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Ben Bernanke, the Chairman of the US Federal Reserve (Fed) who has just completed his mandate, belongs to that small 
group of economists whose curriculum unites both the theory and practice of monetary policy with the utmost degree of 
excellence and accountability. His track record combines a first-rate international academic degree, specialising in monetary 
policy and the period of the Great Depression in the 20th century, and acting as the world’s foremost central banker, as 
leader of the Fed throughout what we are already calling the Great Recession of the 21st century.

It is therefore obvious that Bernanke’s opinions must be listened to with the utmost attention. At a talk given last January, 
just a few days before leaving office, he issued an immortal judgement on the two main instruments of unconventional 
monetary policy employed over the last few years: the quantitative expansion of the central bank’s balance sheet 
(quantitative easing) and guidance on future interest rates (forward guidance). Bernanke said: «[...] The problem with QE is 
that it works in practice but it doesn’t work in theory [...] and the opposite is probably true of forward guidance». Taking into 
account who was speaking, it is difficult to think of a more humbling statement for economics, as well as for those who 
must put economic theory into practice.

So what is the problem with the «unconventional» monetary policy being used by the main western economies? 
Quantitative easing involves the expansion of central bank balance sheets by buying up large amounts of public and 
private bonds, with the aim of lowering long-term interest rates, raising asset prices and improving financial conditions for 
agents. Ultimately the goal is to boost aggregate demand. The evidence indicates that this policy, although not without 
risk, has been effective to date, reducing long-term market rates by almost one percentage point, especially in the USA. In 
the presence of rational, informed economic agents without limits to arbitrage between markets, conventional theory 
argued that this action by the central bank would not be effective since the price of assets would not alter as this only 
depends on the expected return, adjusted for risk. Naturally such theories are now being revised, most particularly the 
customary assumptions regarding rationality, the availability of information and the absence of friction. But unfortunately 
we still know very little about the specific mechanisms through which quantitative easing affects financial and real 
variables. The risk of causing unwanted effects (on financial stability, for example) calls for prudence, as Bernanke himself 
has acknowledged.

Forward guidance is a policy that attempts to influence the public’s expectations concerning the central bank’s official 
interest rate when this is already very low and therefore has no room to fall any further. Through such a policy, the central 
bank attempts to commit itself to keeping the interest rate low in the future which, if it is believed by the markets, should 
help to lower longer-term interest rates and therefore help monetary policy to be even more accommodative in spite of the 
interest rate already being zero. In practice, this policy’s effectiveness is far from proven; it is very recent and still under trial. 
However, Bernanke’s statement should not come as any surprise. It is a policy that works in theory, since a credible 
commitment by the central bank can be designed in the models. But in practice this is not so clear. It’s much more difficult 
for a central bank to avoid inconsistencies over time in reality than on paper. In other words, committing itself today to a 
future policy which might not be the one that interests it the most once the time comes to implement this policy. And the 
financial markets probably perceive this.

Whatever the case, Bernanke’s words reflect a constructive attitude. In practice, monetary policy is supported by the 
fundamental analytical framework provided by economic theory but always based on the real facts and with a healthy dose 
of common sense. There is too much at stake to take decisions based solely on theoretical arguments that, by definition, 
are imperfect approximations of an extremely complex economic world.

Jordi Gual
Chief Economist
28 February 2014

Theory and practice
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CHRONOLOGY 

March 2014 april 2014

 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).
21 European Council.
28  Index of economic sentiment euro area (March). 

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

Balance of payments (January).

 2  Registration with Social Security and registered 
unemployment (March). 
Household savings rate (fourth quarter).

 3 Governing Council of the European Central Bank.
 7 Industrial production index (February).
16  International trade (March).
21  Loans, deposits and NPL ratio (February). 

Financial accounts (fourth quarter).
29  Index of economic sentiment euro area (April). 

Labour force survey (first quarter).
30  GDP flash estimate quarter-on-quarter (first quarter). 

Balance of payments (February). 
CPI flash estimate (April). 
Fed Open Market Committee.

AGENDA

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.

FebrUarY 2014

 3  Janet Yellen is sworn in as chairwoman of the Federal Open Market Committee of the United States’ Federal reserve.
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upward tone presented by the periphery economies  
and the good figures provided by economic indicators  
for 2014 Q1 allow for optimism. The European 
Commission has therefore slightly raised its growth 
forecasts for 2014 and 2015 to 1.2% and the 1.8%, 
respectively. Of note is the vital role domestic demand  
is likely to play. However, to guarantee a good rate  
of growth, it is still essential to continue implementing 
reforms, particularly in the periphery countries, and  
to ensure the correct implementation of the banking 
union.

the rate of inflation in the euro area remains low  
(0.8% in February), putting pressure on the ecb.  
The downward slide of the last few months is largely  
due to pressure from energy prices and from industrial 
goods and services. Prolonged low inflation hinders  
both the deleveraging being carried out by the periphery 
countries as well as their capacity to continue improving 
their competitiveness. As domestic demand picks up,  
the downward slide in the rate of inflation should come  
to an end. However, it is likely to remain at a low level  
for a relatively long period of time, which should make  
the ECB react.

consumption and investment bolster spain’s  
economic recovery. In 2013 Q4, GDP grew by 0.2% 
quarter-on-quarter, 0.1 percentage points less than the 
figure initially announced. In spite of this revision, the 
trend in the different GDP components is encouraging. 
Household consumption and investment in capital goods 
saw notable growth and the improvement in the labour 
market and the granting of new credit should help this 
dynamism not to diminish throughout the year. Exports 
once again contributed positively to growth in Q4 and 
thereby ended a historical year: in 2013 the current 
account balance returned to positive terrain, something 
not seen since 1997. All this is helping the risk premium  
to remain comfortably below 200 b.p., also boosted  
by the improved rating given to Spain by Moody’s and  
by continuing to implement reforms. Consequently, 
during the central government’s debate of the nation,  
the President of the government announced further 
measures to encourage job creation and new fiscal 
reforms, such as those earning less than 12,000 euros 
being exempt from paying Income Tax.

consolidating the global economic recovery is a 
priority. In the last few quarters, the global economy  
has shown signs of reviving, particularly thanks to the 
improvement observed in the advanced countries. 
However, this recovery is not without risk. Firstly, the Fed 
must take great care in calculating and communicating 
the speed at which it withdraws the accommodative 
policies implemented over the last few years. Secondly, 
there is still the risk of financial tension in the emerging 
countries. And lastly, in the euro area, expectations  
of low inflation have once again highlighted the lack  
of consensus regarding the economic policy that should 
be followed by European institutions.

the underlying trend of recovery in the United states 
continues. In spite of the downward revision for growth  
in 2013 Q4 (from 2.7% to 2.5% year-on-year) and the 
effect of adverse weather conditions on the latest 
indicators, we believe the US economy will keep up a 
good rate of growth in 2014. However, the speed this 
growth might reach depends on two key variables:  
job creation and company investment. The political 
agreement to suspend the debt ceiling until March 2015 
will also allow more moderate fiscal adjustment in 2014. 
But the month of February has undoubtedly been 
affected by the Federal Reserve’s change in Chair.  
The incoming Fed Chairwoman, Janet Yellen, has 
suggested she will continue the previous mandate, a 
message that has been welcomed by investors. However, 
in order to avoid another upswing in volatility in the 
markets, it is very important for the Fed’s communication 
policies to be clear and credible.

international markets are going through a moderately 
turbulent period, originating in the emerging countries. 
The good news is that there has been no widespread 
contagion or escalation in volatility. The hardest hit 
economies have been those with the biggest external 
imbalances and considerable dependence on foreign 
capital. Greater discrimination by investors has penalised 
to a lesser extent those countries more committed to 
implementing reforms. This would be the case of India, 
where the Central Bank’s decisive action has managed  
to stabilise inflationary pressures and the current account 
deficit. The bad news is that the environment is still fragile 
and there is a notable risk of increased instability.

the euro area’s economic recovery has been confirmed. 
As expected, growth picked up in 2013 Q4 (0.3% quarter-
on-quarter compared with 0.1% in Q3). Moreover, the 

Recovery, albeit with some reservations



4  

www.lacaixaresearch.comMARch 2014

03

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

International economy

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

GDP GROWTH

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

Developed countries

United States 2.8 1.9 3.0 3.0 2.0 2.5 2.9 3.1 2.8 3.0

Euro area –0.6 –0.4 1.0 1.5 –0.3 0.5 0.9 0.9 1.1 1.1

Germany 0.9 0.5 1.5 1.7 0.6 1.4 1.7 1.3 1.4 1.5

France 0.0 0.3 0.9 1.1 0.3 0.8 1.0 0.7 1.0 1.0

Italy –2.6 –1.9 0.5 1.0 –1.9 –0.8 –0.1 0.4 0.7 0.8

Spain –1.6 –1.2 1.0 1.5 –1.1 –0.2 0.5 0.9 1.2 1.3

Japan 1.4 1.6 1.4 1.4 2.4 2.7 2.7 1.0 0.8 0.9

United Kingdom 0.3 1.9 2.2 2.0 1.9 2.8 2.7 2.3 2.0 1.8

Emerging countries

Russia 3.4 1.3 1.9 2.5 1.2 1.4 1.7 2.0 2.1 2.0

China 7.7 7.7 7.7 7.5 7.8 7.7 7.8 7.9 7.5 7.6

India(2) 5.0 4.7 4.8 4.9 4.8 4.7 4.6 4.4 4.4 5.1

Brazil 1.0 2.3 2.0 2.5 2.2 1.9 1.1 2.1 2.4 2.2

Mexico 3.9 1.1 3.4 3.6 1.4 0.7 2.9 3.1 4.0 3.7

Poland 2.0 1.5 2.5 2.7 1.8 2.2 2.4 2.5 2.6 2.6

Turkey 2.2 3.9 2.0 3.7 4.4 3.6 1.1 1.2 2.5 3.0

INFLATION

Global (1) 4.0 3.3 3.4 3.4 3.4 3.3 3.3 3.5 3.5 3.5

Developed countries

United States 2.1 1.5 1.8 1.8 1.5 1.2 1.5 2.0 1.8 1.9

Euro area 2.5 1.4 1.1 1.5 1.3 0.8 0.8 1.0 1.1 1.4

Germany 2.1 1.6 1.4 1.8 1.7 1.3 1.2 1.5 1.5 1.6

France 2.2 1.0 1.3 1.7 1.1 0.8 0.9 1.2 1.4 1.5

Italy 3.3 1.3 1.0 1.5 1.1 0.7 0.7 0.9 1.1 1.3

Spain 2.4 1.4 0.6 1.3 1.2 0.1 0.2 0.4 0.6 1.1

Japan(3) 0.0 0.4 2.8 1.7 0.9 1.4 1.5 3.2 2.9 2.6

United Kingdom 2.8 2.6 2.3 2.4 2.7 2.1 2.0 2.3 2.5 2.5

Emerging countries

Russia 5.0 6.8 5.6 4.9 6.4 6.4 6.0 5.8 5.3 5.1

China 2.7 2.6 2.4 3.1 2.8 2.9 2.0 2.2 2.8 2.6

India(4) 7.6 6.3 5.0 5.4 6.6 7.0 6.0 6.4 3.8 3.9

Brazil 5.4 6.2 6.0 5.7 6.1 5.8 5.9 5.9 6.4 5.9

Mexico 4.1 3.8 3.9 3.3 3.4 3.7 4.2 3.6 4.0 3.9

Poland 3.7 1.2 1.4 2.2 1.4 0.9 1.0 1.5 1.4 1.8

Turkey 8.9 7.5 7.4 6.5 8.3 7.5 7.6 7.8 7.2 7.0

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 Q3 2013 Q4 2014 Q1 2014 Q2 2014 Q3 2014 Q4

Macroeconomic aggregates

Household consumption –2.8 –2.1 1.1 0.8 –1.8 0.7 1.4 1.4 1.1 0.7

General government consumption –4.8 –2.3 –3.6 –0.5 0.2 –3.5 –4.8 –4.0 –4.7 –1.1

Gross fixed capital formation –7.0 –5.0 1.0 1.4 –5.3 –1.7 –0.4 1.7 1.5 1.2

Capital goods –3.9 2.3 6.6 3.6 2.2 9.6 9.6 6.3 5.7 4.7

Construction –9.7 –9.6 –2.4 0.0 –9.8 –8.6 –5.9 –1.7 –1.0 –1.0

Domestic demand (contr. Δ GDP) –4.1 –2.6 0.1 0.6 –2.1 –0.5 –0.2 0.4 0.0 0.4

Exports of goods and services 2.1 4.9 5.4 4.9 3.5 3.7 9.6 3.5 4.1 4.5

Imports of goods and services –5.7 0.4 3.2 2.6 0.6 2.7 7.9 2.1 0.7 2.0

Gross domestic product –1.6 –1.2 1.0 1.5 –1.1 –0.2 0.5 0.9 1.2 1.3

Other variables

Employment –4.8 –3.4 0.6 1.2 –3.3 –1.6 0.1 0.5 1.0 1.0

Unemployment rate (% labour force) 25.0 26.4 25.2 24.1 26.0 26.0 26.4 25.2 24.6 24.7

Consumer price index 2.4 1.4 0.6 1.3 1.2 0.1 0.2 0.4 0.6 1.1

Unit labour costs –3.0 –1.5 0.5 1.3 –1.6 1.3 0.6 0.5 0.6 0.2

Current account balance (cum., % GDP) –1.2 0.8 1.4 1.7 0.7 0.8 1.1 1.2 1.3 1.4

Net lending or borrowing rest of the world  
 (cum., % GDP) –0.6 1.5 2.0 2.3 1.4 1.5 1.7 1.8 1.9 2.0

Fiscal balance (cum., % GDP) –10.6 –7.2 –5.8 –4.2 –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 0.26 0.24 0.24 0.26 0.29 0.31

