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As a precursor to crucial elections at the end of this summer, it seems a good idea to ponder on Germany, a key country in 
the euro area. Which critical factors of its economy make it a benchmark and, at the same time, a source of controversy 
throughout Europe?

This month’s Dossier examines the labour reforms undergone by the country ten years ago, the sources of its exporting 
strength and the role played by the country in the construction of Europe. Something intangible but undoubtedly decisive 
is also analyzed: its culture and institutions, and I would like to focus particularly on these here; on two of the key ideas to 
Germany’s philosophy and economic institutions that are worthy of consideration.

The first is its culture of economic and financial stability, both in terms of the public and the private sector. A stability that 
is opposed to the generation of economic growth as a result of expansion in demand, concentrating efforts on promoting 
supply and improving competitiveness as sources of sustainable growth in income and the standard of living. Naturally this 
principle entails strong restrictions on the capacity of public bodies to get into debt but it also extends to the private sector. 
As a result, the creation of wealth is based on savings and on resources generated internally by companies.

The second central idea is the close link that must always exist between any responsibility assumed and control exercised, 
both at the level of participants in the economy (households, firms, administrations) and also within inter-country relations. 
This is the philosophy that lies behind Germany’s desire to share risks among euro area countries only if, beforehand, there 
has been co-responsibility in decision-making. A principle of responsibility that is key to market economies functioning 
correctly. A principle that attempts to prevent economic players from taking decisions or assuming risks and then eluding 
the consequences should these not turn out to be favourable. Behaviour that, unfortunately, has been widespread in the 
great international financial crisis.

There is no such thing as a perfect economic system and the German economy and its institutions certainly have their 
deficiencies; one of these is the fact that these principles have not always been respected. However, these two ideas that 
dominate Germany’s economic approach are partly the reason for its success and their inclusion in overall economic and 
monetary union could be highly positive at a global level. In fact, the legislation that is gradually being introduced in the 
European Union in response to the crisis is largely based on such an approach.

As with all good principles, those of stability and responsibility must be a guide for economic policy but must also be 
applied pragmatically and intelligently, attending to specific circumstances. What does this mean within the context of the 
euro area’s current problems?

Firstly, that although it is true that sustainable growth is based on improved supply, the lack of a federal budget in Europe 
like the one in the USA means that better budgetary coordination is required between member countries and therefore a 
less restrictive attitude in countries with less public debt, such as Germany.

And similar situation arises with the issue of responsibility. A debt crisis such as the present requires creditors and debtors 
to realize they are in the same boat and that sharing risks and the cost of deleveraging could be of benefit to both parties, 
without this necessarily violating the principle of responsibility and control.

Jordi Gual
Chief Economist
30 June 2013

EDITORIAL

THE GERMAN MODEL
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Capital flows to the emerging markets are diminishing. 
The factors that had encouraged inflows of liquidity, 
namely very easy monetary conditions in developed 
economies and better growth prospects in emerging 
economies, have gradually waned. The emerging 
economies’ growth prospects are no longer so firm  
while these have improved slightly in developed 
countries. Moreover, the notable depreciation of 
emerging currencies against the dollar over the last  
few weeks has reopened an old debate: the sustainability 
of the current account deficit of some of these economies, 
such as South Africa, Turkey or India, making them  
more vulnerable to capital outflows. Episodes of social 
and political instability in Brazil and Turkey are not helping 
the situation either.

The ECB remains immobile and has reaffirmed its 
commitment to maintain an expansionary monetary policy 
while the economy is still weak. The Fed’s announcement 
that it will be moderating its stimuli alarmed Europe’s 
sovereign debt markets, with significant rises in yield both 
in the core and periphery countries. Given these 
fluctuations in the market, Mario Draghi affirmed that they 
are prepared to act whenever necessary and keep the bond 
purchase programme in operation. Activity in the euro area 
continues to show signs of stabilizing within an overall 
fragile scenario and GDP is expected to grow in the third 
quarter. Although the script is being followed in terms of 
activity, advances in institutional reforms still appear to be 
fragmented and restrained. The latest exponent has been 
the agreements reached by the European Council with 
regard to the bank resolution mechanism, whose limited 
resources create some doubts as to whether this can really 
be an effective instrument to break the connection 
between sovereign and bank risk.

In Spain, structural reforms are taking a centre stage. In 
accordance with the European Commission’s guidelines, 
the government has announced the key elements in the 
long-awaited public administration reform, whose aim is 
to rationalize the public sector and make it more efficient. 
Its rapid implementation, as well as that of the rest of the 
planned reforms, is the main guarantee for sustainable 
growth in the long term. For the time being, economic 
growth is still being supported by the foreign sector,  
so that consolidating the foundations for a more 
competitive, efficient and flexible economy has become 
even more imperative than ever.

The Fed’s exit strategy and doubts regarding China  
are disturbing the calm of the markets. The Fed’s 
announcement that it might reduce its quantitative easing 
towards the end of 2013 if the macroeconomic conditions 
continue to evolve favourably has surprised the financial 
markets. Initially, the upswing in volatility was widespread 
at a global level, hitting the emerging countries 
particularly hard. Yields rose on both safe haven bonds and 
riskier options and the global stock market was shaken. 
These outbursts of volatility have been exacerbated by 
increasing tensions in China’s credit market. This time 
Europe is not at the epicentre of the destabilizing factors 
but neither has it helped to calm the markets with its 
slowness and lack of ambition in measures to definitively 
resolve the institutional deficiencies it still has.

The Fed will only moderate its bond purchases if the 
macroeconomic situation improves substantially. The 
timeline it has set to withdraw stimuli depends on the 
unemployment rate falling, a drop that might be delayed 
if the activity rate increases as growth gains ground. For 
the moment the recovery is continuing, albeit at a 
moderate rate. First quarter growth in GDP has been 
revised downwards to 0.4% quarter-on-quarter but this 
does not change the forecasts for the coming quarters. 
The latest economic indicators support this scenario, 
especially in terms of improvements in tertiary sector 
activity and consumer confidence. The real estate market 
is also continuing to support the US recovery although 
somewhat less than expected.

In China, the central bank has also called for calm.  
The Shibor, China’s interbank interest rate, picked up at 
the end of June due to problems related to the lack of 
liquidity in shadow banking and the central bank’s initial 
reticence to respond quickly as it had previously tended to 
do in this kind of situation. These problems coincide with 
new signs of cyclical containment for the Chinese economy, 
suggesting that growth will be lower this year and the next, 
although its rate will still be enviable (7.6% and 7.8% 
respectively). Given this panorama, the central bank ended 
up guaranteeing liquidity for those institutions that need it, 
thereby putting an end to the financial tensions of the last 
few weeks. On the other hand, although the reacceleration 
of the Chinese economy will be slower than expected, we 
must not forget the large amount of foreign reserves it holds 
and its ample room to apply stimuli should the need arise.

EXECUTIVE SUMMARY

UNITED STATES AND CHINA: CHALK AND CHEESE
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 1  Governing Council of the European Central Bank.
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unemployment (July).
 8 Industrial production index (June).
14  GDP flash estimate of the European Union (second 

quarter).
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20 Foreign trade (June).
23  Index of economic sentiment euro area.
29  Quarterly national accounts (second quarter).
  Flash CPI (August).
30  Balance of payments (June).
  Government revenue and expenditure (July).

Agenda

MaY 2013

 2  The European Central Bank lowers the official interest rate to 0.5%.
29  The European Commission recommends relaxing the path of fiscal consolidation for Spain, setting the 2013 target for the general 

government deficit at 6.5% of GDP. It also defines a schedule of reforms, particularly of the labour market, taxation system and 
energy industry.

MaRCH 2013

25  The Eurogroup and the Cypriot government establish the bailout agreement for Cyprus. The troika will provide a maximum of 10 
billion euros. Moreover, shareholders, bank deposits over 100,000 euros and bond holders will meet part of the recapitalization 
costs.

Chronology

JUNE 2013

27  The European Council approves the Recovery and Resolution Directive that establishes an order of seniority for liabilities in  
bail-ins.

JaNUaRY 2013

25  The government approves the Market Unity Guarantee Bill, establishing a single licence to trade in goods and services throughout 
Spain.

FEBRUaRY 2013

22  The government approves a Decree-Law with measures to support entrepreneurs and boost growth and job creation. The 
Decree-Law includes measures to increase competition in the hydrocarbon and railway sectors.

aPRIL 2013

19  The government approves the reform of the mortgage act, amending the procedure for mortgage foreclosures.
26  The government presents the 2013-2016 Stability Programme, with a more relaxed fiscal consolidation target.



4  

www.lacaixaresearch.comjulY-AuGuST 2013

FORECASTS
Percentage year-on-year change, unless otherwise specified

International economy

2012 2013 2014 3Q 2012 4Q 2012 1Q 2013 2Q 2013 3Q 2013 4Q 2013

GDP GROWTH

Global 3.2 3.3 4.2 3.1 2.9 2.9 3.1 3.4 3.7

Developed countries

United States 2.2 1.9 2.8 2.6 1.7 1.6 1.9 1.7 2.2

Euro area –0.5 –0.5 1.0 –0.7 –1.0 –1.1 –0.9 –0.5 0.3

Germany 0.9 0.3 1.5 0.9 0.3 –0.3 –0.1 0.1 1.3

France 0.0 –0.1 0.8 0.0 –0.3 –0.4 –0.2 –0.1 0.3

Italy –2.4 –1.6 0.4 –2.6 –2.8 –2.3 –1.9 –1.7 –0.6

Spain –1.4 –1.4 0.8 –1.6 –1.9 –2.0 –1.8 –1.4 –0.5

Japan 1.9 1.8 1.9 0.3 0.4 0.2 1.1 2.8 3.1

United Kingdom 0.0 0.8 1.4 0.0 0.0 0.6 1.2 0.5 1.1

Emerging countries

Russia 3.4 2.6 3.6 3.0 2.1 1.6 2.2 3.2 3.5

China 7.8 7.6 7.8 7.4 7.9 7.7 7.7 7.5 7.4

India 5.1 5.2 6.2 5.1 4.5 4.8 4.4 5.1 6.5

Brazil 0.9 2.3 3.4 0.9 1.4 1.9 2.1 2.5 2.7

Mexico 3.9 3.0 3.4 3.3 3.2 2.2 2.6 3.4 3.7

Poland 2.0 1.4 2.7 1.7 0.7 0.4 0.8 1.6 2.8

Turkey 2.3 4.0 5.6 1.6 1.4 3.0 3.3 4.4 5.3

INFLATION

Global 3.7 3.2 3.3 3.6 3.6 3.3 3.1 3.2 3.2

Developed countries

United States 2.1 1.5 1.9 1.7 1.9 1.7 1.3 1.6 1.5

Euro area 2.5 1.4 1.6 2.5 2.3 1.8 1.3 1.3 1.4

Germany 2.1 1.5 1.7 2.1 2.0 1.8 1.3 1.5 1.6

France 2.2 1.2 1.5 2.3 1.7 1.2 0.9 1.2 1.3

Italy 3.3 1.6 1.7 3.4 2.7 2.1 1.4 1.5 1.6

Spain 2.4 1.6 1.4 2.8 3.1 2.6 1.7 1.2 0.9

Japan (1) 0.0 –0.1 0.9 –0.3 –0.2 –0.6 –0.4 0.2 0.4

United Kingdom 2.8 2.4 2.1 2.4 2.7 2.8 2.5 2.3 2.2

Emerging countries

Russia 5.0 6.3 4.8 6.0 6.5 7.1 7.0 5.8 5.4

China 2.7 2.6 3.0 1.9 2.1 2.4 2.3 2.7 2.8

India (2) 7.6 5.6 5.3 7.9 7.3 6.9 5.4 5.0 5.3

Brazil 5.4 6.1 5.6 5.2 5.6 6.4 6.4 6.0 5.8

Mexico 4.1 4.0 3.6 4.6 4.1 3.7 4.5 4.0 3.7

Poland 3.7 1.3 2.0 3.9 3.0 1.6 0.9 1.2 1.3

Turkey 8.9 6.7 6.5 9.0 6.8 7.2 6.5 6.7 6.5

Notes: (1) Not including the consumption tax hike planned for April 2014.
(2) Wholesale figures.

  Forecasts
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Spanish economy

2012 2013 2014 3Q 2012 4Q 2012 1Q 2013 2Q 2013 3Q 2013  4Q 2013

Macroeconomic aggregates

Household consumption –2.2 –2.7 0.1 –2.1 –3.0 –3.9 –3.1 –2.8 –0.9

General government consumption –3.7 –3.5 –1.5 –4.0 –4.1 –4.3 –4.5 –2.5 –2.8

Gross fixed capital formation –9.1 –6.6 –1.0 –9.7 –10.3 –9.0 –7.2 –6.8 –3.5

Capital goods –6.7 –4.1 1.8 –7.0 –7.9 –6.7 –5.1 –5.1 0.4

Construction –11.5 –8.7 –2.4 –12.4 –12.3 –11.3 –9.1 –8.1 –6.2

Domestic demand (contr. Δ PIB) –3.9 –3.6 –0.4 –4.0 –4.6 –5.0 –4.2 –3.5 –1.7

Exports of goods and services 3.0 2.8 4.5 4.2 3.2 4.5 4.2 0.4 2.3

Imports of goods and services –5.0 –4.0 1.0 –3.4 –5.4 –5.1 –3.5 –6.1 –1.5

Gross domestic product –1.4 –1.4 0.8 –1.6 –1.9 –2.0 –1.8 –1.4 –0.5

Other variables

Employment –4.4 –3.3 0.3 –4.6 –4.7 –4.5 –3.8 –2.8 –2.1

Unemployment rate (% labour force) 25.0 26.6 25.9 25.0 26.0 27.2 26.6 26.1 26.6

Consumer price index 2.4 1.6 1.4 2.8 3.1 2.6 1.7 1.2 0.9

Unit labour costs –3.4 –1.2 0.0 –2.9 –5.8 –3.2 –1.5 –1.5 1.3

Current account balance (cum., % GDP) –0.9 1.8 2.4 –2.2 –0.9 0.3 0.9 1.4 1.8

Net lending or borrowing rest of the world  
 (cum., % GDP) –0.2 2.3 2.9 –1.7 –0.2 1.0 1.4 1.9 2.3

Fiscal balance (cum., % GDP) –10.6 –6.5 –5.8 –10.0 –10.6 –10.5    

Financial markets

INTEREST RATES 

Dollar

Fed Funds 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25

3-month Libor 0.43 0.28 0.34 0.42 0.32 0.29 0.28 0.28 0.29

12-month Libor 1.01 0.74 0.91 1.04 0.88 0.77 0.70 0.73 0.77

2-year government bonds 0.27 0.38 0.81 0.26 0.27 0.26 0.26 0.45 0.56

10-year government bonds 1.78 2.24 2.85 1.62 1.69 1.93 1.98 2.52 2.53

Euro

ECB repo 0.88 0.58 0.50 0.75 0.75 0.75 0.58 0.50 0.50

3-month Euribor 0.57 0.20 0.20 0.36 0.20 0.21 0.21 0.20 0.20

12-month Euribor  1.11 0.52 0.53 0.89 0.60 0.57 0.51 0.50 0.50

2-year government bonds (Germany) 0.08 0.07 0.36 –0.01 0.01 0.11 0.06 0.05 0.05

10-year government bonds (Germany) 1.55 1.41 1.65 1.42 1.42 1.51 1.41 1.35 1.35

EXCHANGE RATES

$/euro 1.29 1.31 1.32 1.25 1.30 1.32 1.31 1.32 1.31

¥/euro 102.71 128.20 136.83 98.44 105.44 121.84 128.88 127.66 134.10

£/euro 0.81 0.85 0.85 0.79 0.81 0.85 0.85 0.86 0.85

OIL

Brent ($/barrel) 111.38 106.09 108.46 109.19 109.52 112.23 103.05 103.63 105.44

Brent (euros/barrel) 86.61 80.73 82.04 87.21 84.40 85.03 78.85 78.80 80.21

  Forecasts
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The performance of international financial markets in June 
has been unstable. The two large sources of concern 
appearing in May (the Federal Reserve and China) have 
worsened over the last few weeks. Bond yields have rallied 
strongly in the vast majority of countries, credit risk premia 
have risen, stock markets have seen losses and the currencies 
of emerging countries have continued to depreciate, all this 
within an environment of greater volatility and contained 
trading volumes. It is noteworthy and revealing that the 
climate in the euro area markets, particularly in Spain, has 
been relatively constructive in spite of this deterioration in  
its surroundings. 

