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The latest Monthly Report tackles a controversial issue which the euro area’s long economic crisis has brought to the fore 
and which has serious political implications: the continuing tendency for income from wages to decrease compared with 
income from capital. The Dossier articles confirm the extent of this phenomenon, identify its cyclical and underlying 
components and explore the most plausible explanations in the light of data and economic theory.

Their analysis shows that we are dealing with a significant phenomenon that is not a consequence of the great recession 
but fundamentally due to long-term determining factors. Two of these stand out: technological change, particularly the 
incorporation of information and communication technologies (ICTs) in productive processes; and the latest wave of 
globalisation which has helped to fragment value chains worldwide, often placing workers in emerging countries in direct 
competition with their peers in developed countries. This latest globalisation is new partly and precisely because it takes 
advantage of ICTs. In any case, both trends are reducing the labour share in advanced economies, affecting not only manual 
workers associated with manufacturing but also the workers who make up the middle classes, associated with more or less 
simple services that are now liable to offshoring.

This phenomenon has serious implications for society and, in conjunction with other trends such as migratory flows and 
prolonged cyclical crises such as those we have been experiencing, is capable of overturning the economic-political system 
unless the right economic policy responses are found. A detailed analysis of the root of the problem throws some light both 
on what kind of policies must be adopted and, no less importantly, which policies must be avoided at all cost.

Let’s first take a look at the negative recommendations. The first, obvious but worth remembering, is that, although 
technological progress and globalisation lie at the root of the problem, this does not mean that economic policy should be 
used to combat these trends. Even if this were possible, and it is unlikely in the open economies that form part of the 
European Union, it would be extremely ill-advised as they are globally positive phenomena for our economies and citizens 
as a whole. The challenge is to manage their potentially adverse effects for some groups in society. Another inappropriate 
economic policy is to implement purely palliative measures to support the affected groups that fail to provide citizens with 
the right incentives to tackle the situation, adapt to it and, if possible, reverse it. In the case of the labour market, this is the 
difference between passive and active policies and, in more general terms, policies aimed at boosting people’s mobility, 
flexibility and employability.

In fact, if anything is demonstrated by the study of the phenomenon in question, it is the fact that its impact on the 
economic and social fabric is closely related to levels of education and training. The international experience of advanced 
countries suggests that the higher a population’s education standards, the easier it is for new technologies to reinforce the 
labour factor rather than replace it, improving their productivity and, as a consequence, their income. In other words,  
the labour factor can withstand the challenge of globalisation much more successfully if it has an advanced level of 
education and technology. If this is the case, the challenge becomes an opportunity and a source of direct gains from 
globalisation. Technologically advanced workers benefit from globalisation as consumers but also as producers because 
they can access much larger markets.

In short, the trends in technology and global economic integration represent an inexorable reality. If western societies do 
not react quickly and decisively, the gap in income between the classic factors, labour and capital, could widen. To ensure 
the labour factor does not lose out, with the social problems this would entail, human capital accumulation is essential, as 
is the quality of educational systems. Educational policy and, more generally, economic policy must urgently stimulate this 
accumulation process.

Jordi Gual
Chief Economist
31 January 2014

The distribution of income: a slow decline in the labour share
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CHRONOLOGY AND AGENDA

FEBRUARY 2014 MARCh 2014

 4  Registration with Social Security and registered 
unemployment (January).

 6  Governing Council of the European Central Bank.
 7  Industrial production index (December).
14  GDP flash estimate of the euro area (fourth quarter).
17  GDP flash estimate of Japan (fourth quarter).
18  Loans, deposits and NPL ratio (December). 
21  International trade (January).
27  Quarterly National Accounts (fourth quarter).  

Index of economic sentiment euro area (January).
28  GDP flash estimate (February).  

Balance of payments (December).

 4  Registration with Social Security and registered 
unemployment (February).

 6  Governing Council of the European Central Bank. 
10  Industrial production index (January). 
14  International trade (February).
18  Loans, deposits and NPL ratio (January).
19  Fed Open Market Committee 

Quarterly labour cost survey (fourth quarter). 
28  Index of economic sentiment euro area (February). 

Flash CPI (March). 
31  Net international investment position (fourth quarter). 

Balance of payments (January).

CHRONOLOGY 

AGENDA

JULY 2013

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

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

sEptEMBER 2013

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

OCtOBER 2013

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

nOVEMBER 2013

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

DECEMBER 2013

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

Union.

JAnUARY 2014

15  spain successfully completes the financial aid programme to recapitalise its banks.
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macroeconomic imbalances. It should be noted, however, 
that these problems are not widespread among all 
emerging countries. The Chinese economy posted good 
growth figures for 2013 Q4, namely 7.7% year-on-year, 
bidding farewell to the bad news of last summer.

tensions in the emerging countries have been passed 
on to the stock markets. The gains made in the early 
stages of the year vanished with new fears of another 
turbulent episode due to the Argentine peso crisis. 
Nonetheless, the medium-term outlook for stock markets 
is upward. In the European markets, the promising start 
made by periphery public debt offers an encouraging 
note although stock market trends will depend on  
the results of the ECB’s stress tests on Europe’s financial 
system.

in the euro area, growth is consolidating as the 
periphery recovers the ground it had lost. Awaiting  
the figures from the close of 2013, the high frecuency 
indicators suggest that growth is continuing to recover  
in 2014 Q1. The IMF’s improvement of its growth forecast, 
up to 1.0%, indicates that the main risks in the region  
are gradually fading as the periphery countries join the 
recovery. For this year, domestic demand’s increasing 
contribution to growth is expected to return inflation  
to more moderate levels (in January, it dropped to 0.7%, 
pushed down by energy prices).

the spanish economy is starting to create jobs again. 
Economic activity grew by 0.3% quarter-on-quarter  
in 2013 Q4 and is laying down increasingly solid 
foundations: the recovery in domestic demand is  
notable and the foreign sector continues to improve its 
competitiveness. Given this situation, we have revised  
our growth forecasts for 2014 from 0.8% to 1.0%  
year-on-year. The labour market is also witnessing the 
improvement in economic activity. In 2013 Q4, the 
Spanish economy generated employment (seasonally 
adjusted), a phenomenon that has not been seen since 
2008 Q1. The improved confidence in employment 
expectations and growth in activity to levels that 
correspond with job creation throughout 2014 have led  
us to revise our growth forecast for employment in 2014 
by 0.3 percentage points, up to 0.6%.

the improvement in global activity is being marred  
by tensions in some emerging countries. The first month 
of 2014 witnessed two very different phases. The start  
of the year was very encouraging: short-term indicators 
confirmed the improvement in macroeconomic conditions 
and the IMF revised upwards its growth forecast for the 
world’s economy by 0.1 percentage points, up to 3.7%. 
More favourable prospects in the developed economies 
dominated a narrative with a more promising tone for  
this year. In the second half of the month, however, the 
emerging countries gradually took over most of the 
economic headlines and not with good news. In some  
of these countries, the exit of foreign capital has drawn 
attention to their vulnerabilities, giving rise to another 
episode of turbulence which could jeopardise 2014’s 
growth scenario should it become entrenched.

Growth in Us activity is boosted by the Fed’s decision  
to continue tapering. In spite of the slowdown in  
the GDP growth rate in 2013 Q4 (up by 3.2% annualised 
quarter-on-quarter compared with 4.1% in Q3), the 
underlying trend is still one of recovery. The labour 
market’s sustained improvement and the latest figures  
for economic activity support a further reduction in the 
debt purchases carried out every month by the Fed, from 
75 to 65 billion dollars. Although there are still notable 
risks associated with this process (upswings in volatility  
in yields on US public debt markets), our main scenario 
assumes a slow normalisation in proportion to the trends 
in employment and inflation.

Old obstacles reappear in the emerging block. The 
episode of instability starting in Argentina, where a 
reduction in the central bank’s interventions in the foreign 
exchange market caused the peso to suddenly depreciate, 
has damaged investor sentiment. As in the summer, this 
has once again placed in the firing line those emerging 
countries that have high external imbalances and are 
dependent on foreign capital. Turkey is one of the 
economies with the greatest upswing in volatility:  
the severe depreciation of its currency has forced the 
country’s central bank to react decisively and raise the 
official interest rate by 550 basis points, up to 10%. 
Doubts in Brazil and India have also necessitated further 
interest rate hikes, though these are more moderate than 
in the Turkish case. While such responses in the form of 
monetary policy can help to contain tensions in the short 
term, it is advisable for those countries perceived as weak 
to adopt credible structural measures to correct their 

The emerging countries tarnish a promising start to the year
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FORECASTS
Year-on-year (%) change, unless otherwise specified

International economy

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

GDP GROWTH

Global (1) 3.2 2.9 3.7 3.9 2.8 3.0 3.2 3.7 3.8 3.7

Developed countries

United States 2.8 1.9 3.0 3.0 1.6 2.0 2.7 3.1 3.2 2.8

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

Germany 0.9 0.5 1.5 1.7 0.5 0.6 1.4 1.7 1.3 1.4

France 0.0 0.2 0.8 1.1 0.5 0.2 0.6 0.8 0.5 0.9

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

Spain –1.6 –1.2 1.0 1.5 –1.6 –1.1 –0.1 0.6 1.0 1.1

Japan 1.4 1.6 1.5 1.4 1.3 2.4 2.9 2.8 1.2 1.0

United Kingdom 0.3 1.9 2.2 2.0 2.0 1.9 2.8 2.7 2.3 2.0

Emerging countries

Russia 3.4 1.6 2.6 2.9 1.2 1.2 2.6 2.4 2.7 2.6

China 7.7 7.7 7.7 7.5 7.5 7.8 7.7 7.8 7.9 7.5

India(2) 5.0 4.7 4.8 4.9 4.4 4.8 5.2 4.6 4.4 4.4

Brazil 1.0 2.3 2.9 3.3 3.3 2.2 2.2 1.8 3.0 3.8

Mexico 3.9 1.3 3.4 3.5 0.5 1.3 0.8 1.8 3.4 3.8

Poland 2.0 1.4 2.7 3.4 1.2 1.7 2.0 2.4 2.6 2.7

Turkey 2.2 3.7 3.5 4.7 4.5 4.4 3.0 2.3 3.2 3.8

INFLATION

Global 4.0 3.3 3.5 3.4 3.3 3.4 3.3 3.3 3.5 3.5

Developed countries

United States 2.1 1.5 1.8 1.8 1.4 1.6 1.2 1.5 1.9 1.7

Euro area 2.5 1.4 1.2 1.7 1.4 1.3 0.8 0.9 1.1 1.1

Germany 2.1 1.6 1.5 1.8 1.5 1.7 1.3 1.3 1.5 1.5

France 2.2 1.0 1.3 1.7 0.9 1.1 0.8 1.1 1.2 1.3

Italy 3.3 1.3 1.3 1.6 1.3 1.1 0.7 1.0 1.2 1.4

Spain 2.4 1.4 0.8 1.5 1.7 1.2 0.1 0.3 0.6 0.8

Japan(3) 0.0 0.4 2.8 1.7 –0.3 0.9 1.4 1.8 3.5 3.2

United Kingdom 2.8 2.6 2.4 2.4 2.7 2.7 2.1 2.2 2.4 2.4

Emerging countries

Russia 5.0 6.8 5.6 4.7 7.2 6.4 6.4 6.0 5.8 5.5

China 2.7 2.6 2.4 3.1 2.4 2.8 2.9 2.0 2.2 2.8

India(4) 7.6 6.3 5.0 5.4 4.8 6.6 7.0 6.0 6.4 3.8

Brazil 5.4 6.2 6.1 5.2 6.6 6.1 5.8 6.0 6.1 6.2

Mexico 4.1 3.8 4.1 3.5 4.5 3.4 3.7 3.9 3.7 4.6

Poland 3.7 1.2 2.0 2.5 0.8 1.4 0.9 1.7 1.9 2.1

Turkey 8.9 7.5 6.6 5.9 7.0 8.3 7.5 6.6 6.7 6.6

Notes: (1) In purchasing power parity. (2) Annual figures represent the fiscal year and factor costs. (3) Takes into account the consumption tax hike planned for April 2014. 
(4) Wholesale prices.

  Forecasts
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Spanish economy

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

Macroeconomic aggregates

Household consumption –2.8 –2.5 0.8 0.8 –3.3 –2.2 0.0 0.8 1.0 0.7

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

Gross fixed capital formation –7.0 –5.9 –0.4 1.1 –6.3 –6.3 –3.6 –2.1 0.0 –0.1

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

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

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

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

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

Gross domestic product –1.6 –1.2 1.0 1.5 –1.6 –1.1 –0.1 0.6 1.0 1.1

Other variables

Employment –4.8 –3.2 0.6 1.2 –3.9 –3.2 –1.2 0.1 0.5 1.0

Unemployment rate (% labour force) 25.0 26.4 25.2 24.1 26.3 26.0 26.0 26.4 25.2 24.6

Consumer price index 2.4 1.4 0.8 1.5 1.7 1.2 0.1 0.3 0.6 0.8

Unit labour costs –3.0 –2.1 –0.2 1.5 –2.5 –1.9 –0.9 –1.0 –0.6 –0.4

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

Net lending or borrowing rest of the world 
 (cum., % GDP) –0.6 1.8 2.2 2.5 1.1 1.4 1.8 1.9 2.0 2.1

Fiscal balance (cum., % GDP) –10.6 –7.2 –5.8 –4.2 –10.2 –10.3     

Financial markets

INTEREST RATES 

Dollar

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

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

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

2-year government bonds 0.27 0.30 0.68 1.46 0.26 0.36 0.32 0.46 0.64 0.77

10-year government bonds 1.78 2.33 3.06 3.64 1.98 2.70 2.74 2.86 3.04 3.14

Euro

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

3-month Euribor 0.57 0.22 0.25 0.53 0.21 0.22 0.24 0.25 0.25 0.25

12-month Euribor  1.11 0.54 0.56 0.92 0.51 0.54 0.53 0.55 0.55 0.56

2-year government bonds (Germany) 0.08 0.13 0.37 0.97 0.06 0.17 0.16 0.20 0.29 0.42

10-year government bonds (Germany) 1.55 1.62 2.01 2.31 1.41 1.78 1.79 1.88 1.95 2.04

EXCHANGE RATES

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

¥/euro 102.71 129.65 137.58 129.91 128.88 131.09 136.78 141.82 139.46 136.21

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

OIL

Brent ($/barrel) 111.38 108.47 107.94 109.25 103.16 109.24 109.23 107.78 107.85 108.01

Brent (euros/barrel) 86.61 81.67 80.74 82.66 78.97 82.46 80.24 79.49 80.68 81.41

  Forecasts
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the calm of the markets is upset towards the end of 
January. The first month of the year has witnessed two quite 
different phases. For most of the time, the constructive climate 
that had dominated since the end of last summer continued, 
boosted by positive cyclical factors from the USA, the euro 
area in general and Spain in particular. In fact, the absence  
of upsets in the first effective steps in tapering taken by the 
Federal Reserve came as a pleasant surprise. However, by the 
end of the month another turbulent episode had erupted, 
originating in some countries from the emerging block. The 
main impact has been seen specifically in the emerging 
currencies, bonds and shares but developed markets have also 
been affected, victims of an upswing in global risk aversion. 
With all the caution required due to the traumatic experience 
of the last few years, we believe this latest episode will be 
limited in scope and should not cut short the good prospects 
for risk assets for the year as a whole.