12-month Libor 1.01 0.68 0.65 1.15 0.67 0.59 0.58 0.61 0.68 0.71

2-year government bonds 0.27 0.30 0.61 1.46 0.36 0.32 0.38 0.53 0.69 0.83

10-year government bonds 1.78 2.33 3.06 3.64 2.70 2.74 2.86 3.04 3.14 3.22

Euro

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

3-month Euribor 0.57 0.22 0.25 0.53 0.22 0.24 0.26 0.25 0.25 0.25

12-month Euribor  1.11 0.54 0.56 0.92 0.54 0.53 0.55 0.55 0.56 0.58

2-year government bonds (Germany) 0.08 0.13 0.36 0.97 0.17 0.16 0.19 0.29 0.42 0.56

10-year government bonds (Germany) 1.55 1.62 1.93 2.21 1.78 1.79 1.76 1.90 2.00 2.07

EXCHANGE RATES

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

¥/euro 102.71 129.65 140.96 147.69 131.09 136.78 139.59 139.68 141.11 143.46

£/euro 0.81 0.85 0.83 0.85 0.86 0.84 0.83 0.83 0.86 0.82

OIL

Brent ($/barrel) 111.38 108.47 107.94 109.25 109.24 109.23 107.78 107.85 108.01 108.14

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

  Forecasts
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CURRENT SITUATION • Doubtful 
tone after an upswing in risk 
aversion

the international markets are going through a period of 
moderate turbulence originating in the emerging regions. 
After the outbreak of the Argentine peso crisis, financial 
tension moved on to other emerging regions such as Brazil 
and Turkey. Although the environment is still fragile, the 
action taken by central banks has helped to contain the 
impact on the emerging region’s risk assets, this being less 
virulent than the effect observed during the summer sell-off. 
Given this situation, developed financial markets have not 
been seriously affected although the convergence of various 
risk factors could result in moderate corrections in the short 
term, particularly in stock markets. Nonetheless, we believe 
that any setbacks arising related to the emerging countries 
will tend to diminish in intensity and frequency, helping to 
reinforce the constructive situation in markets at a global level.

the episode of tension in the emerging countries is 
becoming markedly selective in scope. Currencies have once 
again been hardest hit, especially the Russian rouble, Turkish 
lira and South African rand, although all of them have reversed 
their losses against the dollar except for Russia’s currency. 
However, and unlike what happened last summer, there are 
two important distinctions to be made. Firstly, investors are 
increasingly discriminating between those countries 
committed to implementing reforms in order to correct their 
macro imbalances and those showing less willingness to do 
so. In this respect, India and Brazil represent a clear example  
of these two types: the Indian authorities have managed to 
stabilise inflationary pressures and the current account deficit 
while the opposite is true in the Latin American country. 
Secondly, the resurgence of tension regarding the emerging 
financial situation is more the result of local factors, reinforced 
by socio-political events in the Ukraine and Turkey, rather than 
external factors (such as tapering).

Unfortunately, this instability in the weakest links cannot 
be deemed to be over. Although investor sentiment has 
improved recently, aversion is still high. Three sources of  
risk stand out in particular and should not be ignored: (i)  
all the «BIITS» countries are facing elections this year, which 
could delay the implementation of necessary reforms; (ii) 
sudden upswings in US yields, resulting from a hypothetical 
readjustment in expectations regarding monetary 
normalisation; and (iii) a possible worsening in activity  
figures for the Chinese economy, which would have powerful 
implications for the emerging economies as a whole. In spite 
of all this, we still rule out any episode of systemic scope such 
as the one occurring in the 1990s as the current underlying 
fundamentals in macroeconomic and corporate terms are 
much more solid than before.



7  FINANcIAL MARKETS

www.lacaixaresearch.comMARch 2014

03

Meanwhile, the Fed will keep to its policy of gradually 
reducing stimuli. We expect tapering to occur at a rate of  
10 billion dollars less every meeting, with this rate tending to 
speed up. At the same time, the minutes from the institution’s 
last meeting revealed diverging opinions among Committee 
members regarding forward guidance on interest rates. The 
fall in January’s unemployment rate to 6.6% has led to talk  
of new qualitative variables being introduced, or existing 
variables being modified, as Yellen herself pointed out that  
the improvement in the labour market was far from complete. 
However, this represents a considerable challenge as well  
as a probable source of instability (see the Focus «Janet Yellen: 
expected continuity at the Fed?»). It is therefore extremely 
important for the Fed’s communication policy to be clear  
and credible.

calm in the Us government bond market. The progressive 
fall in monthly debt purchases has been accompanied by  
low levels of implied volatility. The agreement reached on  
the fiscal front to postpone the debt ceiling to March 2015 
undoubtedly lies behind the calm tone of the sovereign debt 
market. The yield on 10-year bonds is around 2.75% after  
the episode of emerging tension and the bad news provided 
by cyclical indicators. The upward trend observed in treasury 
yields will become even greater once the weak activity  
figures fade, affected by temporary factors (particularly 
adverse weather conditions) and as tapering progresses. 
Paradoxically, stronger signs of growth or inflation could  
give rise to sudden upswings in yields due to the readjustment 
of agent expectations if there are doubts regarding the Fed’s 
intentions.

the episode of tougher interbank rates in the euro area is 
subsiding without any explicit intervention being required  
by the European Central Bank (ECB). The institution’s repeated 
willingness to intervene in markets should it observe further 
upswings in tension is helping to contain expectations of rises 
in monetary rates.

however, fears are growing of a possible period of deflation. 
The markets have tended to focus on the deflationary risks 
facing the euro area in the current context of incipient 
recovery (see the Focus «The ECB’s arsenal: slingshots  
and bazookas»). The fifth consecutive posting of inflation 
below 1% year-on-year, as well as depressed long-term 
inflation expectations, reflect the weak dynamic of prices. 
Consequently, a considerable portion of the market is ruling 
out the adoption of unconventional expansionary measures, 
already for the next ECB meeting. Mario Draghi himself stated 
that, in spite of the solid anchoring of inflation expectations  
in the medium term at around 2% and the absence of any  
firm signs of deflation, «persistently low inflation poses  
a threat to the recovery». However, inflation is more likely  
to pick up thanks to the slow but steady improvement in 
domestic demand. The ECB will therefore only decide to act  
if its inflation forecasts, which will be published in March, 
reflect significant deterioration.
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New impetus for periphery public debt, showing 
commendable resilience. Moody’s announcement that it was 
raising Spain’s debt rating to Baa3 and giving it a «positive» 
outlook occurred after improving the outlook for Italian debt. 
This decision, which is helping to boost optimism regarding 
periphery sovereign risk, is due to many different factors, 
particularly the correction of imbalances, the improvement  
in external competitiveness and the sanitisation of Spain’s 
banking sector. The favourable situation in periphery  
bond markets, reflected in sustained falls in debt yields, is 
endorsed by two elements. Firstly, the positive tone shown  
by cyclical indicators as a whole. Secondly, the very solidity  
of the progress being made by periphery debt, which has 
successfully handled two events: (i) the resignation of the 
Italian Prime Minister, Enrico Letta, and the formation of  
a new government and (ii) the objections by Germany’s 
Constitutional Court to the ECB’s OMT programme. However, 
there are still considerable risks associated with excessive 
complacency on the part of governments and the efforts being 
made regarding reforms and consolidation must continue.

Mixed news in the stock markets with high levels of over-
buying. European and US stock markets have regained the 
ground lost after last month’s correction. US stock market 
indices remain at an all-time high, supported by corporate 
earnings within the high range of forecasts: 69% of the 
earnings reported were above forecast. Although the earnings 
campaign in Europe is not as clear-cut as the one on the 
American continent (with 52% of the earnings reported above 
forecast), Eurostoxx has also joined this favourable trend.  
The opposite to this situation can be found in the Ibex, which 
has not managed to overcome the losses accumulated during 
the emerging episode. Although we still believe that stock 
markets in the developed block are likely to see gains, the 
impetus has weakened and recent fluctuations in these 
markets form part of a moderately intense correction that  
has yet to come to an end.

the euro-dollar exchange rate has been affected by the 
disparity of cyclical indicators on both sides of the atlantic, 
reaching 1.37 dollars. Fluctuations within the range of  
1.30-1.35, as in the last few quarters, will be the dominant 
tone, with a slight tendency for the dollar to appreciate. The 
yuan has lost value against the dollar after the Chinese central 
bank intervened in the foreign exchange market. Brent oil  
has shown notable stability during the stressful episode for 
the emerging region, remaining below 110 dollars/barrel. 
Those commodities with a larger cyclical component were 
livelier, particularly food, influenced by cyclical factors 
restricting their supply.
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term loans (LTRO), it would also be possible to keep 
monetary market interest rates close to zero in the case 
of more intense pressure.

However, there is a less encouraging view: these 
weapons seem too modest to avoid a possible increase  
in the risk of deflation once the so-called «zero lower 
bound» has been reached. At least compared with the 
arsenal we have seen deployed by the Fed and the Bank 
of Japan in the areas of quantitative easing and forward 
guidance. However, prior to any conceptual or practical 
considerations concerning their effectiveness, the big 
problem is that the ECB would encounter serious legal 
and political obstacles if it attempted to replicate the 
actions of these two central banks. This is indicated by 
the precedents. On the one hand, a situation of extreme 
urgency was required for the OMT programme to be 
approved, and not without objections from the 
Bundesbank and with an amber light given grudgingly 
by the German Constitutional Court. On the other, the 
proposal for the ECB to become involved, together with 
the EIB, in financing SMEs has been sidelined. Ultimately, 
and if the risk of deflation became more evident, the  
most likely outcome would be for the European 
authorities to take another step forward, supporting  
a sphere of action that would allow the ECB to implement 
decisive measures. At present, this does not seem likely 
given that the risk of deflation is not yet strong enough  
to get the political gears in motion. However, and partly 
precisely because of this, we cannot completely rule  
out the ECB resorting, in the near future, to some of  
the aforementioned light weaponry as a preventative 
measure that would signal to agents its intention  
to combat excessively low inflation.

FOCUS • The ECB’s arsenal: slingshots and bazookas

On 6 February, the European Central Bank (ECB)  
decided to keep the parameters of its monetary policy 
unchanged. Although this came as no surprise, the 
possibility that it will adopt additional expansionary 
measures sooner rather than later has been dominating 
the attention of the markets for some weeks now. In  
fact, expectations are high for its meeting in March.  
The reasons that might push the ECB in such a direction 
are related to two issues of unequal substance. First  
and foremost is the risk of deflation still hovering over  
the euro area in a situation of incipient but vulnerable 
recovery. More limited and technical in scope are the 
tensions recently observed in interbank interest rates.

In the middle of last November, the very short-term 
interbank interest rates embarked on a volatile upward 
path, jeopardising the goal stated by the ECB to keep 
these stable, as close to zero as possible. The cause  
lies in the combination of two factors. First of all, the 
reduction in banks’ excess liquidity at the ECB after 
paying back early the long-term loans they had received 
at the end of 2011. Ultimately, this development reflects 
the gradual resolution of the euro area’s sovereign and 
bank debt crisis and is therefore reasonable. But it was 
intensified by the «year-end effect»: the desire by banks 
not to seem dependent on ECB funding, especially 
considering that their 2013 year-end balances will be  
the starting point for the bank solvency tests carried out 
by European authorities over the coming months.

Tensions failing to ease in January lead to more calls for 
the ECB to act. There is a long list of available measures to 
put a stop to this problem: lowering the interest rate for 
loans (now at 0.25%), relaxing the guarantees required 
for these, pushing the deposit facility rate into negative 
terrain (currently at 0%), reducing the amount of 
mandatory reserves, stopping the sterilisation of SMP 
bonds, etc. All these are technically, legally and politically 
feasible. And they would be highly effective, even more so 
when used in combination. It is likely that the ECB decided 
not to use them in February as it believed the tensions 
would tend to abate. Indeed, a notable improvement has 
been observed in the second half of the month. Such a 
delay could be helping to wear out the year-end effect 
and allow time for learning: interbank market agents, 
being used to an excessive amount of liquidity for several 
months now, may have been surprised by the sudden 
reduction in this liquidity and have taken time to adapt 
to a more normalised (but still relaxed) environment.

Whatever the case, the optimistic view is that the 
measures announced could relatively easily resolve 
episodes such as the one experienced. Using another 
instrument already employed in the past, such as long-
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FOCUS • Janet Yellen: expected continuity at the Fed?

A few days ago we witnessed the first statement given  
by Janet Yellen, the new Chairman of the Federal Reserve 
(Fed), before the US Congress. The message inferred  
from her words that Ben Bernanke’s legacy would be 
continued, especially in terms of interest rates, was 
warmly welcomed by investors and reflected in stock 
market gains. However, and although both dignitaries 
have unconditionally supported the largest monetary 
expansion in the Fed’s history, the changeover is taking 
place in an economic context that had not occurred 
during Bernanke’s mandate.

The US economy is now at a turning point (from crisis  
to recovery) whose solidity could generate a range of 
opinions within the Fed. During the exceptional times  
of the past crisis, most central bank officials opted for a 
dovish approach (more inclined to relax or less inclined to 
restrict given the same scenario) instead of hawkish (the 
opposite of the former). But with the economy’s gradual 
improvement, the different Fed officials will return to 
their more genuine profiles (dovish or hawkish, depending 
on each one’s preference) and this is when we will see 
Yellen’s stance and ability. Bringing together the different 
opinions within the Fed and convincing the markets of 
the logic of the «exit strategy» that will be followed by 
the institution in the near future will be the key challenges 
facing the first woman to head this century-old institution.