The Federal Reserve (Fed) has presented its roadmap. After 
the messages given out by several members of the Fed in  
May regarding the appropriateness of reconsidering stimuli 
measures, all eyes were on the meeting of the Monetary Policy 
Committee held on 19 June. As explained in more detail in  
the Focus «The Federal Reserve’s controversial “exit strategy”»,  
Ben Bernanke announced a plan to withdraw stimuli 
regarding both quantitative easing and the handling of  
official interest rates. The reflex action of investors consisted  
of significant sales in almost all markets throughout the globe, 
with some nervous moments. Somehow, investors did not 
completely rule out the possibility of the Fed establishing 
specific conditions and dates to withdraw the overabundance 
of liquidity and its calming effects. And even less so the fact 
that this might start soon: before the year ends.

The process designed to normalize monetary policy will be 
gradual and in proportion to the improvement in economic 
fundamentals. Bernanke himself made a huge effort to stress 
this point but to no avail. Given the market instability, with the 
consequent risk of implementing harmful mechanisms that 
amplify and transmit such turbulence, several Fed members 
entered the fray. Although expressing somewhat disparate 
views, they all agreed that the official plan did not mean 
slamming on the brakes but rather easing the foot off the 
accelerator of stimuli. Moreover, some highlighted the fact 
that, if economic developments turned out to be 
disappointing, they would be fully prepared to increase 
expansionary measures. Towards the end of the month, these 
messages finally managed to calm fears to some extent, 
resulting in a partial recovery of the previous deterioration 
both in bonds and equity.

The holiday period that is now starting is not the best time 
for volatility to diminish but, taken from a medium and  
long-term viewpoint, the plan outlined by the Fed appears  
to have more advantages than drawbacks in terms of  
financial markets. Striking a balance between transparency 
and specifics on the one hand and flexibility and a gradual 
approach on the other arouses uncertainty, at the same time 
as outlining a scenario of lax monetary conditions for a long 

FINANCIAL MARKETS  
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time. As the economic expansion consolidates, risky financial 
assets (such as the stock market) will benefit and pick up 
again. For their part, the yields on US government bonds  
(and consequently the rest of the countries) should correct 
part of their sharp rise seen over the last two months, followed 
by a much calmer upward path.

although gradual, the change in the monetary regime has 
powerful implications for financial markets. The economic 
and monetary normalization of the world’s leading economy, 
together with the reasonably positive trend we expect for the 
rest of the regions, suggests that the underlying economic 
fundamentals of the different countries and sectors will 
become increasingly important, with a particularly significant 
role for the figures on the US labour market. Little by little, the 
alternating risk-on/risk-off dynamic, so typical over the last 
few years, will disappear.

The emerging countries are still a cause for concern.  
The storm caused by the Fed has hit the emerging bond  
and equity markets particularly hard, suffering from capital 
outflows and currency depreciation. The underlying weak 
economic pulse of these countries has merely encouraged such 
behaviour. China is the most outstanding case but there are also 
doubts regarding developments in Brazil, India and others.

China has provided a shock in the form of interbank market 
tension. The sudden rise in monetary interest rates reminded 
international investors of episodes in the USA in 2008 and in  
the euro area in 2011, in both cases a prelude to far-reaching 
problems. China’s stock market reacted with big losses that 
contributed to the overall bad tone. As explained in the Focus 
«China: interbank tensions», the origin of these tensions in the 
Chinese interbank market lies in temporary technical factors for 
which the central bank has adopted a «tough» stance, delaying 
its intervention so as not to exacerbate the risk of bubbles 
forming in the future. Whatever happens, this episode highlights 
the problems facing China to sustain its rate of expansion while 
changing the model and attempting to ensure financial stability.

Social unrest is adding a new dimension to the problems  
of the emerging countries and Brazil, Turkey and Egypt are 
the main exponents in this respect. The situations appear  
to be under control for the time being but we should not 
underestimate the geopolitical risk involved. If this came 
about, it might be systemic in scope and accentuate threats  
to financial stability and economic performance. In short, the 
emerging countries are currently a weak link that is sullying 
the global panorama. In any case, the most likely course is still 
one of progressive improvement due to the reasonably solid 
financial position (indebtedness) of most of these countries, 
the ample room to manoeuvre for their monetary and fiscal 
policies and also the recently improved tone of the developed 
economies.

Japan’s financial markets are stabilizing. Following their 
own, differentiated dynamic, the Japanese stock market, 
bonds and currency have calmed down their extremely 
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volatile behaviour of May. This supports the interpretation that 
it was a correction phase after the sharp movements 
implemented in the wake of the policy known as Abenomics, 
and not a boomerang effect of this policy. In fact, the 
measures of quantitative easing implemented by the Bank  
of Japan over the coming months will help significantly 
towards the overall situation of abundant liquidity we expect, 
even if the Fed stops its bond purchases.

The euro area remains in second place but it’s not immune. 
The region’s financial assets have not escaped the turbulence 
generated by the Fed and the emerging countries and 
punishment has even been particularly harsh in some quarters. 
This is the case of the stock markets given that the firms on the 
region’s selective indices are greatly exposed to the emerging 
markets. However, internal factors related to the long and 
complex debt, institutional and economic crisis have had an 
influence that ranges from neutral to positive. Tensions on 
periphery risk premia have therefore been moderate and,  
in the last part of the month, had already dissipated quite 
quickly. Spain’s spread with Germany at 10 years rose from  
290 b.p. to 320 but then fell back again to its initial level.  
The trend in the euro-dollar exchange rate has also been  
up and down, ranging between 1.30 and 1.34, within the range 
of fluctuation of the last few months and where it is likely  
to remain. 

The European summits have neither surprised nor 
disappointed. Investors have interpreted the agreements 
reached by Ecofin and the European Council with the 
perspective of a «bottle half-full». On the one hand, in the  
area of structuring banking union it has been confirmed that 
the progress being made is slow but sure. The perception of 
bank risk and its harmful connection with sovereign risk has  
not undergone any significant change, as shown by the 
relatively stable performance by banks’ CDSs. On the other 
hand, the programme to combat youth unemployment and 
facilitate SME financing are modest steps but in the right 
direction. With regard to the latter, the ECB has yet to provide 
details on the terms of its involvement, which does not look  
like being very aggressive. However, Mario Draghi and other 
leading members of the ECB have made statements regarding 
the orientation of monetary policy as a whole after the Fed’s 
plans were announced. The message is clear: the ECB’s «exit 
strategy» has yet to be glimpsed on the horizon, particularly  
in the area of official interest rates. With this it is attempting  
to put a stop to the incipient rise taking place in monetary 
interest rates (the 12-month Euribor has once again risen  
to above 0.50%).

The respite seen in the last few months in the euro area 
crisis cannot be considered as definitive. Risks are still high, 
in particular those resulting from the fragile pulse of economic 
activity. The recently perceived improvement is promising but 
it must continue in order to allay the threats hovering over key 
elements, such as the banking sector and periphery countries 
with weak governments.
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greater degree of dependence on the interbank market 
for their funding, must manage liquidity risk carefully  
and properly. Two: the abundance of liquidity in the 
markets involves the risk of encouraging asset bubbles,  
so that a period of great availability of funds will very 
probably alternate with more restricted availability  
in the future. In summary, these episodes of stress have 
highlighted a shift in the central bank’s priorities towards 
the long-lasting stability of financial markets. The 
overriding question now is whether it is going too far, 
running the risk of forcing financial activity and the real 
economy to contract too much.

FOCUS • China: interbank tensions

Concern regarding China’s economic-financial situation 
has intensified over the last few weeks due to tensions 
observed in the interbank market. The 1-day Shibor 
interest rate (Shanghai Interbank Offered Rate) reached 
levels higher than 8%, an all-time high; similarly, the  
7-day Repo rate also posted a new peak, reaching 11.2%. 
Memories of the crisis suffered by the interbank markets 
of western countries in 2007-2008 have led to anxiety 
among international investors. In order to properly gauge 
the implications of this Chinese episode, it is useful to bear 
in mind three important elements. 

Firstly, in June a series of seasonal factors led to a 
temporary increase in the demand for liquidity: the 
payment of tax by a large part of China’s corporate sector, 
the Duanwu festivities and the sharp drop in exports to 
Hong Kong. Secondly, the country’s macroeconomic 
context suggests a slowdown in its rate of activity. In 
principle, this is a logical and desirable adjustment 
towards a more balanced pattern of growth with a greater 
contribution from domestic demand (in particular from 
private consumption). In fact, the country’s economic 
policy has been designed with this aim in mind. However, 
the persistent predominance of disappointing 
macroeconomic figures has not helped to calm nerves  
in the interbank market. Lastly, the credit provided by 
China’s financial system has grown at a very fast rate  
over the last few years, particularly in its so-called shadow 
banking system (SBS, non-banking financial institutions 
who are less exposed to regulation). The Chinese 
authorities have repeatedly voiced their concern 
regarding this situation as well as their desire to prevent 
the formation of bubbles. Although the extent of the SBS 
in relation to China’s GDP is limited compared with the 
USA or euro area, such fears are due to the speed of the 
expansion in credit and financial products offered by 
these entities, offering yields much higher than 
traditional bank deposits. A large part of the funds have 
been lent to finance high-risk projects with long-term 
maturities. If we add to this the fact that these funds have 
mostly been obtained on the interbank market, the 
ultimate outcome is the risk of maturity mismatch.

The coinciding of these three factors explains the 
reticence of the authorities to intervene quickly and 
aggressively by injecting massive amounts of liquidity into 
the market via OMO (Open Market Operations), as they 
had often done in the past whenever tensions appeared. 
In June’s episode, the central bank intervened unhurriedly 
and selectively. Certainly their action was enough to 
contain the tensions towards the end of the month but 
this mode of behaviour contains two important messages. 
One: financial institutions, particularly those with a 
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Shadow banking in China

Asset type

2012 2010

Size in 
2012 

(million 
RMB)

%  
GDP

% China’s 
total  
bank 

assets

Size in  
2010 

(million 
RMB)

Management mandates 7,471 14.4 5.6 3,040

Private banking products 7,100 13.7 5.3 2,800

Entrust loans 5,750 11.1 4.3 3,170

Bank acceptances 5,904 11.4 4.4 3,827

Asset companies 1,000 1.9 0.7 0

Pawnshops 277 0.5 0.2 180

Guarantees 1,200 2.3 0.9 700

Small lenders 592 1.1 0.4 162

Financial companies 3,442 6.6 2.6 1,580

Financial leasing 770 1.5 0.6 316

Underground lending 2,500 4.8 1.9 2,500

Total 36,006 69.3 26.9 18,275

Sources: J. P. Morgan and ”la Caixa” Research.
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FOCUS • The Federal Reserve’s controversial «exit strategy»

On 19 June, the Chairman of the Federal Reserve (Fed), 
Ben Bernanke, announced that the Monetary Policy 
Committee’s consensus opinion is that economic risks in 
the USA have diminished and, if the economy continues 
as expected, it will soon be appropriate to start monetary 
normalization measures. With the aim of transparency, 
Bernanke presented the roadmap to implement the exit 
strategy, emphasizing that the Fed is still committed to 
promoting employment and price stability.

Broadly speaking, the exit strategy consists of five stages. 
During the first, the Fed will gradually slow up its bond 
purchases. This could start before the end of 2013 but 
depends on the flow of economic indicators continuing 
to be positive. The next stage will arrive once the 
unemployment rate reaches about 7.0% (forecast for 
mid-2014) and will entail the total suspension of 
purchases. In this period, the Fed might modify the 
guidance it gives to markets regarding interest rates. 
Specifically, it would do away with its now famous 
message of an «extended period» at zero interest rates. 
The third stage consists of stopping the reinvestment  
of funds from the debt portfolio (by bond maturity and 
in interest payments). By mid-2015, the Fed expects the 
unemployment rate to fall below the target threshold  
of 6.5% set in December 2012 and, therefore, the fourth 
stage will start, which consists of beginning the cycle  
of official interest rate hikes. Lastly, the Fed believes that, 
in the second half of 2015, the economy will approach its 
growth potential, a situation that would lead the 
institution to start getting rid of its bond portfolio via 
direct sales on the market.