Argentina, the epicentre of the latest episode of instability. 
As a result of the central bank of the Argentine Republic 
cutting back its intervention in the foreign exchange market, 
the peso suffered a sudden and sharp depreciation that 
exceeded 20%. In parallel to the serious macroeconomic 
imbalances suffered by the country, there are also fears of a 
possible decrease in reserves held by the central bank. In such 
a situation, the Argentine currency would see depreciatory 
pressure sharpen considerably, resulting in higher inflation 
expectations and aggravating capital outflows. Although 
Argentina has, for some years, been relatively excluded from 
international financial circuits, the media impact of its 
problems was a decisive contribution to the deterioration  
in investor confidence, already vulnerable due to two well-
known circumstances: the background of the Fed’s tapering 
and the existence of weak links in emerging countries.

turkey, Brazil and india return to the firing line. Turkey’s 
notable external imbalance and political instability  
led to the lira being more harshly punished. The Turkish 
central bank’s extraordinary meeting, at which it raised the 
official interest rate by 550 bps to 10%, helped to contain 
tensions. Doubts also hover over Brazil as its growth and 
inflation prospects are not very encouraging, taking their toll 
on the country’s currency. This has forced the central bank to 
once again raise its official interest rate by 50 bps, to 10.50%. 
Similar factors to those in Brazil have also led India’s central 
bank to raise its official interest rate from 7.75% to 8%. These 
monetary policy responses could help to contain tensions but 
what is undoubtedly the best course of action is for countries 
perceived as weak to further their structural reforms 
(economic but also socio-political), to some extent following 
the example of the periphery countries in the euro area over 
the last few years. Fortunately, there are encouraging signs 
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that such a course of action is being taken, especially in India 
although not so much in Brazil.

China’s financial system is still suspect but the authorities 
seem to be reliable guardians of stability. The threat of 
default by a high risk investment vehicle made the markets 
even more nervous although the speed with which an 
agreement between the affected parties was reached 
minimised its impact and scope. Episodes of this nature are 
likely to be repeated due to the growing size of shadow 
banking but it is reassuring to see that the authorities have  
the situation under control. The Chinese central bank has also 
increased the size of its operations to inject liquidity in order 
to contain the upswing in interest rates.

the Fed has once again reduced its monthly debt 
purchases, from 75 to 65 billion dollars, at Bernanke’s last 
meeting as chairman. The vast majority of analysts and 
investors were already expecting this new step in tapering, 
even though it was adopted in the midst of tensions in the 
emerging economies. The Fed justified this by pointing to the 
sustained improvement in the labour market and economic 
activity. The institution repeated its forward guidance on 
official interest rates, which will remain exceptionally low for  
a long period of time (even after unemployment has reached 
6.5%). After the Fed’s announcement, yields on public debt 
dropped slightly, continuing the downward slide resulting 
from the growing demand for safe haven assets given the 
increased risk aversion.

Apart from the case of the emerging countries, the start of 
tapering is occurring without any great upsets, although the 
risks associated with this process are still crucial. On the one 
hand, we cannot rule out sudden upswings in US debt yields 
should higher growth or inflation rates than expected be 
observed. On the other, volatility in the public debt markets, 
currently at a low level, could increase as a result of possible 
conflicts on the fiscal front (the «debt ceiling»). Nonetheless, 
the most likely scenario at present is one of slow normalisation 
in line with the underlying trends in employment and 
inflation.

the upswing in the euro area’s monetary rates has not 
diminished at the beginning of the year, which could lead 
the ECB to take corrective measures. The tightening up of 
Europe’s interbank market, caused by banks repaying their 
LTROs, has not been entirely corrected after the «year-end 
effect» has disappeared. The Euribor and EONIA rates are most 
likely to relax by themselves over the coming weeks. If not,  
the ECB will not hesitate to make use of some of the diverse 
measures at its disposal to inject liquidity and avoid 
counterproductive upswings in monetary interest rates.

periphery public debt provides a positive note with a 
promising start to the year. the return to the debt markets 
of ireland and portugal to secure long-term financing has 
represented an important landmark (see the Focus «The PIIGS 
have returned to the bond market - for good?»). Meanwhile, 
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the performance of Spain and Italy’s sovereign debt premia 
has been highly satisfactory. The 10-year premium for Spain 
compared with Germany has consolidated under 200 bps.  
The fall in long-term interest rates allowed the Treasury to 
launch, with great success, a large syndicated issuance of 
10-year debt (See the Focus «The Treasury’s Funding 
Programme in 2014: a demanding agenda»). The improved 
growth prospects of the Spanish economy are supporting  
the good performance by yields on its sovereign debt, which 
has been able to withstand tensions from the emerging 
economies much better than other risk assets.

the stock markets succumb to the outbreak of tensions  
in the emerging block. Although international equity had a 
lively start to the year, the gains accumulated vanished rapidly, 
giving way to losses for the month as a whole. Three factors  
lie behind this dip in the stock market. Firstly, fears of another 
chapter of severe turbulences with the Argentine peso crisis 
and, the possibility of this spreading to Brazil and the rest  
of the emerging countries is the main cause. Secondly, the 
overpurchasing occurring in the stock markets themselves 
(more evident in the USA, Europe and Spain), which have 
helped to swell the correction. Lastly, the Fed’s announcement 
that it will continue to reduce monetary stimuli also 
encouraged stock market losses, most severely in the Asian 
markets. Although the medium-term prospects for stock 
markets are upward, expectations of corporate earnings are 
likely to become increasingly important, especially in a 
context of progressive normalisation in liquidity conditions.  
In this respect, one factor that will play an important role in 
the evolution of the European and Spanish financial sector, 
and therefore of the stock markets of these countries, is the 
Asset Quality Review and stress tests to be carried out by the 
ECB over the next few months.

the euro remains in the higher part of its range of 
fluctuation for the last few months. Sustained growth in  
the US together with the progress made in tapering should 
support a slow but gradual appreciation of the dollar against 
the euro.

hesitant performance by commodities. Brent oil remains 
stable at 107 dollars/barrel after the drop recorded in the first 
sessions of the year. The well-established balance between the 
dynamics of supply and demand (notwithstanding serious 
geopolitical conflict) suggests that its price will remain within 
the range of 100-110 dollars per barrel. Among the rest of the 
commodities, most  have been moderately affected by 
tensions in the emerging countries. The notable and 
significant exception has been gold, which has picked  
up to 1,250 dollars per ounce due to its nature as a safe  
haven at times of instability.
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7 billion euros in the debt markets in 2014 so that, with 
January’s issuance, it will have already met almost half its 
target. Ireland, on the other hand, enjoys a relaxed cash 
position insofar as all its borrowing requirements for 
2014 have been covered, although several issuances have 
been planned with the aim of anticipating the high rate 
of maturities it must meet as from 2015. Much more 
complex is the case of Greece, which needs to borrow 
approximately 30 billion euros, of which 6.8 million have 
not been met to date; i.e. they do not come under the 
current bail-out programme. The Greek government has 
two possible alternatives: appeal to the capital market  
to fill this gap or persuade the Troika to revise its terms. 
Certainly, neither the former nor the latter will be easy. 
Perhaps a harmonious combination of the two is the best 
way forward.

FOCUS • The PIIGS have returned to the bond market - for good?

With the start of the new year, the public debt of the euro 
area’s periphery countries or PIIGS (Portugal, Ireland, 
Italy, Greece and Spain) has intensified the rate of 
improvement recorded over the last few months. Spain 
and Italy have seen the interest rate demanded for their 
ten-year bonds fall below 4%, the level prior to the start 
of the sovereign debt crisis. Even more symbolic is the 
fact that the governments of Ireland and Portugal have 
been able to return to the markets to obtain financing  
by placing bonds. Even Greece says it is considering the 
possibility of financing itself through the capital market 
by the second half of this year.

Is this prosperous episode merely temporary or does it 
suggest that the euro area debt crisis is now on the way 
to being resolved once and for all? Many different factors 
need to be considered in order to answer to such an 
important question. Some are at a pan-European level 
(such as the degree of commitment to and the material 
advances made in economic, financial and political 
integration within EMU). Others fall on the shoulders  
of the countries in question (such as the correction  
of macroeconomic and fiscal imbalances as well  
as structural reforms). On the whole, the outlook  
is favourable although we should still be cautious.  
One aspect that is, in principle, less important but  
which could end up being critical depending on how 
international financial markets evolve is the extent  
and timeframe of the different governments’ financing 
needs. This can be determined by projections for deficits 
and debt maturities.

The particular cases of Ireland and Portugal become 
especially relevant in the year of their rentrée. Ireland  
was very successful in placing ten-year bonds at the 
beginning of January; in other words, just after it  
had ended its bail-out programme last December. It 
managed to place 3.75 billion euros at an average cost  
of 3.54% after receiving requests for 14 billion. Portugal 
issued its first debt since May last year: 3.25 billion in 
5-year bonds at a cost of 4.66%, while demand reached 
11.2 billion. Comparing these requests with the financing 
needs of Ireland and Portugal in 2014, totalling about 13 
and 23 billion euros respectively, these countries should 
not encounter too many problems from now on.(1) In the 
case of Portugal, the profile of maturities has been eased 
thanks to the debt exchange carried out in December,  
in which 6.6 billion euros in bonds maturing in 2014 and 
2015 were postponed to 2017 and 2018. Moreover, this 
country, which plans to complete its bail-out programme 
by the middle of this year, expects to secure around  
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FOCUS • The Treasury’s Funding Programme in 2014:  
a demanding agenda

2014 has begun well for the Spanish public debt market. 
The Treasury’s auctions have been well-received and, in 
just over two weeks, they have managed to cover 16.6% 
of the medium and long-term issuances planned for the 
year as a whole. Moreover, their closing interest rate has 
reached all-time lows in some cases. Doubts regarding 
the sustainability of Spain’s public debt seem to be 
diminishing, making it easier to bear the burden of  
a public debt which, in November 2013, had already 
reached 93% of GDP.

Given this situation, the Treasury has presented an 
ambitious financing strategy for 2014. There are two 
main goals: to continue reducing the average cost of 
debt at the same time as increasing its average maturity. 
To achieve both goals, it is vital to further diversify the 
investor base. This has shrunk considerably over the last 
few years: in December 2011, 50% of public debt was  
in the hands of non-residents, a figure that fell to 33%  
in August 2012. In the last few months, this trend has 
reversed to such an extent that, in December 2013, it was 
slightly above 40%. However, to continue encouraging 
this trend, the Treasury will carry out different issuances 
in addition to ordinary debt auctions. Particularly 
significant is the greater relative weight expected for 
syndicated debt. In January, for example, the Treasury 
issued syndicated debt totalling 10 billion euros, with 
demand reaching 40 billion.

Similarly, the Treasury also wants to boost issuances  
of securities in foreign currency or bonds index-linked  
to European inflation. In fact, there is already a liquid 
market for the latter as France, Italy and Germany have 
already used this kind of strategy, so the Treasury’s 
issuances should have a natural benchmark.

After several years in which both the average length and 
cost of debt moved in the less desired direction, in 2013 
this trend was finally reversed: the average maturity rose 
from 6.1 to 6.2 years while the cost fell by 38 bps. It will 
nevertheless be quite challenging to maintain this trend 
in 2014 as the volume of issuances planned is among  
the largest of the last few years. Specifically, the Treasury 
predicts that, in order to cover its debt maturities and 
finance the expected public deficit, it will need to attract 
242.4 billion euros. In this respect, the improvement 
occurring in financing terms over the last few months 
will be of great help. The cost of financing short-term 
debt is at an all-time low and there has been considerable 
improvement in long-term rates. Moreover, the latter  
is likely to be boosted by a falling risk premium as the 
Spanish economy’s recovery increasingly consolidates.

In short, although gross borrowing by the Treasury  
is likely to be very high this year, it should not have any 
problems in securing such financing without damaging 
the average cost and length of its debt. However, it is 
important to remember that the current context of low 
interest rates is exceptional. Although the ECB has stated 
that it will keep the official interest rate at current levels 
for a prolonged period of time, this will rise again in the 
medium term so that it is of the utmost importance  
to manage debt properly over the coming years.
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Indicators for Treasury financing
2011 2012 2013 2014 (**)

Treasury net borrowing  
(billion euros)

199.7 249.6 238.5 242.4

of which: medium and long-term 
bonds issued (*) 97.9 112.7 128.4 133.3

Average cost of the debt (*) (%) 4.07 4.11 3.73

Average cost of new debt  
issued (*) (%)

3.90 3.42 2.45

Average maturity of the debt (*) 
(years)

6.5 6.1 6.2

Debt in foreign hands (% total) 50.5 36.5 40.4

Notes: (*) Not including ESM loan. (**) Treasury forecast.
Source: ”la Caixa” Research, based on data from the Treasury and Bank of Spain.
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Interest rates (%)

31-Jan 31-Dec Monthly 
change (b.p.)