This will certainly be no easy task. In June 2013, the mere 
announcement of a possible start to tapering (reduction 
in the pace of its asset purchases) caused much 
commotion in the markets, especially in the emerging 
economies whose currencies underwent sharp 
depreciations. And although the real start to tapering in 
December 2013, still under Bernanke’s chairmanship, did 
not result in the same agitation, most of the exit strategy 
actions will fall under Yellen’s mandate and no-one is 
sure of their impact on the markets.

The key to avoiding too much volatility in the markets lies 
in forward policy guidance. This must form the cornerstone 
to the withdrawal of the ultra-easy monetary policy of 
the last few years. In this respect, the appointment of 
Janet Yellen has been positive as she is a firm defender of 
the need to improve and innovate the Fed’s communication 
policy. In 2010 she was appointed Chairman of the recently 
created subcommittee on communications of the Federal 
Open Market Committee (FOMC) and in January 2012 the 
very first Statement of Longer-Run Goals and Policy Strategy 
was presented, representing a huge step forward in the 
transparency of its goals and strategies. In Yellen’s own 
words, «[...] clear communication is itself a vital tool for 
increasing the efficacy and reliability of monetary policy».

However, the clarity endorsed by the new Chairman  
was somewhat sullied by her own appearance before 
Congress (as also happened to Mark Carney, governor  
of the Bank of England). Although linking the end  
of accommodative policy to developments in a few 
variables in the real economy (the unemployment rate 
and medium-term inflation) has been effective while  
the economy failed to pick up, progressive improvement 
in economic activity has highlighted the fact that the 
recovery is not always reflected evenly across all variables. 
While the unemployment rate has been steadily improving 
and is now very close to the target set by the Fed (6.5%), 
according to Yellen the recovery in the labour market is 
still «incomplete».

In a complex reality, forward guidance must improve in 
order to remain effective. The markets must be able to 
understand it perfectly and believe in it. In particular, it is 
vital to avoid any impression of the Fed adjusting, to suit 
its own ends, the determining factors established for its 
monetary policy decisions.
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Interest rates (%)

28-Feb 31-Jan 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 0.29 0.30 –1 0.0 8.7

1-year Euribor 0.55 0.56 –1 –0.5 1.1

1-year government bonds (Germany) 0.12 0.07 5 –4.0 12.3

2-year government bonds (Germany) 0.13 0.07 6 –4.8 12.7

10-year government bonds (Germany) 1.62 1.66 –4 –27.9 19.3

10-year government bonds (Spain) 3.51 3.66 –15 –73.8 –159.2

10-year spread (b.p.) 188 200 –12 –45.9 –178.4

Dollar

Fed funds 0.25 0.25 0 0.0 0.0

3-month Libor 0.24 0.24 0 –1.1 –4.5

12-month Libor 0.55 0.57 –2 –3.1 –18.7

1-year government bonds 0.10 0.08 2 1.0 –3.1

2-year government bonds 0.32 0.33 –1 –3.5 9.9

10-year government bonds 2.65 2.64 1 –29.1 80.0

Spreads corporate bonds (p.b.)

28-Feb 31-Jan Monthly 
change (b.p.)

Year-to-date 
(b.p.)

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

Itraxx Corporate 70 82 –11 1.7 –39.4

Itraxx Financials Senior 87 102 –15 –1.4 –63.1

Itraxx Subordinated Financials 129 148 –18 –1.1 –121.8

Exchange rates

28-Feb 31-Jan Monthly 
change (%)

Year-to-date 
(%)

Year-on-year change 
(%)

$/euro 1.380 1.349 2.3 0.8 6.8

¥/euro 140.490 137.630 2.1 1.4 –14.5

£/euro 0.824 0.820 0.5 0.3 4.3

¥/$ 101.800 102.040 –0.2 2.2 –8.7

Commodities

28-Feb 31-Jan Monthly 
change (%)

Year-to-date 
(%)

Year-on-year change 
(%)

CRB Index 478.5 458.0 4.5 5.9 1.1

Brent ($/barrel) 109.3 107.2 2.0 –3.1 –2.9

Gold ($/ounce) 1,326.4 1,244.6 6.6 11.7 –15.0

Equity

28-Feb 31-Jan Monthly 
change (%)

Year-to-date 
(%)

Year-on-year change 
(%)

S&P 500 1,859.5 1,782.6 4.3 1.8 22.0

Eurostoxx 50 3,149.2 3,014.0 4.5 1.1 17.3

Ibex 35 10,114.2 9,920.2 2.0 3.9 23.3

Nikkei 225 14,841.1 14,914.5 –0.5 –7.1 26.8

MSCI Emerging 966.4 936.5 3.2 –4.3 –9.5

Nasdaq 4,308.1 4,103.9 5.0 4.5 35.5

KEY INDICATORS



12  

www.lacaixaresearch.comMARch 2014

INTERNATIONAL ECONOMY 03

CURRENT SITUATION • Continuity  
in the advanced and ups and 
downs in the emerging

On the international scene, attention has returned to the 
emerging countries, some of which have once again come 
under considerable financial pressure. The prospect of US 
monetary policy normalisation and the consequent reduction 
in liquidity lies behind such fluctuations in the emerging 
economies. At the other end of the spectrum, the USA and 
Japan pushed forward without any significant news that 
would imply a change in our central scenario of gradual 
recovery and (moderate) soundness, respectively.

UNITED STATES

the slight downward revision in the GDp flash estimate  
for 2013 Q4 is not worrying and the underlying trend is still 
one of recovery. In year-on-year terms, growth has gone from 
2.7% to 2.5% (from 3.2% annualised quarter-on-quarter to 
2.4%). This has not affected the overall calculation for the  
year which remains at 1.9%, nor does it affect our forecast  
for 2014 of 3.0%. By demand component, of note is the 
downward revision in the growth of private consumption, 
exports and stocks.

the approval of a further suspension of the debt ceiling  
has eliminated one of the biggest risks for the Us economy. 
The rapid negotiation and approval, by the two legislative 
chambers, to suspend the debt ceiling until March 2015 has 
provided the country with stability and allows for a gentler 
fiscal adjustment. In fact, more moderate fiscal consolidation 
has emerged as one of the points supporting the 
improvement forecast for 2014. Doubts remain, however, 
regarding the future path of investment (another element  
that should underpin this progress, which has yet to show  
its expected dynamism), and the problems resulting from  
the tentative recovery of the labour market announced by 
Janet Yellen.

in the words of the Fed’s new chairman, the labour market 
is continuing its recovery although this process is far from 
«complete». In her first statement given before Congress, 
Janet Yellen confirmed her intention to continue Ben 
Bernanke’s mandate, especially in terms of interest rates,  
and stressed the incomplete recovery of the labour market 
(see the Focus: «Janet Yellen: expected continuity at the Fed?»). 
The fact is, while the unemployment rate has gone from 7.9% 
in January 2013 to 6.6%, the participation rate has hardly 
improved (58.6% in January 2013 compared with 58.8% 
currently), indicating that a significant proportion of the fall  
in the unemployment rate has been due to an increase in  
the number of discouraged workers. Moderate US inflation 
(1.6% year-on-year in January) continues to support the Fed’s 
recipe of low interest rates.
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the latest business indicators are still distorted by the 
region’s adverse weather. Repeated cold fronts and snow 
storms this winter have made it difficult to interpret the 
economic indicators for the months of December and January. 
Particularly of note are the fall in the business sentiment  
index for manufacturing (ISM), which went from 56.5 points  
in December to 51.3 in January; and the month-on-month  
fall of 0.4% in retail and consumer goods and 0.3% in the 
industrial production index (for the latter, this is the largest 
drop since 2009). The bad weather undoubtedly has played  
a part in this poor performance but it is difficult to quantify  
its extent. Surprisingly, the bad weather did not affect the ISM 
service index, which rose by one point in January to 54.0. The 
last figure posted for the year by the Case-Shiller house price 
index confirmed the good pulse of the real estate market 
(+13.4% year-on-year in December for the index covering  
20 metropolitan areas).

JAPAN

Japan’s GDp came as a disappointment in 2013 Q4 due  
to exports, although we believe this is only a temporary 
slump. Japan’s GDP grew by a modest 0.3% quarter-on-
quarter (2.7% year-on-year), below our forecasts and those  
of the consensus of economists. This places the total for 2013 
at 1.6% and forces us to slightly lower our forecast for 2014  
(to 1.4%). A minimal revision (of 0.1 percentage points) as  
we believe the country’s consumption and investment to be 
solid. By demand component, the foreign sector (with exports 
slowing down and imports inflated by the energy bill) was the 
main culprit for the weak figures. On the other hand domestic 
demand (private consumption and investment) looked 
vigorous, although a large part of its improvement could  
be attributed to consumption being brought forward before 
the VAT hike in April.

in the area of prices, deflation completely left the Japanese 
panorama but some qualifications must be made. The CPI 
rose by 1.4% year-on-year in January, far above 2013’s figure 
of 0.4%. Core inflation (without energy or foods, the most 
volatile elements) grew by 0.6% year-on-year. Given this 
situation, it is essential to promote wage rises to achieve the 
Central Bank’s inflation target of 2% , particularly in the basic 
wage, as this accounts for 80% of the total wages of all 
employees. To date, the upswing in November and December 
has been based on increases in overtime. The qualification 
with regards to prices lies in the GDP deflator, which measures 
the price level of all goods and services produced by the 
economy and is still in negative terrain in year-on-year terms 
(–0.5% in 2013 Q4).

EMERGING COUNTRIES

china has started the year with some signs of weakness but 
there is no cause for concern given the context of deliberate 
rebalancing, shifting from industry and investment to 
services and consumption. In China, few indicators have been 
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published due to the celebrations of the Chinese New Year. The 
distortion in the figures caused every year by these festivities 
(which this year have fallen at the end of January and whose 
celebrations have lasted up to the second week of February)  
is the reason why many indicators of a monthly nature are 
published in bi-monthly form for the whole of January and 
February. Nevertheless, the published indicators have shown a 
mixed panorama. Of note is the second consecutive drop in the 
PMI for manufacturing, both in its official and private versions 
(produced by Markit/HSBC). On the other hand, the foreign 
sector continued to perform well. In January exports grew by 
10.6% year-on-year despite all forecasts and compared with 
7.9% for 2013 as a whole. Imports also rose, up by 10.0%, 
higher than the 7.2% achieved in 2013.

in other emerging countries the episode of financial tension 
that started mid-January has gradually retreated but the 
risk is still high. One notable aspect is that there has been no 
generalised contagion or any escalation in the crisis. Investors 
are discriminating between countries and the most severely 
punished coincide with those suffering the greatest stress in 
May-June 2013 (the «BIITS» or Brazil, India, Indonesia, Turkey 
and South Africa). These are countries that need to correct 
considerable macroeconomic imbalances (both internal and 
external). Also of note is the decisive and resounding action 
taken by the central banks of the respective countries, helping 
to ease the pressure.

Given this situation, some of the data being published for 
the emerging economies are providing more clues as to 
their performance. A positive note has been struck by India’s 
drop in inflation and improved current account deficit. The 
wholesale price index, the one followed by this country’s 
Central Bank until last January, went from 7.5% year-on-year 
in November 2013 to 5.0% in January. Although this decrease 
is largely due to a momentary reduction in the food 
component, improvements in the monetary area should help 
anchor inflation. The country’s Monetary Policy Committee has 
therefore recommended setting a single and explicit inflation 
target. On the last day of the month we also found out that 
this Asian country had grown by 4.7% year-on-year  
in 2013 Q4, slightly below the 4.8% of the previous quarter. 
Although this is significant growth, it is still below its potential 
which we estimate to be in the area of 6%-6.5%. Meanwhile, 
Indonesia also improved its advance and, with 5.7% year-on-
year growth in 2013 Q4, brought its total growth for the whole 
of the year at 5.8%, higher than our forecasts and those of the 
consensus of economists. In Latin America, Brazil grew by 
1.9% year-on-year in 2013 Q4 (2.2% in Q3), in line with 
expectations. Overall, the trend in the latest indicators, the 
interest rate hike (up to 10.75% on 26 February) and the 
announcement of public spending cuts mean that we only 
expect growth of 2.0% for 2014 (2.3% in 2013). Mexico grew 
by 0.7% year-on-year in 2013 Q4, below the forecasts, with an 
annual rate of 1.1%. However the latest indicators published 
and the favourable outlook for the USA justify us keeping our 
2014 forecast at 3.5%.
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FOCUS • Capital flows towards emerging economies  
ride out the storm

The emerging countries’ financial markets are going 
through a period of instability that started in spring  
2013 when the Fed announced its intention to start 
normalising its monetary policy. The initial shock was 
big, resulting in the sudden, speculative exit of capital 
flows and the consequent depreciation in currencies.  
A second episode took place between January and 
February this year, sparked by the devaluation of  
the Argentine peso. This time the damage has  
been considerably less, both in terms of the size of 
depreciations and also in their geographical scope. In 
our opinion, this pattern of behaviour (which distances 
us from a spiralling crisis such as the one in the 1990s)  
is reasonable, given our forecasts for the main factors 
involved. Three elements should help stability be 
restored. Firstly, the fact that the Fed’s tapering is 
happening gradually. Secondly, that the emerging 
economies themselves are making progress in adjusting 
their imbalances and subsequently reactivating demand. 
Thirdly, that the different groups of investors are  
calming down and now realise the attractive yield-risk 
combination offered by most emerging countries in  
the long term.

In this respect, an encouraging analysis has just been 
carried out by the Institute for International Finance, a 
benchmark organisation in the study of the relationship 
between international capital flows and emerging 
markets. After examining, country by country, the 
detailed movements in terms of each kind of instrument 
and investor, their diagnosis indicates that we are not 
witnessing a sustained mass exodus but rather episodes 
of selective sales by opportunistic investors or those  
with a short-term approach.