As Bernanke’s words are digested, it is inevitable that 
questions come up regarding whether this sequence is 
correct or, on the other hand, the Fed’s actions are 
untimely, be they too soon or too late. Importantly, these 
doubts can also be seen in the different views defended 
by leading members of the Federal Reserve itself (some 
with a right to vote in the Committee and others not). 
Three voices have been heard clearly over the last few 
days. Richard Fisher, president of the Dallas Federal 
Reserve, believes the current programme of stimuli 
should not continue and backs a rapid withdrawal as 
there is the risk of «debasing» the dollar, leading to high 
inflation and «the ruination of our economy and 
lifestyle». Narayana Kocherlakota (president of the 
Minneapolis Fed) defends a position more in line with the 
official one although he notes that the references 
provided regarding how the exit strategy will be carried 
out once the recovery is in a more advanced phase are 
insufficient and confused (particularly related to official 
interest rates). For his part, the president of the Saint 
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Louis Fed, James Bullard, believes that it is not the right 
time for a timeline to reduce quantitative easing, arguing 
that inflation is far below the Fed’s target and that it 
would be better to have waited until «more tangible 
signs» of recovery are noted.

This disparity of opinion is due not only to different 
interpretations of the current status of the North 
American economy but also to different preferences in 
terms of prioritizing goals and monetary policy risk 
management. In this respect, the route outlined by 
Bernanke has the virtue of striking a reasonable balance 
that combines detail, flexibility, gradual implementation 
and conditionality based on key macroeconomic 
variables, but neither is it risk-free.
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Interest rates (%)

28-Jun 30-May Monthly  
change (b.p.)

Year-to-date 
(b.p.)

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

Euro

ECB Repo 0.50 0.50 0 –25 –50

3-month Euribor 0.22 0.20 2 3 –44

1-year Euribor 0.53 0.48 5 –2 –69

1-year government bonds (Germany) 0.10 0.02 8 –2 2

2-year government bonds (Germany) 0.19 0.08 11 21 7

10-year government bonds (Germany) 1.73 1.52 21 42 15

10-year government bonds (Spain) 4.77 4.37 40 –49 –156

10-year spread (b.p.) 304 285 19 –89 –169

Dollar

Fed funds 0.25 0.25 0 0 0

3-month Libor 0.27 0.27 0 –3 –19

1-month Libor 0.69 0.69 0 –16 –38

1-year government bonds 0.14 0.13 1 1 –6

2-year government bonds 0.36 0.29 7 12 6

10-year government bonds 2.49 2.11 38 75 86

Spreads corporate bonds (b.p.)

28-Jun 30-May Monthly  
change (b.p.)

Year-to-date 
(b.p.)

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

Itraxx Corporate 119 100 18 1 –43

Itraxx Financials Senior 167 145 22 26 –87

Itraxx Subordinated Financials 251 206 45 16 –167

Exchange rates

28-Jun 30-May Monthly  
change (%)

Year-to-date 
(b.p.)

Year-on-year change  
(%)

$/euro 1.301 1.305 –0.3 –1.3 3.6

¥/euro 128.970 131.430 –1.9 –11.7 –22.9

£/euro 0.855 0.857 –0.2 –5.1 –6.4

¥/$ 99.140 100.730 –1.6 –12.8 –20.1

Commodities

28-Jun 30-May Monthly  
change (%)

Year-to-date 
(b.p.)

Year-on-year change  
(%)

CRB Index 468.1 472.7 –1.0 –3.3 –0.7

Brent ($/barrel) 102.2 102.0 0.1 –8.8 5.3

Gold ($/ounce) 1,234.6 1,414.2 –12.7 –25.8 –22.1

Equity

28-Jun 30-May Monthly  
change (%)

Year-to-date 
(b.p.)

Year-on-year change  
(%)

S&P 500 1,606.3 1,654.4 –2.9 12.6 17.9

Eurostoxx 50 2,602.6 2,799.2 –7.0 –1.3 14.9

Ibex 35 7,762.7 8,433.5 –8.0 –5.0 9.3

Nikkei 225 13,677.3 13,589.0 0.6 33.3 53.8

MSCI Emerging 940.3 1,016.0 –7.4 –10.9 0.3

Nasdaq 3,403.2 3,491.3 –2.5 12.7 16.0

KEY FINANCIAL INDICATORS
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The latest figures available reveal a somewhat slower rate 
of activity in the emerging economies than expected, 
especially in China. The latest figures available reveal a 
somewhat slower rate of activity in the emerging economies 
than expected, especially in China. In addition to the relatively 
restrained tone of the economic cycle is the change in the 
Fed’s rhetoric which, on seeing continued improvement in the 
US labour market, has set a time limit for its latest round of 
quantitative easing (QE3). Both factors lie behind the sale of 
emerging assets which, should they persist, might complicate 
the reacceleration of the most vulnerable economies.

UNITED STATES

Within this context of emerging economy containment,  
US GDP in the first quarter was revised downwards  
(from 1.8% to 1.6% year-on-year). An unexpected revision 
that, nevertheless, does not alter our scenario of a moderate 
recovery and has led us to minimally revise our growth forecast 
for 2013 (from 2.0% to 1.9%) due to base effects. Most of  
this downward correction in the first quarter figure can be 
explained by the revision of private consumption, specifically 
services, although they are still the main driving force. For its 
part productive investment, also revised downwards, should 
be boosted sooner or later by improved financial conditions 
and corporate earnings that continue to be high.

The timeline established by the Fed for the progressive 
normalization of its monetary policy supports this view of a 
sustained recovery with fewer risks of relapse. On 19 June,  
the Federal Reserve Chairman presented a possible timeline to 
withdraw the QE3 which would begin towards the end of 2013 
and finish mid-2014 provided the labour market continues to 
evolve positively. Specifically, the Fed conditions the end of its 
programme on an improved unemployment rate of 7% and any 
subsequent hikes in interest rates on an unemployment rate  
of 6.5% (in May this stood at 7.6%) (see the Focus «The Fed:  
from words to action?» and «The Federal Reserve’s controversial 
“exit strategy”»). All this within a context of low inflation, leaving 
room for expansionary policies if necessary.

Most activity indicators for the US economy confirm that  
its recovery is progressing. The Conference Board consumer 
confidence index rose by 7 points in May, more than expected, 
reaching its highest level since January 2008 (76.2). A large part 
of consumption’s vitality is due to the continued recovery in 
real estate, albeit still with risks. House prices continued to rise 
and have now accumulated 15 consecutive months of increases. 
Moreover, while housing starts grew, the sale of second-hand 
housing increased by a healthy 12.9% year-on-year. However, 
the restrictive shift attributed (probably prematurely) to the 
Fed has led to a significant increase in the average mortgage 
interest rate which could jeopardize this recovery in real estate.

INTERNATIONAL ECONOMY
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JAPAN

While some are setting a date for their expansionary 
measures to end, others are just beginning. This is the case  
of Japan and its abenomics (the programme promoted by 
Prime Minister Shinzo Abe, hence the name, based on 
monetary, fiscal and structural policies), whose aim is to free  
the Japanese economy from the deflationary trap and firmly 
boost growth. For the moment, the monetary expansion that 
started in February 2013 has spurred on Japanese exports  
(in value although not in volume) as the yen has depreciated. 
Specifically, in May exports grew by 7.9% year-on-year 
compared with a drop of 2.9% in 2012. 

Given this expansionary situation, Japan revised upwards 
its growth figure for the first quarter of 2013 (from 0.9% 
quarter-on-quarter to 1.0%). This revision raises our own 
growth forecast for the whole of 2013 to 1.8% (previously 
1.6%) due to base effects. However, whether this growth 
continues in 2014 will depend on the structural reforms of 
Abenomics and on whether the VAT hike is implemented in 
2014 which was approved a year ago and which might halt  
or slow down the current expansionary tone. Similarly, the 
upward revision of the scenario of macroeconomic projections 
given by the central bank could result in a smaller expansion 
of its balance sheet than initially expected. Should this 
happen, it would also lessen the expansionary impetus  
of the first few months of 2013.

For the time being, the third pillar of abenomics is not 
compelling. The Prime Minister called for the need to 
«reactivate» the Japanese economy by encouraging private 
and foreign investment, protecting innovation and 
entrepreneurship and improving regulations. However,  
some of the actions proposed by Shinzo Abe on 6 June (the 
establishment of special economic zones, tax discounts for FDI 
or fewer restrictions on drug sales) are raising doubts as  
to the true extent of the structural reforms. More substantial 
measures are expected to be announced after July’s elections 
(for the upper house).

Most analysts agree that far-reaching labour reforms need 
to be carried out which among other things, should dilute the 
current duality (workers who have acquired extensive rights 
co-exist with others that have much less protection). Similarly, 
women need to be encouraged to enter the labour market, 
with a significant margin for improvement in Japanese society 
(below 50%, compared with 57% in the USA or 53.4% in 
Spain). A third line of action should focus on reducing the 
excessive corporate savings. To this end, a business framework 
with greater shareholder power in order to avoid cash 
hoarding and/or a fiscal framework that penalizes such 
hoarding are two possible remedies. Continuing in the fiscal 
sphere, measures are also required that ensure public debt  
is sustainable in the long term (larger than 200% of GDP),  
as well as offsetting the ageing of the population.
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EMERGING ECONOMIES

On the other side of the Pacific, Mexico is actually making 
headway in its structural reforms (see the Focus «Mexico: 
from reform to reform»). Although these reforms could 
establish greater growth potential in the medium term,  
the macroeconomic stability promoted over the last few years 
will be of vital importance in the short term, especially if the 
recent retreat of financial flows from emerging markets 
continues. 

On the other hand Brazil, Turkey and India, with significant 
external and fiscal imbalances and without a rigorous 
reform plan underway, could compromise their economic 
growth rate. In Turkey, the internal conflicts faced by  
the government and society, together with the impact  
of the Fed, have highlighted its weakest points: excessive 
dependence on capital inflows (required to finance a  
current account deficit of around 6%) and ever-present 
inflationary tensions. Also affected by popular dissent,  
Brazil has little room to manoeuvre in fiscal or monetary  
terms to sort out both its social tensions and the complex 
macroeconomic situation it is facing, with inflation running 
high and growth just starting to recover. With regard to India, 
among the large emerging countries this is the economy with 
the largest current account and fiscal imbalances and the one 
encountering the most difficulty in achieving the political 
consensus required to promote structural reforms.

Signs of moderation and liquidity tensions raise doubts 
regarding China’s upswing. Weak-looking activity indicators 
and an institutional desire to change the country’s model 
(towards more balanced growth) have led us to revise 
downwards our growth forecasts for 2013 (from 7.9% to 7.6%) 
and 2014 (from 8.4% to 7.8%). Since the Chinese government 
lowered its 2013 growth target in March to 7.5%, the latest 
decisions from the executive corroborate its desire for  
a change in model; its aim is to rely more on domestic 
consumption and less on exports. Although this would result 
in more balanced and sustainable growth in the medium term, 
the transition will be lower growth in the short term and pose 
downward risks. In this respect, recent actions by the Chinese 
authorities must be interpreted through this prism of 
balanced growth. For example, the initial reticence of the 
People’s Bank of China (PBOC) to provide liquidity to offset the 
sharp rise in interbank rates could be interpreted as a warning 
to financial institutions to moderate the increase in credit, 
especially outside the official, regulated system (shadow 
banking, see the Focus «China: interbank tensions»). Although 
this goal is welcome, in the short term it intensified liquidity 
tensions. Nonetheless, when these tensions increased too 
much, the PBOC did not hesitate to announce its prompt 
intervention.
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Turkey

China: Economic outlook indicators
Year-on-year change (%)

Latest figure Previous period 2012

GDP  7.7 7.9 7.8

Industrial production 9.2 9.3 10

Electricity production 5.3 7.4 4.2

Retail sales 12.9 12.8 14.3

PMI manuf. (official) 50.1 50.8 –

PMI manuf. (HSBC) 48.2 49.2 –

Exports 1.0 14.7 8.0

Imports –0.3 16.8 4.3

Investment (*) 20.4 20.6 20.6

Credit 14.5 14.9 15.7

Consumer prices 2.1 2.4 2.7

Note: (*) Cumulative investment in urban fixed capital.
Sources: Thomson Reuters Datastream, Markit and ”la Caixa” Research.
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FOCUS • The Fed: from words to action?

After evaluating the economic outlook more positively 
and particularly employment and the tone of 
consumption, the Federal Reserve has outlined a 
provisional timeline for normalizing stimuli. This 
establishes that quantitative easing will start to be 
withdrawn during the last few months of 2013, this being 
completed by mid-2014. Nonetheless, the main condition 
is that expectations of the unemployment rate being 
around 7% by mid-2014 should be maintained. Similarly, 
unless inflation goes out of control, any possible hikes  
in the official interest rate are still dependent on the 
guideline target of 6.5% unemployment set by the Fed  
in 2012 and which, according to its own forecast scenario, 
will not be reached until the end of 2014. To what extent 
does this timeline seem plausible?

Although recent figures invite optimism, the US labour 
market is going through its worse crisis since 1945. 
Between January 2008 and February 2010, 8.7 million 
jobs were lost and the unemployment rate rose from 5% 
to 10%. 66 months later, 72% of the jobs lost have been 
recovered and unemployment stands at 7.6%. Given this 
situation, achieving the Fed’s unemployment target of 
6.5% would require the creation of 1.6 million jobs if the 
labour force remains constant. However, within a 
scenario of recovery, the labour force is likely to grow.

The participation rate, i.e. the percentage of working-age 
people who have or are looking for a job, has been falling 
since the crisis started, down from 66% to the current 
figure of 63%. Most of this drop is attributed to 
unemployed people who have become discouraged and 
are no longer looking for employment, so they are no 
longer counted as unemployed or and are out of the 
labour force. As the recovery gains ground, these 
potential workers are likely to rejoin the labour market so 
that, should their reinsertion rate be higher than the net 
job creation rate, unemployment might stagnate or rise.  
In May, for example, more jobs than expected were 
created but, nevertheless, the unemployment rate  
went up from 7.5% to 7.6%. The explanation: formerly 
inactive discouraged workers are now more positive  
(like the Fed).

If we assume the participation rate tends to recover  
to levels more in line with an effective recovery in 
employment, let’s say close to 65%, achieving the 6.5% 
target would require around 4.8 million jobs to be 
created. At the current rate, this target would not be 
reached until the second half of 2015. This suggests that, 
if the labour force picks up as expected and the rate of 
recovery for employment does not speed up, the Fed’s 
scenario could be too optimistic and its withdrawal 
timeline might be delayed a little.
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FOCUS • Mexico: from reform to reform

Within an environment of macroeconomic stability, 
Mexico has undertaken a programme of structural reforms 
that will be key to boost the country’s potential growth. 
Most analysts believe this potential could go from the 
current figure of 3.5% to 5%-6% if this battery of reforms 
is fully implemented.