Year-to-date 
(b.p.)

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

Euro

ECB Refi 0.25 0.25 0 0.0 –50.0

3-month Euribor 0.30 0.29 1 0.9 6.4

1-year Euribor 0.56 0.56 0 0.3 –6.1

1-year government bonds (Germany) 0.07 0.18 –11 –11.0 –5.3

2-year government bonds (Germany) 0.07 0.21 –14 –14.0 –16.6

10-year government bonds (Germany) 1.66 1.93 –27 –27.0 –0.1

10-year government bonds (Spain) 3.66 4.15 –49 –49.0 –149.1

10-year spread (b.p.) 200 222 –22 –22.3 –149.0

Dollar

Fed funds 0.25 0.25 0 0.0 0.0

3-month Libor 0.24 0.25 –1 –1.0 –6.1

12-month Libor 0.57 0.58 –1 –1.0 –21.6

1-year government bonds 0.08 0.11 –3 –3.0 –4.6

2-year government bonds 0.33 0.38 –5 –5.0 7.0

10-year government bonds 2.64 3.03 –39 –39.0 64.7

Spreads corporate bonds (p.b.)

31-Jan 31-Dec Monthly 
change (b.p.)

Year-to-date 
(b.p.)

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

Itraxx Corporate 82 70 11 11.4 –36.3

Itraxx Financials Senior 101 87 14 14.3 –44.7

Itraxx Subordinated Financials 147 129 18 18.0 –102.3

Exchange rates

31-Jan 31-Dec Monthly 
change (%)

Year-to-date 
(%)

Year-on-year change 
(%)

$/euro 1.349 1.374 –1.9 –1.9 –0.1

¥/euro 137.630 144.730 –4.9 –4.9 –9.3

£/euro 0.820 0.830 –1.2 –1.2 3.7

¥/$ 102.040 105.310 –3.1 –3.1 –9.3

Commodities

31-Jan 31-Dec Monthly 
change (%)

Year-to-date 
(%)

Year-on-year change 
(%)

CRB Index 458.0 456.4 0.4 0.4 –6.7

Brent ($/barrel) 107.2 110.8 –3.3 –3.3 –8.9

Gold ($/ounce) 1,244.6 1,205.7 3.2 3.2 –25.3

Equity

31-Jan 31-Dec Monthly 
change (%)

Year-to-date 
(%)

Year-on-year change 
(%)

S&P 500 1,782.6 1,848.4 –3.6 –3.6 17.8

Eurostoxx 50 3,014.0 3,109.0 –3.1 –3.1 10.8

Ibex 35 9,920.2 9,916.7 0.0 0.0 20.2

Nikkei 225 14,914.5 16,291.3 –8.5 –8.5 30.6

MSCI Emerging 936.5 1,002.7 –6.6 –6.6 –12.7

Nasdaq 4,103.9 4,176.6 –1.7 –1.7 29.1

KEY INDICATORS
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CURRENT SITUATION • The figures 
continue to indicate recovery

the iMF has slightly increased its global growth forecast  
for 2014, thanks to the improvement in the developed 
economies. The world economy will grow by 3.7% in 2014,  
0.1 percentage points above October’s forecast. The acceleration 
in the forecast for the USA is supported by the smaller fiscal 
adjustment planned in 2014 and the upswing in activity that 
already happened in the second half of 2013. The forecast for 
Japan has also been increased, helped by an expansionary 
fiscal policy. Meanwhile, the euro area will enter positive 
terrain after two years of recession. However, the forecast  
for the emerging countries as a whole has not been altered, 
although this does conceal significant differences between 
countries. In fact, as has been seen once again towards the  
end of January, the problems of some emerging economies 
represent one of the main risks in the scenario of global 
economic improvement.

UnitED stAtEs

the 2.7% advance year-on-year in 2013 Q4 confirms the Us 
recovery and places growth at 1.9% for the year as a whole. 
Although in quarter-on-quarter terms there has been some 
slowdown (3.2% annualised quarter-on-quarter in the Q4 
compared with 4.1% in Q3), the underlying trend is one of 
recovery. Of note is the significant improvement in private 
consumption and the foreign sector. However, productive 
investment has not been as vigorous as expected and has once 
again disappointed, particularly if we take into account the 
good performance by corporate earnings in 2013 (+6.5%). 
Residential investment has suffered an expected dip that should 
not continue for long. Also according to expectations, public 
consumption detracted from economic growth while 
inventories still have an excessive contribution that should 
reverse in 2014.

this GDp figure endorses the Fed’s decision to continue with 
its tapering (cutting 10 billion dollars from its bond purchases) 
and is in line with the message conveyed a few weeks ago in  
its regular field study (the Beige Book), stating that economic 
expansion was continuing to spread throughout all the states 
in the country. In line with this message, our central scenario 
predicts that growth will speed up in 2014 (to 3.0%), supported 
by domestic demand. In particular, domestic consumption will 
gain ground thanks to the reduction in adjustments and fiscal 
uncertainty and to the improvement in the labour and real 
estate markets. We also expect a significant rise in investment, 
helped by the aforementioned good performance by corporate 
earnings.

the most recent business indicators confirm the positive 
tone of the Us economy, albeit with some slight differences. 
The consumer sentiment index rose in January to 80.7 points,  

 

 

-1.0 -0.5 0.0 0.5 1.0 1.5 2.0 2.5 3.0 3.5 

GDP  

Foreign sector 

Residential inv. 

Non-residential inv.

Inventories 

Public cons. 

Private cons. 

USA: contributions to GDP growth in Q4 
Annualised quarter-on-quarter change (%) 

Source: ”la Caixa” Research, based on data from the Bureau of Economic Analysis.  

 

 

 

-10 

-8 

-6 

-4 

-2 

0 

2 

4 

6 

2006 Q1 2007 Q1 2008 Q1 2009 Q1  2010 Q1  2011 Q1  2012 Q1  2013 Q1  2014 Q1 

USA: GDP growth  
Annualised year-on-year and quarter-on-quarter change (%) 

Annualised quarter-on-quarter Year-on-year 

Source:  ”la Caixa” Research, based on data from the Bureau of Economic Analysis. 

Forecast

 

0 

1 

2 

3 

4 

5 

6 

7 

8 

Japan Euro area Spain  China Brazil Russia India

IMF: GDP growth forecasts
(%) 

 

 

2014 20152014 2015

IMF forecast October 2013  IMF forecast January 2014

United 
States

Source: ”la Caixa ” Research, based on data from the IMF's World Economic Outlook. 



13  INTERNATIONAL ECONOmY

www.lacaixaresearch.comFEBRUARY 2014

02

encouraged by the improved labour market and good 
economic outlook for 2014. Business people are also still 
moderately optimistic. The ISM business sentiment index for 
manufacturing remains clearly above the 50 point threshold 
(the boundary between expansion and recession), standing at 
57.0 points in December. The ISM index for services showed a 
similar pattern, now standing at 53.0 points. At the same time, 
retail sales grew by 0.2% month-on-month (excluding petrol 
and automobiles, which are volatile items). Meanwhile, the 
real estate market is still performing well. The Case-Shiller 
index for house prices, covering 20 metropolitan areas, once 
again surprised with its November figures, showing a rise of 
13.7% year-on-year, the biggest year-on-year increase since 
2006. Sales of second-hand homes also rose in December, up 
by 1% compared with the previous month. This growth places 
total transactions at 5.09 million for 2013, 9% higher than the 
figure reached in 2012 and the best figure since 2006.

the slight differences appear in the labour market, which 
posted an abnormally low rate of job creation in December. 
Official statistics estimate 74,000 new jobs created, clearly 
below the figure expected by analysts and the monthly 
average of 182,000 recorded during the period 2012-2013.  
The snow storms and wave of cold weather affecting half the 
country undoubtedly lies behind part of this weakness. At the 
same time, the unemployment rate has fallen from 7.0% to 
6.7%. This apparently good piece of news is overshadowed by 
the fact that the drop can mostly be explained by the increase 
in the number of discouraged workers who have given up 
looking for work. This is reflected in the participation rate  
(the ratio between the workforce and the population aged 
over 16), which stands at 62.8%, 0.2 percentage points below  
November’s figure.

JApAn

Growth moderates in Japan. The Japanese economy had 
grown above its potential in the first half of 2013 thanks to an 
unprecedented expansionary monetary policy (the first pillar 
of Abenomics). However, in the final part of the year, exports 
and investment (the main drivers behind recent growth) have 
gradually lost steam. As a result, the trade balance for the 
whole of 2013 has returned to a deficit (2.4% of GDP), in spite 
of the strong depreciation of the yen (18% against the dollar) 
which should have visibly boosted exports as it made them 
more attractive in price terms. However, our forecast is for 
Japan not to slow down but to remain at a reasonably good 
rate (in the area of 1.5%) in 2014. In this respect, November’s 
machinery orders point to a recovery in investment.

Deflation is gradually diminishing. Monetary expansion seems 
to be working in the area of prices. December’s CPI rose by 1.6% 
year-on-year and the core CPI (excluding energy and foods) 
increased by 0.7%, the highest since August 1998. Given this 
situation wages, tending towards zero growth until October, 
picked up in November, which might boost domestic 
consumption from now on.  
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ChinA

China’s GDp increased by a significant 7.7% year-on-year in Q4, 
ending 2013 with growth also of 7.7%. Although in quarter- 
on-quarter terms this increase was slightly lower than the figure 
recorded in Q3 (1.8% compared with 2.2%), the final figure is  
in line with the government’s annual target (7.5%) and leaves 
behind the bad news coming from the Asian giant last summer.  
All this in a context of strongly contained prices: inflation  
is still fluctuating around 2.5%.

the latest business indicators still show an investment- 
export bias. Pending details for the GDP figure by demand 
component, this is the conclusion that results from the partial 
indicators. Changing the pattern of growth towards a model 
supported by domestic consumption requires numerous 
measures and time to gradually transform the economic 
situation of such a complex country. Although below 
consensus expectations, December’s exports brought annual 
growth to 7.9%, practically the same growth rate as in 2012, 
while urban fixed-asset investment increased by 19.6% in 
2013, slightly below the figure of 20.7% posted in 2012.

significant risks are still present in Asian’s foremost economy: 
public debt and the financial sector. Regarding the fiscal 
problem, the government has increased transparency and 
control over local government finances. Secondly, it has also 
taken measures to control credit, both in the area of banks and 
also in the growing shadow system. In fact, credit to the private 
sector has shot up from 120% of GDP in 2007 to 178% at the 
beginning of 2013. Greater credit control should certainly help 
to contain house prices (another significant risk) and local 
government spending, extensively financed through bank loans 
to special investment vehicles.

OthER LARGE EMERGinG ECOnOMiEs

Further waves of depreciation are spoiling the outlook in 
several emerging countries. The Argentine peso has seen its 
largest depreciation since 2002, more than 20.5% against the 
dollar between 21 January and its weakest moment, after  
the central bank’s decision to limit intervention in its defence.  
A 30% drop in international reserves since May lies behind  
this change in policy. This depreciation is ultimately due  
to entrenched economic imbalances and particularly  
inflation (around 10% since 2010, according to official figures 
which very likely underestimate it). Turkey, also affected by 
inflationary pressures and considerable external imbalances, 
has been another of the economies suffering severe 
convulsions in their currency, with depreciation in excess of 
6.7% between 21 January and its weakest moment. Given this 
situation, the country’s central bank has reacted quickly and 
decisively with a widespread interest rate hike. India, Brazil and 
South Africa have once again surprised with interest rate hikes 
(up to 8.00% in India, 10.50% in Brazil and 5.5% in South 
Africa), in order to defend their respective currencies and slow 
up inflation.
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FOCUS • Brazil: a hampered recovery

According to our forecasts, Brazil will grow by 2.5% in 
2014, a tenuous improvement compared with the 2.3% 
estimated for 2013. This is a surprisingly weak revival in 
activity considering that the world economy will clearly 
improve in 2014 while events favouring growth will be 
occurring in the country, such as the Football World Cup 
(June-July) and the presidential and legislative elections 
in October. If, moreover, we also add that the country  
is preparing for another great investment milestone, 
namely the 2016 Olympic Games, then doubt grows 
regarding this meagre improvement in the Brazilian 
economy.

One initial conventional answer is that Brazil’s growth 
potential is more limited than that of other emerging 
countries due to supply restrictions. Certainly this factor 
explains why the long-term growth predicted is relatively 
subdued (in the order of 3% for 2014-2020 compared 
with 4.3% for the large emerging economies as a whole). 
However, in cyclical terms the determining factors are  
of a different nature.

Two developments affect the situation in Brazil; one of a 
positive nature and the other with negative implications. 
The first is the ongoing organisation of two large events 
(the World Cup and Olympic Games) with their associated 
infrastructure projects. The second, the presence of 
different macroeconomic imbalances, in particular a 
relatively high current deficit (within the context of the 
emerging economies) and inflation anchored at high 
levels (5.9% year-on-year in December). These 
weaknesses lie behind the considerable financial tensions 
and depreciatory pressure on its currency (the real 
depreciated by 13% against the dollar in 2013) which 
have been evident since last May when the Fed started  
to announce its tapering plans. The central bank has  
also responded to this combination of the real’s 
depreciation and inflationary pressures by raising  
the interest rate from 7.25% in April 2013 to 10.5%  
this year.