Specifically, the IIF places the main source of sales 
pressure during the last few months among retail 
investors on the bond market. This is the opposite to 
what happened in 2011 and 2012 when, given the low 
interest rates in advanced countries, numerous private 
investors became keen to try a type of asset they were 
not familiar with: namely emerging sovereign and 
corporate bonds. After the first few setbacks, they 
succumbed to the temptation to sell, whereas the 
behaviour of institutional investors (such as pension 
funds) has been much more stable. Other highly 
significant sources of financing, such as direct 
investment in shares and bank loans, have also  
remained admirably firm.

With regard to the forecasts, the IIF estimates that total 
net capital inflows overall will not fall too far and could 

be bottoming out right now, between the end of 2013 
and the beginning of 2014. The recovery will be gradual 
but enough to achieve figures close to the all-time highs 
by 2015. One important warning: the discrimination  
that investors have started to show between regions  
and countries (depending on their vulnerabilities and 
corrective measures) will continue to differentiate  
this cycle from previous ones. East Asia has the best 
prospects, followed by Eastern Europe whereas,  
in Latin America, conditions have deteriorated due  
to Brazil’s inflationary tensions and Argentina’s 
instability.
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FOCUS • Turkey: difficulties in the short term

With an 18% depreciation of the Turkish lira against the 
dollar since May 2013 and a 24% drop in the Istanbul 
stock market over the same period, Turkey is one of  
the emerging economies weighed down by the greatest 
financial pressure in the last year. Given this situation,  
we might wonder whether Turkey’s economic situation  
is showing substantially more negative characteristics 
than other emerging countries. A review of the main 
macroeconomic indicators points to an answer in the 
affirmative, given the combination of a hefty current 
account deficit (around 8% of GDP in 2013) and inflation 
above 7%. Nonetheless, this is no extraordinary case but 
is actually similar to countries such as Brazil, Indonesia  
and South Africa, all punished by depreciations  
in excess of 15% since last May.

In Turkey’s case, these severe macroeconomic imbalances 
are fuelling doubts regarding its short-term prospects. In 
spite of an expected slowdown, GDP growth in 2013 Q3 
was still a vigorous 4.4% year-on-year (4.5% in Q2). This 
expansion has been boosted, and to  
no small degree, by strong growth in domestic private 
credit, up by 33% year-on-year in Q4 (one year ago  
the increase was 17% year-on-year). To complete the 
panorama, and as anticipated, the growth in prices is  
far from what would be desirable: in January, the CPI rose 
by 7.8% year-on-year, totalling eight consecutive months 
above 7% year-on-year. Given this situation, and after 
delaying its decision for many months, in January the 
central bank drastically raised the reference rate to 10% 
(4.5% in December).

Together with this complicated macroeconomic 
development, Turkey has also started to show signs of 
political conflict, an uncommon occurrence in previous 
years. Since the AKP (Islamist party) came to power in 
2002, the country carried out far-reaching reforms.  
After several years of this process being widely supported 
by most of society, in 2013 signs of opposition and 
political exhaustion started to appear, both in the 
government itself and also in the form of external 
movements. The noise accompanying these episodes 
makes it difficult to predict possible changes in political 
direction in the longer term and has sharpened the 
volatility of episodes such as those occurring in spring 
2013 and also last January.

Given the unfortunate coincidence of political tensions 
and macroeconomic imbalances, it must be concluded 
that Turkey is indeed one of the emerging economies that 
will require particular attention over the coming months. 
Although we believe that 2014 is very likely to end much 
more favourably than appears at present, due to the 
imbalances accumulated, a slowdown in activity is almost 

inevitable. However, given the precedents, we believe 
that this might be a short-term process and that, in 2015 
the economy could stabilise its rate of activity. Such a 
slowdown should help to reduce the current account 
deficit towards the end of 2014. However, the inertia of 
high inflation could remain until well into 2015. Similarly, 
this year will see greater clarification in the political 
situation and real support for the Islamist modernisation 
agenda, as local elections (March) and presidential 
elections (August) will be held, as well as a probable 
constitutional referendum. Once the uncertainty clears 
up, the view should reappear of an emerging economy 
with good long-term prospects, resulting in a high 
growth potential of around 5%.
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UNITED STATES
2012 2013 2013 Q1 2013 Q2 2013 Q3 2013 Q4 01/14 02/14

Activity

Real GDP 2.8 1.9 1.3 1.6 2.0 2.5 – ...

Retail sales (without cars or petrol) 4.9 3.9 3.8 4.2 4.0 3.7 2.4 ...

Consumer confidence (value) 67.1 73.2 62.8 75.1 81.0 74.0 79.4 78.1

Industrial production 3.6 2.6 2.4 2.0 2.6 3.3 2.9 ...

Manufacturing activity index (ISM) (value) 51.8 53.9 52.3 50.8 55.7 56.7 51.3 ...

Housing starts (thousands) 783 931 957 869 882 1.016 880 ...

Case-Shiller home price index (value) 141 158 150 157 161 165 ... ...

Unemployment rate (% lab. force) 8.1 7.4 7.7 7.5 7.2 7.0 6.6 ...

Employment-population ratio (% pop. > 16 years) 58.6 58.6 58.6 58.7 58.6 58.5 58.8 ...

Trade balance(1) (% GDP) –3.3 –2.8 –3.1 –3.0 –2.9 –2.8 ... ...

Prices

Consumer prices 2.1 1.5 1.7 1.4 1.6 1.2 1.6 ...

Underlying consumer prices 2.1 1.8 1.9 1.7 1.7 1.7 1.6 ...

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 2013 Q1 2013 Q2 2013 Q3 2013 Q4 01/14

Activity

Real GDP 7.7 7.7 7.7 7.5 7.8 7.7 –

Retail sales 14.3 11.4 12.3 12.5 12.8 13.0 –

Industrial production 10.0 9.9 9.6 9.1 10.1 10.0 –

PMI manufacturing (value) 50.8 50.8 50.5 50.5 50.8 51.3 50.5

Foreign sector

Trade balance(1) (value) 230 260 272 270 252 260 264

Exports 8.0 7.9 18.4 3.9 3.9 7.4 10.6

Imports 4.3 7.2 8.6 5.0 8.4 7.1 10.0

Prices

Consumer prices 2.7 2.6 2.4 2.4 2.8 2.9 2.5

Official interest rate(2) (value) 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 6.1 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
2012 2013 2013 Q1 2013 Q2 2013 Q3 2013 Q4 01/14

Activity

Real GDP 1.4 1.6 –0.1 1.3 2.4 2.7 –

Consumer confidence (value) 40.0 43.6 44.1 44.8 44.0 41.7 40.5

Industrial production 0.2 –0.6 –6.5 –3.1 1.9 5.7 10.6

Business activity index (Tankan) (value) –5.0 6.0 –8.0 4.0 12.0 16.0 –

Unemployment rate (% lab. force) 4.4 4.0 4.2 4.0 4.0 3.9 3.7

Trade balance(1) (% GDP) –1.5 –2.4 –1.7 –1.9 –2.1 –2.4 –2.6

Prices

Consumer prices 0.0 0.4 –0.6 –0.3 0.9 1.4 1.4

Underlying consumer prices –0.6 –0.2 –0.8 –0.4 0.0 0.5 0.6

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 • A less equal 
recovery between countries

in 2014, the euro area’s activity continues on its upward 
path with more balanced growth between countries. The 
predominance of more positive news in the last few months 
has led the EC to revise slightly upwards its growth forecasts 
for the euro area for 2014 and 2015. After two years of 
shrinkage, it is encouraging that the growth expectations  
for 2013 as a whole are reaching 1.2%. This year private 
consumption and investment are expected to play a more 
important role, which will reduce the economy’s dependence 
to date on the foreign sector’s performance. However, 
sustained growth in 2014 is only guaranteed if the process of 
reforms is firmly pursued, especially in the periphery countries, 
and if the banking union, crucial in order to reduce financial 
fragmentation between countries, is implemented efficiently 
and without any setbacks.

Growth is returning to the most vulnerable countries. As 
expected, GDP growth in the euro area speeded up slightly in 
2013 Q4 (0.3% quarter-on-quarter compared with 0.1% in Q3). 
This advance places growth for the whole of the year at –0.4% 
and demonstrates that the recovery is on track. In addition  
to the good news of this confirmed return to economic 
growth, it is also important that this faster rate of advance  
was widespread. Germany led the improvement with 0.4% 
increase in GDP quarter-on-quarter, also accompanied by 
France which, in spite of its business indicators faltering at the 
end of last year, advanced by 0.3%. The figures also confirm 
that the recovery is spreading to other countries such as 
Portugal, Spain and Italy, also recording positive GDP growth 
rates in 2013 Q4 of 0.5%, 0.2% and 0.1%, respectively.

the periphery supports greater confidence in the euro area. 
The economic sentiment index produced by the European 
Commission continued to advance in February and reached 
101.2 points. The contribution of periphery countries to this 
improvement was particularly notable. On average, over the 
last three months up to February, this index increased by  
1.3 points in the periphery (Spain, Italy, Greece and Portugal) 
while the increase in core countries was smaller, namely  
0.4 points. Therefore, although there is still greater confidence 
in the core countries, the more vulnerable countries seem  
to be making up the ground they had lost, suggesting that 
differences in the rate of recovery between the two groups 
will gradually narrow. This greater dynamism in the periphery, 
however, is not without risk, such as the political crisis once 
again affecting Italy after the resignation of its Prime Minister, 
Enrico Letta. He has been replaced by Matteo Renzi who, in 
principle, is keen on implementing far-reaching reforms. For 
the moment, the markets’ reaction has been relatively limited 
and we will have to wait to see whether he is able to restore 
political stability, a crucial condition to carry out the necessary 
reforms in order to boost the economy.
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EC growth forecasts for GDP
Annual change (%)

Current forecast
(February 2014)

Previous forecast
(November 2013)

2014 2015 2014 2015

euro area 1.2 1.8 1.1 1.7

Germany 1.8 2.0 1.7 1.9

France 1.0 1.7 0.9 1.7

Italy 0.6 1.2 0.7 1.2

Spain 1.0 1.7 0.5 1.7

Portugal 0.8 1.5 0.8 1.5

Greece 0.6 2.9 0.6 2.9

Ireland 1.8 2.9 1.7 2.5

Source: ”la Caixa” Research, based on European Commission data.
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the euro area consolidates its recovery in 2014 Q1. 
February’s slight drop in the purchasing managers’  
index (PMI) for manufacturing, namely from 54.0 points  
to 53.0, does not detract from the positive trend of the  
last few months, in line with further growth in GDP during  
Q1 this year. However, the differences between the main 
countries in the euro area are still notable: the index  
stands at 54.7 points in Germany, clearly in the expansionary 
zone, while in France it is at a substantially lower figure  
of 48.5 points. The differences between the euro area’s  
two largest economies are therefore still significant, once 
again confirming the solidity of the German economy  
as well as maintaining doubts regarding the ability of  
activity to pick up in France. It therefore comes as no  
surprise that the EC forecasts 1.8% growth for Germany  
in 2014, a clearly higher rate than the one predicted for 
France of 1.0%.

Germany leads the recovery. German GDP growth speeded 
up slightly in 2013 Q4 (0.4% quarter-on-quarter compared 
with 0.3% in Q3), placing growth for the whole of 2013 at 
0.4%. Annual growth was boosted by private consumption 
and public expenditure while investment and the foreign 
sector contributed negatively. Although the growth rates 
over the last few years have not been very different from 
those recorded during the years prior to the crisis, the 
elements supporting this growth have changed: domestic 
and foreign demand seem to have swapped roles (see the 
Focus «The path of Germany’s domestic demand» in this 
edition of the Monthly Report). Moreover, domestic demand 
is expected to continue boosting economic growth this year. 
More favourable financing terms and less uncertainty should 
lead to a gradual recovery in capital goods investment,  
which disappointed a little in the results of 2012 and 2013. 
Meanwhile, low interest rates and a robust labour market  
will support private consumption and investment in housing 
even further. Regarding the situation of the public accounts, 
these will remain balanced, helping the ratio of public debt 
to GDP to fall gradually.

Widespread improvement in consumer confidence in the 
periphery, albeit at differing rates and levels. On average, 
the advances made in the last three months up to February 
2014 have been notable in Ireland, Spain and Portugal, 
namely 2.7, 1.9 and 3.2 points, respectively. The recent good 
performance by this indicator in Ireland clearly sets it apart 
from the rest of the countries in the periphery, although the 
recovery in confidence among Portuguese consumers is also 
very noteworthy. However, the figures show that the situation 
has yet to rally in Greece. This improved confidence in the 
periphery as a whole is expected to encourage household 
consumption over the coming months. In fact, apart from 
short-term erratic movements (+0.8% and –0.7% year-on-year 
in November and December, respectively), the series of retail 
and consumer goods in the euro area continues to show an 
upward trend.
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advances in the labour market will support private 
consumption. The recovery of economic activity in the  
euro area will have a positive effect on the generation of 
employment in 2014. However, the probably rise in the 
number of hours worked per worker (currently below its 
historical average) will lessen the impact on job creation.  
In any case, most of the indices related to employment 
expectations over the next three months still indicate a clearly 
positive trend. Once again, the role of Germany has been 
crucial in the more favourable trend for employment 
expectations in the euro area as a whole, with significant 
advances both for the services sector and also manufacturing. 
Recovery in the labour market is key to boosting domestic 
demand and, for the moment, the bulk of the evidence 
available suggests that this process is on the right track. 
Consequently the rate of inflation, which usually has a slightly 
delayed reaction to underlying movements in domestic 
demand, is expected to gradually recover its upward trend  
(for a more detailed analysis, see the Focus «Breaking down 
the fall in inflation in the euro area»).

exports recapture their good tone. After their excellent 
performance in 2013 Q1 (growing by close to 2% quarter-on-
quarter on average), the rate of growth lost steam in 2013 Q3. 
However, the figures for 2013 Q4 have once again recorded  
an increase in the volume of exports as a result of growing 
demand for European products by countries outside the euro 
area. Data from European Commission surveys also show  
an increase over the last few months in orders from the 
manufacturing sector to other countries, now standing above 
their long-term average. Consequently, the foreign sector  
is still crucial in reactivating economic activity and, for the 
moment, all the evidence suggests that it will continue  
to play a vital role.

reforms must continue in the different countries and  
within the european area. Although it is true that the more 
favourable data from the last few months have helped to 
improve growth prospects for most countries in the euro  
area, there are still many elements that could jeopardise this 
change in trend and most countries still have very little room 
to manoeuvre to overcome such challenges. The EC estimates 
that, for the whole of the euro area, public debt will peak  
in 2014 at 95.9% of GDP but it also acknowledges that this 
depends on both the recovery in economic activity and also 
on fiscal efforts continuing, especially in the most vulnerable 
countries. It is also essential for the banking union to be duly 
implemented during this year. Lastly, although financial 
tensions have gradually eased in the emerging countries,  
the risk is still high. One very notable aspect, however, is  
that there has been neither widespread contagion nor an 
escalation in the crisis and that investors are discriminating 
between countries.
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FOCUS • The path of Germany’s domestic demand

The growth seen by the German economy over the last 
few years is not very different from what it experienced 
in the years prior to the crisis. However, the components 
on which this growth is supported have changed 
considerably, with domestic demand and exports 
seeming to have swapped roles. Between 2000 and 2007, 
domestic demand’s contribution to growth was only 0.6 
p.p. while this has risen to 1.2 p.p. in the last three years.  
Can we expect this greater impetus by domestic demand 
to consolidate?

