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With the end of the summer interlude, Spain’s economy is now facing some decisive months. The latest data from the last 
few weeks have been broadly encouraging, both business and employment indicators. This positive assessment continues 
even when the figures are seasonally adjusted. The economy seems to be stabilising, with the decline in its main component, 
private consumption, easing off, now almost entirely counteracted by the boost from components that should become the 
driving force for the revival, namely the foreign sector and investment in production equipment.

A similar trend in the rest of the euro area, and especially in Germany and France which are already seeing positive quarter-
on-quarter growth figures, could serve as additional support for this tentative start to a recovery.

Such stabilisation is due to the success of the economic policies applied. Firstly, the European Central Bank’s lax liquidity 
policy and explicit support for the irreversibility of the euro. And secondly, but by no means less importantly, the market’s 
perception that the euro area’s adjustment policies are starting to succeed. Correction of intra-euro area payment 
imbalances is occurring surprisingly quickly and the fiscal and banking imbalances are finally being credibly dealt with in 
most countries. The adjustment policies have been and continue to be tough but European democracies, albeit with visible 
difficulties, seem to have been able to accomplish this huge effort while maintaining institutional and social equilibrium.

It is important to bear in mind, however, that Spain’s macroeconomic situation is still very fragile and could go awry due to 
several external factors over which the country has little control. From the conflict in Syria, with potentially adverse effects 
on oil markets, to developments in the emerging countries which, as has become evident over the last few weeks, are 
extremely sensitive to the US Fed’s policy to withdraw its stimuli. Moreover, we cannot rule out surprises within the euro 
area in the process of institutional improvements to Economic and Monetary Union, or in one of the countries that have 
been bailed out.

In any case, the main risks hovering over the process of rebalancing and relaunching our economy come from within. And 
we can, and must, act on these with all speed, irrespective of international events.

The first risk lies in not reaching the targets set for budgetary adjustment and the data published to date show that this 
process will be particularly demanding during the last few months of the year. It is vital to achieve these targets as, in the 
area of fiscal consolidation, Spain still has to regain a lot of the credibility it lost. The relaxation in the deficit reduction 
targets should not be accompanied by significant deviations from the agreed goals.

The second risk is of complacency in reform policy. If anything, the drive to reform must intensify. Although this must act 
on numerous fronts, two are particularly significant: the labour and fiscal areas, associated in turn with the reform of public 
administrations and the pension system. Labour reform is crucial for the simple reason that, even if the economy starts to 
post positive growth figures, Spain will still have an unacceptably high unemployment rate.

Fiscal reform is also critical because one of the many lessons that can be learned from the crisis is that Spain’s taxation 
system was not consistent with the requirements of its economy and society. And, in fact, we have dedicated the main 
body of this latest edition of the Monthly Report (the Dossier) to taxation.

Jordi Gual
Chief Economist
31 August 2013

EDITORIAL

A cruciAl four months
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economies, growth in the emerging is running out of 
steam. But the financial turbulences they are suffering 
from are of more concern: yield on sovereign and 
corporate bonds has shot up, stock markets have 
plummeted and currencies have depreciated. This all has  
a common cause: capital outflows. However, there are 
significant differences between countries: those that are 
more dependent on external financing, such as Brazil, 
India, Indonesia, South Africa and Turkey, are seeing 
greater depreciation. Syria’s instability is not helping either, 
pushing up oil prices which, should they remain at these 
levels, would damage the competitiveness of the oil-
importing emerging countries. All this has led their central 
banks to take urgent measures to defend their currencies, 
raising interest rates or establishing controls on capital.

In the euro area, activity continues to show signs of 
stabilising, albeit within a fragile situation. After six 
consecutive quarters of declines, the euro area posted 
0.3% growth quarter-on-quarter in 2Q 2013. The 
improvement is widespread: Germany and France are 
leading the recovery (0.7% and 0.5% respectively) while 
the recession continues to diminish in the periphery. 
Moreover, leading business indicators still suggest that this 
recovery will continue apace, supported by better financial 
conditions and dynamic exports. However, there are still 
downside risks due to the possible impact of the slowdown 
in emerging countries in the export sector and the need  
to find a definitive solution to the problems of periphery 
countries.

In Spain, the improved economic outlook should not 
slacken the pace of reforms. GDP is close to stabilising 
(–0.1% quarter-on-quarter in 2Q 2013) and its composition 
has improved: support by the foreign sector is still key 
while domestic demand is showing signs of stabilising. 
Business and confidence indicators for 3Q 2013 point to an 
impending return to positive growth figures, albeit modest 
ones. The labour market is also showing signs of improving 
beyond the effects of the tourist season: the export sectors 
are starting to generate employment. To ensure such 
incipient encouraging signs consolidate, the IMF 
recommends continuing to make the labour market  
more flexible, improve company competitiveness and also 
the business environment in general. Only then will the 
foundations be laid for a modern economy with the 
capacity to grow.

Good macroeconomic figures for the developed 
economies are coming to the fore. This summer, unlike 
the previous two, has been marked by relative calm in the 
euro area’s financial markets: the risk premium of periphery 
countries has fallen to its lowest level for the last two years 
thank partly to the upswing in the German bund. Without 
doubt, the euro area coming out of recession has helped, 
while the United Kingdom and United States have also 
confirmed their economies are performing well. But we 
must not forget that some of this incipient recovery in 
developed economies is due to ultralax monetary policy.

In the USA there is still uncertainty regarding when and 
how quickly the Fed will reduce its stimuli. At first, the 
Fed announced a tentative schedule to reduce its rate of 
financial asset purchases depending on the 
unemployment rate and inflation trends. However, over 
the summer there have been numerous statements, 
sometimes contradictory, from different key members  
of the Fed regarding their preferences for withdrawing 
stimuli sooner or later. For the time being, the economy’s 
recovery is continuing apace but improvements in the 
labour market are taking longer to appear. 2Q GDP growth 
has been revised upwards to 1.6% year-on-year but the 
unemployment rate continues to resist any downward 
slide. The real estate market is also showing signs of 
improving in spite of the upswing in mortgage rates.

The Bank of England and European Central Bank have 
adopted a policy of forward guidance, announcing that 
official interest rates will remain unchanged or lower for an 
extended period of time. The Bank of England has gone a 
little further by conditioning its monetary policy on the 
unemployment rate falling below 7%, following the Fed’s 
example. It has even said it will increase stimuli if financial 
conditions become more restrictive. Although less 
aggressive, the ECB’s new strategy represents a significant 
change in its rhetoric. To date, the ECB had been reticent  
to commit to any pre-established path for interest rates. 
However, the difficulty encountered in monetary policy 
being passed on to credit conditions in some euro area 
countries has led the ECB to use all the tools it has 
available. For the moment, interest rates, the euro and the 
stock markets have stabilised.

The central banks of the emerging countries have  
been forced to act given the upsurge in financial and 
exchange rate tensions. In sharp contrast with developed 

EXECUTIVE SUMMARY

DEVELOPED ECONOMIES TAKE OVER FROM THE EMERGING
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 3  Registration with Social Security and registered 
unemployment (August).

 5 Governing Council of the European Central Bank.
 6 Industrial production index (July).
17 Quarterly labour cost survey (second quarter).
18  Loans, deposits and NPL ratio (July).  

Fed Open Market Committee.
20  International trade (July).
24   Government revenue and expenditure (August).
27  Flash CPI (September). 

Euro area economic sentiment index (September). 
30 Balance of payments (July).

 2  Governing Council of the European Central Bank.  
Registration with Social Security and registered 
unemployment (September).  
Public administration balance (second quarter). 

 8 Industrial production index (August). 
18 Loans, deposits and NPL ratio (August). 
21  Household savings rate (second quarter).
23 International trade (August).
24  Labour Force Survey (third quarter).
29   Government revenue and expenditure (September).
30   GDP flash estimate quarter-on-quarter (third quarter).  

Flash CPI (October). Balance of payments (August).  
Fed Open Market Committee. 
GDP flash estimate of the United States (third quarter).

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.

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.