The political consensus required to bring this ambitious 
programme to fruition was formalized at the end of  
2012 with the signing of the «Pact for Mexico» by the  
PRI, the PAN and the PRD (the three political parties  
that represent 86% of the lower house). The main lines  
of reform included in this Pact are: labour, education, 
telecommunications, finance, energy and the fiscal area. 
The first three have already been approved by Congress, 
financial reform is currently underway and the proposed 
fiscal and energy reforms are expected to be presented 
during the second half of this year (see the table 
summarizing the reforms).

The labour reform, the first to be approved and already 
being implemented, broke with 40 years of immobility  
in labour structures, introducing measures that reinforce 
the link between productivity and wages and new types 
of contracts that allow shorter term relations and reduce 
dismissal costs. All this aims to make the labour market 
more flexible.

Regarding educational reform, the main modification 
consists of establishing a meritocratic system for teaching 
posts, eliminating the customary practice of inheriting  
or even selling such positions. Undoubtedly an  
improved system of incentives is essential in order  
to improve educational quality and, ultimately, long-term 
economic growth. For its part, the reform of the 

telecommunications industry plans to encourage 
competition with the main aim of reducing prices that  
are deemed to be too high. Among others, it includes  
the liberalization of foreign investment in this sector.

Promoting credit and making loans cheaper, especially  
for SMEs, is the main aim of the proposed reform of the 
financial sector presented at the beginning of May. In 
Mexico, bank loans to private industry account for less 
than 50% of the sector’s assets compared with figures  
of around 95% in countries such as Chile and Peru. 
Increasing competition, encouraging development  
bank lending (state banks) and improving the system  
of guarantees are some of the actions proposed  
wby this reform.

Lastly, the complex fiscal and energy proposals are 
expected to be presented in the second half of 2013,  
both closely related to the country’s strong dependence 
on public oil revenues (one third). Together with the 
labour reforms, most analysts attribute the largest part 
(two thirds) of the expected boost provided for potential 
growth to these two reforms.

In order to be effective, both pending reforms should 
tackle three key issues: (1) permit private investment via 
PEMEX contracts (the state energy firm) and thereby 
facilitate the exploitation of sites such as deepwater 
locations, which contain significant oil reserves;  
(2) restructure PEMEX to improve its efficiency in terms  
of processes; and (3) make public revenue less dependent  
on oil, such as by eliminating income tax deductions. 

In short, Mexico has really taken on board the saying  
that, in order to grow, you need to reform. And, for the 

moment, it has not hesitated in putting this into practice.

Main reforms
Reform Main aim Content: most significant

Labour
(Passed Nov. 2012)

Make the labour market more 
flexible

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

Education
(Passed Dec. 2012)

Improve educational quality • More transparent and meritocratic recruitment
• Improve school administration

Telecommunications
 (Passed Apr. 2013)

Lower prices • Set up an independent regulatory authority to grant or refuse licences
• Permit greater foreign participation

Finance
(Proposed May 2013, underway)

Increase credit, especially  
for SMEs

• Create a central risk system and make it easier to enforce guarantees
• Facilitate FDI in certain types of firms

Fiscal
(Expected 2nd ½ 2013)

Reduce dependence  
on energy

• Eliminate income and corporate tax deductions
• Extend the VAT taxable base
• Withdraw energy subsidies

Energy
(Expected 2nd ½ 2013)

Increase the viability of new 
but difficult to access sites

•  Allow private investment via PEMEX contracts based on incentives
• Strengthen PEMEX’s financial independence and its corporate practices

Source: ”la Caixa” Research.
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UNITED STATES
2011 2012 2Q 2012 3Q 2012 4Q 2012 1Q 2013 04/13 05/13 06/13

Activity

Real GDP 1.8 2.2 2.1 2.6 1.7 1.6 – ... –

Retail sales (without cars or petrol) 5.4 4.9 4.7 4.5 4.4 3.7 3.9 4.2 ...

Consumer confidence (value) 58.1 67.1 65.3 65.0 70.4 62.8 69.0 74.3 81.4

Industrial production 3.4 3.6 4.5 3.3 2.8 2.5 1.8 1.6 ...

Manufacturing activity index (ISM) (value) 55.2 51.7 52.3 50.9 50.6 52.9 50.7 49.0 ...

Housing starts (thousands) 612 783 741 781 896 957 856 914.0 ...

Case-Shiller repeat sale price (value) 140 141 140 142 145 150 155.4 ... ...

Unemployment rate (% lab. force) 8.9 8.1 8.2 8.0 7.8 7.7 7.5 7.6 ...

Employment-population ratio (% pop. > 16 years) 58.4 58.6 58.6 58.5 58.7 58.6 58.6 58.6 ...

Trade balance (1) (% GDP) –3.7 –3.4 –3.6 –3.6 –3.4 –3.3 –3.2 ... ...

Prices

Consumer prices 3.2 2.1 1.9 1.7 1.9 1.7 1.1 1.4 ...

Underlying consumer prices 1.7 2.1 2.3 2.0 1.9 1.9 1.7 1.7 ...

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

JAPAN
2011 2012 2Q 2012 3Q 2012 4Q 2012 1Q 2013 04/13 05/13 06/13

Activity

Real GDP –0.5 1.9 3.9 0.3 0.4 0.2 – ... –

Consumer confidence (value) 37.7 40.0 40.0 40.1 40.0 44.1 44.5 45.7 ...

Industrial production (value) –2.6 0.2 6.7 –3.7 –6.3 –6.5 –4.7 –1.0 ...

Business activity index (Tankan) (value) –1.3 –5.0 –1.0 –3.0 –12.0 –8.0 – ... –

Unemployment rate (% lab. force) 4.6 4.4 4.4 4.3 4.2 4.2 4.1 4.1 ...

Trade balance (1) (% GDP) –0.6 –1.4 –1.0 –1.3 –1.4 –1.7 –1.8 –2.0 ...

Prices

Consumer prices –0.3 0.0 0.2 –0.4 –0.2 –0.6 –0.7 –0.3 ...

Underlying consumer prices –1.0 –0.6 –0.5 –0.6 –0.5 –0.8 –0.5 –0.3 ...

Note: (1) Cumulative figure over last 12 months.
Sources: Communications Department, Bank of Japan, Thomson Reuters Datastream and ”la Caixa” Research.

CHINA
2011 2012 2Q 2012 3Q 2012 4Q 2012 1Q 2013 04/13 05/13

Activity

Real GDP 9.3 7.8 7.6 7.4 7.9 7.7 – –

Retail sales 17.1 14.3 13.9 13.5 14.9 12.3 12.8 12.9

Industrial production 13.7 10.0 9.5 9.1 10.0 9.6 9.3 9.2

PMI manufacturing (value) 51.4 50.8 51.3 49.7 50.5 50.5 50.6 50.8

Foreign sector

Trade balance (1) (value) 154 231 179 196 231 274 274 276

Exports 20.2 8.0 10.5 4.5 9.5 18.4 14.7 1.0

Imports 25.0 4.3 6.4 1.4 2.8 8.3 16.8 –0.3

Prices

Consumer prices 5.4 2.7 2.9 1.9 2.1 2.4 2.4 2.1

Official interest rate (2) (value) 6.56 6.00 6.31 6.00 6.00 6.00 6.00 6.00

Renminbi per dollar (value) 6.5 6.3 6.3 6.4 6.2 6.2 6.2 6.1

Note: (1) Cumulative balance over 12 months. Billion dollars. (2) End of period.
Sources: National Bureau of Statistics, Thomson Reuters Datastream and ”la Caixa” Research.

KEY ECONOMIC INDICATORS
Year-on-year change (%), unless otherwise specified
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There were no surprises at the European Council. As usual, 
June’s institutional agenda was brimming with important 
meetings and summits. The outcome was also as usual: 
agreements on minimums, fragmented and restrained but  
in the right direction, helping to forge, little by little, a more 
robust economic and monetary union. The most relevant 
agreement reached at the European Council concerns banking 
union, one of the three pillars that must support the new EMU. 
Having already agreed that the ECB will be Europe’s bank 
supervisor as from next summer, now it was time to define  
the rules for resolving insolvent banks. In this respect, an  
order of seniority has been established for liabilities when  
a bail-in is required, making it clear that minority deposits  
and covered bonds are protected. This is to avoid confusing 
episodes in any future bank crises, such as those experienced 
by Cyprus last April. It was also agreed to create national 
resolution funds with harmonized rules which, within ten 
years, must reach at least 0.8% of the insured deposits. 
National funds are seen as an intermediate step towards 
creating a Single Resolution Mechanism (see the Focus 
«Insolvent banks: the Council opts for bail-in 2.0» for the 
details of this agreement).

Youth unemployment and SME credit were also debated. 
The European Council also agreed to mobilize 8 billion euros 
to implement measures to boost youth employment (Spain 
will receive 2 billion). These funds must be used to promote 
initiatives such as the youth guarantee, which aims to ensure  
a job or training for young people 4 months after they have 
either lost a job or left the formal education system. Regarding 
measures to reactivate credit for SMEs, the European 
Investment Bank, together with the EC, sent a report to the 
European Council proposing various options to provide 
guarantees for bank loans to SMEs, possibly involving national 
official credit institutes. The European Council undertook to 
promote this kind of measure and, over the coming months, 
should announce details of how this will be set up. 

The economic recovery is advancing at the same pace  
as institutional reforms: slowly. As expected, the rate  
of contraction in activity slowed down in the first quarter 
(–0.2% in 1Q 2013 versus –0.6% in 4Q 2012 in quarter-on-
quarter terms). However, the distribution of roles among 
those elements delaying the recovery and those helping it 
came as some surprise. This moderation in the rate of 
adjustment was not supported by exports or investment.  
In both cases the decline was practically the same as in 4Q 
2012, –0.8% and –1.6%, respectively. However, a standstill is 
not expected for either case. The index of export expectations, 
for example, has recovered notably in the second quarter, 
reaching the same level as the beginning of 2012.

Household consumption surprised with an increase  
of 0.1%, exceeding even the most optimistic expectations. 

EUROPEAN UNION

The pillars of the new Economic and 
Monetary Union

 

Source:  ”la Caixa” Research.

 

 

Political Union

Banking 
Union

Fiscal 
Union

Economic
Union

1 

2 

3 

4 

5 

6 

7 

2005 2006 2007 2008 2009 2010 2011 2012 2013 

Euro area: bank loan interest rates  
by size
(%) 

Loans of more than 1 million euros
Loans up to 1 million euros

Source: European Central Bank. 

Euro area: breakdown of GDP and forecasts
Quarter-on-quarter change (%)

4Q 2012 1Q 2013 2Q 2013 3Q 2013 4Q 2013

Private consumption –0.6 0.1 0.0 0.0 0.1

Public consumption 0.0 –0.1 –0.1 0.0 0.0

Investment –1.4 –1.6 –0.2 0.2 0.3

Net exports (*) 0.1 0.1 0.1 0.2 0.2

GDP  –0.6 –0.2 0.0 0.2 0.3

Note: (*) Contribution to growth.
Source: European Commission.

   Forecasts
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However, this is not a result of a widespread improvement  
in household income in euro area countries. The answer  
lies in Germany, a country where consumption grew by 0.8%. 
Moreover, this is showing no sign of losing steam. The wage 
rises recorded in Germany over the last few months have 
been notably higher than the euro area average. Growth  
in wage costs per hour has been above inflation for months 
now, helping households to gain purchasing power and 
therefore maintain good consumption figures. Furthermore, 
this is combined with a very healthy labour market: for the 
last nine months the unemployment rate has not moved  
from 5.4%, an all-time low. In Germany, therefore, domestic 
demand seems to be gradually waking up. This contrasts with 
the consumption trend in the other large countries of the 
euro area. In France it grew by a slight 0.1% quarter-on-
quarter, falling by 0.5% and 0.2% in Italy and Spain, 
respectively.

The labour market is approaching a turning point.  
The average index for the second quarter from European 
Commission’s survey on the intention to hire workers over  
the next three months shows that the labour market’s 
situation has improved compared with the first quarter in  
all sectors. The German labour market remains clearly in a 
better position than the rest of the countries but there has 
also been widespread improvement throughout the region.  
Of note is the trend in this index for Spain, where the services 
sector is already very close to level as from which, historically, 
jobs are created. After 5 years of horrendous trends in the 
labour market, eroding both the confidence of those who 
have lost jobs as well as those still in employment but who 
feel threatened by the high uncertainty, such signs of 
stabilization are fundamental for the situation to be gradually 
turned around.

Economic sentiment continues to follow a trend.  
In June, this index rose by 1.8 points to 91.3, its highest 
monthly increase for the last three years. Moreover, this 
improvement is due largely to a sharp rise in the consumer 
confidence index which rose to the level of summer 2011, 
standing at –18.8 points. The average for the second quarter 
(–21.0) was therefore higher than the first (–23.7). 
Nonetheless, it is still far below the average for the last  
three decades (–13). The German case is once again notable  
as its consumer confidence index advanced for the sixth 
consecutive month to –3.2 points and now stands above  
its historic average (–7.9). This positive trend in German 
consumer confidence once again confirms the improved 
outlook for the country’s domestic demand which, after the 
strong growth in consumption in the first quarter, seems to be 
once again advancing significantly in the second. May’s retail 
sales, up by 0.8%, point along similar lines. 

Business indicators also support this scenario of gradual 
expansion. The 1.8 point rise in June in the confidence index 
for the industrial sector, another component of the general 
index of economic sentiment, confirms that, on the supply 
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side, the situation also looks somewhat more optimistic.  
This agrees with the interpretation of other indicators of 
economic activity which have also had a better second 
quarter. The PMI is approaching levels compatible with 
economic growth. In June, this indicator reached its highest 
level in 15 months for the euro area, with increases both in 
services and manufacturing. This time France led the advance, 
thereby narrowing its distance from the German index. 
However, the French index still lags behind the euro area.

a change in trend for industrial production is increasingly 
likely. In April, and for the third consecutive month, industrial 
production in the euro area posted positive figures (0.4%), 
boosted by the improvements in Germany (1.2%) and France 
(2.3%), as well as a smaller decline in the periphery countries. 
This brings the year-on-year rate of change increasingly closer 
to stabilization (–0.6%). One of the components that have 
been performing better over the last few months is capital 
goods. In April, for example, this rose by 2.7% month-on-
month after two months with growth close to 1%. 
Consequently, the bad performance by investment in the first 
quarter does not look like being repeated in the second.