In terms of the composition of growth, 2013 stood out  
for the sharp rise in investment (up 8% year-on-year), 
offsetting both the slowdown in private consumption 
(hindered by entrenched high inflation) and the foreign 
sector’s negative contribution. This last aspect results 
from the combination of a marked rise in imports,  
which are fuelling investment demand, but also from a 
moderate acceleration in exports. Based on this situation, 
for 2014 we expect little room for improvement in the 
area of private consumption given the continuing 
situation of high inflation and the stability of the 
unemployment rate. The situation of public consumption 
will be more expansionary as this tends to speed up in 

election years, although the public deficit is under control 
for the moment. In short, most of the action will remain 
in the hands of two components: investment and the 
foreign sector. Although public investment will probably 
maintain its rate to a large extent, we do not expect  
any great changes in the area of private investment, 
worryingly entrenched in an underlying trend of poor 
economic performance. With regard to exports, we predict 
a substantial reduction in their negative contribution to 
growth, recovering some of the energy absent in previous 
years, benefitted at the same time by considerable 
cumulative depreciation in the real and the reasonably 
positive outlook for its main trading partners (China and 
the United States, which account for 30% of Brazil’s 
exports). Similarly, the weaker push from investment will 
result in more subdued growth in imports.
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FOCUS • India: the future is in its hands

India is going through a period of changes in the 
leadership of its main economic institutions. Just a few 
months ago, Raghuram Rajan, renowned professor at 
Chicago University and former Chief Economist of the 
IMF, was appointed governor of its central bank. Next 
May, Manmohan Singh will retire as Prime Minister after 
ten years in office. In his time, Singh aroused a lot of 
hope, endorsed by his great achievement as Finance 
Minister: the liberalising reforms of 1993 that represented 
a watershed in the country’s development. But Singh’s 
achievements over the last decade have been rather 
disappointing. Comparing the progress of India with that 
of its neighbour, China, provides a good reference, one 
that may be rudimentary and tough but undoubtedly 
illustrative.

In perspective, India’s figures are quite impressive. 
Between 1980 and 2012, per capita income multiplied by 
3.8 and the relative weight of its GDP to the world’s total 
went from 2.6% to 5.7%, thanks to an average growth 
rate of 6.1% compared with 3.4% globally. But China’s 
figures are considerably better: per capita income 
multiplied by 15.2 over the same period and its relative 
weight to the world’s total went from 2.2% to 14.7%, 
thanks to average growth of 9.9%. Certainly, after 1993’s 
reforms, growth in India improved: 6.8% in 1993-2012 
from 5.2% in 1980-1992. But India is still unable to 
achieve China’s figures.

There are two big differences in the development profiles 
of both countries. Firstly, related to supply: China has 
encouraged a model based on industry while India  
has focused on services. At present, there are marked 
differences in relative weight between these two sectors. 
Secondly, concerning demand: China has focused heavily 
on capital formation, which totals 50% of GDP, while  
in India this has only reached one third. China’s greater 
investment has helped it to offset its demographic 
slowdown (since 1993 China’s population has grown  
by 14% compared with 36% for India).

India also comes off worse in a comparison of 
macroeconomic imbalances. It has yet to bring inflation 
under control (6.2% in November), unlike China (2.5%  
in December). The public deficit is a serious problem in 
India (8.5% of GDP in 2013) but not in China (2.5% in 
2013). India has a current account deficit (4.4% of GDP  
in 2013) while China has a surplus (2.5%).

However, all this must not be interpreted negatively in 
terms of India’s economic future. Quite the opposite,  
in fact: there is huge room for improvement and this can 
certainly be achieved if the authorities embark on right 
course. In fact, India’s good position in the services sector 

(with a commendable level of worker productivity  
in spite of not having invested as much as other 
countries) gives it a powerful edge to catch up  
with China.

In order to narrow this gap, India has to do its homework 
(overcome corruption, excessive regulation of the  
public sector, deficit in infrastructures and low literacy  
of the population compared with China), in addition  
to correcting its current macroeconomic imbalances.  
The anti-inflationary drive shown by the new governor 
(as can be clearly seen during the tensions of the last  
few weeks regarding emerging countries as a whole)  
and the reformist bias of Narendra Modi, the expected 
winner of the next elections, are encouraging.
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UNITED STATES
2012 2013 2013 Q1 2013 Q2 2013 Q3 2013 Q4 01/13

Activity

Real GDP 2.8 1.9 1.3 1.6 2.0 2.7 –

Retail sales (without cars or petrol) 4.9 4.0 3.7 4.2 4.0 4.1 ...

Consumer confidence (value) 67.1 73.3 62.8 75.1 81.0 74.0 80.7

Industrial production 3.6 2.6 2.4 2.0 2.5 3.6 ...

Manufacturing activity index (ISM) (value) 51.7 53.9 52.9 50.2 55.8 56.9 ...

Housing starts (thousands) 783.2 927.5 957 869 882 1.002 ...

Case-Shiller home price index (value) 141.3 ... 150 157 161 ... ...

Unemployment rate (% lab. force) 8.1 7.4 7.7 7.6 7.3 7.0 ...

Employment-population ratio (% pop. > 16 years) 58.6 58.6 58.6 58.6 58.6 58.5 ...

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

Prices

Consumer prices 2.1 1.5 1.7 1.4 1.6 1.2 ...

Underlying consumer prices 2.1 1.8 1.9 1.7 1.7 1.7 ...

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

 
CHINA

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

Activity

Real GDP 7.7 7.7 7.9 7.7 7.5 7.8 – 7.7 –

Retail sales 14.3 11.4 14.9 12.3 12.5 12.8 13.3 13.7 13.6

Industrial production 10.0 9.9 10.0 9.6 9.1 10.1 10.3 10.0 9.7

PMI manufacturing (value) 50.8 50.8 50.5 50.5 50.5 50.8 51.4 51.4 51.0

Foreign sector

Trade balance(1) (value) 230 261 230 274 271 254 252 267 261

Exports 8.0 7.9 9.5 18.4 3.9 3.9 5.6 12.7 4.3

Imports 4.3 7.2 3.0 8.3 5.0 8.4 7.6 5.3 8.3

Prices

Consumer prices 2.7 2.6 2.1 2.4 2.4 2.8 3.2 3.0 2.5

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

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

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

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

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

Activity

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

Consumer confidence (value) 37.7 40.0 40.0 44.1 44.8 44.0 41.2 42.5 41.3

Industrial production –2.6 0.2 –6.3 –6.5 –3.1 1.9 5.3 6.2 5.9

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

Unemployment rate (% lab. force) 4.6 4.4 4.2 4.2 4.0 4.0 4.0 4.0 3.7

Trade balance(1) (% GDP) –0.6 –1.4 –1.4 –1.7 –1.9 –2.1 –2.2 –2.3 –2.4

Prices

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

Underlying consumer prices –1.0 –0.6 –0.5 –0.8 –0.4 0.0 0.3 0.5 0.7

Note: (1) Cumulative figure over last 12 months.
Source: ”la Caixa” Research, based on data from the Communications Department, Bank of Japan and Thomson Reuters Datastream.
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CURRENT SITUATION • More 
favourable outlook in the euro area

the iMF has improved its growth forecast. Specifically,  
in January it increased the growth rate for the euro area’s 
economy in 2014 and 2015 by 0.1 percentage points, up to 
1.0% and the 1.4%, respectively. Spain contributed notably to 
this improvement (from 0.2% to 0.6% in 2014 and from 0.5% 
to 0.8% in 2015). Nevertheless, the IMF expects a recovery at 
differing speeds, slower in the periphery countries than in the 
core. In effect, the high levels of debt, both public and private, 
and financial fragmentation will slow up the revival in 
domestic demand. According to the IMF, exports will still  
be the main source of growth. It estimates that Germany will 
continue to lead the recovery with 1.6% growth in 2014 and 
1.4% in 2015. In France the increase will be moderate this year, 
namely 0.9%, but this is expected to improve in 2015 with 
annual growth of 1.5%.

the recovery in economic activity is consolidating.  
In January, the purchasing managers’ index (PMI) for 
manufacturing reached its highest level since June 2011 
(53.2). In the last few months, this business activity indicator 
has accentuated its positive trend. January’s figure, for 
example, was clearly above the average for the last quarter  
of 2013, namely 51.9 points. If this upward trend continues, 
we might see a slight acceleration in the GDP growth rate in 
2014 Q1. The start of the year is therefore looking positive  
in the euro area. This time an increase has been seen both  
in Germany and France, which has left behind three months  
of declines. In spite of this, the still low French PMI (48.5) 
confirms the difficulties faced by the French economy to 
consolidate a comfortable growth trend. In this respect, over 
the next few months the potential impact on business and 
consumer confidence of the details of the reforms announced 
in the country’s National Pact for Growth, Competitiveness 
and Employment will be decisive.

the periphery is making up lost ground. The economic 
sentiment index produced by the European Commission 
continued its upward trend started last May and reached 
100.9 points, its highest level since July 2011. Of particular 
note is the recent better performance by confidence in the 
periphery. During the last three months, on average, the 
increase in the economic sentiment index was greater in 
Portugal and Spain, 2.4 and 1.8 points respectively, than  
in the core countries, although in Germany this indicator  
is already at a high level (106.7 points) and is showing a 
continued upward trend. In France, in spite of a notable upswing 
in January of 1.1 points, the economic sentiment index 
remains weak (97.1 points) and doubts still exist regarding the 
pillars supporting French growth in the medium term. These 
figures show greater dynamism in the periphery countries and 
this could lead to the euro area’s recovery being somewhat 
more vigorous than had been expected a few months ago.
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the push from domestic demand is helping to consolidate 
growth. The business opinion survey carried out by  
the European Commission points to investment rising 
considerably in 2014. The results also show that, on average, 
demand factors will be the main determining factors for this 
increased investment. With regard to consumption, retail sales 
recorded their biggest rise in five years in November, namely 
1.5% year-on-year. The upward trend in consumer confidence 
is also reinforcing the belief that consumption will play an 
increasingly important role in the recovery. Specifically, this 
indicator rose by 1.8 points in January, the highest increase 
since July 2011. This notable dynamism in consumption 
should help inflation to gain ground and leave its current 
levels, which are very contained (0.7% in January). Should  
this happen, the risk of deflation would also diminish. In this 
respect, the president of the European Central Bank, Mario 
Draghi, insisted during his appearance at the «World Economic 
Forum Annual Meeting» in Davos that deflation is not very 
likely. Moreover, he repeated the strong commitment of the 
senior monetary authority to adopt additional measures 
should it be necessary.

the stabilisation of households’ gross disposable income  
is supporting consumption. Specifically, and seasonally 
adjusted, gross disposable income increased by 0.4% quarter-
on-quarter in 2013 Q3, a considerable rise when compared 
with the stagnation in 2012. The improvement in gross 
disposable income is therefore in line with moderate growth 
in consumption. This increase in gross disposable income 
means that, in spite of the slight increase in private consumption, 
the savings rate has also risen by 0.1 percentage points,  
to 13.0% in 2013 Q3.

the change in trend in the labour market confirms the 
recovery in domestic demand. Unemployment has reached  
a peak. In December, and for the third consecutive month, it 
held steady at 12.0%, below the average for 2013 as a whole, 
namely 12.1%. The improvement in employment expectations 
in January, for the ninth consecutive month, confirms the 
revival in employment. The unemployment rate is expected  
to fall over the next few months, reaching an annual figure  
of 11.8% in 2014. This fall will be very gradual because 
companies will first increase the number of hours worked. 
Moreover, those workers discouraged by the bad economic 
situation who had left the labour market are likely to join  
it again to find work as the economic recovery consolidates. 
Although the differences between countries are still 
significant, of note is the improve tone of the periphery. 
Specifically, the index of expectations for the services sector 
rose significantly in Spain, by 7.8 points, reaching positive 
terrain for the first time since the summer of 2008. In Germany, 
the labour market is still exemplary with an employment 
expectation index that is rising at a good rate although the 
unemployment rate is already at an all-time low. For the  
euro area as a whole, as the recovery in the labour market 
consolidates, the positive trend in gross disposable income  
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is likely to continue supporting a more sustained growth  
in household consumption.

Exports lose steam but expectations are favourable. Over 
the last year, the volume of exports has fallen in the largest 
economies of the euro area. The exception has been Spain 
which, throughout the year, has followed a clearly positive 
trend even though the initial boost diminished in the last  
few months of 2013. This loss of steam in foreign demand is 
expected to be temporary in the euro area as a whole. In this 
respect, it is encouraging that the export expectation index  
of the European Commission is showing a positive trend, 
suggesting that the foreign sector is still notably supporting 
the recovery.

positive figures in the United Kingdom, albeit with some 
question marks. According to the flash figures provided by 
the British statistics institute, this country’s GDP grew by 0.7% 
quarter-on-quarter in 2013 Q4. In 2013 as a whole, growth 
was 1.9% (0.3% in 2012), the largest expansion since 2007  
and higher than what had been predicted a few months ago. 
This improved result is due to the series being revised upwards 
as from 2012 Q1 and denotes that the growth rate has been 
clearly higher than that of most EU countries. Therefore, the 
figures were very encouraging at first sight. However, a more 
thorough analysis of the composition of this growth calls  
its future into question, as it largely depends on private 
consumption and stock accumulation. Moreover, the trend in 
the foreign sector is still poor. Consequently, the underlying 
imbalances of the British economy do not seem to be 
correcting. Another noticeable factor is the low level of 
productivity. Since the recession bottomed out in 2009, 
Britain’s GDP has gradually recovered, in 2013 Q3 reaching  
2% below its level in 2008. However, productivity (GDP  
per hour worked) was 4.4% lower.

the European Commission presents a reform to reinforce 
the EU’s financial stability, yet another step to reduce the 
fragmentation in the financial markets that is still present.  
The project aims to reduce the risk surrounding systemic 
banks by removing potentially risky proprietary trading  
from the parent bank, as well as improve the transparency  
of shadow banking. Although the number of banks that  
would be affected if this regulation is finally passed is 
relatively small, around 30, they account for 65% of the  
whole banking system of the EU. These measures are  
pending approval by the European Parliament and, although 
in principle no great changes are expected in the project 
presented by the EC, the elections planned for next May  
could significantly delay the schedule for their final approval.
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FOCUS • Inflation: a monetary phenomenon

As Milton Friedman once said: «Inflation is always and 
everywhere a monetary phenomenon». Let us therefore 
analyse, from this perspective, the recent developments 
in inflation and the possible risks of it remaining  
at excessively low levels for some time.