JULY 2013

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

12  The government approves the energy reform to tackle the electricity tariff deficit.
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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 3.2 4.1 3.2 2.9 2.8 2.9 3.2 3.5

Developed countries

United States 2.8 1.6 2.9 3.1 2.0 1.3 1.6 1.5 2.1

Euro area –0.5 –0.4 1.0 –0.7 –0.9 –1.1 –0.7 –0.4 0.5

Germany 0.9 0.5 1.5 0.9 0.3 –0.3 0.5 0.6 1.5

France 0.0 0.1 0.8 0.0 –0.3 –0.5 0.3 0.3 0.5

Italy –2.4 –1.7 0.4 –2.6 –2.8 –2.3 –2.0 –1.8 –0.7

Spain –1.6 –1.2 0.8 –1.7 –2.1 –2.0 –1.6 –1.1 –0.2

Japan 2.0 1.7 2.0 0.4 0.3 0.1 0.9 2.7 3.0

United Kingdom 0.2 1.1 1.5 0.1 0.0 0.3 1.5 1.0 1.5

Emerging countries

Russia 3.4 2.2 3.4 3.0 2.1 1.6 1.2 2.7 3.2

China 7.8 7.3 7.4 7.4 7.9 7.7 7.5 7.1 7.0

India 5.1 4.9 5.6 5.1 4.5 4.8 4.4 5.1 6.5

Brazil 0.9 2.9 3.2 0.9 1.4 1.9 3.3 3.4 3.2

Mexico 3.8 1.5 3.3 3.1 3.2 2.6 0.3 1.2 1.7

Poland 2.0 1.6 2.4 1.7 0.8 0.6 1.1 1.8 2.8

Turkey 2.3 4.0 5.0 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 3.2 3.2 3.2

Developed countries

United States 2.1 1.6 1.9 1.7 1.9 1.7 1.4 1.7 1.6

Euro area 2.5 1.5 1.6 2.5 2.3 1.8 1.4 1.4 1.4

Germany 2.1 1.6 1.7 2.1 2.0 1.8 1.5 1.6 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 1.4 1.6

Spain 2.4 1.7 1.4 2.8 3.1 2.6 1.7 1.4 1.1

Japan (1) 0.0 0.2 1.2 –0.3 –0.2 –0.6 –0.3 0.8 1.1

United Kingdom 2.8 2.5 2.1 2.4 2.7 2.8 2.7 2.4 2.2

Emerging countries

Russia 5.0 6.6 4.8 6.0 6.5 7.1 7.2 6.3 5.8

China 2.7 2.6 2.6 1.9 2.1 2.4 2.4 2.6 2.9

India (2) 7.6 5.6 5.4 7.9 7.3 6.7 4.7 5.3 5.6

Brazil 5.4 6.1 5.6 5.2 5.6 6.4 6.6 6.1 5.4

Mexico 4.1 3.8 3.6 4.6 4.1 3.7 4.5 3.5 3.4

Poland 3.7 1.3 2.0 3.9 3.0 1.6 0.8 1.3 1.3

Turkey 8.9 6.8 6.5 9.0 6.8 7.2 7.0 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 –2.8 –2.7 0.2 –2.8 –3.6 –4.3 –3.2 –2.6 –0.8

General government consumption –4.8 –1.5 –1.2 –4.9 –5.0 –3.3 –2.4 0.1 –0.2

Gross fixed capital formation –7.0 –6.5 –1.1 –7.5 –7.7 –7.5 –6.4 –7.3 –4.8

Capital goods –3.9 –0.1 2.6 –3.7 –4.7 –4.2 0.4 –1.1 4.3

Construction –9.7 –10.3 –3.1 –10.9 –10.0 –10.2 –10.5 –10.6 –10.1

Domestic demand (contr. Δ PIB) –4.1 –3.1 –0.3 –4.2 –4.6 –4.7 –3.6 –2.9 –1.4

Exports of goods and services 2.1 5.2 5.6 3.3 4.4 3.6 9.2 3.8 4.2

Imports of goods and services –5.7 –0.6 2.4 –4.6 –3.5 –4.8 3.1 –1.6 0.9

Gross domestic product –1.6 –1.2 0.8 –1.7 –2.1 –2.0 –1.6 –1.1 –0.2

Other variables

Employment –4.8 –3.1 0.5 –4.7 –5.0 –4.5 –3.8 –2.8 –1.3

Unemployment rate (% labour force) 25.0 26.2 25.3 25.0 26.0 27.2 26.3 25.7 25.9

Consumer price index 2.4 1.7 1.4 2.8 3.1 2.6 1.7 1.4 1.1

Unit labour costs –3.0 –1.2 0.0 –2.4 –5.3 –2.9 –2.3 –1.4 1.6

Current account balance (cum., % GDP) –1.2 1.8 2.4 –2.4 –1.2 –0.1 0.7 1.4 1.8

Net lending or borrowing rest of the world  
 (cum., % GDP) –0.6 2.3 2.9 –1.9 –0.6 0.5 1.5 1.9 2.3

Fiscal balance (cum., % GDP) –10.6 –6.9 –6.2 –10.0 –10.6 –10.4    

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 0.27 0.29

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

2-year government bonds 0.27 0.37 0.81 0.26 0.27 0.26 0.26 0.38 0.56

10-year government bonds 1.78 2.25 2.85 1.62 1.69 1.93 1.98 2.56 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 0.21 0.20 0.36 0.20 0.21 0.21 0.21 0.20

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

2-year government bonds (Germany) 0.08 0.09 0.38 –0.01 0.01 0.11 0.06 0.10 0.09

10-year government bonds (Germany) 1.55 1.53 1.76 1.42 1.42 1.51 1.41 1.60 1.59

EXCHANGE RATES

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

¥/euro 102.71 129.96 136.83 98.44 105.44 121.84 128.88 131.96 137.16

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

OIL

Brent ($/barrel) 111.38 107.04 107.47 109.19 109.52 112.23 103.16 107.10 105.66

Brent (euros/barrel) 86.61 81.43 81.29 87.21 84.40 85.03 78.97 81.31 80.37

  Forecasts
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A summer of contrasts in international financial markets. 
The upside is the good tone of the markets in the euro area, 
with the latest figures looking positive and political calm.  
The downside is the deterioration in the financial conditions 
of emerging countries. For its part, the USA is going through  
a phase of relative calm but with investors on the defensive 
awaiting the decision of the Federal Reserve (Fed) on 18 
September. At the end of August, events in Syria caused an 
outbreak of widespread instability which is subdued for the 
time being but could lead to greater problems.

The reduction in stimuli announced by the Fed continues 
to grab the attention. At its meeting on 31 July, a large 
majority of the members of the Fed’s Monetary Policy 
Committee agreed on the need to reduce its bond purchases 
(or tapering, in the jargon) before the end of the year but  
did not provide any information regarding the date on which 
this would start or its scope. According to the consensus of 
analysts, September will be the month chosen. We need to 
remember, however, that the Fed is now basing its evaluation 
of the recovery prospects for the economy and labour market 
on figures that are somewhat less positive than a month ago,  
so we cannot rule out this decision being postponed until  
its meeting in October or December. Speculations on this 
apparently minor issue merely prolong concern among 
investors, curbing their intentions to buy, both bonds  
and equity.

Yields on US public debt have reached their highest level  
in two years after the additional upswing observed over the 
last few weeks, due to the uncertainty regarding tapering. 
This increase has been greater among longer term bonds  
(10 years) than shorter term (2 years) and 10-year bond rates 
are now close to 3%. At the same time, of note is the rise in 
US mortgage rates, also at their highest in two years, leading 
to the first complaints from agents in the sector. This 
deterioration in the debt markets has been accompanied  
by corrections in US equity. Once the Fed dispels the current 
doubts these yields are likely to correct part of their recent 
rise (although the medium and long-term trend is moderately 
upward) and Wall Street will see gains again.

Financial turbulence is increasing in the emerging regions. 
Capital outflows continue, albeit at a slower rate than in June, 
and the effects are starting to be felt keenly by the emerging 
currencies, especially in those countries with large 
imbalances. The hardest hit have been the Indian rupee, the 
Brazilian real and the Turkish lira, although those of other, 
more solid countries such as the South African rand and the 
Mexican peso have also been affected. This issue, which is 
dealt with in more detail in the Focus «Capital outflows in 
emerging countries», highlights the vulnerabilities affecting a 
large part of the emerging block, within a context of poorer 
prospects for global liquidity and a shift in the appetite for 

FINANCIAL MARKETS

 

 

 

 

95 

100 

105 

110 

115 

120 

125 

130 

2012 2013 

Stock market trends: developed vs. emerging  
(January 2012 = 100) 

Developed Emerging

Source: Bloomberg. 

 

0 

1 

2 

3 

4 

2010 2011 2012 2013 

USA: yields on public debt 
(%) 

2 years 10 years

Source: Bloomberg. 