On isolating the different components of domestic 
demand, we can see that private consumption has  
played a key role to this increased growth. While private 
consumption only grew at an annual rate of 0.6% from 
2000 to 2007, during 2011-2013 it increased by 1.3%. We 
therefore need to understand whether this upswing in 
consumption is well grounded and particularly whether 
it can last or even increase over the coming years.

Greater growth in the disposable income of households 
is fundamental to sustain the rise in consumption and 
both the trend in the unemployment rate as well as the 
trend in wages has been highly favourable over the last 
few years. On the one hand, the unemployment rate 
(averaging 10.2% during 2000-2007) fell to 6.8% in 2013. 
We can also see that the average growth in hourly wages 
in 2011-2013 was greater than the rise occurring in the 
years prior to the recession. Although it is true that part 
of this reduction in the unemployment rate has been 
due to an increase in part-time employment, this has  
not stopped the gross disposable income of households 
from maintaining a notable growth rate. Between 2011 
and 2013 its average annual growth was 2.8% compared 
with 2.1% in 2000-2007. Given that unemployment is 
already at an all-time low, part-time employment is likely 
to fall over the next few years and the growth rate for 
wages will continue, factors that will help to consolidate 
growth in household income and therefore 
consumption.

Another two elements that should be borne in mind  
are the trend in the household savings rate and the 
household level of debt. Both will also help consumption 
to play a more important role in the coming years. 
Germany’s savings rate, which has historically remained 
at a higher level than its European neighbours, currently 
stands at 16.2% of gross disposable income compared 
with 15.0% in France, 10.5% in Spain and 5.0% in the  
USA. Over the last few years, however, a slight downward 
trend has started that could intensify if the good economic 
prospects consolidate and real interest rates remain low. 
The debt level of German households should not act as a 
brake on consumption either. This stands at 58% of GDP, 

lower than the average level for the euro area, namely 
65%, and than Spain or the USA, which in both cases is 
close to 80%.

In summary, all the evidence suggests that the dynamism 
of German household consumption in particular, and 
domestic demand in general, may provide a definitive 
boost over the coming years, helping to put the euro 
area’s recovery firmly on track and reinforcing the  
leading role played by the German economy over the  
last few years. All the elements for this to happen are 
already in place.
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FOCUS • Breaking down the fall in inflation in the euro area

The euro area’s inflation rate has been slowing up for 
several months now. The persistence and extent of this 
downward slide is surprising within a context where 
domestic demand is actually showing initial signs of 
recovery. This is particularly worrying in the periphery 
countries as it hinders both the deleveraging being 
carried out as well as their ability to continue increasing 
their competitiveness. A good diagnosis is essential in 
order to determine whether the ECB should take action 
and to what extent.

In the first graph we can see that the inflation rate 
fell by 1.6 p.p. from mid-2012 to January 2014. A drop of 
this size had not occurred since 2008, when the financial 
crisis was at its peak. A significant part of this fall is due  
to factors that can be interpreted as temporary.  
Energy prices, a factor that is quite volatile but which  
has traditionally pushed up inflation, have remained 
relatively stable over the last year and their contribution 
to the rise in the CPI has therefore diminished 
considerably. The weakening of the base effect caused  
by tax hikes in several euro area countries has also helped 
to bring down the rate of growth in the general price 
index. What is surprising, however, is the sharp fall in  
core inflation at constant tax rates as this has historically 
been more stable and its movements have reflected  
the underlying trends in economic activity. 40% of the 
slowdown in inflation is due to the drop in core inflation 
at constant tax rates.

60% of this contraction in core inflation at constant tax 
rates can be explained by the fall in the inflation rate for 
prices of non-energy industrial goods. Together with  
the price of services, these are a good reflection of the 
trend in domestic demand. One example of this is that,  
in periphery countries, where domestic demand has 
shrunk the most, we can also see a larger reduction  
in core inflation at constant tax rates. It is important to 
note, however, that the core inflation rate has historically 
delayed its reaction to changes in domestic demand.  
As can be observed in the third graph, the year-on-year 
change in domestic demand is associated with the core 
inflation rate seen after a few quarters. We therefore 
expect core inflation to halt its downward slide over  
the coming months as the recovery in domestic demand 
gradually takes hold. However, given that the recovery  
is not expected to be very vigorous, inflation will 
probably remain at abnormally low levels for a relatively 
long period of time. Although the risk of deflation is 
contained, prolonged low inflation should also make  
the ECB react.
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Activity and employment indicators
Values, unless otherwise specified

2011 2012 2013 Q1 2013 Q2 2013 Q3 2013 Q4 01/14 02/14

Retail sales (year-on-year change) –0.7 –1.7 –2.2 –1.0 –0.5 0.0 ... ...

Industrial production (year-on-year change) 3.5 –2.5 –2.3 –1.0 –1.1 1.2 ... ...

Consumer confidence –14.3 –22.1 –23.5 –20.8 –15.9 –14.4 –11.7 –12.7

Economic sentiment 102.2 90.8 90.5 90.2 95.3 99.1 101.0 101.2

Manufacturing PMI 52.2 46.2 47.5 47.9 50.9 51.9 54.0 53.0

Services PMI 52.6 47.6 47.6 47.5 50.9 51.3 51.6 51.7

Labour market

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

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

Germany (% labour force) 6.0 5.5 5.4 5.3 5.3 5.1 5.0 ...

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

Italy (% labour force) 8.4 10.7 11.9 12.1 12.3 12.7 12.9 ...

Spain (% labour force) 21.7 25.0 26.5 26.4 26.5 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 2.5

Germany 6.2 7.0 6.9 7.0 7.0 7.1 7.3 7.3

France –1.7 –2.2 –2.1 –1.7 –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 0.7

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

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

Private sector financing

Credit to non-financial firms (1) –0.3 –2.4 –1.4 –2.2 –2.9 –2.9 –3.1 –2.9 –2.9

Credit to households (1) (2) 1.2 0.4 0.4 0.3 0.4 0.3 0.3 0.3 0.2

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

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

Deposits

On demand deposits 4.1 7.9 7.9 9.3 7.6 7.1 6.9 5.8 6.3

Other short-term deposits 2.0 0.0 1.0 0.1 0.2 –1.2 –1.5 –1.7 –2.6

Marketable instruments 0.5 –14.8 –9.7 –15.5 –17.2 –17.9 –16.3 –16.2 –12.8

Interest rate on deposits up to 1 year 
from households (%) 2.8 2.0 2.4 2.1 1.8 1.7 1.6 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 • The 
economic recovery takes hold

improvement in the macroeconomic scenario forecast  
for 2014 and 2015. The European Commission increased  
its growth forecasts for Spain for 2014 by half a percentage 
point, from 0.5% to 1.0%. The government also announced  
an upgrade in its growth forecasts to 1.0% for 2014 and 1.5% 
for 2015, in line with the forecasts of ”la Caixa” Research. Both 
cases are a reflection of the progress shown by short-term 
economic indicators and of the advances that have been made 
over the last few quarters to correct the main imbalances 
accumulated by the Spanish economy. All this has helped  
to gradually shift the debate on the state and prospects  
of the Spanish economy from a hopeful to an optimistic  
tone. However, although there are reasons to believe that  
the recovery is on the right track, we must also remember  
that many of the pillars on which this growth is based are  
still weak.

GDp growth is revised downwards but the significant 
progress made by household consumption and investment 
allow for a positive interpretation. According to the Spanish 
statistics institute (INE), the quarter-on-quarter growth rate  
of GDP was 0.2% in 2013 Q4, 0.1 percentage points below  
the initial estimate. This growth was achieved in spite of  
the significant drop suffered by public consumption which, 
according to the INE, fell by 3.9% quarter-on-quarter, a sign of 
the significant effort being made to adjust the public deficit. 
Although this figure is unlikely to be reduced to 6.5%, the 
target set by the EC, any deviation finally occurring will 
probably be minor. The other side of the coin is represented  
by household consumption and investment in capital goods, 
posting growth rates of 0.5% and 1.9% respectively. Exports 
also maintained a notable growth rate (0.8%), especially 
thanks to the good performance by tourism and exports of  
non-tourism services.

business indicators augur a good start to the year. Both  
the PMI for manufacturing and for services rose substantially 
in January thanks partly to the upswing in orders from  
abroad. Both indicators are now above 50 points (52.2 and 
54.9 respectively), figures historically associated with positive 
GDP growth. The role being played by external demand in  
this recovery in industrial orders, up by 4.6% in December,  
is also highly significant. This upward trend is also spreading 
to the different supply indicators: industrial production  
and electricity consumption in industry, for example, have  
also seen notable increases over the last few months.

the real estate sector is gradually coming closer to 
stabilising. Both the rate of decrease in house purchases and 
in prices have eased in the last few months. Purchases closed 
the year down by 2.2% year-on-year, a relatively moderate 
drop taking into account the increase occurring at the end  
of 2012 due to the end of tax incentives for buying a home. 
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Change in the European Commission’s 
forecasts
Year-on-year change (%), unless otherwise specified

Winter 2014 Autumn 2013

2014 2015 2014 2015

GDP growth 1.0 1.7 0.5 1.7

Unemployment rate 
(% labour force)

25.7 24.6 26.4 25.3

Employment 0.1 1.1 –0.7 0.9

CPI 0.3 0.9 0.9 0.6

Current account balance 
(% GDP)

1.6 1.8 2.6 3.1

Fiscal balance (% GDP) –5.8 –6.5 –5.9 –6.6

Public debt (% GDP) 98.9 103.3 99.9 104.3

Source: ”la Caixa” Research, based on European Commission data.
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According to data from the Ministry of Public Works,  
prices dropped by 1.9% quarter-on-quarter in 2014 Q4, 
accumulating a 29.7% decrease since 2008 Q1. In both cases 
the recovery in the labour market and better growth prospects 
are expected to help restore the confidence required for 
activity in the housing market to gradually pick up. Although 
the excess supply is still high, which will make it difficult for 
the real estate sector to maintain a rate of recovery similar 
to those of the rest of the sectors in the short term, we must 
remember that this is a highly segmented market with a great 
degree of heterogeneity.

Domestic demand reacts positively. The reduction in 
uncertainty surrounding the economic environment and  
the improved outlook are helping domestic demand, which 
had remained stagnant due to precaution over the last few 
years, to gradually wake up. The consumer confidence 
indicator, for example, improved considerably in January and 
February 2014 and is now clearly above the figure posted in 
2013 Q4. Retail sales have also enjoyed a positive trend for  
the last few months. Their rate of growth recorded in 2013 Q4 
was, on average, 0.4% year-on-year, leaving behind thirteen 
quarters in negative terrain.