According to the quantity theory of money, prices vary  
in proportion to the money supply. This relationship is 
based on the premise that the value of the transactions 
carried out in an economy is equal to the quantity  
of money existing in that economy multiplied by the 
number of times that money changes hands (what we 
call the velocity of money).(1) Assuming  
the velocity of money is relatively constant, growth  
in money supply in line with growth in economic  
activity implies price stability. On the other hand, if  
the money supply grows more quickly than economic 
activity, this generates an upward pressure on prices, i.e. 
inflation.

The first graph shows the historical trend in the euro area  
of the money supply variation (M3) not backed by 
economic growth (the difference between money supply 
and GDP growth) and core inflation. As can be seen, 
there does seem to be some positive relationship 
between both variables in the long term. The 
contemporary correlation is slightly above 60%. However, 
in the short term, and temporarily, the relationship 
between both variables can weaken if other factors  
come into play. The velocity of money, for example,  
tends to fluctuate throughout the economic cycle. At 
times of high uncertainty, when preferences for savings 
and liquidity can suddenly get stronger, the velocity  
of money decreases and the money supply can grow 
without this necessarily resulting in price rises in the 
short term.

Within the current context, with inflation at relatively low 
levels and very few signs of any upward trend starting for 
the present, the recent downward trend in money supply 
is not encouraging.

Part of this drop in the growth rate of money supply is 
due to less liquidity in the system. As the economic 
recovery has gradually consolidated over the last few 
quarters, financial institutions have reduced the relaxed 
liquidity positions they had accumulated at the peaks  
of the crisis due to precaution. This rapid fall in excess 
liquidity is also due to the reduction in bank reserves. 
Banks accelerated the rate they paid back their LTRO 
loans to face the Asset Quality Review to be carried out 

by the European Central Bank this year. In fact, this rapid 
reduction in liquidity produced some upswings in the 
EONIA at the end of December 2013. The ECB must 
therefore remain very alert and take further action if the 
current situation becomes entrenched. An excessively 
low inflation rate hinders deleveraging and makes it 
more difficult for periphery countries to continue to gain 
competitiveness through price and wage containment. 
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FOCUS • Lessons from Ireland

In December 2013, Ireland exited the Troika bail-out 
programme with success. One sign of this is the  
welcome given to its public debt auctions in January  
and the favourable growth prospects presented by  
this Celtic country: for 2014 and 2015 the consensus  
of analysts expects growth in GDP of 1.9% and 2.4% 
respectively, noticeably higher figures than those 
predicted for countries in the core of the euro area  
and for the periphery countries as a whole.

We should remember that Ireland’s bail-out was 
necessary because of the losses incurred by the financial 
sector and ultimately the public sector due to the real 
estate crisis. Unlike other periphery countries, Ireland’s 
economy did not have any major competitiveness 
problems. The Troika’s requirements therefore focused 
on clearing up the financial sector and ensuring the 
country’s national accounts were sustainable. Its financial 
sector has been extensively restructured: the hardest hit 
assets were concentrated in a bad bank and the rest of 
the banks, which were recapitalised, now have capital 
ratios that are clearly above the minimum requirements 
demanded by Basel III.

The public sector also had to take drastic measures to 
ensure the sustainability of its accounts. Although the 
starting point for Irish debt was very good (standing  
at 25% of GDP in 2007), assuming the financial sector’s 
losses has pushed it up by 79 p.p. This, together with  
the impact caused by the recession, has placed it above 
100% of GDP (in 2013 it is expected to end up at 123.9%). 
However, although the public deficit is still at a high  
level, the fast and effective implementation of fiscal 
consolidation measures has helped to dispel fears 
regarding the sustainability of the national accounts. 
Ireland’s government has reduced its deficit by 4 p.p. 
since the peak reached in 2009, more than the 
achievements of Spain or Portugal.(1)

Ireland has also been able to rely on a competitive and 
highly internationalised economy. In 2007, before the 
recession started, the relative weight of exports for the 
economy as a whole was already very high, accounting 
for 80% of GDP. But over the last few years this figure has 
risen, reaching 106.7% in 2013 Q3. Such a sharp increase 
is partly due to the contraction in GDP, accumulating  
a 7.5% reduction between 2007 and 2013 Q3. Exports, 
however, have maintained an average growth rate  
of 2.4%, thanks largely to the significant gains achieved 
in competitiveness.

In short, the fast action taken by the Irish authorities and 
significant internal devaluation have helped the Celtic 
country to escape the firing line of international investors 
relatively quickly. However, the repercussions of the real 
estate sector’s collapse on the financial sector and public 
accounts will take some time to disappear, so Ireland 
must maintain its iron will.
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Ireland: main indicators
2007 2013

Macroeconomic indicators

Current account balance (% GDP) –5.3 4.2

Unemployment rate (%) 4.6 13.7

Fiscal balance (% GDP) 0.1 –7.3

Public debt (% GDP) 25 123.9

Financial indicators

Banking CDS (1) 65.4 491.7

Core Tier 1 capital ratio (%) 6.3 (2) 14.1

NPL ratio (%) 0.8 11.5

Competitiveness indicators

Competitiveness ranking (3) 22 (2) 28

Unit labour cost (4) (2000 = 100) 120.4 101.4

Notes: (1) Weighted average of the CDS of the Bank of Ireland and Allied Irish Bank. (2) Data 
from 2008. (3) Position in the competitiveness index ranking produced by the WEF.  
(4) Calculated compared with the real unit labour cost index of the euro area.
Source: ”la Caixa” Research, based on data from the IMF, OECD, Bloomberg, ECB and the World 
Economic Forum.

(1) This calculation takes the public deficit into account, excluding losses 
due to aid given to the banking sector.
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activity and employment indicators
Values, unless otherwise specified

2011 2012 2013 Q1 2013 Q2 2013 Q3 10/13 11/13 12/13 01/14

Retail sales (year-on-year change) –0.3 –1.7 –2.0 –0.8 –0.3 –0.3 1.6 ... ...

Industrial production (year-on-year change) 3.5 –2.5 –2.3 –1.0 –1.1 0.5 3.0 ... ...

Consumer confidence –14.5 –22.1 –23.5 –20.8 –15.9 –14.4 –15.3 –13.5 –11.7

Economic sentiment 101.8 90.8 90.5 90.2 95.3 98.1 98.8 100.4 100.9

Manufacturing PMI 52.2 46.2 47.5 47.9 50.9 51.3 51.6 52.7 53.9

Services PMI 52.6 47.6 47.6 47.5 50.9 51.6 51.2 51.0 51.9

Labour market

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

Unemployment rate: euro area  
(% labour force) 10.2 11.4 12.0 12.1 12.1 12.0 12.0 12.0 ...

Germany (% labour force) 6.0 5.5 5.4 5.3 5.3 5.2 5.1 5.1 ...

France (% labour force) 9.6 10.2 10.8 10.8 10.9 10.8 10.8 10.8 ...

Italy (% labour force) 8.4 10.7 11.9 12.1 12.3 12.5 12.8 12.7 ...

Spain (% labour force) 21.7 25.0 26.5 26.4 26.5 26.3 26.1 25.8 ...

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

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

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

Current balance: euro area 0.1 1.5 1.8 2.2 2.2 2.4 2.5 ...

Germany 6.2 7.0 6.9 7.0 7.0 7.1 7.2 ...

France –1.8 –2.2 –2.1 –1.7 –1.7 –1.6 –1.5 ...

Italy –3.1 –0.4 0.1 0.3 0.6 0.7 0.8 ...

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

Nominal effective exchange rate (1) (value) 103.4 97.9 100.7 100.8 101.9 102.8 102.6 103.8

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

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

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

Private sector financing

Credit to non-financial firms (1) 2.0 –0.3 –1.4 –2.2 –2.8 –3.0 –3.1 –2.9

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

Interest rate on loans to non-financial   
firms (3) (%) 2.8 2.4 2.1 2.2 2.2 2.2 2.3 ...

Interest rate on loans to households   
for house purchases (4) (%) 3.3 3.1 2.9 2.9 2.8 2.8 2.8 ...

Deposits

On demand deposits 1.4 4.1 8.0 9.4 7.7 7.1 6.9 5.9

Other short-term deposits 2.6 2.0 1.0 0.1 0.2 –1.2 –1.5 –1.8

Marketable instruments –5.5 0.5 –9.7 –15.4 –17.2 –17.9 –16.2 –16.4

Interest rate on deposits up to 1 year 
from households (%) 2.6 2.8 2.4 2.1 1.8 1.7 1.6 ...

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

KEY INDICATORS
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CURRENT SITUATION • Domestic 
demand joins the growth

improvement in the growth scenario for 2014. The latest 
economic figures are helping to face this year with renewed 
optimism. January’s business indicators have maintained the 
upward trend they enjoyed at the end of 2013, which closed 
with GDP growth of 0.3% quarter-on-quarter in Q4. Moreover, 
growth is consolidating on increasingly solid foundations: 
there is notable recovery in domestic demand and the foreign 
sector continues to make gains in competitiveness. Given this 
outlook, the IMF has significantly raised its growth forecasts 
for Spain for 2014, from 0.2% to 0.6% annually, one of the 
biggest revisions among developed countries. Nonetheless, 
our own growth forecasts for this year are higher. The 
dynamism seen in domestic demand over the last few months, 
slightly above what we previously predicted, has led us to 
revise our annual growth forecast to 1.0% (compared with 
0.8% previously). In this scenario, the Spanish economy will 
once again create jobs for the first time since 2007, with the 
employment rate rising by 0.6% annually. All this without 
forgetting the support for growth provided by the foreign 
sector, allowing a further advance in the current surplus  
to 1.6% of GDP in 2014. However, this improvement in  
the economic outlook must be interpreted with caution.  
In spite of leaving behind the biggest recession of the last  
few decades, getting back onto a sustainable path of  
long-term growth and correcting the imbalances present  
in the economy is still no easy task.

the recovery in domestic demand consolidates the exit 
from the recession. The upward trend over the last few 
months demonstrates a rebalancing of the supports for  
the economy. According to the Bank of Spain, growth in  
GDP in 2013 Q4 was exclusively due to the contribution  
from domestic demand (namely 0.3 p.p.). This performance 
contrasts with its weakness in the last recession. The recovery 
in retail and consumer goods and in industrial production  
of the final months of last year would therefore suggest a 
significant contribution from consumption and investment  
to growth in Q4.

Confidence continues to rise at the start of 2014 and augurs 
a further increase in consumption and investment. The 
improved expectations of economic agents are essential  
to maintain the gradual advance in domestic demand. In  
this respect, of note is the increase in consumer confidence  
in January which, boosted by the better perspectives 
surrounding the labour market, could be giving rise to 
decisions to consume that had been postponed until now.  
This will continue to reduce the savings rate in 2013 Q4, after 
decreasing by 0.1 percentage points the previous quarter, 
down to 10.5% of gross income. With regard to investment, 
the significant advance in industrial confidence should 
consolidate the recovery in investment for the coming 
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quarters, good news given the sharp decline recorded over 
the last few years.

the labour market’s change in trend has been confirmed: 
the spanish economy started to create jobs again in 2013 
Q4. Reviving the labour market is still a priority for the Spanish 
economy. Unlike what has happened over the last few years, 
the labour force survey for 2013 Q4 provided good news.  
In spite of that quarter’s drop in the number of employees 
(65,000 workers), if we take seasonal factors into account  
(Q4 tends to be a period of net job losses), employment grew 
by 0.3% quarter-on-quarter, the first increase since 2008 Q1. 
With a view to 2014, we expect the economy’s growth (above 
0.3% quarter-on-quarter throughout the year) to generate net 
employment, with an annual increase in employment of 0.6% 
(see the Focus «Job creation will come at differing speeds» 
published in last November’s Monthly Report). In these 
circumstances, the unemployment rate will fall in 2014 to 
25.2% (compared with 26.4% recorded for the whole of 2013).

the recovery in consumption is not enough to allay fears  
of deflation. January’s figures show a drop in inflation from 
December’s rate of 0.3% to 0.2%. The fall in energy prices 
would explain a large part of this drop. Over the coming 
months, we expect the greater dynamism in private 
consumption to put inflation to get back on an upward path. 
However, there are three factors that could keep the rate of 
growth in prices at a moderate level. Firstly, if the downward 
pressure on energy prices continues over the coming months. 
Secondly, the weak trend in prices for industrial goods which, 
in December 2013, fell by 0.5% year-on-year. Lastly, the wage 
moderation observed over the last few years could also 
continue to slow up price rises. In 2013, the average wages 
agreed in collective bargaining agreements grew, on average, 
by 0.6% annually, far from the 3.6% recorded in 2008. As a 
result of all this, we expect inflation to remain at relatively low 
levels throughout 2014, below the figure for the euro area.