 

90 

95 

100 

105 

110 

115 

120 

125 

130 

135 

2012 2013 

Trends in emerging currencies against the dollar 
(January 2012 = 100) 

Brazil India Indonesia 
South Africa Turkey

Dollar appreciated 

Source: Bloomberg. 



7  FINANCIAL MARKETS

www.lacaixaresearch.comSEPTEMBER 2013

risk. Emerging stock markets have posted considerable losses 
although they have not been as harshly punished as the 
currency markets. The volumes of corporate bonds issued 
have also fallen sharply and credit spreads have widened.

The authorities of the emerging economies are reacting 
quickly in an attempt to stop their respective currencies from 
depreciating. The measures adopted are broad and diverse 
throughout the emerging economies: exchange controls, 
direct intervention in the foreign exchange markets and even 
hikes in official interest rates (for example, in Brazil and 
Indonesia). Particularly worrying are the cases of India and 
Indonesia whose levels of international reserves are falling 
quickly while their respective currencies, far from stopping, 
are continuing to depreciate. This episode of instability in 
India is reminiscent of the crisis suffered by the Asian country 
in 1990, which required intervention by the IMF due to the 
collapse in its level of reserves. In addition to correctly 
applying the aforementioned emergency measures, it seems 
clear that such vulnerable emerging countries also need to 
tackle the structural reforms that will help them correct their 
imbalances and boost growth. We expect this to happen and 
the positive sentiment of international investors to recover 
accordingly.

Risks in the euro area continue to decrease thanks to a 
more benign financial environment and improved business 
indicators. As explained in more detail in the Focus  
«The ECB: relatively vague “forward guidance”», at its July 
meeting the monetary authority announced that interest 
rates would remain low for an extended period of time.  
This clearly accommodative stance by the ECB, which 
contrasts with the Fed’s plans to progressively withdraw 
monetary stimuli, helps to explain the satisfactory 
developments in the region’s financial conditions. Moreover 
the core economies, particularly Germany, are posting solid 
growth in their respective domestic demands, resulting  
in notable improvement in the foreign sectors of the 
southern economies, particularly Spain. Given this situation, 
the risk premia of the periphery countries have followed a 
downward trend in the summer, easily wiping out the 
increases caused by Portugal’s political tensions in July.  
Of note is the good performance of Spain’s spread with  
the German bund, falling to 250 b.p. but picking up slightly 
at the end of August due to the Syrian conflict. However, 
although this narrowing of spreads is cause for satisfaction, 
we must not forget that it is largely down to the rise in yield 
of the German 10-year bund.

The outcome of the German elections is key for the euro 
area’s political and institutional solidity and its markets. 
The German elections will be held on 22 September, a very 
important date for the democratic validation of the process  
of refounding the EMU in which we are currently immersed. 
The polls predict a comfortable victory to the coalition led by 
Angela Merkel, a circumstance that seems to please investors. 
Constructive statements made by senior members of the 
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German government regarding the third bail-out package  
for Greece, as well as praise for the reforms undertaken by 
countries such as Spain, are a factor that is contributing to  
the good tone of the region’s financial markets. However, we 
should closely monitor events as the elections approach and 
the results are announced, in case there are any unforeseen 
destabilising elements.

The stock markets are providing a mixed bag of fortunes 
depending on the country and sector. There has been an 
extremely clear difference between western and emerging 
stock markets. The good performance of US corporate 
earnings has boosted the S&P 500 and Dow Jones indices, 
reaching historical peaks at the beginning of August. 
However, due to previously mentioned factors (tapering and 
Syria), the final part of the month saw a correction that does 
not necessarily mark the start of a downward slide. The profile 
has been similar In Europe but with a more favourable 
cumulative balance. The Ibex stands out for the best relative 
performance compared with its European peers, with gains  
of around 10% since the end of June. At a sector level, the 
best performances in Europe were to be seen in banking  
and the oil industry with defensive sectors (such as 
pharmaceuticals) and airlines lagging behind. The banking 
sector is the key to this upward trend continuing in European 
indices, a circumstance for which favourable macro and 
microeconomic conditions are consolidating. In Japan, the 
stock market has moved within a lateral range, not without 
high doses of volatility.

The euro has gained against the dollar due to positive 
surprises in the euro area’s latest figures, pointing to 
sustainable improvement. Specifically, the euro-dollar 
exchange rate has moved towards the 1.33-1.34 zone; in 
other words, close to the euro’s highest level in the last 18 
months. This movement should not go any further but rather 
we expect there to be a slight appreciation in the dollar from 
its current levels in the medium and long term due to the 
monetary normalization process in the US. For its part, the 
yen has once again started to appreciate slightly against  
the dollar, starting in May.

Upswing in commodity price, led by gains in Brent oil, up by 
15% since July. This is attributable, on the one hand and as a 
key factor, to the reduction in the volumes of crude supplied 
by Iran and Nigeria and, on the other, to the worsening of the 
Syrian conflict. This upward shift in oil prices will moderate in 
the medium term as tensions shift. Gold, silver and copper 
have posted moderate gains, although they have not 
managed to counteract the sharp losses seen this year. The 
recovery in the emerging block should support a gradual 
recovery in most commodity prices, especially the food 
segment.
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after the respite observed at the end of July. The 
economic authorities are therefore facing a considerable 
challenge. One alternative is to wait and hope that 
international investors will soon calm down, something 
that will be more plausible if the Fed surprises us with 
decisions and messages that are «gentler» than the  
ones recently announced. This could certainly happen 
but only temporarily as the underlying dynamic of the 
US economy indicates that the process of monetary 
normalization is inexorable and the Fed does not seem 
to be very sensitive towards problems outside its own 
borders. One second course of action is to intensify the 
emergency measures. The problem is that these are not 
necessarily effective and might also cause unwanted 
side effects (depressing domestic demand, damaging 
the country’s reputation as a place to invest, etc.). There 
is a third, more advisable option in the majority of the 
problematic cases: decisively carrying out structural 
reforms to strongly activate the «pull» factors. Countries 
such as India and Brazil are paradigms of this type of 
advisable measures: liberalizing markets, de-indexing 
the economy, sorting out and modernizing the public 
sector, etc. Embarking on this path will result, perhaps 
slowly but undoubtedly surely, in regaining capital 
flows, achieving financial stability and consolidating 
economic progress.

FOCUS • Capital outflows in emerging countries

After remaining in the background during the years of 
financial crisis in the USA and debt problems in the euro 
area, the emerging countries have taken centre stage 
again. Unfortunately, for the worse. Reminiscent of  
the upsets seen in the 1990s, international investment  
flows are once again playing a crucial role.

Two types of factors lie behind the attraction of funds 
towards emerging economies. Firstly, «push» factors. 
When the global environment is one of abundant 
liquidity and low real interest rates, at the same time  
as risk appetite is increasing and «search for yield» 
strategies are being launched, the emerging markets 
usually come into their own as the investment of choice 
for international investors. Secondly, there are «pull» 
factors. If the emerging countries have good growth 
prospects, then capital arrives. Both factors played in 
their favour between 2009 and 2012 but have recently 
turned against them. Since last May, when Ben Bernanke 
stated that the Fed might start to reduce its rate of 
public debt purchases before the end of the year, US 
yields have risen significantly. This has encouraged 
investors to liquidate their positions in emerging  
assets and recompose their portfolios. The most visible 
consequence of this has been capital outflows from 
emerging regions, principally portfolio investments 
(both bonds and shares), together with sharp drops  
in currency exchanges rates.

It should be noted that not all emerging economies have 
been affected to the same degree. Those that are highly 
dependent on external financing (in terms of their 
current account deficit and net investment position 
compared with other countries) are the most vulnerable 
to flows of external capital coming to an end, leaving 
them exposed to crises of liquidity and even solvency. 
This is what has happened over the last four months: 
Brazil, India, Indonesia, South Africa and Turkey are 
among those countries under the greatest pressure  
due precisely to the considerable size of their external 
imbalances. The authorities of numerous emerging 
countries have adopted urgent measures to bolster  
their currencies. They have often resorted to raising the 
official interest rate and/or draining off liquidity to make 
investment in local monetary assets more attractive  
(as is the case of Brazil, India and Indonesia). Some (for 
example Brazil) have intervened in the foreign exchange 
markets, selling off part of their dollar reserves or using 
other measures. Lastly, there have also been cases of 
capital controls being put in place (for example India).