The recovery will continue to enjoy the support of easy 
monetary policies. After the shift in the Fed’s monetary policy, 
the ECB took great pains to remind people that, in the euro 
area, activity remains very weak and there are still no signs  
of inflationary pressures that make any change in monetary 
policy necessary. In fact, although inflation rose by 0.2 
percentage points in May to 1.4% year-on-year, this remains at 
a comfortable level for the ECB and, given the weak demand 
in the euro area as a whole, it is unlikely to climb too far. 

Of note is the half-point rise in Germany’s inflation to 1.6%. 
The increase has been considerable and, in general, quite a lot 
more than the change occurring in the rest of the euro area 
countries. Given the good performance by domestic demand 
and the likelihood that this will improve further, the positive 
difference of German inflation with the euro area (the 
historical average is –0.4) could fuel debate regarding the 
appropriateness of the ECB maintaining an expansionary 
policy. However, the first point to take into account is that, 
although the increase has certainly been notable, the inflation 
rate is still at a relatively low level. Moreover, price rises have 
not been generalized across all items but rather concentrated 
in foods and gambling, while the cost of energy, 
telecommunications and financial services has moderated. 
This leads us to believe that the upswing is due to temporary 
factors. We have therefore maintained our forecast for inflation 
for the whole of the year at 1.5%, a figure similar to that of the 
consensus of analysts, namely 1.6%.
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FOCUS • Current account surpluses: a problem? 

There are very different trends in the adjustment of 
current account imbalances in European countries.  
The deficit of periphery countries has been reduced  
by almost 10 percentage points over the last 4 years. 
However, for the third year in a row, 2012’s current 
account balance for those EU countries with a surplus 
exceeded 6% of GDP (the threshold as from which the 
European Commission considers a current surplus to be 
too high).(1) The further increase in the surplus occurring 
in the first few months of 2013 has intensified debate as 
to whether this imbalance should be corrected. 

Those opposing any correction in the surplus claim it is 
the result of these economies’ good competitiveness. In 
fact, four of them (Finland, Sweden, the Netherlands and 
Germany) are among the six most competitive regions  
in the world.(2) This positive competitive position has 
allowed them to maintain a healthy export rate as they 
have been able to break into new markets when demand 
from their European partners shrunk. Although these 
countries’ surplus of goods with the EU fell by 1.7 
percentage points on average between 2008 and 2012, 
this was partly offset by their increased balance with  
the rest of the world.

Other factors that result in these countries having a 
significant current account balance are their higher  
per capita income and the structure of their population, 
with an older demographic. Both factors mean that  
the savings rate is higher. However, these differences 
compared to the EU average are not so great either.

In any case, these countries have a current account 
surplus that is larger than the one allowed by the 
European Commission and, if not corrected, they might 
finally be asked to take measures to boost domestic 
demand, with the consequent effect this would have  
on exports from the rest of the EU countries. By way of 
example, if households and firms in those countries with 
a surplus reduced their savings to levels similar to the 
European average, this would push up intra-EU exports 
by 1%.

In short, the large current account surplus held by some 
EU countries is mostly due to their great competitiveness 
and their population structure and, in this respect, does 
not represent too much of a risk. Moreover, neither  
does it seem a good idea for the rest of the European 
countries to stake the future of their foreign sector on 
any boost to domestic demand in surplus countries,  
as the impact on trade would be limited.
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FOCUS • Insolvent banks: the Council opts for bail-in 2.0

At its meeting on 26 June, the European Council  
reached a joint position regarding how to intervene in 
insolvent banks in the future. Supported by the 
European Parliament, this agreement will offer strong 
protection for retail depositors although it will not 
completely break the loop between bank risk  
and sovereign risk.

The Council has ratified the use of the bail-in as from 
2018 as the main instrument to recapitalize such banks, 
sharing losses among bank creditors as a previous step 
before injecting public money (up to 2018, a system 
similar to the one in Spain will be used, which the 
European Commission will specify before August).  
The order of seniority established is as follows: 1) capital, 
2) other capital instruments, 3) junior debt, 4) senior 
debt and uncovered deposits by large firms, 5) deposits 
over 100,000 euros by SMEs and individuals, and 6)  
the Deposit Guarantee Fund (DGF). Excluded from the  
write-down are covered deposits (those below 100,000 
euros), secured liabilities (including covered bonds) and 
interbank liabilities with maturities of up to 7 days. 
Moreover, national resolution authorities must establish 
the minimum percentage of liabilities subject to bail-in 
which each institution must hold, depending on its risk, 
size or business model. This percentage might be 
harmonized as from 2016 if recommended by the EBA.

In spite of the importance of the bail-in, this agreement 
allows some discretion for national resolution authorities 
to inject funds without needing to use up all liabilities. 
The aim of this is to avoid contagion to other banks, 
ensure the continuity of critical functions or prevent 
value from being lost. After applying a minimum bail-in 
equivalent to 8% of the liabilities of the intervened bank, 
national resolution funds can be used to inject up to an 
additional 5% before writing down the next liabilities 
according to the order of seniority. These resolution 
funds will be pre-funded with annual contributions  
made by financial institutions until they reach at least 
0.8% of the system’s covered deposits in 10 years. 
Should these funds not be enough to reach the 
additional 5%, the resolution authority could resort  
to the Treasury.

The incentives provided by this system are strongly 
oriented towards protecting retail depositors.  
On the one hand, in order to improve credit ratings and 
reduce the cost of senior debt, the banks are very likely 
to maintain at least 8% of their liabilities in the form  
of capital or subordinated debt. On the other hand,  
the resolution authorities will minimize contagion if  
they decide to inject the 5% before writing down  
senior debt.

In this way, only losses greater than 13% of assets  
would involve write-downs of senior debt and deposits 
of large firms. However, even in this case, the Council’s 
agreement allows resolution authorities to resort to 
national Treasuries to avoid writing down the uncovered 
deposits of large firms and retail depositors.

Regarding this role of the national Treasuries as ultimate 
guarantors for the scheme, the Eurogroup’s agreement 
on 20 June also contains another crucial point: the 
possibility of the ESM injecting funds directly into 
intervened banks and thereby weakening the link 
between bank risk and sovereign risk. This will be 
possible only if the funds that must be injected by the 
Treasury jeopardize the state’s fiscal sustainability. In  
any case, the ESM will only contribute once the state  
has backed the necessary amount to reach 4.5% of the 
risk-weighted assets. This resource will only be available 
once the single supervisor comes into force, so that,  
in principle, it will not be used for the upcoming  
stress tests.

In brief conclusion, it should be noted that the formula 
found aims partly to reduce the implicit guarantees 
enjoyed by banks. The ESM’s direct involvement will also 
help to considerably reduce the possibility of contagion 
to sovereign debt in the case of individual bank crises. 
Nevertheless, the mechanism is far from the kind of 
system that should be in operation in a robust banking 
union as the state’s contribution could still be excessive 
in situations of systemic crisis, such as the one we are 
still going through.
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Activity and employment indicators
Values, unless otherwise specified

2011 2012 3Q 2012 4Q 2012 1Q 2013 04/13 05/13 06/13

Retail sales (year-on-year change) –0.2 –1.8 –1.5 –2.7 –1.9 –1.1 ... ...

Industrial production (year-on-year change) 3.3 –2.4 –2.2 –3.0 –2.3 –0.6 ... ...

Consumer confidence –14.5 –22.3 –23.8 –26.2 –23.7 –22.3 –21.9 –18.8

Economic sentiment 101.7 90.4 87.4 86.8 90.1 88.6 89.5 91.3

Manufacturing PMI 52.2 46.2 45.1 45.9 47.5 46.7 48.3 48.7

Services PMI 52.6 47.6 47.1 46.9 47.6 47.0 47.2 48.6

Labour market

Employment (people) (year-on-year change) 0.3 –0.7 –0.6 –0.7 –0.9 – ... –

Unemployment rate: euro area (% labour force) 10.2 11.4 11.5 11.8 12.1 12.2 ... ...

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

France (% labour force) 9.6 10.2 10.3 10.5 10.8 11.0 ... ...

Italy (% labour force) 8.4 10.7 10.8 11.3 11.9 12.0 ... ...

Spain (% labour force) 21.7 25.0 25.5 26.1 26.6 26.8 ... ...

Sources: Eurostat, European Central Bank, European Commission, Markit and ”la Caixa” Research.

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

2011 2012 3Q 2012 4Q 2012 1Q 2013 04/13 05/13 06/13

Current balance: euro area 0.2 1.4 1.0 1.4 1.8 1.9 ... ...

Germany 6.2 7.0 6.8 7.0 6.9 7.2 ... ...

France –1.9 –2.3 –2.2 –2.3 –2.3 –2.3 ... ...

Italy –3.1 –0.5 –1.1 –0.5 0.1 0.2 ... ...

Spain –3.7 –1.1 –2.3 –1.1 0.0 0.0 ... ...

Nominal effective exchange rate (1) (value) 103.4 97.9 95.9 97.9 100.7 100.4 100.5 101.6

Note: (1) Changes weighted by flow of foreign trade. Higher figures indicate the currency has appreciated. 
Sources: Eurostat, European Commission, national statistics institutes and ”la Caixa” Research.

KEY ECONOMIC INDICATORS FOR THE EURO AREA

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

2011 2012 2Q 2012 3Q 2012 4Q 2012 1Q 2013 04/13 05/13

Private sector financing

Credit to non-financial firms (1) 2.0 –0.3 0.2 –0.6 –1.5 –1.4 –1.9 –2.1

Credit to households (1) (2) 2.7 1.2 1.3 0.9 0.7 0.4 0.3 0.3

Interest rate on loans to non-financial firms (3) (%) 2.8 2.4 2.6 2.3 2.2 2.1 2.2 ...

Interest rate on loans to households for house 
purchases (4) (%) 3.3 3.1 3.1 3.0 2.9 2.9 2.9 ...

Deposits

On demand deposits 1.4 4.1 2.4 4.9 7.2 8.0 9.8 9.7

Other short-term deposits 2.6 2.0 2.4 1.1 1.9 1.0 0.1 0.0

Marketable instruments –5.5 0.5 3.2 1.1 –3.2 –9.7 –13.9 –15.7

Interest rate on deposits up to 1 year  
from households (%) 2.6 2.8 2.7 2.8 2.7 2.4 2.3 ...

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: European Central Bank.
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The recession is coming to an end. After almost two 
unbroken years of contraction, business indicators available 
up to June point to Spain’s economic situation stabilizing. The 
leading indicator for GDP of ”la Caixa” Research confirms this 
perception. Based on the trend in various high frequency 
indicators (which take into account factors of supply, demand 
and the labour market), our index places the change in 
economic activity in the second quarter between –0.2% and 
0.2% quarter-on-quarter. Given that this index does not 
directly reflect other factors which might also affect economic 
growth, such as the fiscal consolidation process, we have kept 
our forecast for a variation in GDP within the lower band of 
this interval (–0.2% quarter-on-quarter) but the change in 
trend towards a more moderate rate of contraction appears 
firm. In fact, our scenario suggests that, as from the second 
half of the year, activity will return to the path of growth. For 
this to be confirmed, it is still crucial to bolster those pillars 
that must support Spain’s economic growth in the long term. 
In this respect, the IMF joined the position taken by the 
European Commission and encouraged the government  
to deepen the reforms undertaken.

Leading supply indicators reveal an upward trend. The 
improvement is widespread. Between February and May 2013, 
the rate of decrease in electricity consumption, cumulative 
over three months, fell to less than half (from –4.0% to –1.8% 
year-on-year) and augurs good industrial production figures 
for May. A revival in industrial activity is in line with our 
scenario of a gradual recovery in Spanish investment, 
particularly in capital goods, over the coming quarters. This 
improvement is supported by the incipient recovery in 
European demand. After an unfavourable first quarter, 
industrial orders from the old continent rose by 11.1% year-
on-year in April. The rest of the foreign orders were also very 
dynamic (19.8% in the same period). This good performance 
by exports pushed May’s PMI manufacturing index to its 
highest level for the last two years (48.1) and we do not rule 
out it reaching levels consistent with positive growth rates for 
activity in the near future.

Domestic demand is showing signs of bottoming out 
although it is still at a relatively low level. Leading indicators 
for consumption show a clear turning point. In May retail sales 
reduced their rate of contraction to –4.6% year-on-year and 
consumer confidence posted notable improvement in June. 
All this is reflected in the lower rate of contraction for the 
composite consumption indicator which, due to its high 
correlation with private consumption, suggests an imminent 
change in trend for this factor. However, demand is still weak 
(retail sales are 25% below the level of 2007), so inflationary 
pressures remain distant. In fact, June’s rise in inflation of 0.4 
percentage points to 2.1% is due to the contribution by the 
energy component. Over the coming months, inflation will 

SPANISH ECONOMY
Projection

GDP leading indicator: ”la Caixa” Research 
Quarter-on-quarter change (%)

Note: (*) The likelihood that GDP in 2Q 2013 will be within this range is 60%.
Source:  ”la Caixa” Research.
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return to its downward trend and we expect the end of some 
base effects (the VAT hike and other regulated products) to 
bring it close to 1% by the end of year.

The figures from the labour market have come as a pleasant 
surprise. 2013’s tourist season has started well and this can  
be seen in the labour market data. Specifically, the number  
of registered workers increased in May by 134,660, a growth 
more befitting the pre-crisis period, which saw average 
increases of 163,115 in this month, than the figures of the last 
few years. This has reduced registered unemployment, down 
by 98,265 people in the same month. The improvement seen 
in expectations of employment in June, mainly in the services 
sector, has reinforced the signs of stabilization in the labour 
market. Given this situation, wage adjustment continues to 
advance: labour costs per hour dropped by 0.7% year-on-year 
in 1Q 2013 (See the Focus «Wage moderation helps to improve 
competitiveness»). Wages were particularly contained in those 
sectors undergoing greater transformation during the crisis, 
such as real estate, public administration and finance. We 
expect this wage moderation to continue over the coming 
quarters although perhaps at an ever slower rate.

The foreign sector continues to gain ground. April’s growth 
in exports of 18.9% year-on-year in nominal terms put an end 
to the meagre advances of the previous two months (2.2% 
year-on-year between February and March). Although this 
dynamism is partly due to calendar effects, the trend is clearly 
positive. Demand from countries outside the euro area 
(+15.1% year-on-year between January and April) continues 
to lead the growth in exports but European demand also 
seems to be waking up after the weakness shown in 1Q 2013. 
Such signs of improvement can also be seen in the trend for 
tourist visits from Europe in May, up by 8.4% year-on-year.  
This makes it increasingly likely that the all-time record for 
foreign tourist visits reached in 2008, namely 59.4 million,  
will be repeated this year. Consequently, on the whole we 
expect the good rate of improvement in the current balance  
to continue throughout the year, which has led us to revise 
upwards by 0.8 percentage points the surplus we forecast  
for 2013, to 1.8% of GDP.