Deleveraging progresses apace. In 2010, Spain’s private 
sector had one of the highest debt levels of all the countries in 
the euro area. Since then, and in spite of the difficult economic 
situation, both households and non-financial firms have 
managed to significantly reduce their levels of debt to 78.2% 
(87.5% in 2010 Q2) and 130.8% of GDP (144.0% in 2010 Q3) 
respectively, reaching similar levels to those of 2007. Given 
that private sector deleveraging is not complete yet, we 
expect this to continue slowing up the consumption and 
investment of economic agents. However, the economy’s 
change in trend, together with the reduction in the interest 
burden over the last few months, will help to reduce the 
impact of deleveraging on growth.

temporary slowdown in the foreign sector at the end  
of 2013. After a promising start to 2013, exports lost steam in 
the last few months of the year with zero contribution to GDP 
growth in 2013 Q4. In spite of the good tourist season in 2013, 
with a record total of 60.7 million foreign visitors, the current 
account surplus slowed up its growth rate recorded 
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throughout the year. In November, the cumulative balance  
for the last twelve months fell slightly to 7.8 billion euros, 
endangering our prediction of a surplus for the year as a 
whole of 1.1% of GDP. The performance of the trade balance 
would explain this lower growth. In November, exports of 
goods were down by 2.2% year-on-year, hindered by the 
widespread drop in sales to outside the euro area and 
particularly to the USA (–15.2% year-on-year). However,  
the bulk of the evidence available suggests that this is just  
a temporary reduction. The forecast for exports by Spanish 
firms rose significantly in 2013 Q4, with North America being 
precisely one of the markets with the best prospects for trade. 
Consolidation of growth in the euro area will also help exports 
to recover.

the bank bail-out programme has been completed 
satisfactorily. In general, the conclusion reached by  
the European Commission and ECB is positive: financial 
supervision has improved and the banking sector has 
healthier balance sheets. This improvement has allowed banks 
to return to their traditional sources of wholesale funding: in 
January, issuances of bank debt were successful, auguring less 
dependence on Eurosystem funding which, in December, had 
already fallen to 201.9 billion euros. Moreover, according to 
the EC’s report, credit to the private sector will touch bottom 
in 2014. In this respect, the figures from November 2013 show 
a lower rate of decrease in credit, namely 12.6% year-on-year 
(compared with 13.0% in October). In spite of these signs  
of improvement, the EC warns that reforms should continue  
in order to consolidate the restructuring of the sector.

the efforts being made towards fiscal consolidation  
must continue. Adjustment of the fiscal balance lost steam  
at the end of 2013. The latest data available point towards  
a deviation from the deficit target that we estimate at  
0.2 percentage points, up to 6.7% of GDP (7.2% if we include 
losses due to the bank bail-out). A smaller adjustment  
than required by the central government and autonomous 
communities would explain this deviation. This performance 
contrasts with Social Security’s room to manoeuvre seen  
in November, with a cumulative deficit of 0.3% of GDP (1.1 p.p. 
below the target). However, the breakdown of revenue shown 
by this good figure is due, in part, to the increase in current 
transfers (mainly by the central government), going from  
11.5 billion euros between January and November 2012 to 
18.8 billion euros last year. With a view to 2014, the recovery  
in the economy and the gradual fall in the cost of financing 
Spain’s public debt should help the deficit target to be 
reached, namely 5.8% of GDP.
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FOCUS • Future scenarios for Spain’s balance of trade

The improvement in the balance of trade is one of the  
most widely used examples when illustrating that the 
Spanish economy has corrected its main macroeconomic 
imbalances over the last few years. A positive trade 
balance can indicate that gains in competitiveness have 
occurred and it is essential in order to reduce external 
debt. However, in the last few months, together with  
the incipient recovery in domestic demand, the rate  
of improvement in the trade balance has lost steam  
and fears regarding whether this correction in the trade 
balance is structural or simply cyclical have returned.

60% of the correction in the trade balance is the result  
of growth in exports while the fall in imports accounts 
for the remaining 40%. In principle, the fact that a 
considerable proportion of this correction is due to the 
good performance of exports gives cause for relative 
optimism as, in the worst case scenario, exports could stop 
growing but it is difficult to imagine a scenario in which 
their trend would change direction very quickly. The role 
that appears to have been played by domestic demand  
is no less important but gains in competitiveness may 
have reduced its import content. Imports for domestic 
consumption and investment as a proportion of domestic 
demand have fallen considerably over the last few years.

We can construct different scenarios to determine more 
accurately the most likely margin within which the trade 
balance might move in the coming years. In a first scenario, 
we assume that exports will only grow as long as external 
demand grows (assuming a growth rate equal to the GDP 
forecast for trading partners of Spain). In this case, the 
average annual change of exports between 2014 and 
2018 would be 2.6%. In the second scenario it is  assumed 
that exports will maintain the growth rate in their market 
share seen over the last few years. In this case, exports 
would grow at an annual rate of 5.8%. For this scenario, 
the gains in competitiveness would have to be maintained.

For imports, in a first scenario we assume that domestic 
demand will grow by 1% annually on average. This is the 
trend forecast by ”la Caixa” Research, very similar to the 
forecast of the consensus of analysts. A second scenario 
assumes a more vigorous recovery which allows domestic 
demand to reach growth rates similar to those of the 
period 2001-2004, namely 3.9% on average. It is important 
to note  that both scenarios assume that the import 
content of domestic demand remains constant when, in 
fact, this is likely to fall if gains in competitiveness continue.

The likely trend in the trade balance in the worst and best 
scenario can be seen in the last graph. The trade balance 
seems unlikely to deteriorate significantly over the next 
few years although gains in competitiveness must 
continue for it to go on improving.
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FOCUS • The challenge of electricity reform in Spain

The Spanish government has the difficult job of carrying 
out a far-reaching transformation of the economy to 
improve its competitiveness and ensure sustainability of 
the national accounts. The energy sector is not unrelated 
to this twofold objective. It is vital to slow up the 
dramatic increase in electricity prices seen over the  
last few years, which is affecting the economy’s 
competitiveness, without aggravating any further  
the fragile financial sustainability of the public sector. 
The numerous measures adopted in the last few years 
indicate the efforts made to reach a solution, which 
nevertheless appears elusive.

Electricity prices have increased considerably over the last 
few years and, according to Eurostat figures, are among 
the highest for the euro area countries. Without taking 
taxation into account, the price for electricity paid by 
Spanish firms in the first half of 2013 was 25.3% above the 
average for the rest of the euro area. This difference goes 
up to 28.3% in the case of households. However, this kind 
of statistic must be used with great caution as the end 
price within each country can vary widely depending  
on the tariff. Prices can also vary between countries 
depending on how each one applies its industrial and 
social policies, either via measures contained in the  
state budget or directly in the final electricity bill.

In any case, the current structure of revenue and 
expenditure is still a burden for the public accounts.  
The revenue obtained by firms from their part of the 
regulated tariff is not enough to cover the regulated 
system costs. This gap, which the public sector must 
cover, has produced a debt that, by May 2013, totalled 
over 26 billion euros (2.5% of GDP). This is known as  
the tariff deficit.

The need to reform the system was therefore evident.  
The main line of action taken in an attempt to contain the 
tariff deficit focused on reducing costs. The government’s 
first actions centred on containing the increase in the 
regulated part of the electricity tariff. This contains those 
costs that are not directly related to generating electricity, 
such as the transport and distribution of electricity, 
policies to encourage investment in renewable energies, 
subsidies for off-mainland supply, repayment of the  
debt accumulated due to the tariff deficit and costs for 
maintaining the necessary spare capacity. According to 
the government, regulated costs rose by around 15.7% 
annually between 2005 and 2013 (221% cumulative). The 
generation of renewable energies has been the focus of a 
large proportion of the cost-cutting measures approved 
in the last year. Payments have also been revised for the 
transport and distribution of electricity, as well as for 
capacity.

Although these measures are expected to reduce the 
deficit produced annually, they are unlikely to achieve 
this entirely. To do so, it would also be necessary to make 
headway with a combination of policies that involve: (1) 
transferring to the state budget those regulated concepts 
that pursue aims of a social or regional nature, and (2)  
the progressive liberalisation of the sector, reforming  
the method used to establish end prices for those 
consumers that come under the regulated tariff.

In conclusion, a definitive energy reform is vitally 
important for the Spanish economy as a whole but this  
is unlikely to be achieved easily. It must guarantee the 
elimination of the tariff deficit but, as the same time, 
encourage a competitive, efficient electricity industry 
that helps to reduce Spain’s electricity costs.
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The approval of Law 26/2013 on savings banks and 
banking foundations was the last condition to comply 
with the Memorandum of Understanding agreed with 
European authorities to recapitalise Spain’s banking 
system. This new law forces almost all savings banks 
(those with more than 10 million euros in consolidated 
assets) to become foundations by 2015 and thereby lose 
their banking licence. Only two of the smallest savings 
banks (Pollença and Ontinyent) can keep their current 
legal form, albeit subject to restrictions in terms of 
geography and size.

This change in the legal form of savings banks has  
also been happening in other European countries.  
The main reason is that, from supervisors’ point of view, 
the ownership structure of these organisations, lacking 
shareholders per se, involves three large drawbacks. 
Firstly, given the impossibility of resorting to 
shareholders to increase capital, retaining earnings 
becomes almost the only way for savings banks to 
improve their solvency. Secondly, as they do not have 
ownership rights that are traded on a market, the 
managers of savings banks cannot be disciplined via  
the threat of acquisitions. For the same reason, it is  
also difficult to achieve economies of scale through  
mergers. Lastly, given the frequent presence of public 
representatives on their governance bodies, decision-
making can be influenced by political interests and 
affected by electoral cycles.

Some of these drawbacks were tackled in the previous 
reform of savings banks in 2010, aimed at helping them 
access the capital market and consolidating the sector. 
This allowed savings banks to transfer their financial 
operations to instrumental banks, of which they would 
be shareholders, and limited the representation of 
political powers on their governance bodies. As new 
banks have increased their capital to reinforce their 
solvency, the proportion owned by savings banks  
has shrunk and, at present, a large number of savings 
banks share ownership of their banks with other 
shareholders.

This latest reform aims to tackle this situation, where 
bank ownership is shared between common investors 
(who are mainly interested in maximising the value  
of their shares) and savings banks, which also pursue 
social aims. In this way, the mandatory transformation 
into banking foundations aims to clearly separate  
both objectives and reinforce corporate governance.  
Achieving social aims will be the responsibility of the 
foundation and the policies implemented to achieve 
these aims, which it plans to follow when exercising its 
ownership rights over the bank, will have to be included  

FOCUS • Law on banking foundations: refounding savings banks

in the corporate governance report. With regard to  
their governance bodies, foundations will be governed 
by a board of trustees with no more than 15 members,  
on which public representation must be less than 25%. 
To minimise possible conflicts of interest between the 
foundation and the bank, trustees will be subject to a 
strict regime of incompatibility which, in particular, will 
prevent them from holding equivalent positions in the 
bank or its subsidiaries.

This new law also aims to bolster the solvency  
of instrumental banks, establishing additional 
requirements for those foundations that still hold  
a significant share of the bank’s capital. Specifically,  
a highly significant stake (at least 30%) in a credit 
institution will require a contingency plan to be drawn 
up to tackle any possible capital needs on the part of 
the subsidiary. Likewise, holding a controlling stake  
(at least 50% or effective control) means that  
the contingency plan must include a reserve fund to  
be kept at the credit institution’s disposal. In addition  
to the fund, an investment diversification and risk 
management plan must also be drawn up with limits 
imposed on the foundation’s investments.

These limits on investment concentration and on the 
volume and composition of the reserve fund will be set 
by the Bank of Spain. To determine these, the supervisor 
will take into account both the characteristics of the 
subsidiary (volume of risk-weighted assets, foreseen 
capital needs and whether its shares are listed) as well  
as those of the foundation (percentage stake and 
concentration of investments in the financial sector). In 
this respect, it is important to stress just how exceptional 
these last types of requirements are, which are not 
required from the rest of the majority shareholders in 
banks (either individuals or companies) and which,  
set at excessively high levels, could result in these new 
foundations giving up control of their subsidiaries.

In implementing this new law, it would be advisable  
to bear in mind that banking foundations, as investors 
focusing on the long term, could play an important role 
in preserving financial stability. The longer timescale  
of their investment tends to make them more prudent 
when taking risks throughout the cycle. In fact, it is 
precisely this characteristic that has allowed those 
savings banks now subject to stricter requirements  
to keep control of their banks. This prudence, and the 
pursuit of social aims, add heterogeneity to the behaviour 
of financial institutions as a whole and reduce the system’s 
procyclicality. Diversity being a source of resilience in any 
ecosystem, this should also be preserved in the financial 
system.
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activity indicators

2011 2012 2013 Q1 2013 Q2 2013 Q3 10/13 11/13 12/13 01/14

Industry

Electricity consumption –0.9 –2.2 –3.9 –2.3 –2.4 –0.9 –0.2 1.5 ...

Industrial production index  –1.4 –6.6 –4.0 –2.5 –0.7 –1.4 2.7 ... ...

Indicator of confidence in industry (value) –12.5 –17.5 –15.9 –15.4 –12.8 –14.2 –11.7 –8.8 –9.5

Manufacturing PMI (value) 47.3 43.8 45.7 47.6 50.5 50.9 48.6 50.8 ...

Construction

Building permits –13.5 –42.7 –28.0 –27.2 –24.0 –11.2 –19.9 ... ...

House sales –18.1 –8.7 7.9 0.6 –9.7 –10.0 –15.9 ... ...

Services

Foreign tourists 6.1 2.0 1.8 5.3 4.9 6.9 9.3 16.3 ...

Services PMI (value) 46.5 43.1 45.7 46.5 49.3 49.6 51.5 54.2 ...

Consumption

Retail sales –5.4 –7.2 –8.5 –5.0 –1.8 –0.6 2.8 –1.0 ...

Car registrations –14.5 –13.5 –11.1 2.5 8.3 34.4 15.1 18.2 ...

Consumer confidence index (value) –17.1 –31.7 –32.6 –28.7 –20.5 –20.7 –20.5 –17.1 –12.4

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

Prices

2011 2012 2013 Q1 2013 Q2 2013 Q3 10/13 11/13 12/13 01/14

General 3.2 2.4 2.6 1.7 1.2 –0.1 0.2 0.3 0.2

Core 1.7 1.6 2.2 1.9 1.3 0.2 0.4 0.2 ...