However, the measures being deployed do not seem  
to be having the desired effect, at least at present, as 
turbulences have reappeared in the currency markets 
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FOCUS • The ECB: relatively vague «forward guidance»

One of the best-known mantras during J.C. Trichet’s 
presidency of the European Central Bank (ECB) was that 
the institution would never commit itself: «we never  
pre-commit», he repeated, again and again. But times 
have changed. The current President, Mario Draghi,  
has moved significantly away from this approach, 
incorporating an additional tool into monetary 
management: «forward guidance». And there are good 
reasons for this.

The ECB’s main (conventional) monetary policy tool lies 
in its handling of official interest rates: raising them, 
maintaining them or lowering them. Such control over 
very short-term rates allows it to affect, via expectations, 
the medium and long-term rates and therefore influence 
economic growth and inflation. However, in the euro 
area’s current context, with official interest rates already 
close to zero, there is very limited margin to introduce 
more stimuli through this tool. Observing that the 
central bank’s meetings merely issue yet another 
decision to «maintain interest rates» could lead agents  
to form expectations regarding the monetary authority’s 
intentions that differ from what the institution might 
desire. As far as we know, back in May the Governing 
Council of the ECB realised that agents’ expectations 
regarding the future path of monetary policy were 
moving away from what it believed to be the right  
path. Consequently, the Governing Council decided  
to make use of «forward guidance». This tool allows it to 
communicate to the public the path the institution aims 
to take in terms of interest rates, with the degree of 
specificity it deems appropriate. This was announced  
on 4 July by including, in its monetary policy 
communication, the phrase «the Governing Council 
expects the key ECB interest rates to remain at present  
or lower levels for an extended period of time». With this, 
the institution aims to clarify its view of the economic 
situation and reaffirm its commitment to an 
expansionary monetary strategy, precisely at a time 
when market interest rates are under pressure to rise, 
generated by the US Federal Reserve (Fed).

On realising why the ECB has introduced forward 
guidance, the question immediately arises as to whether 
this has been effective and credible. It is true that only a 
short time has passed but, on analysing the evolution  
of forward EONIA rates, we can see the measure has 
indeed had the desired effect. In other words, agents’ 
expectations regarding future interest rates have shifted 
downwards, even though the forward guidance has 
been relatively vague. In fact, although this initial impact 
is as intended, the ECB, just like the Fed in August 2011, 
might need to stipulate the date on which it expects to 
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start raising interest rates. In other words, to specify the 
end of this «extended period of time». The benefit of this 
is that some of the uncertainty surrounding qualitative 
guidance is eliminated, making it easier to anchor market 
interest rates at the desired level. The cost is that, if the 
central bank then acts differently, its credibility might 
suffer lasting damage. Moreover, as the economy 
gradually enters the expansionary phase of the cycle, 
investors will inevitably ask a more detailed question: 
what must happen at a macroeconomic level for the ECB 
to believe it is the right time to shift towards a less 
expansionary policy? When this kind of doubt spreads, 
and in order to achieve appropriate clarity in guidance, 
the central bank might associate the evolution of 
monetary strategy with the performance of economic 
variables consistent with its targets. The Fed and the 
Bank of England, both of which come under a twofold 
mandate that requires them to maintain price stability 
and also boost growth, have already taken this step, 
announcing which levels or thresholds of unemployment 
and inflation will mark the start of interest rate hikes. 
Unlike its Anglo-Saxon peers, the ECB has a single 
statutory mandate: price stability. This gives it less room 
to manoeuvre in the area of «forward guidance» as it 
would be controversial to refer to variables such as the 
unemployment rate. Consequently, it is not easy for the 
ECB to adopt more precise guidance by using thresholds 
of economic variables and, if it did so, these would refer, 
in principle, to inflation or inflationary expectations.
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Interest rates (%)

30-Aug 31-July Monthly  
change (b.p.)

Year-to-date 
(b.p.)

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

Euro

ECB Repo 0.50 0.50 0 –25 –25

3-month Euribor 0.22 0.23 0 4 –6

1-year Euribor 0.55 0.54 1 0 –27

1-year government bonds (Germany) 0.11 0.06 5 –1 10

2-year government bonds (Germany) 0.24 0.15 9 28 30

10-year government bonds (Germany) 1.86 1.67 19 60 58

10-year government bonds (Spain) 4.54 4.65 –11 –72 –231

10-year spread (b.p.) 268 298 –30 –131 –288

Dollar

Fed funds 0.25 0.25 0 0 0

3-month Libor 0.26 0.27 –1 –5 –16

1-month Libor 0.67 0.67 0 –18 –37

1-year government bonds 0.11 0.10 1 –3 –5

2-year government bonds 0.40 0.31 9 15 18

10-year government bonds 2.78 2.58 20 103 124

Spreads corporate bonds (b.p.)

30-Aug 31-July Monthly  
change (b.p.)

Year-to-date 
(b.p.)

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

Itraxx Corporate 107 100 7 –10 –38

Itraxx Financials Senior 150 141 9 9 –90

Itraxx Subordinated Financials 225 217 8 –10 –183

Exchange rates

30-Aug 31-July Monthly  
change (%)

Year-to-date 
(b.p.)

Year-on-year change  
(%)

$/euro 1.322 1.330 –0.6 0.2 5.0

¥/euro 129.800 130.210 –0.3 –12.6 –24.7

£/euro 0.853 0.875 –2.5 –4.5 –6.8

¥/$ 98.170 97.880 0.3 –12.4 –21.0

Commodities

30-Aug 31-July Monthly  
change (%)

Year-to-date 
(b.p.)

Year-on-year change  
(%)

CRB Index 473.0 468.0 1.1 –2.3 –3.7

Brent ($/barrel) 116.2 108.7 6.9 1.3 –1.8

Gold ($/ounce) 1,395.2 1,325.3 5.3 –16.9 –17.7

Equity

30-Aug 31-July Monthly  
change (%)

Year-to-date 
(b.p.)

Year-on-year change  
(%)

S&P 500 1,633.0 1,685.7 –3.1 14.5 16.1

Eurostoxx 50 2,721.4 2,768.2 –1.7 4.8 13.2

Ibex 35 8,290.5 8,433.4 –1.7 3.2 13.5

Nikkei 225 13,388.9 13,668.3 –2.0 30.6 53.5

MSCI Emerging 929.5 947.6 –1.9 –11.9 –1.9

Nasdaq 3,589.9 3,626.4 –1.0 18.9 17.0

KEY FINANCIAL INDICATORS
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The USA embarks on an upward trajectory while Japan’s 
economy continues to raise doubts. Nonetheless, the 
biggest downside risks are centred on the emerging 
economies. The latest business indicators point to some 
improvement in China, with prices under control. In the rest  
of the large emerging economies, however, growth is weak 
and there is little room for expansionary policies. Given this 
situation, the expected change in the Fed’s policy stance  
has encouraged continued capital outflows from emerging 
economies, particularly from those whose hefty current 
deficits make them overly dependent on external financing. 
India, Turkey, South Africa, Indonesia and Brazil are especially 
suffering from this exodus of capital, with huge depreciatory 
pressure on their currencies.

UNITED STATES

The USA is making headway along a path of modest 
growth and downside risks are diminishing. The world’s 
leading economy grew by 2.5% annualized quarter-on-
quarter in 2Q, more than expected. However, after a 
downward revision of the figures for the previous two 
quarters (particularly due to investment in infrastructures 
and public consumption), growth in 2013 is starting from a 
lower point than first believed. Nonetheless, we are keeping 
our growth forecast for the whole of the year at 1.6% given 
that the latest business indicators are, on the whole, 
surprisingly positive and point to a more vigorous second 
half of the year. This vigour is supported by the recovery in 
employment and housing, improved household wealth, a 
reduction in the uncertainties that marred the beginning of 
2013 (the debt ceiling and sequester) and by an improved 
financial system. This upward path should continue in 2014, 
for which our forecast is 2.9% growth. June’s good trade 
deficit figures also mean that the foreign sector is no longer 
a burden on growth. Downside risks can be limited to the 
debt ceiling negotiations, a limit that will be reached in 
October, and to the inventory cycle, which might reduce 
growth over the coming months.