Private sector deleveraging is pushing down credit. In April, 
the fall in credit was –12.3% year-on-year. Part of this drop is 
due to the transfer of assets from nationalized banks to the 
Sareb between December and February. However, even if we 
discount this effect, the contraction is approximately 8%, 
reflecting both the weakness of supply and of demand for 
credit. This weakness is widespread throughout all sectors of 
activity. Not only is it affecting credit related to the real estate 
sector but also other branches of activity such as services and 
industry. For their part, households are also continuing to 
deleverage but at a slower rate, given the difficulty in paying off 
debt within a context of falling gross disposable income. The NPL 
ratio did not improve, rising in all segments in 1Q 2013.  However, 
we expect a turnaround in this trend as the aforementioned signs 
of recovery in economic activity are gradually confirmed.
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Credit and NPL ratio by sections
1Q 2013 (million euros and % year-on-year change)

Balance Year-on-year 
change NPL ratio

Households-housing 625,439 –3.7 4.2

Households-consumption 117,690 –11.3 10.0

Productive activities 761,658 –18.6 16.0

Construction 67,227 –30.1 25.4

Development 205,892 –30.4 28.9

Services 341,580 –10.6 9.0

Industry 127,127 –9.1 9.8

Agriculture 19,831 –7.4 10.8

Total 1,558,660 –11.9 10.5

Source: Bank of Spain.
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Fiscal consolidation is going well. It is vital to meet the deficit 
limits set by the European Commission in order to restore the 
confidence of international investors. To date, the adjustment 
achieved in the national accounts raises no doubts regarding 
whether this year’s target will be reached, namely 6.5% of GDP 
(compared with 7.0% in 2012). The central government, with  
a correction in its deficit of 0.2 percentage points in May 
compared with the deficit presented this time last year,  
and local government corporations with an improvement of 
0.1 percentage points, are the administrations providing the 
greatest contribution to the adjustment in the public deficit to 
date. However, this comparison might not be all it seems. Last 
year most measures were taken during the second six months 
and the deficit trend therefore improved significantly during 
this period. If the different public administrations wish to 
maintain or increase their deficit adjustment compared with 
last year over the coming months, they will have to perform 
very well in the second half of this year. In this respect, the 
government has announced the elimination of deductions  
for large firms and new taxes related to the environment  
and to tobacco and alcohol consumption. These measures 
should help tax revenue to maintain its upward trend of  
the last few months.

The government is making progress with the ambitious 
agenda of reforms established by the European Commission. 
Throughout the month of June, the government presented 
the draft bill to support entrepreneurs, as well as the expert 
report on the sustainability factor of pensions and the Public 
Administration Reform. The latter contains 217 proposals  
to improve the efficiency and management of public 
administrations by simplifying procedures, the management 
of joint services and, particularly, the elimination of overlaps. 
According to the government’s estimates, the impact of this 
reform is quite substantial: the cumulative savings from 
applying these measures could reach 37,620 million euros  
in 4 years (2012-2015).

The IMF has warned that it is crucial to continue pushing 
forward with reforms in order to consolidate the recovery 
and generate jobs. That is why it proposes going further  
with the labour reform passed last year. According to this 
organization, greater labour flexibility, lower dismissal costs 
and a reduction in the different types of contracts would  
help to combat unemployment and the strongly dual nature 
of the Spanish job market. The latter is reflected by the high 
percentage of temporary workers in Spain, far above the euro 
area average (23.0% compared with 15.1%, respectively).
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FOCUS • A calendar of reforms to boost the economy 

The Spanish economy must deepen its structural 
reforms and these must be implemented without delay. 
That is the main message contained in the report issued 
by the EC on 29 May regarding the National Reform 
Programme and the Stability Programme presented  
by the government.

The EC’s recommendations are not new insofar as they 
attempt to resolve structural weaknesses in the 
economy which have already been pointed out on many 
occasions. What is new is the pressure to implement 
these quickly: a strict calendar has been established  
and adherence to this will be closely monitored. It 
should be noted that, under the protocol of the 
European Semester, the EC is now in a stronger position 
to control national economic policies, even being able  
to impose penalties of up to 0.1% of GDP should its 
recommendations not be taken into account.

With an unemployment rate of 27%, a figure that rises  
to 57% for young people, it comes as no surprise that 
reform of the labour market is a priority. Although the 
2012 reform has started to bring about greater internal 
flexibility in companies, lower dismissal costs and wage 
moderation, Brussels warns that the labour market is still 
highly fragmented and questions the advances made in 
other essential areas, such as active employment policies 
and education and training policies. The former are 
aimed at helping the unemployed to find work,  
for example by promoting public-private collaboration 
in job placement services and offering individualized 
guidance to those hardest hit by unemployment.  
This is an area in which Spain is quite deficient at 
present. In the area of education and training, measures 
must be taken to reduce the number of pupils leaving 
school education early, to encourage professional 
training and improve continued training throughout  
an employee’s career.

Given the delayed application of measures in these 
areas, the EC has asked the Spanish government to carry 
out an in-depth assessment of the effects of the 2012 
reform by July at the latest. The deficiencies detected 
must be tackled by introducing the necessary 
amendments in September. In its annual report on the 
Spanish economy, the IMF also recommends pushing 
labour reform further in order to generate employment. 
Particularly of note among its proposals are measures 
aimed at reducing duality; i.e. the huge differences 
between permanent and temporary contracts. To this 
end, it recommends aligning dismissal costs for 
permanent contracts with the EU average and increasing 
these gradually according to length of service, as well as 
reducing the number of contracts and extending the use 

of permanent contracts, narrowing the margin  
for judicial interpretation in lawful dismissals.

A second block of recommendations made by the EC 
refers to the application of structural fiscal reforms to 
underpin the long-term sustainability of public finances. 
In this area, the government has made progress  
with several initiatives, such as its reform of local 
government and in detecting overlaps between the 
different administrations, but it has yet to create an 
independent fiscal council, apply a sustainability factor  
to the pension system (both in December) and carry out 
a systematic review of the main items of expenditure  
(in March 2014) in order to improve the efficiency  
of public spending.

One priority among the recommendations to increase 
competitiveness and encourage growth is the urgent 
need to tackle the electricity tariff deficit with a global 
solution before December. To date, the government has 
approved several measures that have not been enough 
to bring the tariff paid up closer to the cost of generating 
and distributing electricity: in 2012, this deficit totalled  
5 billion euros, far above the target set of 1.5 billion. 
Specifically, the EC recommends gradually adjusting  
the electricity tariffs, reassessing any subsidies that 
discourage energy efficiency and redoubling efforts  
to complete the gas and electricity connection with 
France.

In short, a long list of recommendations that are essential 
in order to return to the path of sustainable, balanced 
growth. As proposed by the EC, the extended deadline 
for correcting the excessive public deficit should be  
used to speed up the rate of implementation.

Sources: European Commission and ”la Caixa” Research.

• Evaluation and amendment of the 2012 labour reform.
• Local government reform.

Calendar of reforms proposed by the EC

3Q
2013

•  Plan to increase local government efficiency.
• Independent fiscal authority.
• Energy sector reform.
• Regulation of the sustainability factor of pensions.
• Apply the Act to Guarantee Market Unity.
•  Pass the Professional Colleges and Services Act and  

the Entrepreneur Support Act.

4Q
2013

• Pass the Disindexation Act.
•  Systematic examination of the largest items  

of expenditure.
• Systematic review of the taxation system

1Q
2014
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FOCUS • Wage moderation helps to improve competitiveness

Salary adjustment in Spain is becoming more significant. 
In the first quarter of 2013, labour costs per hour posted  
a decline of 0.7% year-on-year while this figure rose by 
1.6% in the euro area as a whole and in Germany by 3.9%. 
These data contrast with what happened in 2009 when, 
in the midst of the recession, labour costs continued to 
rise sharply in Spain but to a lesser extent in the euro 
area and Germany.

This trend of salary adjustment in Spain started at the 
beginning of last year. The fall in labour costs per worker 
accumulated since then is 1.3%, a figure that appears  
to be relatively low. However, the picture changes if we 
compare the trend in labour costs with that of inflation: 
in real terms, the adjustment started in 2010 and has  
now reached 7.1%.

The turning point has been different in each sector.  
This process began in non-business sectors which, in 
addition to general government, include activities related 
to education, healthcare and social services. Here the fall 
was particularly large last year due to the removal of the 
Christmas bonus. The other sectors undergoing extensive 
transformation as a result of the crisis, namely real estate 
and finance, have also started to adjust their labour costs. 
Specifically, the real estate sector has now accumulated 
five quarters of decline in wage costs per worker with 
these posting a fall of 2.4% year-on-year in the first 
quarter of 2013.

Another sign of wage moderation can be found in the 
trend in the wage increases agreed. In 2008 these stood 
at 3.6% while by 2012 they had fallen to 1.2%. In 2013  
the number of collective agreements registered has 
fallen dramatically, going from 5,987 in 2008 to 547 this 
year and, as a result, any wage changes agreed might be 
less representative. However, they still seem to be 
showing a clearly downward trend with an average 
agreed wage change of 0.6%. The proportion of newly 
signed agreements containing a freeze or reduction in 
salary has also increased significantly. Whereas these 
were almost non-existent in 2008, in 2012 they 
accounted for close to 20%.

In short, wage moderation, one of the ingredients for  
the economy to recover its lost competitiveness, is 
already underway. Now this must be completed with 
improvements in competitiveness which do not depend 
on price: namely better product quality and more 
efficient production processes. A combination of both 
ingredients is essential for the foreign sector to continue 
to gain ground.
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Spain’s tourism industry has come out of the recession  
in relatively good shape. This is reflected by the 
macroeconomic data. Since 2008, the relative weight  
of tourism has increased considerably and, in 2011, it 
already accounted for 4.5% of GDP. The share of workers 
employed by the sector is also increasing steadily (11.6% 
in 2012). This is therefore a consolidated industry that, 
judging by underlying factors, contributes and will 
continue to contribute to the economy’s recovery.

The sector’s good performance over the last few years  
is largely due to the dynamism of global tourism. After 
three years of non-stop growth, the number of 
international journeys finally broke through the barrier  
of 1 billion in 2012. Of these, 57.6 million visited Spain, 
which remained the fourth tourist destination in the 
world and practically level with the third, China. Given 
this situation, it comes as no surprise that revenue from 
tourism reached a new peak last year, specifically  
43.5 billion euros.

The arrival of tourists from outside Europe has been  
key to boosting the sector. Between January 2008 and 
December 2012, the number of non-European visitors 
rose by 1.5 million, an increase of 39.3%. This contrasts 
with the slow recovery in tourists from the old continent 
who, last December, were still below their pre-crisis 
numbers. However, the latest data available show a 
certain revival in tourism from Europe, up 5.1% year-on-
year between March and May 2013. Moreover, the 
recovery in the euro area expected for the second half  
of 2013 is likely to continue boosting visits from other 
members of the union. Consequently, this year the 
number of foreign visitors could come close to the peak 
of June 2008, namely 59.4 million, or even surpass this 
figure.

But such good news is not restricted to beyond our 
borders: the decline in domestic tourism is starting to 
show signs of having bottomed out. May’s increase in  
the number of overnight hotel stays would support this 
scenario. In fact, in cumulative terms over twelve months, 
overnight stays increased by 338,216 in May compared 
with April. Good figures if we bear in mind the significant 
fall in numbers since the peak reached in 2007, namely 
14.7%. This drop might have actually been greater if 
some foreign trips had not been replaced by closer 
national destinations. There is therefore still a lot of  
room for improvement once domestic demand starts 
to pick up.

In short, after handling the crisis well, the outlook for the 
tourist industry is positive. Both in terms of domestic and 

also foreign tourism.

FOCUS • Tourism: full steam ahead
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Activity indicators

2011 2012 3Q 2012 4Q 2012 1Q 2013 04/13 05/13 06/13

Industry

Electricity consumption –1.3 –2.2 –2.8 –2.6 –3.5 –2.1 –1.9 ...

Industrial production index  –1.3 –6.0 –5.2 –5.7 –4.2 –1.8 ... ...

Indicator of confidence in industry (value) –12.5 –17.5 –20.0 –17.9 –15.9 –17.4 –14.7 –14.2

Manufacturing PMI (value) 47.3 43.8 43.6 44.5 45.7 44.7 48.1 ...

Construction

Building permits –13.5 –42.7 –47.8 –43.5 –28.0 –31.1 ... ...

House sales –18.1 –8.8 0.5 3.0 7.9 10.8 ... ...

Services

Foreign tourists 6.1 2.2 4.9 –1.5 1.8 3.1 7.4 ...

Services PMI (value) 46.5 43.1 42.6 42.6 45.7 44.4 47.3 ...

Consumption

Retail sales –5.4 –7.1 –7.2 –10.2 –8.4 –5.5 –4.6 ...

Car registrations –14.5 –13.5 –16.9 –21.6 –11.1 10.8 –2.6 ...

Consumer confidence index (value) –17.1 –31.7 –35.2 –37.8 –32.6 –28.8 –31.6 –25.6

Sources: Ministry of Finance and Competitiveness, Ministry of Public Works, National Institute of Statistics, Markit, European Commission and ”la Caixa” Research.

Prices

2011 2012 3Q 2012 4Q 2012 1Q 2013 04/13 05/13 06/13

General 3.2 2.4 2.8 3.1 2.6 1.4 1.7 2.1

Core 1.7 1.6 1.6 2.3 2.2 1.9 2.0 ...

Unprocessed foods 1.8 2.3 2.5 3.3 3.3 2.7 4.9 ...

Energy products 15.8 8.8 11.0 8.8 4.8 –2.5 –1.8 ...

Source: National Institute of Statistics.