Domestic demand is being supported by the labour market. 
January’s figures corroborate the change in trend for the 
labour market: the seasonally adjusted number of registered 
workers affiliated to Social Security increased for the fifth 
consecutive month. The services sector has particularly 
boosted job creation, although industry’s good performance is 
also worthy of note, which has now stopped destroying jobs. 
Details of the trend in the number of registered unemployed 
are also helping to outline a somewhat more positive view of 
the economic situation. Specifically, in January the num ber  
of registered unemployed increased by 113,000, 23,000 fewer 
unemployed than the average increase for the last six years. 
The support that will be provided by the improved tone of the 
labour market for the recovery in domestic demand suggests 
that the risk of deflation is low, although neither should it be 
ignored. The rate of inflation fell back into negative terrain 
(–0.1% year-on-year in February compared with 0.2% in 
January), partly due to the trend in fuel and oil prices, a 
relatively volatile component and not too closely related  
to the underlying conditions of the Spanish economy. As  
has happened in the past, inflation will probably return to  
its upward trend as the recovery in domestic demand  
takes hold.

credit is starting to flow to households and firms again. 
Although the stock of bank loans is still shrinking, its rate  
of contraction is slowing down. One sign of this is that, in 
December, credit fell by 9.8% year-on-year (compared with 
–12.6% in November). This slowdown in the credit squeeze  
is due to two factors: firstly, the effect of the sharp fall in credit 
recorded last year as a result of assets being transferred to the 
Sareb has faded and, secondly, an incipient upswing  
in the granting of new loans can be observed, growing by 
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4.3% month-on-month in December. This latest figure is 
particularly noteworthy as we can see that this improvement 
has taken place especially in loans to households for 
consumption and other purposes, which will support the 
recovery in domestic demand. This can also be seen in the 
bank lending survey carried out by the Bank of Spain, 
especially the increase in 2013 Q4 of loan applications in all 
three segments (companies, households for housing and 
households for consumption and other purposes), something 
which has not been observed since 2011 and which we expect 
to be repeated in 2014 Q1.

spain’s risk premium now stands well below 200 b.p. The 
prices at which the Public Treasury carried out its last debt 
issue in February continue to demonstrate the warm welcome 
given to Spanish debt by the markets, with new all-time lows 
even being set in some of the auctions. Considering the high 
level of public debt, this decrease in the average cost of the 
debt is good news. We expect this tone of investment to 
continue, boosted by the improved credit rating given by 
Moody’s and the government’s plan to continue implementing 
reforms, one of the aspects that are still attracting the 
attention of the investment community. In this respect,  
during the state of the nation debate, the President of the 
government announced further measures to encourage job 
creation and new fiscal reforms, such as those earning less 
than 12,000 euros being exempt from paying income tax.

exports continue to support the economy’s growth. The 
current account balance closed in 2013 with a historical 0.7%  
of GDP, considering the fact that there had been no surplus  
in the current account since 1997. During the last year, most  
of the improvement in the current account deficit has been 
due to the balance of goods, whose deficit has fallen by 1.4% 
of GDP. The increase in the services balance, namely 0.3%  
of GDP, has also been notable. Although exports slowed  
down over the last few months of the year, their outlook  
is still favourable. In fact, December’s rise in exports has  
partly offset the slump observed in the preceding months. 
Moreover, the aforementioned PMI points to this 
improvement consolidating at the start of the year. The trend 
in imports must also be monitored very closely over the 
coming months: until a few quarters ago these were suffering 
from the slump in domestic demand but, as this recovers,  
so will imports. That will be when we find out which part  
of the improvement in the current account is structural  
and which part has been the result of cyclical factors.
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FOCUS • The encouraging path of exports

A good measure of a country’s degree of 
internationalisation and, by extension, the state of  
its economic health is to analyse the performance  
of its exporting firms. To do so, and to determine 
whether the situation will continue in the future,  
we can use some simple calculations and compare  
them over time.

During the real estate boom from 2003 to 2007, the 
number of exporting firms remained steady in Spain  
at around 100,000. In the year 2013, 137,000 firms were 
selling abroad (undoubtedly one positive side effect of the 
financial crisis was Spanish firms opening up to markets 
abroad). It can therefore be assumed that the number of 
companies in a country that are internationalising their 
products is a good indicator of how dynamic its exports 
are. However, let us assume that Spain has two companies. 
One firm exports to country A in 2011 and in 2012 also 
exports to country B. The other firm does not export  
in 2011 but exports to country B in 2012. In 2012, the 
number of exporting firms increases by one but by two  
in terms of destinations. In Spain, between 2010 and 2012 
the number of new destinations rose by 105,000, four 
times more than the increase in new firms. The USA 
accounts for 9.2% of this rise, followed by China (5.7%) 
and Switzerland (4.0%). All these data suggest that the 
real extent of a country’s internationalisation does not 
only depend on the number of companies exporting  
but also on the diversification of their destinations.

If we add the volume of exports to our analysis, we can 
also determine whether the internationalising drive has 
room to grow. In those countries where, between 2008 
and 2010, the number of exporting firms increased above 
the average, we can see that, on average, exports also rose 
by 35% more between 2010 and 2012. These data therefore 
point to a reliable relationship between the volume of 
exporting firms today and that of exports tomorrow.

To complete our analysis, we would like to determine 
whether the fact that a company enters into a new 
market in one country can also help it enter into other 
countries in the future. Recent academic empirical 
studies, such as the one by Chaney(1) in France, back  
this hypothesis.  In Chile, Morales et al.(2) document the 
concept of «extended gravity», according to which, if  
a country exports to one country today, tomorrow it is 
more likely to export to another country with the same 
continent,  same language and border. The authors’ 

estimates suggest that, for example, exporting to  
Canada would reduce the cost of entering into the USA 
by between 22% and 42%.

In conclusion, all the evidence points to the recent 
internationalisation drive by Spanish firms having room 
to improve: this will help the number of destination 
countries to increase and to consolidate the upward 
trend in exports.
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Internationalisation of Spanish firms
Contribution to the increase in destinations 2010-2012 (%)

USA 9.2 Chile 2.6

China 5.7 Colombia 2.5

Switzerland 4.0 Hong Kong 2.3

Mexico 3.1 United Arab Emirates 2.2

Nigeria 2.7 India 2.1

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

(1) See Chaney, T. (2013) «The Network Structure of International Trade», 
American Economic Review, published forthcoming.
(2) See Morales, E., Sheu, G., Zahler, A. (2014) «Gravity and Extended 
Gravity: Using Moment Inequalities to Estimate a Model of Export Entry», 
Princeton University, mimeo.
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FOCUS • The financial situation of households in Spain

Little by little, data are now being published that help  
to analyse in detail the impact of the recession on household 
finances. This is the case of the 2011 Survey of Household 
Finances (Encuesta Financiera de las Familias or EFF in 
Spanish), an excellent source of information that helps   
to analyse the trend in the income, assets and liabilities 
of households according to different characteristics.

In 2010, the median household income was 25,400 euros, 
8.5% lower than in 2007.(1) However, not all households 
were equally affected, with the largest drops occurring 
among medium and low-income households. Households 
with an income between the 20th and 60th percentile 
saw approximately a 10% reduction in their real income 
while those with an income above the 80th percentile 
saw a slight increase.

The value of the assets accumulated by households 
decreased considerably and, in this case, the reduction 
was widespread throughout all income brackets. To  
a large extent, this was due to the loss in value of real 
assets, which makes up a large proportion of the wealth 
of Spanish households. Specifically, for all households the 
value of real assets as a proportion of the value of their 
total assets went from 89.1% in 2009 Q1 to 84.4% in 2011 
Q4. Particularly relevant is the change occurring among 
the highest income households, those above the 90th 
percentile. For these, part of the fall in value of their real 
assets was offset by an increase in their financial assets, 
so that the reduction in the relative share of real assets 
was even greater: from 84.2% to 76.2%.

Although the value of assets had already started to 
decrease between 2009 Q1 and 2011 Q4, household 
deleveraging had not yet begun. The median outstanding 
debt totalled 42,900 euros in 2011 Q4 (vs. 38,700 in  
2009 Q1), 62.5% of which was for purchasing the main 
residence and 24.4% for purchasing other real estate.  
The financial burden, defined as the percentage ratio  
of debt payments to household income, fell slightly for 
households as a whole, down to 18.0% (vs. 19.1% in 2009 
Q1), although there was a notable rise among the lowest 
income households, specifically from 39.2% to 46.2%. 
Lastly, the EFF also highlights the fact that, between 2008 
and 2011, the share of households in debt remained at 
around 50%, and that debt as a proportion of total assets 
rose by 1.2 p.p. to 11.5%.

We can only analyse the initial impact of the crisis with 
the data published. To obtain a complete view, we will 
have to wait for the EFF of 2014, which will be published 
in three years’ time. But if we take into account the fact 
that, by 2011, two thirds of the total jobs lost had already 
been destroyed, we have an idea of the probable extent 
of the recession’s impact on the finances of Spanish 
homes.

(1) The median (50th percentile) is the value that, if we ordered all 
citizens from the least to the most in terms of the variable in question,  
would have the same number of individuals above and below it. In an 
analysis of trends in income, assets and liabilities, the median is a better 
estimate of the most typical distribution values than the average as,  
in general, these variables have very high values for a relatively small 
number of households. This anomalous feature of the distribution affects 
the average but not the median.
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There has been a notable decrease in the public deficit 
over the last few years. We expect 2013 to end with a 
figure close to 6.7% of GDP,(1) 4.4 p.p. below the peak 
reached in 2009. So far, this adjustment has been carried 
out within a context of economic recession and has 
therefore required significant effort, which has been 
acknowledged by the international community, the drop in 
the risk premium being a good example. From now on, the 
economic recovery will make this process easier to bear but 
Spain still faces a considerable challenge. A three-year view 
of the determining factors for public spending and revenue 
could help to contextualise the extent of this challenge.

In terms of public expenditure, one of the main factors  
to take into account is the reduction in unemployment, 
which we expect to occur thanks to an improvement in 
economic activity. According to our forecast scenario, this 
drop in unemployment expenditure could be between 0.7 
and 1.0 p.p. of GDP in the next three years. However, as 
public debt will remain at a high level, the cost of servicing 
this debt will increase slightly, offsetting part of these 
savings. Another key factor will be the implementation of 
public administration reforms. According to government 
estimates, this could cut public spending by between 1.0% 
and 1.5% of GDP. Provided the relative share of the rest  
of the items remains stable, these factors would place 
public expenditure slightly above 42% of GDP in 2016.

The margin to improve public revenue also seems limited 
unless fiscal reform drastically improves the efficiency  
of tax collection or has a significant impact on economic 
growth. The real estate sector is very unlikely to regain 
the importance it enjoyed in the years prior to the crisis. 
Of the 4.5 p.p. decrease in tax revenue between 2006  
and 2011, 24% was due to lower revenue from taxes  
on property conveyance and stamp duty, related to  
this sector. On the other hand, although the economic 
recovery will improve tax revenue, if we look at the 
historical relationship between this and growth in 
nominal GDP the impact will probably be limited. In 
general, a 1.0% increase in nominal GDP has resulted  
in a 1.1% rise in revenue, although this could be slightly 
higher during periods of recovery such as the present. 
Consequently, given our medium-term growth scenario, 
if the current taxation system is maintained, then the 
relative share of revenue is unlikely to exceed 38% of GDP.

In short, the improved economic context and the 
measures planned by the government will help fiscal 
consolidation to continue over the coming years.  
But there is still a significant challenge ahead and  
Spain cannot allow itself to become complacent.

FOCUS • A medium-term view of Spain’s fiscal adjustment

3,000 

4,000 

5,000 

6,000 

7,000 

15,000 

20,000 

25,000 

30,000 

35,000 

2008 2009 2010 2011 2012 2013 2014 2015 2016 

Expenditure on unemployment benefits 
and number of unemployed
(Million euros)

Expenditure on unemployment 
Benefits (left scale) 

Number of unemployed  
(right scale)

Source: ”la Caixa” Research, based on data from the Public State Employment Service and 
the Ministry of Employment and Social Security. 

(Thousands of unemployed)
Forecast 

37.3 

44.0 

35 

40 

45 

50 

1995 1998 2001 2004 2007 2010 2013 (*) 

Public revenue and expenditure
(% of GDP)

Revenue Expenditure

Note: (*) ”la Caixa” Research forecast.  
Source: ”la Caixa” Research, based on State Public Accounts.

6.7 

-15 

-10 

-5 

0 

5 

10 

15 

20 

25 

30 

35 

1975 1980 1985 1990 1995 2000 2005 2010 

Nominal GDP and public revenue 
Annual change (%) 

Public revenue Nominal GDP

Source: "la Caixa” Research, based on State Public Accounts and data from the Ministry 
of Finance.(1) Excluding losses due to aid given to the banking sector.



30  SPANISh EcONOMY

www.lacaixaresearch.comMARch 2014

03

Activity indicators

2012 2013 2013 Q1 2013 Q2 2013 Q3 2013 Q4 01/14 02/14

Industry

Electricity consumption –2.2 –2.1 –3.9 –2.3 –2.4 0.3 –1.0 ...

Industrial production index  –6.6 –1.6 –4.0 –2.5 –0.7 0.9 ... ...

Indicator of confidence in industry (value) –17.5 –13.9 –15.9 –15.4 –12.8 –11.6 –9.5 –8.1

Manufacturing PMI (value) 43.8 48.5 45.7 47.6 50.5 50.1 ... ...

Construction

Building permits –42.7 –22.8 –28.0 –27.2 –24.0 –11.9 ... ...

House sales –8.7 –2.8 7.9 0.6 –9.7 –9.8 ... ...

Services

Foreign tourists 2.0 5.7 1.6 5.3 4.9 10.8 12.3 ...

Services PMI (value) 43.1 48.3 45.7 46.5 49.3 51.8 ... ...

Consumption

Retail sales –7.1 –3.7 –8.5 –5.0 –1.8 0.4 ... ...

Car registrations –13.5 5.6 –11.1 2.5 8.3 22.6 7.6 ...

Consumer confidence index (value) –31.7 –25.3 –32.6 –28.7 –20.5 –19.4 –12.4 –14.7

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

Prices

2012 2013 2013 Q1 2013 Q2 2013 Q3 2013 Q4 01/14 02/14

General 2.4 1.4 2.6 1.7 1.2 0.1 0.2 –0.1

Core 1.6 1.5 2.2 1.9 1.3 0.3 0.2 ...

Unprocessed foods 2.3 3.6 3.3 4.3 6.0 0.7 0.9 ...

Energy products 8.8 0.1 4.8 –1.1 –2.1 –1.1 0.0 ...