The labour market has steadily improved throughout 2013. 
The unemployment rate fell to 7.4% in July and, in the last 4 
months, 181,000 jobs per month were created on average  
(vs. 136,000 in June-September 2012, when the QE3 started). 
Should this pace continue, the Fed’s target unemployment 
rate (6.5%) might be reached sooner than expected, by mid-
2014, which is when the Fed aims to end its QE3. In any case, 
the recovery is still modest. The employment rate remains 
anchored at a low 58.7% (far from the 62.9% of January 2008) 
and, at the current rate of job creation, would hardly reach 
61%. Hence the Fed’s caution, which has stressed that it will 
not reduce its asset portfolio nor does it rule out lowering its 
unemployment target provided inflation remains subdued, 
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with a core consumer price index, the general index without 
energy or food, that will more than likely remain below 2.0% 
in 2014.

Greater business optimism is in addition to the improved 
labour market while consumption has remained firm. In 
July, the ISM business sentiment index, both for 
manufacturing and services, reached levels corresponding  
to GDP growth of around 4%. This, together with corporate 
earnings that continue to be robust and investment’s room for 
improvement given that, to date, it has been recovering more 
slowly than in previous crises, suggests that investment will 
improve in the second half of 2013. For its part private 
consumption fell less than expected in 2Q, supported by 
improved household wealth and a savings rate that, in June, 
stood at 4.4% of disposable income (below the figure of 6.0% 
from the start of the year and thereby dispelling the scenario 
of excessive consumer caution that would hinder growth).  
The trends for retail and consumer goods and consumer 
confidence point to this relative vigour continuing.

Residential investment will also continue to add to growth 
in spite of the upswing in mortgage rates. Construction still 
has some way to go (new houses started in July were still 
41.2% below normal levels). Support can also be found in the 
gradual return to household formation after the halt in the 
crisis, as well as a reduction in the oversupply of housing.  
This underlying strength can be seen in the improved index  
by the National Association of Home Builders (NAHB), showing 
the current and future trend for sales.

JAPAN

GDP growth was disappointing in 2Q but a breakdown  
by component provides some support for Abenomics.  
GDP grew by 2.6% annualized quarter-on-quarter, 0.9%  
year-on-year, representing a minimal decrease in our growth 
forecast for the whole of 2013, now at 1.7%. The investment 
component contained all the bad figures: production 
investment has yet to pick up after 5 quarters of decline, 
public investment recovered less than expected and stock 
adjustment subtracted one percentage point from growth.  
On the other hand, key components such as private 
consumption and exports looked vigorous thanks to public 
stimuli and the weak yen, respectively.

The relatively weak growth in 2Q could delay fiscal 
consolidation. Public debt (238% of GDP in 2012 according  
to the IMF) means that a credible path of fiscal consolidation 
must be established, including the planned VAT hike  
(5 percentage points in April 2014), one of the lowest among 
rich economies. However, the relatively disappointing GDP 
figures, deflation that refuses to disappear entirely and 
industrial production that, in June, lost everything it had 
gained this year, are increasing the likelihood of Shinzo Abe 
reconsidering this tax hike, toning it down or offsetting  
it with stimuli for consumption, particularly for low income 

Forecast

 

 

 

 

 

-9 

-7 

-5 

-3 

-1 

1 

3 

5 

7 

9 

11 

06/10 12/10 06/11 12/11 06/12 12/12 06/13 12/13 

Japan: GDP 
Year-on-year and quarter-on-quarter change (%)

Quarter-on-quarter change Year-on-year change 

Sources: Japanese Ministry of Communications and "la Caixa" Research. 

 

 

 

0 

10 

20 

30 

40 

50 

60 

70 

80 

08/03 08/05 08/07 08/09 08/11 08/13 

House sales index (*) 
Level

Note: (*) NAHB National Association of Home Builders. 
Sources: NAHB and "la Caixa" Research. 

 

 

 

32 

37 

42 

47 

52 

57 

62 

07/08 07/09 07/10 07/11 07/12 07/13 

USA: business indicators
Index

ISM manuf. ISM serv. 

Sources: ISM and "la Caixa" Research. 



14  INTERNATIONAL ECONOMY 

www.lacaixaresearch.comSEPTEMBER 2013

groups, which supports our growth forecast for 2014  
(2.0%).

The long-term success of Abenomics is still undecided,  
as pro-growth structural reforms have yet to be spelled out: 
liberalization of the agricultural sector, measures to limit 
excessive savings in firms, wage increases and encouragement 
for women to join the workforce.

EMERGING ECONOMIES

Activity is picking up in China but there are still risks. 
Industry performed better with industrial production growing 
by 9.7% year-on-year in June and a preliminary PMI for 
manufacturing that went from 47.7 to 51.1 points in July.  
The foreign sector also provided a pleasant surprise, both in 
exports and especially in imports, pointing to some recovery 
in domestic demand. Nonetheless, there are still risks resulting 
from high house prices as well as the indebtedness of local 
governments and some private sector segments, related to 
the rise in the non-regulated financial sector (shadow 
banking).

It was a disappointing 2Q for Mexico with its first decline in 
4 years. GDP dropped by 0.7% quarter-on-quarter, leaving 
year-on-year growth at a paltry 1.5% year-on-year (0.3% 
adjusted for calendar effects), due largely to stagnation in 
industrial activity (closely linked to the US) and to public 
spending cuts. However, this tone should improve in the 
second half of the year, spurred on by the US recovery. The 
panorama is also encouraging in the long term as it is 
estimated that potential GDP growth could increase by 
between 2 and 2.5 percentage points thanks to the agenda  
of structural reforms started in 2012. Energy reform, already 
being debated, is expected to be particularly significant. 
Opening the door to private investment (hydrocarbons are 
currently mined exclusively by the public corporation PEMEX) 
aims to boost modernisation and improve oil drilling 
infrastructures. This will help to reduce costs and improve the 
future prospects of production, which has fallen considerably 
in the last few years but still accounts for one third of fiscal 
revenue. Politically, the process is unlikely to be easy as it 
requires changing the Constitution and dealing with an issue 
that is very sensitive for the country, but the pro-reform 
climate promoted by the «Pact for Mexico» invites optimism.

India grows by 4.4% in 2Q and Brazil by 3.3%. In spite of the 
pleasant surprise provided by Brazil’s GDP, significant 
macroeconomic imbalances and the paralysis in structural 
reforms are still raising doubts as to the rate of growth of both 
countries. They also face increased financial tensions since the 
Fed brought forward the end of its QE3, with continued capital 
outflows and depreciation in the rupee and real (24% and 19% 
against the dollar since May). The central banks of both 
countries have reacted with measures to slow up this decline, 
including a fourth consecutive interest rate hike by Brazil, with 
some indications of success.
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FOCUS • United States: a higher and more up-to-date GDP

On 31 July, the United States’ Bureau of Economic 
Analysis (BEA) published its GDP estimates for the 
second quarter, including the usual revision of the 
figures from the last few years. But this time it did 
something more, something it does every five years: a 
comprehensive revision of the GDP series, incorporating 
the latest economic census (2012) and the new 
benchmark input-output accounts (2007), as well as 
introducing significant methodological changes and 
updating the base year (from 2005 to 2009).

On average, these changes, applied to the whole series 
as from 1929, result in a higher level of GDP. In 2012, this 
figure increases by 560 billion dollars (+3.6%); to get a 
better idea, this would be the same as adding the whole 
of the Swedish economy, and then some. The main 
innovation lies in the calculation of capital goods 
investment, responsible for two thirds of this increase. 
Following the new UN recommendations for national 
accounts standards, NSA 2008, the old heading of 
Equipment and Software (7.2% of GDP in 2012) has been 
split into Equipment (6.0% of GDP) and Intellectual 
Property Products (i.e. investment in intangibles, 3.9%  
of GDP). Intellectual Property Products include software 
and mining exploration (which before came under 
Equipment and Software), but also include R&D and 
artistic originals (entertainment, literary, etc.), previously 
considered to be intermediate goods. And as public 
corporation R&D is now included, government spending 
has also risen (104 billion dollars in 2012).

The rest of this increase is due to statistical 
improvements in the accounting of services (in 
particular banking services) and the change in criteria 
for calculating some pension plans (defined benefit), 
which are now accrual and not cash accounted (this 
change has also resulted in a revision of the series of 
disposable income, +2.3% in 2012).

Including Intellectual Property Products as investment 
not only alters the level of GDP but also growth. As these 
goods are closely linked to innovation (they boost 
economic growth and productivity), their secular growth 
is greater than that of the rest of the economy, so the 
average growth in GDP since 1929 has gone from 3.2% 
to 3.3%. Similarly, the GDP price deflator is now lower 
because the increase in the price of intangibles, which 
have a significant technological component, was less 
than the increase for all other goods. Between 2000  
and 2012, the GDP deflator rose by 28% while that for 
Intellectual Property Products rose by 7%.

