.5 –0.7 1.7 –0.1 –1.7 –0.5 –0.6 1.7 2.5
  United Kingdom 2.1 0.7 0.6 1.5 0.4 0.3 0.5 0.0 0.6
  Euro area 1.8 1.5 –0.5 2.4 1.6 1.3 0.7 –0.2 –0.6
    Germany 3.6 3.1 0.5 4.6 2.9 2.7 2.0 0.8 0.6
    France 1.4 1.7 0.1 2.3 1.7 1.6 1.3 0.3 0.4
 Consumer prices
  United States 1.6 3.1 2.4 2.1 3.3 3.8 3.3 2.8 2.3
  Japan –0.7 –0.3 0.5 –0.6 –0.4 0.2 –0.3 0.3 0.6
  United Kingdom 3.3 4.5 2.7 4.1 4.4 4.7 4.7 3.5 2.9
  Euro area 1.6 2.7 2.1 2.5 2.8 2.7 2.9 2.7 2.0
    Germany 1.1 2.3 1.9 2.1 2.3 2.4 2.4 2.1 1.9
    France 1.5 2.1 2.1 1.8 2.1 2.1 2.4 2.3 2.2

SPANISH ECONOMY Forecast Forecast

 Macroeconomic figures
  Household consumption 0.7 –0.1 –1.6 0.4 –0.3 0.5 –1.1 –1.0 –1.6
  Government consumption 0.2 –2.2 –6.7 0.6 –2.1 –3.6 –3.6 –5.7 –6.2
  Gross fixed capital formation –6.2 –5.1 –8.8 –4.9 –5.4 –4.0 –6.2 –8.1 –9.2
    Machinery and capital equipment 5.5 1.6 –5.9 5.7 1.1 2.2 –2.7 –4.8 –4.9
    Construction –10.1 –8.1 –10.2 –9.2 –8.1 –7.0 –8.2 –9.7 –11.3
  Domestic demand 
   (contribution to GDP growth) –1.0 –1.8 –4.2 –0.8 –1.9 –1.4 –2.9 –3.6 –4.3
  Exports of goods and services 13.5 9.1 1.4 13.1 8.8 9.2 5.2 2.9 2.2
  Imports of goods and services 8.9 –0.1 –7.5 6.0 –1.3 0.9 –5.9 –7.6 –7.3
  Gross domestic product –0.1 0.7 –1.5 0.9 0.8 0.8 0.3 –0.3 –1.3
 Other variables
  Employment –2.6 –1.9 –4.3 –1.4 –1.1 –1.9 –3.3 –3.8 –4.9
  Unemployment (% labour force) 20.1 21.6 24.7 21.3 20.9 21.5 22.9 24.4 24.6
  Consumer price index 1.8 3.2 2.0 3.5 3.5 3.1 2.8 2.0 2.1
  Unit labour costs –2.6 –1.9 0.1 –2.0 –1.7 –1.5 –2.5
  Current account balance (% GDP) –4.5 –3.9 –2.4 –6.6 –3.2 –2.9 –2.8 –2.9 –2.3
  Net lending or net borrowing   
   rest of the world (% GDP) –4.0 –3.4 –1.9 –6.1 –2.7 –2.4 –2.3 –2.4 –1.8
  General government financial  
   balance (% GDP) –9.3 –8.5 –6.0 –5.3 –9.9 –6.1 –12.8   

FINANCIAL MARKETS Forecast Forecast

 International interest rates
  Federal Funds 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3
  ECB repo 1.0 1.3 1.0 1.0 1.3 1.5 1.3 1.0 1.0
  10-year US bonds 3.2 2.8 2.1 3.4 3.2 2.4 2.0 2.0 2.0
  10-year German bonds 2.8 2.6 1.9 3.2 3.1 2.3 2.0 1.9 1.8
 Exchange rate
  $/Euro 1.33 1.39 1.30 1.37 1.44 1.41 1.35 1.31 1.31

AC
FINANCIAL ACTIVITY Million euros 

Total customer funds 248,326

Receivable from customers 182,661

Profit attributable to Group 975

STAFF, BRANCHES AND MEANS OF PAYMENT  

Staff 28,529

Branches 5,196

Self-service terminals 8,011

Cards (million) 10.3

COMMUNITY PROJECTS: BUDGET FOR ACTIVITIES IN 2012 Million euros 

Social 331

Science and environmental 68

Cultural 69

Educational and research 32

TOTAL BUDGET 500

The iPad edition of the Monthly Report has been produced in a format that can be read on an Apple iPad 
and on most eBook readers. The file is also available in the Amazon Kindle format.
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