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

Employment indicators

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

Registered as employed with Social Security (1)

Employment by industry sector

Manufacturing –5.3 –4.3 –5.8 –5.1 –3.9 –2.9 –2.5 –2.2 –1.8

Construction –17.0 –12.1 –15.8 –13.8 –10.8 –9.0 –7.6 –7.2 –6.7

Services –1.7 –2.0 –3.0 –2.5 –2.1 –1.4 –0.3 0.5 0.8

Employment by professional status

Employees –3.8 –3.8 –5.1 –4.4 –3.9 –2.7 –1.9 –0.8 –0.3

Self-employed and others –1.4 –0.6 –1.4 –1.1 –0.5 0.0 0.4 0.8 1.0

TOTAL –3.4 –3.2 –4.4 –3.8 –3.3 –2.2 –1.4 –0.5 0.0

Employment (2) –4.5 –3.1 –4.6 –3.6 –2.9 – –1.2 – –

Hiring contracts registered (3)

Permanent 29.7 –14.2 2.3 –29.0 –27.8 –8.6 –6.2 8.3 –2.2

Temporary –4.0 6.4 –2.4 6.0 7.1 12.8 9.1 23.0 15.9

TOTAL –1.6 4.0 –2.1 2.0 2.7 10.9 7.8 22.0 14.3

Unemployment claimant count (3)

Under 25 4.5 –6.2 –4.3 –6.1 –6.4 –7.4 –7.0 –9.6 –7.5

All aged 25 and over 11.7 3.7 8.4 5.2 2.3 0.3 –1.5 –2.4 –2.9

TOTAL 10.9 2.7 7.1 4.0 1.5 –0.5 –2.0 –3.0 –3.3

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

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

Trade of goods

Exports (year-on-year change) 3.8 5.2 3.9 11.9 4.4 1.8 –2.2 2.9

Imports (year-on-year change) –2.8 –1.3 –6.9 0.6 –0.6 1.1 –0.4 5.6

Current balance –11.5 7.1 –2.4 3.8 6.7 7.9 7.8 7.1

Goods –25.7 –11.6 –19.1 –13.2 –11.0 –10.8 –11.1 –11.6

Services 37.0 40.3 37.6 38.2 38.8 39.7 40.1 40.3

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

Transfers –4.1 –5.5 –3.7 –4.9 –5.2 –4.9 –5.1 –5.5

Net lending (+) / borrowing (–) capacity –4.9 14.7 4.9 11.9 14.5 15.4 14.8 14.7

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

2012 2013 2013 Q1 2013 Q2 2013 Q3 2013 Q4 12/13 Balance  
12/13 (1)

Financing of non-financial sectors (2)

Private sector –4.0 –7.9 –8.1 –8.3 –8.1 –6.9 –5.8 1,860.3

Non-financial firms –4.2 –9.9 –10.6 –10.7 –10.3 –7.9 –6.0 1,072.9

Households (3) –3.8 –4.9 –4.4 –4.8 –5.0 –5.4 –5.6 787.4

General government (4) 14.9 16.9 18.7 18.4 17.5 13.1 8.7 961.6

TOTAL 0.6 –1.0 –1.0 –1.0 –0.9 –1.0 –1.3 2,821.8

Liabilities of financial institutions due to firms and households

Total deposits –4.5 2.1 –0.1 1.8 4.7 2.2 0.8 1,177.4

On demand deposits 0.2 4.2 0.9 3.2 4.6 8.1 6.4 282.0

Savings deposits –2.8 –0.1 –0.6 –1.1 –0.2 1.4 3.7 206.5

Term deposits –6.7 1.7 –0.9 1.6 5.7 0.2 –2.4 667.5

Deposits in foreign currency –4.0 16.8 20.5 22.7 24.1 –0.1 4.3 21.4

Rest of liabilities (5) –13.2 –16.8 –20.2 –19.2 –15.3 –12.7 –7.9 136.8

TOTAL –5.7 –0.2 –2.8 –0.9 2.3 0.5 –0.2 1,314.2

NPL ratio (%) (6) 10.4 13.6 10.5 11.6 12.7 13.6 13.6 –

Coverage ratio (%) (6) 73.8 57.7 70.4 65.8 63.8 57.7 57.7 –

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

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

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

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

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

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

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

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

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

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

Payment systems, a key infrastructure for economic development

In 1328, Pope John XXII sent 60,000 florins in coins from Rome to Lombardy. In spite of being guarded by 150 men, the expedition 
fell into an ambush and half the treasure was stolen. Many years later, between 1567 and 1632, Madrid successfully sent 500 
million florins to the Netherlands. In other words, a much greater amount, in recurring payments and over a longer distance but 
at a lower cost and less risk. How was such a development possible? Fundamentally, thanks to the fact that a payment instrument 
that already existed in the Late Middle Ages, the letter of exchange, formed part of a broader network of institutions and relations 
between economic agents. That is to say, because a payment system had developed, understood as a series of financial, legal and 
institutional infrastructures, that enables monetary transactions between different economic agents. The universalisation of this 
system turned out to be fundamental to the global mobilisation of financial resources and to fund the commercial revolution of 
the Late Middle Ages and Renaissance.

This historical lesson reminds us of the importance of financial 
innovations and more specifically of the progress made in 
payment systems, in economic modernisation. However, 
although the relationship between having efficient payment 
systems and economic development seems self-evident,  
the fact that new high tech methods have appeared in the last 
few years (online banking, mobile devices, etc.) has revived 
this discussion and the analysis of the overall benefits 
generated, both private and social. As it has also become 
necessary to analyse, once again, the direction of the causal 
relationship between payment systems and economic 
development: does an improvement in payment systems 
affect economic development or does economic development 
actually result in the modernisation of payment systems?

To review this issue, we must first make a broad distinction 
between payment systems based on the agents involved: 

namely institutional and retail. The former is mainly made up of large transactions between financial institutions and central 
banks whereas the retail payment system facilitates monetary transactions carried out by individuals and firms through the main 
payment instruments: cash, cheques, credit and debit cards, bank transfers, automatic debit (mainly direct debit and standing 
orders) and, more recently, online transactions, especially from mobile applications.

Focusing our attention on the retail payment system, the empirical evidence points towards a positive relation between, on the 
one hand, the level of development and the quality of a certain payment system and, on the other hand, economic growth. More 
specifically, various studies have analysed the economic impact on three groups of economic agents: consumers, firms and banks. 
Regarding consumers, improving the effectiveness and efficiency of payment instruments directly affects individuals’ consumption 
habits. Having an extensive, efficient and secure payment structure boosts trade in goods and services and other transactions 
between individuals because it encourages the mobilisation of monetary resources quickly and cheaply and improves the 
confidence of consumers themselves. Access to credit to acquire goods and services also helps to distribute the fluctuations in 
individuals’ consumption over time which, in turn, helps to improve consumers’ spending decisions. Estimates by Hasan, De 
Renzis and Schmiedel(1) for the European Union countries as a whole show that, controlling for endogeneity, electronic payments 
methods have the greatest effect on the level of income, at a considerable distance from alternative payment instruments such as 
cash or bank cheques. These estimates suggest that the direction of causality is the former of the two mentioned previously: the 
improvement in payment systems leads to greater economic development.

The business sector also benefits from an efficient payment system as there is a larger number of consumers with different, 
faster, more secure and efficient alternatives which, in turn, encourages corporate investment and ultimately economic growth. 
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Lastly, one crucial element is the role played by banks in the whole process as they are the main suppliers of payment methods 
and platforms. The relation between adopting new payment instruments and their impact on banking performance has attracted 
the attention of a large number of economists from various disciplines such as macroeconomics, monetary policy, finance and 
banking. Of note regarding this last area is the fact that modernising payment channels results in notable gains in terms of 
productivity and efficiency: many of the costs involved in the most frequent operations decrease with the introduction of 
technical innovations, which helps to exploit economies of scale.(2) At the same time, improving the operational efficiency of 
financial institutions frees up resources that can be used to boost their commercial activity and thereby encourage business 
investment and growth in general.(3)

Although the relation between the modernity of payment 
systems and economic development is generally positive, we 
should remember that whether full advantage is taken of its 
potential will depend critically on factors of a highly diverse 
nature, such as a country’s degree of development, its point in 
the economic cycle,(4) the extent and sophistication of its 
financial system and capital markets or the quality of its legal 
and governmental institutions, among others. In this respect, 
the study by Hasan, De Renzis and Schmiedel highlights two 
important milestones: (i) it is the emerging countries or those 
in transition (such as Bulgaria, Romania and Poland) where 
the use of electronic payment methods has had the greatest 
impact on overall consumption and GDP; (ii) the segment  
of leisure consumer goods has reacted to a greater degree  
to an increase in the use of payment instruments such as 
cards and mobile devices. Similarly, and unlike countries in 
the developed block, emerging economies show a high 
propensity to use traditional payment methods such as cash or cheques. Some economists such as Callado, Hromcova and 
Utrero(5) argue that this is largely due to the high intermediation costs of banking and the limited accumulation of the human 
capital required to develop and spread new technologies. In summary, the positive effects associated with the modernisation 
and variety of payment systems and instruments result in higher levels of consumption and investment, encouraging economic 
development and growth. This happened in the dim and distant past of the Middle Ages in a few European cities, is still occurring 
in advanced countries and will be repeated in emerging economies as they achieve the minimum conditions required.

Àlex Ruiz and Carlos Martínez Sarnago 
Departments of International Economy and Financial Markets, ”la Caixa”
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(2) See Hasan, Koetter and Wedow (2009) «Regional Growth and Finance in Europe: Is There a Quality Effect of Bank Efficiency», Journal of Banking and Finance vol. 33.
(3) In particular, see Berger (2003). «The Economic Effects of Technological Progress: Evidence from the Banking Industry», Journal of Money, Credit and Banking. 
Hasan, Schmiedel and Song (2012). «Return from Retail Banking and Payments», Journal of Financial Services Research.
(4) See Gual, J. (2009). «El carácter procíclico del sistema financiero». Financial Stability Review no. 16, Bank of Spain.
(5) See Callado, Hromcova and Utrero (2009). «Cash, Paper-based and Electronic Payments: a Theoretical Approach» for a description of a theoretical equilibrium 
model with several payment instruments: the opportunity costs faced by consumers influence the use of different payment alternatives.
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The SEPA: a step towards integrating European payment systems

For years now, the free circulation of goods, services, people and capital between the 28 countries that make up the EU has been 
the European Union’s main goal and giving up this goal is unimaginable. Political advances have helped to gradually integrate 
the different domestic markets. However, some elements still exist that prevent a greater degree of integration. Fragmentation 
between the different national payment systems is one of these, although significant progress will probably be made to unify 
them over the coming years by means of the Single Euro Payments Area or SEPA.

Integrating payment systems at a European level is no easy task, particularly if we take into account the fact that, to date, the rules 
governing their operation at a national level can vary greatly within the EU. These differences partly explain the differing degree 
of penetration of electronic payment instruments (including all means of payment except cash transactions) between countries. 
In 2010, close to 40% of the transactions in the EU were carried out through electronic means of payment. This figure varies 
considerably from country to country, ranging from 65% in Finland to 4% in Greece.(1) However, the small quantities normally 
involved in cash transactions increases the relative weight of electronic means of payment to 90% of the total value of transactions 
made in the EU.

An analysis of the composition of electronic payment systems at a national level provides further evidence of this disparity. As can 
be seen in the second graph on the next page, in 2012 the relative weight of the three most widely used payment instruments, 
namely bank transfers, bank direct debits and cards, was very different in each country. These three means of payment accounted 
for almost all electronic transactions carried out in the countries of northern Europe (Finland, Denmark and Sweden) and in 
Germany. In the majority of countries, the dominance of these three payment systems was not so absolute but they clearly 
predominated. In France and Italy, however, they only accounted for 83.7% and 82.2% of electronic payments, respectively. In 
France’s case, the more widespread use of bank cheques, accounting for 15.5% of all electronic transactions in 2012 compared 
with 4.5% in the EU as a whole, explains this smaller share.

Significant discrepancies can also be observed among the three most widespread means of payment in the EU. A clear example 
of this are card payments which, although these accounted for more than 65% of all transactions in Sweden, Denmark and 
Portugal in 2012, accounted for just 17% in Germany. In this country, however, bank direct debits accounted for close to 50% of 
electronic transactions.

In spite of this significant disparity between different electronic means of payment, some convergence has been seen over the 
last few years.(2) A good example of this is the gradual loss of share by bank cheques while the opposite is happening with cards, 
which are still gaining relative share in almost all EU countries. The first graph in this article shows the reduction in variability in 
the use of different means of payment among countries occurring in the last few years. Whether this process continues will 
particularly depend on the preferences of individuals and firms and how these alter, as well as on the technological advances that 
might occur and possible changes in the regulatory environment.

With regard to this last aspect, the coming into force of the SEPA could play an important role as a catalyst for the integration of 
payment systems at a European level. The aim of the SEPA is to achieve a single market of payment instruments for individuals, 
firms and public administrations in which there is no distinction between national and cross-border transactions within the 
SEPA’s geographical scope. To this end, common guidelines have been established that standardise, automate and bring under a 
harmonised legal framework two out of the three main payment systems most widely used in the EU: namely bank transfers and 
direct debits. These guidelines will come fully into force as from August 2014 for the euro area countries and will subsequently be 
rolled out to the rest of the countries that form part of the SEPA (EU members that do not belong to the euro area as well as 
Iceland, Liechtenstein, San Marino, Norway, Monaco and Switzerland).

The potential benefits resulting from the correct implementation of the SEPA are numerous and can be divided into three groups. 
Firstly, putting domestic and cross-border payments on an equal footing will reduce the cost of the latter and therefore boost 
relations between economic agents in different countries. In fact, one single bank account will be enough to make and receive 

(1) See Schmiedel, H., Kostova, G. and Ruttenberg, W., «The social and private costs of retail payment instruments: a European perspective», Occasional Paper Series, 
No. 137, September 2012.
(2) Martikainen, E., Schmiedel, H., and Takalo, T., «Convergence in European Retail Payments», Occasional Paper Series, No. 137, June 2013.
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all payments within the countries that come under the SEPA umbrella, irrespective of the country of origin and destination. 
Secondly, harmonising the rules that govern payment systems increases the potential market for providers of such instruments, 
allowing them to exploit economies of scale at the same time as encouraging competition between them, with the resulting 
benefits for users and improvements in the system’s efficiency. Greater price convergence is therefore expected between the 
various means of payment which should ultimately lead to greater similarity in the use of the different means of payment 
between countries. And lastly, introducing SEPA regulations will also encourage innovation and reinforce the security of payment 
systems, a fundamental condition for their success.