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

Employment indicators

2011 2012 2Q 2012 3Q 2012 4Q 2012 1Q 2013 04/13 05/13

Registered as employed with Social Security (1)

Employment by industry sector

Manufacturing –2.7 –5.3 –5.2 –5.9 –5.9 –5.8 –5.4 –5.2

Construction –12.2 –17.0 –17.3 –17.7 –16.8 –15.8 –14.7 –13.8

Services 0.2 –1.7 –1.6 –1.8 –2.6 –3.0 –2.8 –2.4

Employment by professional status

Employees –1.4 –3.8 –3.7 –3.9 –4.7 –5.1 –4.7 –4.3

Self-employed and others –1.2 –1.4 –1.3 –1.4 –1.6 –1.4 –1.3 –1.1

TOTAL –1.3 –3.4 –3.2 –3.5 –4.1 –4.4 –4.1 –3.7

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

Hiring contracts registered (3)

Permanent –9.2 –1.3 –5.6 –3.9 23.8 18.4 9.1 –0.1

Temporary 1.2 –4.0 –3.4 –3.3 –3.3 –2.4 14.2 6.0

TOTAL 0.3 –3.9 –3.6 –3.3 –1.5 –0.8 13.8 5.5

Unemployment claimant count (3)

Under 25 0.6 4.5 7.3 4.0 0.5 –4.3 –5.2 –6.6

All aged 25 and over 5.4 11.7 12.4 12.8 11.7 8.4 6.4 5.0

TOTAL 4.8 10.9 11.9 11.9 10.5 7.1 5.2 3.8

Notes: (1) Mean monthly figures. (2) LFS estimate. (3) Public Employment Offices.
Sources: Ministry of Employment and Social Security, National Institute of Statistics, Public Employment Offices and ”la Caixa” Research.
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Financing and deposits of non-financial sectors  
Year-on-year change (%), unless otherwise specified

2011 2012 2Q 2012 3Q 2012 4Q 2012 1Q 2013 04/13 Balance  
04/13 (1)

Financing of non-financial sectors (2)

Private sector –2.0 –4.0 –3.2 –4.2 –5.4 –7.7 –8.5 1,926.0

Non-financial firms –2.0 –4.1 –2.9 –4.3 –6.4 –10.0 –11.0 1,111.7

Households (3) –2.0 –3.8 –3.6 –4.1 –4.1 –4.4 –4.8 814.3

General government (4) 15.9 14.9 13.8 15.0 17.2 18.7 18.9 914.0

TOTAL 1.8 0.6 0.9 0.5 0.3 –0.7 –1.1 2,840.0

Liabilities of financial institutions due to firms and households

Total deposits 0.3 –4.5 –5.1 –6.2 –2.7 –0.1 0.9 1,173.7

On demand deposits 1.9 0.2 1.8 –0.9 –1.9 0.9 4.1 273.4

Savings deposits –1.4 –2.8 –5.0 –0.8 0.2 –0.6 –0.5 194.4

Term deposits 0.6 –6.7 –7.3 –9.6 –4.4 –0.9 –0.4 686.1

Deposits in foreign currency –12.3 –4.0 –17.8 –7.1 20.1 20.5 22.5 19.8

Rest of liabilities (5) –4.4 –13.2 –11.0 –19.2 –18.3 –20.2 –17.7 140.9

TOTAL –0.4 –5.7 –5.9 –8.0 –4.8 –2.8 –1.5 1,314.6

NPL ratio (%) 6.8 9.7 9.1 10.4 11.0 10.6 10.9 –

Coverage ratio (%) 59.5 60.7 57.1 60.4 67.8 71.3 68.9 –

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

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

2011 2012 2Q 2012 3Q 2012 4Q 2012 1Q 2013 04/13

Net lending (+) / borrowing (–) capacity –9.4 –10.6 –4.4 –6.3 –10.6 –1.2 –

Central government (1) –5.6 –7.8 –4.6 –5.3 –7.8 –1.5 –2.3

Autonomous regions –3.3 –1.8 –0.7 –0.9 –1.8 –0.1 –0.3

Local government –0.4 –0.2 0.0 0.1 –0.2 0.2 –

Social Security –0.1 –1.0 0.9 –0.1 –1.0 0.2 0.4

Public debt (% GDP) 69.3 84.2 76.0 77.4 84.2 88.2 –

Note: (1) Includes measures related to bank restructuring.
Sources: IGAE, Ministry of Taxation and Public Administrations, Bank of Spain and ”la Caixa” Research.

Foreign sector
Cumulative balance over the last 12 months in billions of euros, unless otherwise specified

2011 2012 2Q 2012 3Q 2012 4Q 2012 1Q 2013 04/13

Trade of goods

Exports (year-on-year change) 15.4 3.8 3.5 4.2 4.2 3.9 18.6

Imports (year-on-year change) 9.6 –2.8 –2.2 –2.1 –6.4 –6.9 7.2

Current balance –39.8 –11.5 –32.4 –24.3 –11.5 –1.0 0.2

Goods –42.3 –25.7 –37.1 –32.7 –25.7 –19.2 –17.1

Services 34.6 37.0 35.7 37.1 37.0 38.0 37.8

Income –25.7 –18.7 –24.7 –21.4 –18.7 –16.3 –16.3

Transfers –6.4 –4.1 –6.3 –7.3 –4.1 –3.5 –4.1

Net lending (+) / borrowing (–) capacity –34.3 –4.9 –27.4 –19.1 –4.9 6.3 8.2

Sources: Department of Customs and Special Taxes, Bank of Spain and ”la Caixa” Research.
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THE GERMAN MODEl

Culture, institutions and economic growth

Since 1990, a regular survey has been carried out on values at a global level (the World Values Survey) that helps to identify 
significant differences between countries and even between regions. One of the questions looks at the five qualities parents 
would like their children to learn. The answers in Spain and in Germany are very different: in one of the two countries, parents 
want their children to be more independent and imaginative while, in the other, they preferred them to be obedient and 
altruistic. Does the reader dare guess which is which? And to predict which characteristics are more favourable for a country’s 
economic growth?

One important line of economic research has revealed a close connection between culture and economic performance. At a 
microeconomic level, for example, a correlation has been observed between cultural differences and female employment or 
investment in education. At a macroeconomic level, it has been shown that certain cultural traits help to explain differences in 
income level between different countries or regions. Guido Tabellini, for example, estimates that the cultural differences between 
Lombardy and the south of Italy can explain half the difference in their respective standards of living.(1)

Economists, sociologists and psychologists have highlighted four broad cultural traits that are relevant for the economy: mutual 
trust, respect for others, individualism and the belief that it is worth making an effort (which we often call the culture of hard 
work).

Trust facilitates exchange or trade between strangers as well as agreements in a context of incomplete information. Someone 
who is distrustful will be more reticent about signing an agreement if they cannot predict all possible contingencies that might 
occur in the future. Similarly, someone who tends to distrust will be more cautious when shopping online. Fluid economic 
relations require a certain amount of trust. In economic jargon, a lack of trust and the fear of being deceived increase transaction 
costs outside the closest and most familiar sphere, reducing potential gains from the division of labour and trade.

Respect for other members of a community, related to tolerance, also encourages exchange with strangers and tends to reduce 
the incidence of opportunistic behaviour. Respect and trust are therefore values that reinforce on each other positively. Moreover, 
respect is associated with appreciation for what is public and shared, facilitating the provision of public goods, and tends to 
reduce the incidence of nepotism and corruption among public administrators.

Individualism, understood as daring to take decisions for yourself, is associated with entrepreneurship and innovation. On the 
other hand, cultures that emphasize obedience and mistrust the ability of individuals to take decisions tend to repress individual 
initiative. Successful companies and, by extension, successful countries encourage the creativity of individuals, improve their 
ability to take decisions independently and realize, as Thomas J. Watson, President of IBM for more than 40 years, that «the way 
to succeed is to double your error rate».

Lastly, the culture of hard work is related to the personal belief that you are the master of your own future, that personal effort is 
essential to achieve goals. In a culture where hard work is valued, people will tend to invest more, work more and better, innovate 
and undertake ventures. If a person believes, on the other hand, that what they achieve will be more the result of luck or 
randomness, they will become passive.

One line of research, complementary rather than alternative to the first, stresses the importance of institutions more than culture 
as decisive factors in economic success or failure. Numerous studies have confirmed that those institutions that protect private 
property, offer legal security, guarantee macroeconomic stability, encourage competition and foreign trade and boost flexibility 
in resource allocation are good for economic growth. What are these institutions? Particularly, a stable regulatory environment 
favourable towards competition, a good legal system, an independent central bank, public administrations that keep the deficit 
under control and a flexible labour market.

(1) Guido Tabellini, 2010. «Culture and Institutions: Economic Development in the Regions of Europe», Journal of the European Economic Association, MIT Press. Vol. 8 (4), 
pp. 677-71.
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So does it come down to culture or institution? The evidence is not conclusive although it points towards institutions being more 
important. It is likely that, in the absence of solid institutions, culture has more influence on economic growth, operating as a 
network of informal institutions but that, as formal institutions develop, these take over part of the role fulfilled by culture. In 
practice, countries with cultural traits that favour growth also tend to have good formal institutions (see the tables above), making 
it difficult to identify the separate effects on growth of both variables.

In any case, culture and institutions interact at various levels. Culture influences how institutions are designed and operate (the 
Italian legal system is the same throughout the country but a court case takes much longer in the south than in the north). 
Similarly, institutions affect a society’s culture or values. For example, a central bank that attempts to keep inflation low and 
stable helps to create a culture of saving. This culture is unlikely to take root in an environment with high, volatile inflation.

Both institutions and culture have a lot of inertia. There is no doubt, however, that this is much more the case with culture. 
Implementing a cultural change is surely impossible in the short term (or clearly undesirable, if we think of attempts such as the 
Cultural Revolution in China). On the other hand, importing institutions we know to work reasonably well in many other countries 
is plausible, perhaps by adapting their design to our culture. Although it would be naive to expect them to work just as well 
elsewhere, improving a country’s institutions would undoubtedly help its growth potential. Lastly, returning to the question at 
the beginning: can the reader now deduce which country is which?

Enric Fernández
Economic Analysis Unit, Research Department, ”la Caixa”

World Values Survey: which values do parents 
believe to be important for their children?
Percentage of respondents selecting the value  
(each respondent chooses 5 values)

Germany Spain France Italy United 
Kingdom

Feeling of responsibility 86 70 79 88 61

Independence 78 32 37 59 59

Tolerance and respect 75 72 87 74 85

Determination 65 30 55 45 40

Thrift 49 19 43 40 25

Imagination 40 21 25 15 38

Hard work 26 63 62 40 44

Obedience 16 37 41 26 46

Religious faith 9 11 9 35 19

Unselfishness 7 34 55 44 55

Source: World Values Survey (www.wvsevsdb.com).

Institutional quality rankings: Germany  
and United Kingdom ahead of France,  
Spain and Italy 

Germany Spain France Italy United 
Kingdom

Ranking of the quality of  
the regulatory environment 
to do business, Doing 
Business Indicators  
(out of 185 countries)

20 44 34 73 7

Ranking of perceived 
corruption, Transparency 
International (out of 176 
countries; from least to most)

13 30 22 72 17

Ranking of institutional 
quality, Global 
Competitiveness Index  
(out of 144 countries)

16 48 32 97 13

Sources: World Bank, Transparency International and World Economic Forum.
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(1) The ratio of public employment office employees to the number of people on unemployment benefit was set at 1:75 for unemployed people under 25 and 1:150 
for the rest.

The Hartz reforms: achievements and less welcome effects

Economic activity has been practically at a standstill for the last 3 years.  Unemployment has been growing and is now approaching 
10%. Young people are the hardest hit with a rate that exceeds 12% and long-term unemployment is becoming entrenched. Only 
social aid is alleviating the ravages of a labour market that is getting worse on a daily basis. Although this might seem like a 
present-day description of a country on the periphery of Europe, it is actually the situation of Germany in 2003.

These figures contrast sharply with the dynamism shown by Germany’s labour market today. With an unemployment rate of 
5.1%, and falling, it is the European country whose labour market has best withstood the crisis. While the rest of the countries 
have seen job losses, a sharp rise in unemployment and a fall in the activity rate, in Germany the panorama is completely different: 
it has even had to resort to foreign workers to meet its growing demand for employment.

How has it achieved this? The explanation lies in an ambitious agenda of reforms known as Agenda 2010, implemented by the 
German chancellor, Gerhard Schröder, between 2002 and 2005 with the aim of promoting economic growth and reducing the 
country’s high unemployment. Most of these reforms focused on the labour market and the social security system but their 
overall scope was more extensive, including: fiscal reform, with substantial cuts in income and corporate tax; reform of public 
healthcare, introducing co-payment and limitations to public cover; and a reform of the pension system in order to raise the 
effective age of retirement. Moreover, Germany had already been carrying out structural reforms for several years, such as the 
insolvency act passed in 1999 which introduced bankruptcy proceedings for individuals for the first time.

The main objective of these successive labour reforms, called Hartz I-IV in reference to Peter Hartz, executive director of human 
resources at Volkswagen and head of the commission that advised the German government, was to increase the efficiency of 
active employment policies; i.e. to improve assistance for the unemployed to help them find a job quickly. With this aim in mind, 
the way in which the state employment service was managed was completely transformed, including the creation of public 
temporary employment agencies, the provision of individualized attention for the unemployed(1) and the introduction of a 
system of training coupons so that the unemployed could adapt their skills to the demands of the market. On the other hand, 
stricter rules were introduced for receiving unemployment benefit that had, until then, been quite generous (up to 57% of the 
last regular net salary for an indefinite period) and was believed to be the main cause of long-term unemployment. For example, 
after the reform, rejecting «reasonable» job offers could result in a cut of up to 30% in benefit. However, the most radical change 
was the limitation to receiving contributory benefit (18 to 12 months depending on whether the person was aged 55 or under). 
For the long-term unemployed, a new fixed rate benefit was created (not related to the last salary) that was combined with social 
assistance benefits. Such strict criteria were established for receiving this subsidy that, in practice, it became a basic income for 
those households without any other income or assets.

The labour reform also tackled the employability of the least skilled, who make up the majority of the long-term unemployed. 
Among the different measures implemented to make the different forms of employment more flexible, of note was the 
elimination of employer social security contributions in the case of salaries under 400 euros (currently 450 euros), while a sliding 
scale of contributions was set up for wages between 400 and 800 euros. This measure led to the generation of «mini-jobs»: part-
time, low-skilled jobs that are normally related to domestic work, catering and retail.

These reforms soon made the labour market more flexible with beneficial effects for economic activity: the activity rate went 
from 73.8% in 2005 to 77.1% in 2012, while the unemployment rate fell from 11.3% in 2005 to 5.5% in 2012. Given that many of 
these measures were aimed at reducing long-term unemployment, it comes as no surprise that the greatest achievement has 
been in this area, with an 11.1 percentage point drop during the double recession (see the graph below). These improvements 
would not have been possible without a more flexible job market or without the measures aimed at activating the unemployed. 
But such good results can also be attributed to other factors that have characterized the German economy since the Second 
World War, such as the joint decision-making system in business management and its dual education system. On the one hand, 
worker participation in company management via trade unions has played a fundamental role in containing wages and adopting 
measures to make companies more flexible internally. For example, many German firms have taken advantage of the drop in 
demand during the crisis to train their workers instead of firing them, thereby gaining a competitive advantage for when activity 
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picks up again. On the other hand, the dual education system, 
which encourages professional education, has had clearly 
beneficial effects for young people entering the labour market: 
while periphery Europe leads the field with high youth 
unemployment rates, Germany is enjoying its lowest rate for 
the last 20 years (8.1%).