Unprocessed foods 1.8 2.3 3.3 4.3 6.0 0.9 0.4 0.6 ...

Energy products 15.8 8.8 4.8 –1.1 –2.1 –2.7 –0.7 0.2 ...

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

Employment indicators

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

Registered as employed with Social Security (1)

Employment by industry sector

Manufacturing –2.7 –5.3 –5.8 –5.1 –3.9 –2.9 –2.5 –2.2

Construction –12.2 –17.0 –15.8 –13.8 –10.8 –9.0 –7.6 –7.2

Services 0.2 –1.7 –3.0 –2.5 –2.1 –1.4 –0.3 0.5

Employment by professional status

Employees –1.4 –3.8 –5.1 –4.4 –3.9 –2.7 –1.9 –0.8

Self-employed and others –1.2 –1.4 –1.4 –1.1 –0.5 0.0 0.4 0.8

TOTAL –1.3 –3.4 –4.4 –3.8 –3.3 –2.2 –1.4 –0.5

Employment (2) –1.9 –4.5 –4.6 –3.6 –2.9 – –1.2 –

Hiring contracts registered (3)

Permanent –9.2 29.7 2.3 –29.0 –27.8 –8.6 –6.2 8.3

Temporary 1.2 –4.0 –2.4 6.0 7.1 12.8 9.1 23.0

TOTAL 0.3 –1.6 –2.1 2.0 2.7 10.9 7.8 22.0

Unemployment claimant count (3)

Under 25 0.6 4.5 –4.3 –6.1 –6.4 –7.4 –7.0 –9.6

All aged 25 and over 5.4 11.7 8.4 5.2 2.3 0.3 –1.5 –2.4

TOTAL 4.8 10.9 7.1 4.0 1.5 –0.5 –2.0 –3.0

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

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

2011 2012 2013 Q1 2013 Q2 2013 Q3 09/13 10/13 11/13

Trade of goods

Exports (year-on-year change) 15.4 3.8 3.9 11.9 4.4 8.3 1.8 –2.2

Imports (year-on-year change) 9.6 –2.8 –6.9 0.6 –0.6 4.7 1.1 –0.4

Current balance –39.8 –11.5 –2.4 3.8 6.7 6.7 7.9 7.8

Goods –42.3 –25.7 –19.1 –13.2 –11.0 –11.0 –10.8 –11.1

Services 34.6 37.0 37.6 38.2 38.8 38.8 39.7 40.1

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

Transfers –6.4 –4.1 –3.7 –4.9 –5.2 –5.2 –4.9 –5.1

Net lending (+) / borrowing (–) capacity –34.3 –4.9 4.9 11.9 14.5 14.5 15.4 14.8

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

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

2011 2012 2013 Q1 2013 Q2 2013 Q3 10/13 11/13 Balance  
11/13 (1)

Financing of non-financial sectors (2)

Private sector –1.9 –4.0 –8.1 –8.3 –8.1 –7.6 –7.3 1,883.0

Non-financial firms –1.9 –4.2 –10.6 –10.7 –10.3 –9.2 –8.8 1,084.9

Households (3) –2.0 –3.8 –4.4 –4.8 –5.0 –5.3 –5.3 798.0

General government (4) 16.0 14.9 18.7 18.4 17.5 16.3 14.4 952.0

TOTAL 1.9 0.6 –1.0 –1.0 –0.9 –0.8 –1.0 2,835.0

Liabilities of financial institutions due to firms and households

Total deposits 0.3 –4.5 –0.1 1.8 4.7 3.0 2.7 1,186.0

On demand deposits 1.9 0.2 0.9 3.2 4.6 8.2 9.8 282.1

Savings deposits –1.4 –2.8 –0.6 –1.1 –0.2 –0.2 0.8 203.5

Term deposits 0.6 –6.7 –0.9 1.6 5.7 2.1 0.8 680.8

Deposits in foreign currency –12.3 –4.0 20.5 22.7 24.1 –0.8 –4.0 19.7

Rest of liabilities (5) –4.4 –13.2 –20.2 –19.2 –15.3 –16.2 –14.0 127.9

TOTAL –0.4 –5.7 –2.8 –0.9 2.3 0.8 0.8 1,313.9

NPL ratio (%) (6) 7.8 10.4 10.5 11.6 12.7 13.0 13.1 –

Coverage ratio (%) (6) 59.6 73.8 70.4 65.8 63.8 62.9 62.4 –

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

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

2011 2012 2013 Q1 2013 Q2 2013 Q3 09/13 10/13 11/13

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

Central government(1) –5.6 –8.1 –1.1 –3.5 –4.1 –4.1 –4.1 –4.5

Autonomous regions –3.5 –1.8 –0.2 –0.8 –1.0 –1.0 –1.1 –1.3

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

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

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

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



32  DOSSIER

www.lacaixaresearch.comFEBRUARY 2014

02

LABOUR INCOmE SHARE IN PERSPECTIvE

Wages fall while inequality rises

In most developed countries, the share of national income represented by wages,salaries and benefits –the labour share– has 
tended to decrease for decades while the share of capital income is showing a clear upward trend. When economic growth was 
widespread and vigorous, this was no cause for concern. Although income from one productive factor was growing more quickly 
than income from the other, ultimately all were rising. However, the severe recession over the last few years, which has particularly 
affected some segments of the population, makes it vital to re-examine how income is distributed.

The distribution between labour income and capital income is often an initial indicator in analysing the possible creation of social 
inequalities. Capital income is more concentrated in the population than labour income, so if the labour share decreases and that 
of capital increases, inequality among the population will probably increase as well. In the USA, for example, according to a study 
by M. Jacobson and F. Occhino,(1) the Gini index for capital income has risen to 0.85 over the last decade while for labour income it 
has remained at around 0.50.(2) Similarly, an OECD study reveals that the rise in inequality indices has been the highest in those 
countries where the labour share has fallen most significantly.(3)

Usually the wage bill is divided by GDP in order to measure the part of production that corresponds to labour income. As can be 
seen in the first graph, the labour share has fallen significantly in almost all developed countries. On average, this drop has been  
3 p.p. in the last 35 years, the only exceptions being Denmark, the United Kingdom, Portugal and Spain.

Due to its simplicity, this methodology is easy to implement and allows us to make international comparisons. It does, however, 
have significant drawbacks. Firstly, it tends to overestimate the labour share in non-market sectors such as public administration. In 
such sectors, the value added for national accounts is usually calculated by adding labour costs together. Similarly, the labour share 
is highly volatile in industries such as mining or energy, where the value added tends to fluctuate considerably depending on 
commodity prices.

Another big problem with this calculation lies in the fact that, by definition, the wage bill does not include income for the self-
employed and therefore does not take into account a significant proportion of labour income. One way to avoid such problems is 
to calculate the labour share for the business sector only, excluding the self-employed. In this way, labour income and capital 

(1) Jacobson, M. and Occhino, F. (2012), «Labor’s declining share of income and rising inequality», Economic Commentary.
(2) The Gini index measures the level of concentration or dispersion of income. Values close to 1 indicate maximum concentration while values close to 0 would occur 
if income were distributed uniformly among the population.
(3) See «OECD employment outlook 2012».
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income can be totally separated, in exchange, however, for restricting the analysis to one part of the productive system (around 
60%). Karabarbounis and Neiman (2013) have built up a database that allows them to analyse the trend over the last 35 years in 59 
countries, making use of both methodologies. Applying the second methodology, which is more refined, it has been detected that 
the labour share is higher than the figure obtained when the simpler definition is used, but the downward trend is still statistically 
significant and economically relevant. Specifically, 5 p.p. for the 59 countries as a whole.(4) Once again, the United Kingdom, Portugal 
and Spain are the exceptions.

However, this drop in labour income has not been equal at all wage levels. According to OECD estimates, the relative reduction in 
labour share is greater if we exclude the highest income bracket from the calculation, namely the top 1% of the population. In other 
words, the rise in labour income occurring at the highest level of the salary scale means that, when we look at aggregate data, the 
drop in the labour share is smaller. The cases of Canada and the USA are particularly prominent. In these two countries, when the 
1% of the population with the highest income is excluded, the drop in the labour share is 6 and 4.5 p.p., respectively. For the 1% of 
the population with the highest income, the increase in labour share was 2.9 and 2.2 p.p., respectively. In the rest of the countries 
for which data are available, the difference between both measures was less marked but still noteworthy: 0.9 p.p. on average.

Given the trends in the distribution of income over the last few years, it comes as no surprise to see that the 1% of the population 
with the highest income are receiving an ever larger proportion of the total income. Once more, the case of the USA stands out. 
While, in the 1980s, the share of income distributed to the 1% of the population with the highest earnings was 10% on average, 
between 2001 and 2010 this increased to 16.8%. Beyond the USA, there is clear evidence to suggest that this trend has also been 
upward in the vast majority of developed countries.

In short, in most countries there has been a big drop in the labour share and it is of the utmost importance to understand the factors 
that lie behind this situation. The next three articles in this Dossier are devoted to this. The article «Technology and wealth: two 
phenomena working for or against workers?» analyses how these two elements may have affected the optimum productive 
combination of capital and labour. «Globalisation and the redistribution of income» emphasises the effects of globalisation in a 
broad sense. And the last article in the Dossier, «The decline in the labour share in Spain and the USA: cyclical factors», examines 
recent developments in Spain and the USA.

Oriol Aspachs and Maria Gutiérrez-Domènech 
European Unit, Research Department, ”la Caixa”
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Technology and wealth: two phenomena working for or against workers?

The drop in the labour share of national income is a phenomenon that is worthy of closer inspection: it has been observed for a 
long time, affects most developed countries and sectors and is loaded with significant implications, both economic (efficiency) 
and political (equity). It therefore comes as no surprise that this has given rise to a very large number of studies attempting to 
identify its causes. The list of factors put forward is long and varied, although the following stand out: trade unions’ loss of power, 
the shock caused by poor countries in the labour market of richer countries through offshoring and other forces resulting from 
globalisation, weaker competition in the markets of goods and services, technological improvements and the degree of 
development achieved by the country in question. In this article we will focus on these last two factors, insofar as they share a 
paradoxical circumstance: a priori positive aspects (technological progress and forming part of an economically mature country) 
could be working against workers, at least in terms of the distribution of the economic «cake» (in other words, GDP).

Technological change is the usual suspect when economists look for something to blame for long-range phenomena, such as the 
case in point. But apportioning blame requires two elements to be convincing. Firstly, the existence of a «motive». In other words, 
logical arguments that make economic sense of the mechanisms and channels by which technological change can lead to a 
decline in the labour share. Second, the provision of «material proof». In other words, data that confirm such a relationship with 
enough statistical significance and economic relevance. A recent study by L. Karabarbounis and B. Neiman represents a landmark 
in such an undertaking.(1)

It is not easy to identify a «motive». According to standard economic theory, the impact of technological change on the labour 
share is not unequivocally positive or negative ex ante but depends on many different aspects: the nature of the technological 
progress taking place, how it affects the productivity of the different productive factors (capital and labour) or to what extent 
these are subsitutes or complements. In fact, the result can vary depending on how many factors are considered (in particular, 
the segmentation of workers according to their qualifications) and the timescale. Karabarbounis and Neiman choose to limit the 
problem to observing a circumstance they believe to be crucial: the price of capital goods (in particular, machinery) has fallen 
compared with the price of consumer goods, accumulating 25% over the last three decades at an international level. Their line of 
argument is as follows: the progress made in information and communication technologies, in computing, in robotics, etc. has 
lowered the relative price of capital goods. This has been a powerful incentive for firms to undertake a sustained process of 
substituting labour for capital. Ultimately, the drive resulting from this process has dominated over other forces, leading to the 
decline in the labour share.

However, other considerations also need to be taken into account. On the one hand, although robotics involve the loss of certain 
jobs, this could also result in better salaries insofar as a more advanced machine would increase the productivity of workers — 
those keeping their jobs, of course. On the other hand, technological progress per se (whether biased towards capital or not) 
increases the GDP or size of the cake to be distributed, which is undoubtedly positive (notwithstanding distribution-related 
aspects). Similarly, in practice, the assumed substitutability of capital and labour taken as axiomatic by numerous empirical 
studies is questionable, to say the least. This is particularly the case when talking about high-skill workers. In this respect, as the 
share of the workforce represented by this kind of worker gradually increases in a country, the negative relationship between 
capital-biased technological progress and the labour share could be broken.

Returning to the recent study by Karabarbounis and Neiman, the empirical evidence provided comes from a new database with 
records since 1975 for 59 countries, broken down by industry and largely free from the usual measurement problems for this type 
of study. Their main conclusion is that the relative cheapening of capital goods lies behind approximately one half of the drop 
observed in the labour share for the sample as a whole. Other studies, with different conceptual approaches and methodologies, 
have also found a statistically and economically significant role for technological factors. A report published by the OECD in 2012 
estimates that technological change and capital accumulation can explain, on average, 80% of the intrasector change in the 
labour share in seven developed countries during the period 1990-2007.(2) Naturally there are studies that question this relationship 
but, on the whole, the evidence tends to assign technological change a relevant role.(3)

(1) See Loukas Karabarbounis and Brent Neiman (2014, «The Global Decline of the Labor Share», The Quarterly Journal of Economics, 129(1), pp. 61-103, imminent 
publication).
(2) See OECD Employment Outlook 2012, Chapter 3.
(3) See Samuel Bentolila and Gilles Saint-Paul (2003, «Explaining Movements in the Labor Share», The B. E. Journal of Macroeconomics, De Gruyter, Vol. 3(1), pages 1-33) 
as another example that highlights the importance of technological progress in the decline in the labour share.
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Another, quite different line of research, proposed by the economist Thomas Piketty,(4) looks at a much less usual suspect to 
explain the decline in the labour share: belonging to a rich, mature country. His reasoning refers to the fundamental workings 
of capitalism in advanced countries to emphasise a key element: when a country has high and sustained GDP growth rates 
(either because of improvements in productivity or due to demographic dynamism), the rich of today are relatively less likely to 
be the rich of tomorrow. However, when an economy’s growth rate is low and wealth accumulation (understood as capital) is 
high, then today’s distribution of wealth greatly affects that of the future, so that the heirs of the capitalists of today will be the 
capitalists of tomorrow. According to Piketty, the most advanced market economies (i.e. the USA, Western Europe and similar 
countries) have achieved this consolidation. Their rates of economic growth are limited because they are already at the frontier 
of technological progress (thanks to improvements in the 
past) and demography is stable or even downward. Without 
making value judgements on the implications regarding the 
transmission of wealth, the author simply warns that, if there 
is no mechanism of redistribution, this dynamic will continue 
over time.