Looking at the short term, the new GDP figure reveals a 
somewhat milder recession than had been shown by the 

previous calculation and a rather more solid recovery, 
with growth for the whole of 2012 going from 2.2% to 
2.8%. The savings and debt ratios have also improved, 
thanks to the higher GDP figure. The public deficit in 1Q 
2013 went from 6.7% to 5.2% of GDP while, in the same 
period, gross public debt fell from 104.8% to 101.4% of 
GDP. On the other hand, more disposable income 
resulted in household savings in 1Q 2013 of 4.0% of this 
income, clearly above the previous estimate of 2.5%.
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FOCUS • China: slowly but surely

The Chinese economy has gone from growing at an annual 
rate of around 10% to slightly below 8%. Although this is 
still a high figure, the mere loss of the double digit together 
with the weakness of indicators towards the end of the 
second quarter and the recent restrictive shift in credit 
policy have reawakened fears of a hard landing for the 
Asian giant. To what extent are these fears well-founded?

The country’s recent economic success has been based 
on exploiting the competitive advantages provided by a 
large workforce, magnified by an economic policy clearly 
biased towards investment/exports. However, all the 
evidence seems to suggest that both this policy and the 
model it defended have now run their course. Present-
day factors apart, the structural slowdown in China’s 
economy can be attributed to three key factors: (1) the 
government’s desire to encourage more balanced growth, 
with a greater proportion of domestic consumption 
(gradually dismantling stimuli for exports and 
introducing reforms to boost domestic spending);  
(2) the natural slowdown due to the «catch-up» effect  
of an economy that is increasingly less distant from  
its advanced peers; and (3) a country that is facing a 
demographic standstill due to the single child policy 
introduced in 1979.

To provide an initial estimate of how such trends will 
affect economic growth, we will decompose this growth 
rate into its main driving forces (growth accounting 
procedure): rising employment, accumulation of physical 
and human capital and technological changes (or 
productivity).(1) Starting with productivity, although we 
don’t believe the 4 p.p. ceiling of the 1990s will be 
repeated, we still predict a significant contribution to 
growth (of around 2.8 p.p. on average between 2013-
2020), boosted by the agricultural workforce moving to 
sectors with higher value added and by the structural 
reforms already underway or announced, that are pushing 
the country towards a «more market» economy.(2)

Regarding the accumulation of human capital (with a 
university enrolment rate that is still far behind its most 
advanced Asian neighbours), there is still a lot of room to 
improve as this could more than double its contribution 
to growth, up to 1.2 p.p. With regard to the accumulation 
of physical capital, although this will tend to lose steam 
both due to the catch-up effect and also to the deliberate 
change in model, it will continue to make a significant 
contribution to growth: assuming investment grows by 7% 
(14% in 2000), its contribution would be around 3.1 p.p.

Lastly, the employment trend is the one that is looking 
the most adverse for growth, although its impact is 
expected to be limited (–0.1 p.p.). On the one hand, the 
lassitude with which the single child policy was applied in 
the 1980s and 1990s augurs a very gradual impact; on the 
other, this reduction in the workforce will be alleviated by 
the gradual flexibilisation of worker mobility, helping the 
population to move from rural to urban areas. 
Consequently, we place the economy’s average growth 
closer to 7% than 10% over the coming years.

In short, in spite of the uncertainty generated by the 
economic slowdown in the short term, the Chinese 
government appears to be determined to move towards a 
less distorted and more sustainable model: a process that 
does not need to be traumatic if carried out gradually and 
with a series of key reforms to maintain reasonable growth 
rates. These include: changes towards a more market-
oriented economy to encourage productivity; educational 
improvements to boost human capital; facilitating the 
move from the countryside to the cities; strengthening 
social protection to promote consumption; and minimising 
financial risks. The gradual nature of this process, both  
in terms of withdrawing the stimuli implemented since 
2008 and also in dismantling the levers associated with 
the previous model, is also essential to halt risks in the 
short term and give the reforms time to bear fruit.

Growth accounting – Simulation
2000-2012 2013-2020

Contribution to growth (p.p.)

GDP 10.0 7.0

Factor accumulation 7.0 4.2

Physical capital 6.3 3.1

Workforce 0.8 1.1

Employment 0.3 –0.1

Human capital 0.5 1.2

Productivity (TFP) 3.0 2.8

Note: TFP: total factor productivity; see document in note (1) for more details regarding main 
assumptions. Source: ”la Caixa” Research.

(1) See «El crecimiento de China: ¿de qué fuentes bebe el gigante asiático?», 
Documentos de Economía ”la Caixa”, July 2010.
(2) Of note are the reform of the financial system and greater liberalisation 
of the capital markets, flexibilisation of the exchange rate and reform of the 
hukou registration system.
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UNITED STATES
2011 2012 3Q 2012 4Q 2012 1Q 2013 2Q 2013 07/13 08/13

Activity

Real GDP 1.8 2.8 3.1 2.0 1.3 1.6 – ...

Retail sales (without cars or petrol) 5.4 4.9 4.6 4.4 3.7 4.1 3.9 ...

Consumer confidence (value) 58.1 67.1 65.0 70.4 62.8 75.1 81.0 81.5

Industrial production 3.4 3.6 3.3 2.8 2.4 1.8 1.4 ...

Manufacturing activity index (ISM) (value) 55.2 51.7 50.9 50.6 52.9 50.2 55.4 ...

Housing starts (thousands) 612 783 781 896 957 872 896 ...

Case-Shiller repeat sale price (value) 140 141 142 145 150 157 ... ...

Unemployment rate (% lab. force) 8.9 8.1 8.0 7.8 7.7 7.6 7.4 ...

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

Trade balance (1) (% GDP) –3.6 –3.3 –3.4 –3.3 –3.1 –3.0 ... ...

Prices

Consumer prices 3.2 2.1 1.7 1.9 1.7 1.4 2.0 ...

Underlying consumer prices 1.7 2.1 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 3Q 2012 4Q 2012 1Q 2013 2Q 2013 07/13

Activity

Real GDP –0.6 2.0 0.4 0.3 0.1 0.9 –

Consumer confidence (value) 37.7 40.0 40.1 40.0 44.1 44.8 43.6

Industrial production (value) –2.6 0.2 –3.7 –6.3 –6.5 –3.1 0.2

Business activity index (Tankan) (value) –1.3 –5.0 –3.0 –12.0 –8.0 4.0 –

Unemployment rate (% lab. force) 4.6 4.4 4.3 4.2 4.2 4.0 3.8

Trade balance (1) (% GDP) –0.6 –1.4 –1.3 –1.4 –1.7 –1.9 –2.0

Prices

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

Underlying consumer prices –1.0 –0.6 –0.6 –0.5 –0.8 –0.4 –0.1

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

CHINA
2011 2012 3Q 2012 4Q 2012 1Q 2013 2Q 2013 07/13

Activity

Real GDP 9.3 7.8 7.4 7.9 7.7 7.5 –

Retail sales 17.1 14.3 13.6 14.9 12.3 12.5 13.2

Industrial production 13.7 10.0 9.1 10.0 9.6 9.1 9.7

PMI manufacturing (value) 51.4 50.8 49.7 50.5 50.5 50.5 50.3

Foreign sector

Trade balance (1) (value) 154 231 196 231 274 272 264

Exports 20.2 8.0 4.5 9.5 18.4 3.9 5.1

Imports 25.0 4.3 1.4 2.8 8.3 5.0 10.9

Prices

Consumer prices 5.4 2.7 1.9 2.1 2.4 2.4 2.7

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

Renminbi per dollar (value) 6.5 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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The euro area has abandoned the recession after posting 
the first positive quarter-on-quarter growth rate since 3Q 
2011. The GDP flash estimate for 2Q 2013 was quite significant, 
specifically 0.3%, and was widespread in most countries. 
Germany and France, with growth of 0.7% and 0.5% 
respectively, surprised most analysts and are at the forefront  
of the recovery process. Figures also improved in the 
periphery countries compared with previous quarters. Of 
note is Portugal, advancing by 1.1%. In many cases these 
good growth figures are due to temporary factors. In 
Germany, for example, the bad weather was a drawback in  
1Q but has now played a positive role. The rate of growth is 
therefore likely to be somewhat lower over the coming 
quarters but, in any case, the underlying dynamics seem to 
be on track and, provided there are no last-minute surprises, 
the recovery process should continue apace.