However, in spite of these achievements by the Hartz reforms, 
we must not forget that they have also had a series of less 
welcome consequences. On the one hand, the unemployed 
have seen their income fall substantially, leading to a greater 
rise in their poverty risk (see the graph below). On the other 
hand, those employed under temporary or part-time contracts 
have also seen a greater rise in their poverty risk than the 
average for the euro area. Even Schröder himself, in a speech 
analyzing the last 10 years since the reform was implemented, 
acknowledged that it is still not without controversy today. 
There are two aspects in particular that he would change if he 

had the chance. Firstly, the excessive rise in low-wage workers. The idea of the reform was to use mini-jobs as a bridge for low-
skilled workers to access the labour market. However, in effect many workers do not seem to have joined the more stable labour 
market. A second aspect to improve would be temporary employment. While the reform aimed to increase the flexibility of firms 
to cover the peaks in demand, in practice, according to Schröder, legislation might have been used to replace part of the labour 
force with lower paid workers. 

In short, from the view of economic efficiency, the outcome of the reforms is clearly positive: Germany has enjoyed a decade of 
prosperity and, moreover, when the double recession arrived, both global and European, its labour market has been highly 
resistant. Given this evidence, many people in Europe are suggesting that the German reform is a model that is worth imitating. 
Now that a large number of countries are designing their structural reforms that have been postponed so often, it would be 
worthwhile to design them taking advantage of the German experience while making the necessary changes in order to enjoy 
the achievements and minimize the effects of the less welcome outcomes. 

Judit Montoriol-Garriga
European Unit, Research Department, ”la Caixa”
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The German exporting engine: from beetle to Cayenne

In theory, the relative weight of exports in GDP tends to be lower the larger the economy in question. The explanation is simple: 
international trade helps to expand the market in order to make the most of comparative advantage, economies of scale or the 
international division of labour. However, the larger a country is, the less it needs to exploit these advantages beyond its own 
borders. Germany would be the exception that proves the rule: its relative weight of exports is much higher than that of other 
similar-sized economies. Far from diminishing, this exceptional weight of German exports has increased over the last decade to 
more than 52% of GDP; a figure that is much higher than the 14% of the USA, 15% of Japan, 28% of France, 30% of Italy and 32% 
of Spain. How has it achieved this?

German exporters have been able to successfully combine three key ingredients: (1) product differentiation, (2) a presence in buoyant 
markets and (3) cost competitiveness. Undoubtedly one of Germany’s competitive edges lies in the fact that its manufacturing 

firms specialize in high value added products, mostly capital 
goods or durables. Unlike the USA, France or Singapore 
whose export sectors are more high-tech oriented,(1) German 
exports are concentrated in medium-high tech industries: 
vehicles, other transport material, machinery and chemical 
products account for 65% of its goods exports.(2) However, 
German companies compete in the higher segment of this 
range of sectors, offering excellent technical engineering, 
highly specialized and with guaranteed quality and durability.

This specialization in capital goods and premium segments, 
which are usually less price sensitive, has not only helped 
German firms to secure bigger operating margins but has 
also given them a clear advantage when attempt to gain 
market share in emerging economies. Most of these, and 

China in particular, have based their economic growth on a model that is clearly biased towards investment and exports of 
manufactured consumer goods, produced with imported machinery and foreign technology. The paradigm would be a Chinese 
firm that produces manufactured goods with Chinese workers, German machines and US high tech. Thanks to these 
complementarities, exports from Germany have achieved the greatest exposure, among European countries,  to the BRIC  (Brazil, 
Russia, India and China): 35% of the EU’s exports (goods) to these markets come from German factories. Nevertheless, this is more 
a growth story than a relevance story. In other words: the relative weight of BRIC exports out of all Germany’s exports is still small 
(around 12%) compared with its 58% of exports to the EU. However, their dynamism gives Germany an advantage, particularly 
when its main market is going through a double dip recession. 

Another strength of German exports lies, of course, in their cost competitiveness. Extraordinary cost containment in production has 
made German firms super-competitive in spite of being located in a country and specializing in products that are relatively expensive. 
At the beginning of 2008, Germany’s unit labour costs had fallen by 1% compared with their level in 2000. In Spain, however, these 
had increased by 32%; in the United Kingdom, by 20%; in France, by 19%; and in the USA by 11%. This containment is the result both 
of improvements in productivity and efficiency and also of wage moderation. Between 2000 and 2007, German productivity 
increased at an average annual rate of 1.8% while wages rose by a more contained 1.2% annually. Although this pattern has been 
altered by the crisis (since 2008 productivity has increased by a mere 0.3% while wages have risen by 2.6%, reflecting a labour 
market that is very close to full employment), some of the gains in competitiveness garnered before the crisis are still in place.

So the immediate determining factors in Germany’s export success are differentiation through quality, dynamic demand, and 
competitiveness. But how has it reached this situation? In addition to an ideal geographic location for trade (with navigable 
rivers, global ports and a privileged position to exploit the fragmentation of Europe’s value chain with direct access to both the 
old and new Europe) and a relatively cheap euro, most analysts agree on three key factors: its dual educational system, its 
particular business fabric, and a significant number of structural reforms.
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(1) According to the World Bank’s figures, 18%, 24% and 45% of their manufactured exports, respectively, compared with 15% of Germany, are in sectors deemed to 
be of high tech content. These sectors include aeronautics, computing, pharmaceutical products, scientific instruments and electrical machinery.
(2) Exports of goods account for 84% of all exports. The remaining 16% are services.
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An efficient, good quality educational system in all its aspects but especially in professional training and learning has boosted 
specialization in sectors that require a large number of technically skilled workers. The importance of vocational training forms 
part of the DNA of the Mittelstand, Germany’s industrial model par excellence, which accounts for more than 70% of private 
employment. This network of medium-sized and not so medium-sized firms (in around five hundred cases these are true global 
champions) has played a large part in the story of Germany’s success. Typically they are mostly family firms, highly dynamic and 
competitive (constantly innovating to adapt to a changing environment but without losing that advantage) and highly specialized 
in not very glamorous niches (tools, parts and components) which are practically imperceptible to the average consumer but 
very profitable. They are clearly export-oriented, aimed at achieving economies of scale that allow them to take advantage of 
their extreme specialization, and they tend to develop extensive but close-knit networks of production, distribution and related 
services to become as agile as possible. One particular advantage this model yields is the stability and long-term strategy inherent 
in them being family firms, as well as the flexibility, agility and innovative drive resulting from their focus on market niches. Their 
goal is to do just one thing — but to excel at it.

The structural reforms, in particular those of the labour market, implemented in 2003 and encouraged by the biggest German 
crisis  since the Second World War, provided that plus of competitiveness that is so valuable in securing a foothold in high value 
added segments with relatively costly production factors. Although starting with high salaries, German firms have managed to limit 
wage growth by reaching agreements with the different groups involved, aware that their economic strength depends crucially on 
preserving this competitive edge. The reforms also introduced flexibility, essential in order to triumph in the era of globalization and, 
according to recent studies, also key to gaining a competitive edge in sectors whose demand is more volatile. Curiously, several types 
of machinery are included in such sectors: specialized industrial machinery, electrical equipment and electronic components.(3)

In short, when a few months ago a renowned analyst encouraged Spain to become the new Germany, he was referring to the 
possibility of reproducing Germany’s successful export model. The question is not to imitate the model in detail although, like 
Germany, Spain could take advantage of the opportunity offered by a historical crisis to make its structures more flexible; or could 
prioritize a long-term view, recurring innovation and investment in training. But it is particularly a matter of exploiting, efficiently 
and as much as possible, its own comparative advantages, pursuing excellence as a strategy for differentiation. Spain must not aspire 
to be the new Germany but a new Spain: more flexible, more efficient, more solid, more long-term, more competitive, more global.

Marta Noguer
International Unit, Research Department, ”la Caixa”
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Emerging exposure and competitiveness, key to Germany’s export power

(3) See Cuñat, A. and Melitz, M. (2007). «Volatility, labor market flexibility, and the pattern of comparative advantage», NBER WP#13062.
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Germany sets the pace for the re-founding of Europe

«No solidarity without corresponding effort and no guarantees without control». This maxim, pronounced by the German 
Chancellor, Angela Merkel, in July 2012, summarizes Germany’s position in negotiations with those countries that have had to 
request assistance, in particular, and in the process of constructing Europe in general. A point of view that Germany has steadily 
made sure is being imposed. So is Europe’s future in good hands?

One thing is clear: Germany’s involvement in the process of constructing Europe. Already in the second half of the last century, 
the country played a key role as a founding member of the European Coal and Steel Community, the origin of the current EU and 
its desire for a united Europe has remained intact since then. The reason is genuine. In addition to considerations of a geopolitical 
nature, the German economy is also largely supported by demand from the rest of the countries in Europe. Specifically, 57.1% of 
all German exports are to other EU member states. Germany is therefore one of the main countries that has most to gain from its 
neighbours’ growth.

German citizens are the strongest supporters, by far, of the process of European integration (see the graph below). This conviction 
is also reflected in the political arena. Regarding the coming elections in September, only the «Alternative for Germany» party is 
offering a clearly Eurosceptic programme while the country’s main political parties (which account for more than 90% of the 
intended votes) are clearly pro-European. This does not mean their view of how Europe should be constructed is exactly the same 
but, in the broader issues, their differences are small. For example, in the German parliament’s ballots held to pass the different 
bail-out programmes for Greece and Spanish banks, the two largest parties, the CDU and SPD, voted jointly in favour.

Although Germany seems to firmly support Europe, many European countries do not believe this is beneficial for everyone, 
especially on the periphery. The reason: the huge effort they have to make to hold onto their place in the Euro club. The perception 
is that Germany wishes to impose its model, which has turned out to be so successful, and that the rest of the countries must 
implement it no matter how tough these measures may be. Some countries argue that the euro area, as a whole, does not have 
any imbalances, not fiscal or macroeconomic, and that, in general, it boasts a healthy banking system. Given this situation, it is 
very tempting to conclude that, if the euro area had more powerful mechanisms to transfer resources between countries, these 
imbalances could be resolved quickly and without so many sacrifices.

However, this could not be further from the truth. If the underlying causes of the extensive fiscal, macroeconomic and banking 
imbalances in many countries on the periphery of Europe are not corrected, they will reappear sooner or later. On a matter of 
principle, Germany is one of the main countries defending this view. Moreover, given that it is enjoying a more favourable 
economic situation, it would be one of the countries that would have to contribute the most resources to such transfer mechanisms, 
a fact that makes Germany even more wary, if possible. One clear illustration of this is how each of the pillars that must support 
the new Economic and Monetary Union is being constructed (banking, fiscal and economic union).
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Perhaps the place where the effect of the German view is most noticeable is in the process of banking union. This consists of three 
fronts: the creation of a single supervisor, a resolution mechanism for banks in difficulty that is also shared and an integrated 
deposit guarantee fund (DGF). The first of these three fronts has been given the most priority. Sole supervision by the European 
Central Bank should be in operation by the beginning of summer 2014 whereas debate is still going on regarding the other two 
dimensions. On the one hand, in order to completely remove the link between sovereign risk and bank risk, which has damaged 
some periphery countries so much, it is essential to advance towards a single resolution mechanism and a shared DGF. The 
urgency therefore seems justified. However, starting up these mechanisms could entail significant transfers of resources between 
countries if they needed to be activated. Should this arise, there should be no doubts regarding either the strength of the legal 
basis underlying them or, especially, the social and political support they enjoy. In other words, risks will not be shared if, 
previously, there are no mechanisms that allow greater correspondence between the responsibility assumed and the control 
exercised.

That is why Germany, with its finance minister, Wolfgang Schaeuble, at the head, is insisting on advancing more gradually, 
starting with a joint system of national authorities, minimizing solidarity between countries.(1) This should act as a bridge while, 
on the one hand, the supervision exercised at present by the ECB ensures that all Europe’s banks comply with requirements and, 
at the same time, progress is made in redefining treaties to ensure these make room, and without any cracks, for the new 
instruments. In this respect, the German option aims to construct a strong banking union in the long term. But this is a risky 
option in the short term. Although many details have yet to be defined (see the Focus «Insolvent banks: the Council chooses the 
bail-in 2.0» for a detailed explanation of the latest agreements reached), with the advances made to date it would be difficult to 
avoid another episode of financial tension if doubts regarding the solvency of a European country’s banking or public sector 
resurfaced.

The progress made in fiscal and economic union has been more limited but has followed a similar path. The ultimate objective 
is clear: to set up a deeply integrated economic and fiscal governance framework that allows coordinated economic policy to 
be designed and public debt to be issued jointly.(2) The goal is therefore ambitious. It requires European treaties to be modified 
and particularly greater mutual trust between EU countries. In the case of banking union, however, at present the only 
mechanisms started up are those that allow the economic and fiscal policy of the different member states to be supervised 
and, to some extent, directed by Brussels.(3) The German standpoint therefore seems to have been imposed in this area as well. 
The creation of Euro bonds or, in general, of a common financing mechanism, which has been proposed by the French 
president, François Hollande, seems to have been relegated to second place for the time being. Once again, first control then 
guarantees.

In short, to date it is the German Chancellor, Angela Merkel, who has set the pace of Europe’s construction. Without purporting 
to be a great leader, Germany is fulfilling this role. Without making any great promises, it has gradually outlined the path to be 
followed in order to achieve greater fiscal integration in Europe. Certainly the measures taken to date are not enough to avoid 
further episodes of financial tension. But nor would other measures that only temporarily remedy the imbalances of countries in 
difficulty. Ultimately, the only guarantee for achieving a greater degree of integration is by implementing an economic policy 
that unmistakably pursues balanced long-term growth. Germany is committed to this. Are the other countries too?

Oriol Aspachs and Joan Daniel Pina
European Unit, Research Department, ”la Caixa”

(1) See «Banking Union must be built on firm foundations», Financial Times, 12 May 2013.
(2) See «A Blueprint for a deep and genuine Economic and Monetary Union: Launching a European debate ». http://europa.eu/rapid/press-release_IP-12-1272_en.htm.
(3) The main measures taken in this respect are known as the Six Pack, the Fiscal Compact and the Two Pack.
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