Undoubtedly, the creation of the SEPA will help Europe to advance towards the harmonisation of its payment systems. However, 
this project is not enough to ensure full integration of payment systems at a European level as some challenges can still be 
glimpsed on the horizon that will have to be overcome. Among the most urgent is the completion of the regulatory framework 
for card payments. So far, only the broad lines of this framework have been designed, as well as promoting the adoption of cards 
with a chip and secret PIN that make them more secure than their predecessors. However, the increasing importance of cards 
among the main payment systems in Europe means that they urgently require a common set of specific regulations.

A second challenge that must be tackled is the inclusion of new means of payment within the SEPA, such as online payments (eSEPA) 
or those via mobile. The regulatory framework must therefore be flexible enough to adapt quickly to the appearance of new payment 
instruments. This will help to avoid the creation of 34 different domestic markets that must subsequently migrate to a common 
area. And lastly, it is also important to get rid of possible barriers to new competitors entering the different domestic markets.

The creation of the Single Euro Payments Area (SEPA) is therefore an important first step towards the integration of European 
payment systems: a process that, if completed successfully, will improve the system of payment instruments and thereby enhance 
economic relations between European countries.

Joan Daniel Pina
European Unit, Research Department, ”la Caixa”
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New payment systems: a giant on the horizon

The payment system industry’s landscape has changed substantially over the last few years with the adoption of new technologies 
and the appearance of new providers such as PayPal, Apple and Google. The expansion of online shopping and penetration of 
smartphones have encouraged the introduction of new, innovative payment systems that are both efficient and secure. Which 
payment methods are we talking about and how are they used by different countries? Does the current regulatory framework 
facilitate the development of new payment systems? Let’s look at this step by step.

Thanks to new communication technologies it is increasingly common to shop online. According to the European Commission 
(EC), around 4% of the total volume of retail transactions in Europe are carried out via the internet and mobile devices.(1) For some 
products and services such as travel (plane and train tickets, etc.), internet purchases account for more than 50% of all purchases 
in this sector in Spain and in most European countries (see the first graph). The United Kingdom, Germany and USA seem to be 
one step ahead of the rest in terms of online shopping, also related to their populations’ greater access to the internet (above 
80%). The number of internet consumers in Europe has grown from 141 million in 2009 to 190 million in 2014 (35% more), while 
the average expenditure per buyer has risen from 500 to 600 euros a year.(2) Regarding smartphone usage in Spain, there is still a 
long way to go with 55% penetration in the population in 2013. At a global level, it is estimated that mobile payments will have 
increased tenfold between 2010 and 2014 (from 100 billion to 1 trillion dollars).

The fact that it is increasingly common to shop online has encouraged the emergence of new payment systems such as electronic 
money. Electronic or e-money is the digital equivalent of cash, stored on an electronic device (computer, mobile or card) and accepted 
by users as a means of payment. The e-money account or card is charged from a bank account via a simple transfer or from a linked 
credit card. In spite of its potential, the data indicate that, as of today, only a very small number of transactions are carried out with 
e-money at present (see the second graph) and the average value of these transactions is very low. Few consumers buy products via 
this method and, when they do so, they spend small amounts (although there are notable differences between countries). Despite 
of frequently using the internet and mobile phones to shop, consumers still mostly pay via traditional credit or debit cards or via 
bank transfer. The fact is, although these new systems have emerged, in principle, to offer consumers greater security in their online 
payments, over time users have reduced their aversion to using cards online (either because they now have more confidence in the 
internet or because such traditional cards have also gained in anti-fraud security by requiring, for example, dual verification using 
PINs and a code which the client receives via a text message when finalising a purchase). This might explain why, in some countries 
such as the Netherlands or Germany, the number of transactions with e-money has actually decreased over the last few years.

(1) European Commission. Green Paper. Towards an integrated European market for card, internet and mobile payments. Brussels: 2012. <http://eur-lex.europa.eu/
LexUriServ/LexUriServ.do?uri=COM:2011:0941:FIN:EN:PDF>. [Consulted: February 2014].
(2) Ibid.
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One of the most novel and popular e-money payment methods are digital wallets. Although this product is under constant 
innovation and is therefore difficult to characterise in general, it can be defined as virtual accounts where a small amount of 
(electronic) money is deposited for online shopping. All the consumer has to do is to previously link their bank account or credit 
card to this new «wallet» and therefore be able to transfer the money required to make the purchase. PayPal and Google, for 
example, offer this service globally over the internet or smartphone (other companies operate in a similar way locally, such as 
Alipay in China). But what is the advantage of these methods? Above all, security: they allow internet shopping without any credit 
card details being given to suppliers. Another innovative e-payment system is Bitcoin, which works in a similar way to a digital 
wallet but, in this case, without intermediaries (peer-to-peer) and which also acts as a digital currency (see the next article in the 
Dossier for more details).

Financial institutions have also developed similar models to digital wallets, taking advantage of their greater economies of scope 
(synergies between products, use of know-how, etc.). One example are electronic or virtual cards exclusively for internet 
transactions (also known as prepaid cards). These are small virtual moneyboxes, separated from the rest of a person’s savings, in 
which a small amount of money is deposited to spend on online purchases. As with digital wallets, they are useful because they 
allow consumers to shop online without having to pass on details of their credit card or bank account and they also minimise the 
risk of loss by fraud since they are only provided with the amount required to purchase the desired product. Financial institutions 
have also developed powerful digital platforms to offer online banking services and which facilitate the transfer of funds from 
one account to another, thereby making it easy to use electronic cards and encouraging consumption via the internet or mobile 
devices. In the case of CaixaWallet, the digital wallet by ”la Caixa”, users can decide at any time, via Línea Abierta, which account 
or card they want to link with their digital wallet and activate or deactivate it as required.

Apart from electronic money, other payment systems have also appeared related to smartphones. In this area of m-payments, of 
note is the use of NFC technology (Near Field Communication), used by financial institutions in collaboration with telephony 
firms, in which payments are made by placing the mobile device, with the account holder’s information stored on the SIM card, 
near the point of sale (POS) terminal at a store. Some institutions have opted for PayTags: a chip or card-chip linked to credit, debit 
or prepaid cards that’s attached to the back of the mobile device and also allows payments via contactless technology. There are 
also mobile applications that act like digital wallets, storing the data from a card and transforming this information into a barcode 
which is then scanned to make the payment (like Lemon Wallet or Google Wallet). It could be argued that some of these payment 
methods have, in practice, evolved from the traditional credit card (which now also offers contactless operations).

The regulatory framework is also in the process of adapting to new payment methods. In Europe there is still no overall framework 
covering all electronic payment mechanisms. There has been greater convergence in the market of direct debits and bank transfers 
in Europe (see the article «The SEPA: a step towards integrating European payment systems» in this Dossier), but this has yet to 
happen in the market for card, internet and mobile payments. Given this situation, in 2012 the EC drew up a Green Paper, a 
document used to consult with industry, consumers and retailers with the aim of discussing and identifying the barriers to greater 
integration.(3) Some of the aspects highlighted were the current differences between cross-border and domestic payments (or 
interoperability), the functioning of consumer-retailer relations (use of discounts, surcharges or other similar practices) and 
interchange fees between payment service providers. The conclusion is that greater cooperation and harmonisation is required 
between the current European standards, including traditional technology (credit cards) and emerging technology (internet or 
mobile). Greater coordination is also required between the regulators of different markets such as telecommunications, banking 
and internet.

Decades ago, palaeontologist Stephen Jay Gould became famous for his evolutionary theory of punctuated equilibrium. 
According to this theory, evolutionary change occurs relatively quickly but is punctuated by long periods of stability. He found 
that, after centuries without any change, in just a few generations the panda had developed a «thumb» to pull leaves off bamboo 
shoots more effectively. Similarly, the traditional payment system industry, more based on the physical use of money, seems 
bound to make way for new payment systems based on electronic instruments and money. A landmark structural change that 
could become firmly established in just a few years.

Gerard Arqué
Economic Analysis Unit, Research Department, ”la Caixa”

(3) Ibid.
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Bitcoin: speculative bubble or currency of the future?

The last few weeks have been complicated for the bitcoin, the virtual currency created in 2009 by an anonymous programmer 
under the pseudonym of Satoshi Nakamoto. The key feature of this currency is its peer-to-peer payment system (user to user, 
without intermediaries) based on open source software administered by a community of volunteers. There is no central authority 
or central bank managing the system and no-one owns it. Its acceptance as a means of payment ultimately depends on the 
confidence generated by the currency. However, doubts have emerged regarding its security with the disappearance of MtGox, 
to date the main platform for trading and handling bitcoins, victim of a massive theft by hackers.

Operating with bitcoins requires both parties in a transaction to have accounts called «bitcoin wallets». To transfer the currency, 
sellers must give buyers their password and buyers send bitcoins to sellers using a software application. The bitcoin user network 
provides the computing power of its members’ devices for the system to verify that the vendor is the legitimate owner of the 
transferred bitcoins and to register the transaction. This process, whose aim is to guarantee the system’s security, involves the 
solution of a complex mathematical problem and can take from one minute to one hour for very large transactions. Users helping 
to solve this problem are rewarded with new bitcoins (called «digital mining»).

Bitcoins can also be acquired through other exchange platforms operating in real time. After the sudden closure of MtGox, 
Bitstamp has emerged as the most popular platform to handle and trade in bitcoins against other currencies.

A virtual currency such as the bitcoin can have several advantages. Firstly, its low transaction costs in comparison with the 
commissions charged for credit card payments or the costs associated with a bank transfer. However, the security offered by the 
bitcoin system is still not comparable to that of traditional payment systems (for example, it’s more vulnerable to theft via 
hacking). Another feature valued by its users (particularly by those who devote themselves to illegal activities) is the almost 
anonymity in transactions and the fact that bank account numbers or credit card details do not need to be shared. Moreover, 
users can also generate several different bitcoin addresses to differentiate and isolate each transaction. Lastly, another attractive 
feature of the system is that it has been designed in such a way so that the supply of bitcoins (the total number of units in 
circulation) grows at a pre-established rate until reaching a maximum of 21 million (the current supply totals 12.3 million units). 
This undertaking to limit the supply of currency in circulation, unlike the practice of central banks which continuously increase 
the money supply, aims to anchor the currency’s long-term value and thereby encourage its role as a store of value and its use as 
a medium of exchange.

Bitcoin use as a medium of exchange is still very limited. At present, on average 42 transactions are carried out per minute 
(while Visa carries out more than 165,000 per minute). Nevertheless, the bitcoin’s value rose dramatically in 2013, with high 
associated volatility: from 10 dollars/BTC to more than 1,200 dollars/BTC. Its value is now slightly below 550 dollars/BTC after 
the hacker attacks suffered on some bitcoin exchange platforms and the closure of Mt Gox. The first transaction with bitcoins 
was carried out in 2010: two pizzas for 10,000 BTC. The price of these pizzas at the current bitcoin value would be close to 5.5 
million dollars.

The bitcoin’s value basically reflects speculation on its future value. As with all fiduciary currencies, i.e. currencies not backed by 
precious metals, the bitcoin will have long-term value as long as it is commonly accepted as a medium of exchange and a store 
of value. The greater its acceptance, the more it will tend to be worth (in its equivalent in dollars or euros), given a certain quantity 
of bitcoins in circulation. But the degree of future acceptance is an unknown factor. The high volatility of its value largely reflects 
changes in the perceived degree of acceptance. For example, the day that Ben Bernanke declared, in the US Senate, that the 
bitcoin could have a promising future, its value soared to above 1,000 dollars. Days later, when the Chinese authorities banned 
their banks from processing payments in bitcoins, its value plummeted to below 600 dollars. Thailand and Korea’s decision to 
prohibit the use of bitcoins in their countries also hit its value hard at the time.

More recently, the attacks suffered by some bitcoin exchanges have lead to refunds being suspended on three platforms (MTGox, 
Bitstamp and BTC-e), as well as its value falling from 900 dollars/BTC to 550 dollars/BTC. Trading on Bitstamp and BTC-e returned 
to normal levels a few days after this suspension but Mt Gox has stopped trading indefinitely and has left hundreds of thousands 
of users trapped with around 744,000 bitcoins on the platform, the equivalent to more than 400 million dollars at its current 
value.
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In addition to its vulnerability to computer theft, 
the bitcoin has a significant drawback compared 
with other currencies that are also fiduciary but 
legal tender: by law, no-one is forced to accept it. 
In other words, it does not have the backing of a 
state that has declared it acceptable as a medium 
of exchange and a legal way to settle debts 
(including the payment of taxes). On the other 
hand, the bitcoin is also subject to competition 
from other virtual currencies. These seem 
destined to become more important given the 
progressive rise in the use of the internet and 
social networks, the larger volume of electronic 
trade and the proliferation of digital goods.

Traditional f inancial institutions and large 
technology firms may want to introduce their 
own virtual currency systems. For these systems 
to be widely accepted, they must take some of the key virtues of the bitcoin (an agile medium of exchange with low transaction 
costs) and generate enough confidence for their exchange rate against legal tender currencies to remain relatively stable. These 
systems, potentially more secure, faster and with lower transaction costs (in terms of lower energy consumption or computer 
memory) and which would inspire more confidence, could take over and lead to the bitcoins in circulation plummeting in value. 
They will be an acid test for bitcoins, whether they are worth 1,000 dollars or 100.

Antonio Escoda
Economic Analysis Unit, Research Department, ”la Caixa”
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