Piketty presents a relationship and condition that endorse the 
importance of capital «inheritance» in determining the rich of 
tomorrow. The former states that the capital share is equal to 
the return on capital multiplied by the ratio between capital 
and GDP. Here there can be no room for controversy as this  
is a simple definition. One extra condition, which is crucial, 
establishes that, in the present and also in the future, the 
return on capital must be higher than the economy’s growth 
rate. Consequently, if economic growth is low and capital is in 
the hands of a few individuals, even if someone works hard all 
their life it will be very difficult for them to save enough to 
compete with the wealth already possessed by the 
contemporary «rich» or capitalists. The reason is that wages can only grow at a slow pace, below the already modest growth in 
GDP, given that the return on capital is greater than the economy’s growth. The result is that the capital share tends to increase 
and the labour share to fall.

Nonetheless, the assumption that the return on capital will remain at high levels over several years sounds unnatural. In particular, 
the fact that the ratio between capital and GDP continues growing over time means that the capital factor is increasingly abundant. 
However, the payment for capital (the return) remaining high at the same time contradicts the law of diminishing returns. A 
second, notable criticism refers to the growing relevance of human capital in advanced economies. The term «human capital» 
refers to the training and knowledge acquired by workers. Use of the word «capital» to refer to a quality of workers is not unjustified 
as it connotes a certain parallelism with capital in its more classic version (namely machinery), although human capital is less 
susceptible to diminishing returns. Piketty himself mentions that the definition of capital has varied over the centuries and that, 
while it currently refers mostly to machinery, in the past it also included slaves. Hence, maybe in the not too distant future, human 
capital will be as important as a capital element as the machinery of today? If this were the case, we should only be concerned 
about equal opportunities in education and training so that those making the most effort to train themselves, notwithstanding 
their innate capacity, would be the rich of the future.

In short, both the usual suspect (technological progress) and the not so usual suspect (wealth accumulation) share more than just 
a pleasant face that hides an ulterior motive: their influence on the distribution of the «extra portion of cake» seems to revolve 
around education. A trained workforce will be capable of taking advantage of technological improvements as well as 
compensating individual effort fairly. The rich will not survive in a world where human capital is the main source of wealth.

Clàudia Canals
International Unit, Research Department, ”la Caixa”
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(4) The English version of this book will be published in 2014: Thomas Piketty, «Capital in the Twenty-First Century», Cambridge, MA: Belknap Press. Also see Branko 
Milanovic (2013, «The return of «patrimonial capitalism»: review of Thomas Piketty’s Capital in the 21st century», MPRA Paper 52384, University Library of Munich, 
Germany) for a critical analysis of Thomas Piketty’s book.
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Globalisation and the redistribution of income

The labour share of total income has fallen in most developed countries over the last few decades. In colloquial terms, given the 
size of the cake, the portion given to the workers has shrunk over time. This trend has coincided in time with an increase in 
economic globalisation. Are both trends related? Can we blame the shrinking size of the cake received by workers to the rise 
in globalisation?

Globalisation may have affected the redistribution of income through different channels. The most direct one is the fact that 
workers compete now in a global arena, not just at a national level. There are several indirect channels but one of the most 
extensively studied is the declining weight of trade unions in developed economies.

Let us start with the first channel. The main effects of globalisation 
have been the increase in trade possibilities and the capacity 
to take advantage of the relative comparative advantages  
of each country. Some economists, see for example Baldwin 
(2012) and Basco and Mestieri (2013),(1) distinguish between two 
types of globalisation: (i) the first globalisation (from the end 
of the Second World War to the late 1980s) was characterised 
by a reduction in tariffs and (ii) the second globalisation (since 
the early 1990s), which was the result of the information 
technologies revolution and has reduced communication costs. 
Both types of globalisation have made trade between countries 
easier. However, one important difference between these two 
globalisations is that the second helped to break the value supply 
chain. The typical exchange of the first globalisation, in which 
the production process started and finished within each 
country, is the sale of textiles by England to France in exchange 
for wine. A typical example of the second globalisation is the 

iPhone, which is designed in the USA and made in China using components produced in different Asian countries. Moreover, the 
internet has changed the nature of tradeable goods. One example is the fact that many companies have moved their accounting 
unit or customer service department to other countries, or that some hospitals offshore the reading of their x-rays. These are 
services which, in all cases, are tradeable thanks to the internet revolution. In summary, the second globalisation has enlarged the 
basket of goods and services that can be traded and has made it possible for different stages of the production process to be 
carried out in different countries.

After analysing the particular features of each globalisation, we now need to examine whether their effects on wages are similar. 
Note that, in both cases, firms make more profits because they sell their product to a larger market and they can also reduce their 
production costs by offshoring production. For example, England could specialise in the production of textiles and thereby 
increase its earnings, and Apple can sell its products to all markets and produce each component for the iPhone in the cheapest 
country. However, although the size of the cake is larger in both cases, we do not know a priori the trend in the labour share. To 
answer this question, we need to identify the type of worker affected by each type of globalisation. In the first, the goods sold 
required a relative low-skill workforce, so that the workers most affected by foreign competition had lower qualifications. In 
contrast, in the second globalisation the traded goods require middle-skill workers, so that those workers with intermediate 
qualifications are hardest hit, to which we should also add the drawback that any new jobs they find tend to be lower qualified 
and with lower wages. In other words, globalisation has resulted in the type of products (or part of the production) made in the 
advanced countries requiring increasingly fewer workers and more capital. Consequently, both globalisations have similar 
qualitative effects but the second globalisation affects more workers and tends to exacerbate the decline in the labour share.

To check the validity of these hypotheses, we need to look at the figures. Several empirical studies (see the references in Basco 
and Mestieri, 2013) show how the globalisation process has caused «wage polarisation» (the relative wage of middle-skill workers 

(1) See, Baldwin, R. (2012), «Global Supply Chains: Why They Emerged, Why They Matter, and Where They are Going», CTEI Papers, CTEI-2012-3. Basco, S., Mestieri, M. 
(2013). Heterogeneous Trade Costs and Wage Inequality: A Model of Two Globalizations», Journal of International Economics, Vol. 89, Issue 2, March 2013, pp. 393-406.
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has declined with respect to both high-skill and low-skill 
workers during the second globalisation). In other words, 
middle-skill workers have gone on to jobs with low 
qualification requirements and wages. This evidence in wage 
distribution suggests, but does not necessary entail, a change 
in the labour share. The best way to settle this question is by 
analysing whether those industries most exposed to foreign 
competition have suffered a larger decrease in their labour 
share. Elsby et al. (2013)(2) have carried out this exercise for the 
USA and confirm the hypothesis: the labour share has 
effectively fallen further in those industries where international 
competition has increased the most. Therefore, this confirms 
the idea that offshoring part of the production process has 
been a significant factor in the secular drop in the labour share. 
Given that globalisation is an ongoing process and competition 
at a global level will get stronger in the future, these findings 
mean that the best policy to ensure jobs remain in developed 
countries is by increasing worker productivity. As developed countries have a comparative advantage in more highly qualified 
work, investment in education would reinforce this advantage and help to relocate workers who have lost their jobs due to 
globalisation in less skilled employment. Another possible measure would be to enhance infrastructures to improve 
competitiveness, with the result that the wage gap compared with other undeveloped countries would have to be larger for 
companies to move their production there. 

As will be remembered, the second indirect channel through which globalisation is claimed to have affected the redistribution 
of income has been the gradual loss of trade unions’ influence in most developed countries. A formal analysis of the origins of this 
relative decrease in importance of trade unions is beyond the scope of this Dossier; we just assume that this is a fact and that 
globalisation, since it forces rich countries to compete with countries with less trade union protection, is one of the causes. 
However, we are interested in examining how the role played by trade unions affects how the cake is distributed. The initial 
premise is as follows: if trade unions lose presence, the relative bargaining power of firms increases and, consequently, workers 
receive a smaller share of the firm’s production. Hence we could infer that the reduction in the relative weight of trade unions is 
associated with a reduction in wages. Once again, empirical evidence (in this case, the 2012 OECD report) should be used to 
confirm whether there is a direct relationship between the change in the percentage of workers affected by collective bargaining 
agreements and the change in the labour share. In the second diagram contained in this article no correlation can be observed. 
Note, for example, that wages have fallen sharply in Italy and Sweden but the change in collective bargaining coverage has been 
small. One possible criticism of this analysis would be that such effects cannot be observed between countries but only between 
different industries in the same country. Following the logic that trade union power differs from industry to industry, Elsby et al. 
(2013) analysed whether industries in the USA where trade union influence had shrunk more had also seen a greater reduction in 
the labour share, and they did not find any differential effect. Therefore, all the evidence suggests that the trade unions’ loss of 
influence does not lie behind the reduction in the labour share.

In conclusion, to date we have benefitted from the positive effects of globalisation, such as the increase in products or being able 
to buy them at more affordable prices (i.e., a larger cake). However, this has been accompanied by a significant change in the 
distribution of income, particularly affecting the middle classes. Given this situation, education policy and competitiveness 
measures that improve the quality of production are crucial for the population as a whole to benefit from the positive effects of 
globalisation without this impairing the distribution of income.

Sergi Basco
European Unit, Research Department, ”la Caixa”

(2) See, Elsby, M., Hobijn. B., Sahin, A. (2013). «The decline of the U.S. Labor Share», Brookings Papers, September 2013.
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The decline in the labour share in Spain and the USA:  
cyclical factors

As in most developed countries, the labour share in Spain is on a downward trend and this process seems to have accelerated 
during the last few years. Both the recessionary context and other situational factors have played a decisive role.

Apart from its overall downward trend in the long term, the labour share shows a marked procyclical pattern although it does 
tend to have a delayed response to variations in GDP: when a recession starts, its share normally increases but then declines 
sharply after a few quarters. On the other hand, the contracyclical pattern of corporate profits is also well-known. Either due to 
precaution, risk aversion or to improve their financial position, companies tend to increase their operating margins during 
recessions.

The pattern in this recession is no exception. As can be observed in the graph below, the pattern of adjustment in Spain’s labour 
share has been quite similar to that of previous recessions. According to OECD figures, labour share declined by almost 3% 
between 2008 and 2012, a very similar figure to that of the last two crises. The decline in the USA’s labour share, namely 1.4%, is 
also similar to its drop in the last few recessions.

It therefore seems reasonable to believe that, as the economic recovery consolidates, part of the decline observed in the labour 
income share might also recover. However, the role played by the real estate sector in the current recession might alter this 
pattern. The real estate sector is highly labour-intensive and this means that the labour share in relation to the sector’s value 
added is larger than in other economic sectors. For example, in Spain the sector’s labour share in relation to its value added has 
remained 2.5 p.p. above the ratio for the economy as a whole.

It therefore comes as no surprise that the decline in the relative weight of the building industry has been one of the main factors 
pushing the labour share down over the last few years. In Spain, the building industry’s share of GDP fell by 5 p.p. between 2007 
and 2012, down to 8.6% of GDP, and in the USA by 1.4 p.p. As can be seen in the last two graphs, the contribution by this drop 
in construction accounts for 60% of the decline in the labour share in the USA. In Spain, this sector’s collapse would have 
reduced the labour share by 3.6 p.p. but it was partly offset by the increase in the share of trade and that of information and 
communication.

Another of the elements playing an important role in the change in the labour share is the composition of job losses. Out of the 
3.6 million jobs lost between 2007 and 2013 in Spain, 2.5 were among those aged under 30. The number of employees aged over 
55, however, has increased by 151,000 people. Wage differences by age group are not insignificant: in 2011, for example, the 
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average wage for those aged over 55 was 26,000 euros per year, more than double the average wage for those under 30 and 14% 
more than the average wage for the population as a whole. In short, the labour share has fallen because the drop in employment 
has been much larger than the drop in GDP, specifically 17.7% compared with 6.9%; or, in other words, due to the marked rise in 
productivity that has occurred.

Moreover, if this level of productivity is maintained over the coming years, the labour share might continue to decline. This would 
be due to the effect of the baby boomers reaching retirement age. Such an effect cannot be underestimated: for each percentage 
point decrease in the share of the population over 55, even if this group’s average wage remained constant, the labour income 
share would fall by approximately 0.1 p.p. if productivity remained constant.

In the USA, the baby boom took place about 20 years earlier than in Spain and this generation will start to reach retirement age 
in the next few years. Currently, most baby boomers are aged between 55 and 67, a population that has increased by about 23% 
since 2007 in detriment to the group aged between 25 and 54, which has decreased by 1%. Given that the older age segment has, 
on average, the highest wages (in 2013 these were 15% higher than the total average wage), their gradual exit from the labour 
market will lead to a drop in the labour share. The extent of this effect is similar to the one in Spain, namely 0.1 p.p. for every 
percentage point decrease in the population aged over 55, with the average wage per age group and the level of productivity 
remaining constant.

In summary, part of the decline in the labour income share is likely to reverse over the next few years as the economic recovery 
consolidates further. However, there are some factors beyond the underlying trends entailed by technological progress or 
globalisation which could also push the labour share downwards.

Oriol Aspachs and Ariadna Vidal 
European Unit, Research Department, ”la Caixa”
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