The improvement in activity has livened up in 3Q. The  
PMI composite for the euro area, one of the best leading 
indicators for activity, broke through the barrier of 50 points 
this summer, the figure as from which the rate of GDP growth 
is usually positive. This improvement is generalised 
throughout the main subcomponents of the index: services 
reached 50 points in August and manufacturing, which had 
already reached this point in July, continued to advance in 
August. This improvement in activity is also endorsed by 
other indicators, such as the industrial production index and 
the industry confidence index, both with clearly positive 
trends. However, there are still considerable differences 
between countries. Germany continues to top the pile: its 
PMI, which was already one of the highest in the euro area, 
rose sharply in August, recording its highest value for the last 
7 months. In France, however, in spite of its good growth 
figures for 2Q 2013, the trends in the different high frequency 
indicators do not call for such optimism. For example, its PMI 
fell in August, continuing to shed doubt over the French 
economy’s capacity to recover.

Consumption has also joined the recovery process. To date, 
consumption had been one of the main brakes on activity, 
with growth rates clearly below those of GDP. In 2012, for 
example, household consumption fell by 1.3%, 0.8 p.p. more 
than GDP. In this respect, the improvement seen in the 
different indicators for 2Q and 3Q is very encouraging. The 
positive trend started by the consumer confidence index at 
the beginning of the year has gradually consolidated over the 
last few months. The strong advances occurring recently have 
placed the index at the level of July 2011, before the euro 
area’s double dip recession. Retail sales also illustrate the 
improved consumption of households, with an average 
month-on-month rise of 0.2% in 1Q. 

Like consumption, inflation is also changing its trend but 
remains at moderate levels for the moment. After reaching 
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PIB
Quarter-on-quarter growth Year-on-year growth

Country 1Q 2Q 1Q 2Q

Euro area –0.3 0.3 –1.1 –0.7

Germany 0.0 0.7 –0.3 0.5

France –0.2 0.5 –0.5 0.3

Italy –0.6 –0.2 –2.3 –2.0

Spain –0.4 –0.1 –2.0 –1.6

Portugal –0.4 1.1 –4.1 –2.0

Greece –5.6 –4.6

Ireland –0.6 –1.0

Sources: Eurostat and ”la Caixa” Research.
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3% at the end of 2011, inflation embarked on a clearly 
downward trend up to April this year, when it touched 
bottom at 1.2%. Since then, the movements have been 
slightly upward, partly reflecting the incipient changes  
in the tone of consumption but without this suggesting that 
the ECB’s inflation target is in any danger. In August, the rate 
of inflation for the whole of the euro area stood at 1.3%. The 
upwards risks, however, have increased. Growing political 
tensions in the Middle East, and in Syria in particular, have 
pushed the price of Brent oil up to nearly 90 euros per barrel. 
This has increased by more than 10% since June. Naturally, if 
these figures consolidate or go even higher, they will end up 
having an effect on inflation. The aforementioned peak for 
inflation occurring in 2011, with figures reaching 3.0%, was 
largely due to rising oil prices, with year-on-year percentage 
changes in excess of 30% for several months and going above 
90 euros per barrel.

The ECB feels comfortable with the low interest rates. In 
just one year, monetary policy has effected a 180 degree 
turnaround. Although the symptoms of a double dip 
recession were evident in April 2011, the governor of Europe’s 
monetary authority at the time, Jean-Claude Trichet, raised 
the interest rate by 0.25 basis points, repeating the mistake 
made in 2008. As was typical in his press conferences, he gave 
no clue as the course monetary policy would follow in the 
future, with words that, over time, have become notorious: 
«we never pre-commit». Since Mario Draghi took over the 
reins of the ECB in November 2011, interest rates have fallen 
to all-time lows, the REPO rate stands at 0.5% and now, 
moreover, he has announced that they will remain at this 
level, or even lower, for an extended period of time (see the 
Focus «The ECB: relatively vague «forward guidance» for a 
fuller discussion).

Stabilisation of the labour market confirms the change in 
tone of the economy as a whole. The euro area’s 
unemployment rate, which had risen continuously since 2008 
(except for a slight reduction in 1Q 2011), has stabilised over 
the last few months, remaining at 12.1% from March to July. 
Although it is still too soon to observe reductions in the 
unemployment rate (normally this occurs when economic 
growth is in a more advanced phase), the index of 
employment expectations for the industrial sector is already 
showing clear signs of improvement: in July it stood at  
–10.5 points, the highest since July 2012. Moreover, the  
trend of the index has been positive since the start of  
the year, rising during the last four months consecutively. 
Although the correlation between the index of employment 
expectations and the unemployment rate is not perfect, both 
series are closely related, so these figures are certainly 
encouraging.

The first signs of improvement are also reaching the credit 
supply. The ECB’s quarterly bank lending survey has provided 
some good news: the improvement in the supply of credit  
is widespread in the different sectors of the economy. Of 
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particular note is the improvement in consumer credit, the 
first since the recession started. This is largely due to the 
reduction in macroeconomic uncertainty and less volatility in 
the financial markets. Given that there is still a long way to 
fall, the supply of credit should also improve much more 
significantly as the trend consolidates and the improvement  
in activity is confirmed.

The foreign sector, the recovery’s loyal ally. The current 
account figures for 2Q 2013 show a further improvement in 
the foreign sector. The euro area’s surplus continues to grow 
thanks to the good trend in credit (1.7%, year-on-year) and 
the reduction in debit (–2.6%). One of the keys to this 
improvement is the trend in the balance of goods. This posted 
an all-time high of 153 billion, 1.6% of GDP, and has been 
growing continuously since the end of 2011 (see the Focus 
«Improvement in the euro area’s current account: cyclical  
or structural?» for a more detailed discussion).

The risk of storm has abated but there are still clouds  
on the horizon. Growth figures for 2Q 2013 have been better 
than expected and business and confidence indicators 
suggest this improvement will continue. However, the factors 
that might derail the recovery are not slight. The possible 
impact on exports of the slowdown in the main emerging 
countries such as Brazil, China or India may be quite 
significant. For the moment, however, the international trade 
figures for the euro area are encouraging. In spite of the 
downward trend shown by growth in exports in the leading 
emerging countries, trade with developed countries is 
starting to gain momentum. This, for the moment, is helping 
exports as a whole to perform well. Another key factor will be 
the outcome of Germany’s federal elections on 22 September. 
According to the different polls, victory for the current 
chancellor, Angela Merkel, seems very likely but what is not 
so clear is whether she will be able to govern by maintaining 
the current alliance with the liberal party, the FDP, or if she 
will have to look for alternative solutions. In any case, the 
leading role Germany has taken in the European reforms  
is unlikely to become more diluted or change in direction. 
Lastly, we must also keep a close eye on the progress made  
in economic policy in the periphery countries. In Italy, the 
new Prime Minister, Enrico Letta, still has to demonstrate  
his leadership skills; in Greece, instead of disappearing, the 
possibility of another bail-out has been gaining supporters; 
and, in Portugal, the troika must approve the progress made 
in the country’s adjustment programme and reforms after 
having failed in its June visit.
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FOCUS • Portugal in the firing line

Portugal has returned to the markets’ firing line. The 
ruling of its Constitutional Court, annulling important 
adjustment measures, and the unpopularity of the  
new measures that needed to be taken to maintain  
its commitment to the target deficit have worn down  
the governing coalition. The resignation of the Finance 
Minister, V. Gaspar, alluding to the inability to implement 
the adjustment programme, sparked off a crisis of 
government that has ended but has damaged one  
of the main elements underlying investor confidence:  
the commitment of Portugal’s political class to its  
reform programme.

Fears of another bail-out have resurfaced. Even  
the possibility to apply haircuts to the Portuguese debt, 
an event that seemed distant at the beginning of year, 
has shown its face again. The deferment until September 
of the Troika’s quarterly review of the progress made  
in the adjustment and reform programme and, 
consequently, the payment of the latest tranche of  
aid, has merely increased uncertainty. However, the 
Portuguese government’s net borrowing seems to be 
under control. The extension of the loans provided by 
the ESM and EFSM has eased the profile of maturities, 
while debt issuances during the first half of 2013 have 
already covered the medium and long-term financing 
requirements for this year. The budget executed up  
to June also shows some adjustment in the deficit 
compared with last year so that, although the target  
set for this year (5.5% of GDP compared with 6.4%  
in 2012) may not be achieved, the deviation will 
probably be small.

This episode, moreover, should not obscure the 
significant progress made by the Portuguese economy 
over the last few quarters. In fact, the GDP flash 
estimate for 2Q 2013, 1.1% quarter-on-quarter, came  
as a pleasant surprise. Growth rate figures will likely  
be lower but leading indicators for 3Q 2013 suggest  
that the recent period of political instability has not 
damaged the recovery process. Moreover, the incipient 
improvement in activity in the rest of the European 
countries will provide an additional boost for an 
economy that is relying on significant support from 
exports to soften the drop in domestic demand.

But the challenges facing the Portuguese economy are 
not slight. In the short term, it is crucial for the Troika’s 
review, planned for September, to be carried out as per 
normal and with a favourable conclusion. Any further 
delay in financial aid would seriously harm the  
country’s credibility. The municipal elections planned 
for October will also be significant: they will help  
to measure support for the government to continue 

implementing the adjustment and reform  
programme.

In the medium and long term, it is important that no 
further episodes of political tension arise that could 
awaken doubts as to the political will and capacity to 
implement far-reaching structural reforms. The main 
problem affecting Portugal’s economy is that, over  
the last few years, it has been unable to keep up an 
acceptable growth. Between 2001 and 2007, the average 
rate was 1.1%, a figure that now, with public debt at 
131.4% of GDP, cannot be afforded. Therefore, to ensure 
that its return to the markets planned for June next year  
is successful, there should be no doubt that the  
country’s capacity for long-term growth has improved 
considerably; and, in order for this to happen, neither 
should there be any doubt about the quality of the 
structural reforms implemented.
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FOCUS • Improvement in the euro area’s current account:  
cyclical or structural? 

The euro area’s current account experienced a sharp 
change in trend in 1Q 2011: the surplus, which had 
remained almost at equilibrium since 2005, started a 
marked upward trend; by 1Q 2013 it was already slightly 
above 2% of GDP. This change in trend coincides with the 
slowdown in European economic activity and is therefore 
very likely to be due to cyclical factors. This is largely  
the case but a more detailed analysis reveals some 
interesting dynamics in European trade.

The main reason for the higher surplus is the balance  
of goods. This had remained close to equilibrium during 
the last decade but, since 1Q 2011, has increased to 1.6% 
of GDP. Such a change in trend is not due either to a 
change in the relative prices of imports and exports  
or to a greater share of exports with a lower import 
content. The surplus of the balance of goods has also 
increased in real terms while the relative weight of the 
different goods exported has remained almost constant 
over the last few years. The higher surplus for the balance 
of goods must therefore be due to the effect of the 
recession on domestic demand. Private consumption 
slowed up considerably between 2011 and 2013. For its 
part, investment went from growth of 3.7% in 2011 to  
an average fall of 1.6% in 2012 and 2013. The resulting 
drop in imports is what lies behind the rise in the balance 
of goods surplus.

The trend in the trade balance for services is very 
different: this has increased almost continually since  
2000. Exports of services have a much lower import 
content that those of goods (0.06 and 0.17 per unit 
exported, respectively, according to OECD estimates  
for the European Union). This, together with relatively 
weak demand for service imports at a European level,  
has allowed the balance of services surplus to expand. 
The trend in the coverage ratio (the ratio between 
exports of services and imports) is a clear sign of this, 
with growth remaining stable over the last three years.

The volume of services exported is much lower than that 
of goods, 145 million and 471 million respectively in 1Q 
2013. Consequently, services have contributed less to the 
increase in the current account surplus, specifically 20% 
compared with the remaining 80% contributed by the 
balance of goods.(1) But this trend must be monitored 
carefully because, if it continues, exports of services may 
turn out to be quite significant.
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Activity and employment indicators
Values, unless otherwise specified

2011 2012 3Q 2012 4Q 2012 1Q 2013 2Q 2013 07/13 08/13

Retail sales (year-on-year change) –0.2 –1.7 –1.4 –2.6 –1.9 –0.5 ... ...

Industrial production (year-on-year change) 3.3 –2.4 –2.2 –3.0 –2.4 –0.5 ... ...

Consumer confidence –14.5 –22.3 –23.8 –26.2 –23.7 –20.9 –17.4 –15.6

Economic sentiment 101.8 90.4 87.4 86.8 90.1 89.8 92.5 95.2

Manufacturing PMI 52.2 46.2 45.1 45.9 47.5 47.9 50.3 51.3

Services PMI 52.6 47.6 47.1 46.9 47.6 47.5 49.8 51.0

Labour market

Employment (people) (year-on-year change) 0.3 –0.7 –0.6 –0.7 –1.0 ... – ...

Unemployment rate: euro area (% labour force) 10.2 11.4 11.5 11.8 12.0 12.1 12.1 ...

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

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

Italy (% labour force) 8.4 10.7 10.8 11.3 11.9 12.1 12.0 ...

Spain (% labour force) 21.7 25.1 25.6 26.1 26.4 26.4 26.3 ...

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 2Q 2013 07/13 08/13

Current balance: euro area 0.2 1.4 1.1 1.4 1.8 2.2 ... ...

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

France –1.8 –2.2 –2.2 –2.2 –2.1 –1.8 ... ...

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

Spain –3.8 –1.1 –2.3 –1.1 –0.1 0.7 ... ...

Nominal effective exchange rate (1) (value) 103.4 97.9 95.9 97.9 100.7 100.8 101.5 102.2

Note: (1) 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 3Q 2012 4Q 2012 1Q 2013 2Q 2013 07/13

Private sector financing

Credit to non-financial firms (1) 2.0 –0.3 –0.6 –1.5 –1.4 –2.1 –2.8

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

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

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

Deposits

On demand deposits 1.4 4.1 4.9 7.2 8.0 9.4 8.1

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

Marketable instruments –5.5 0.5 1.1 –3.2 –9.7 –15.5 –16.6

Interest rate on deposits up to 1 year  
from households (%) 2.6 2.8 2.8 2.7 2.4 2.1 ...

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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GDP is reducing its rate of contraction and the signs of an 
incipient recovery are gradually being confirmed. In 2Q 
2013, GDP shrank by 0.1% quarter-on-quarter, 0.3 percentage 
points less than in 1Q 2013. Support by the foreign sector was 
once again crucial, with a 0.2 p.p. contribution to growth, the 
same as in 1Q 2013, while domestic demand reduced its 
negative contribution slightly (–0.3 p.p. in 2Q 2013 vs.  
–0.5 p.p. in 1Q 2013). In line with this trend, the labour 
market also showed the first signs of stabilising: in 2Q 2013 
the number of employees posted one of its largest rises in  
the last few years (149,000 people) and the unemployment 
rate fell for the first time since the second recessionary phase 
started in 3Q 2011. Leading business and confidence 
indicators for 3Q 2013 augur an incipient return to positive 
growth rates, albeit modest ones. Our scenario of 
macroeconomic projections would therefore be confirmed, 
with 0.1% quarter-on-quarter growth in the two last quarters 
of the year. With this, the annual rate of change in GDP would 
stand at –1.2%, 0.2 percentage points above our previous 
forecast due to the base effects from the revision of GDP’s 
historical series. Should this trend consolidate in 2014, 
growth will reach 0.8%.

Our scenario contrasts with the IMF’s more pessimistic 
view. In its annual report on the Spanish economy, the IMF 
gave an overall positive evaluation of the advances made in 
terms of macroeconomic adjustments and reforms carried 
out to date. However, its new projection scenario is markedly 
more pessimistic that ours and even the IMF’s own scenario 
from last April: it predicts a change in GDP of –1.6% in 2013 
and of 0.0% in 2014 (April IMF forecast: –1.6% and 0.7% 
respectively). Perhaps the most worrying note is the  
medium-term outlook: growth will not go above 1% until 
2018. This pessimism results both from the negative effect  
on growth of greater fiscal consolidation than previously 
planned (general government deficit in 2014: 5.9% vs. 6.9% 
forecast in April) and also scepticism regarding the capacity 
of the labour reform to improve the dynamics of the labour 
market. With regard to the effect of fiscal consolidation, the 
IMF believes its impact on growth will be greater than in 
other European countries. The adjustment in the structural 
deficit planned for Ireland, Greece or Portugal does not differ 
greatly from the one planned for Spain. However, in these 
countries the IMF expects positive growth rates, something 
that is surprising as, to date, growth in Spain has held up 
relatively better.

The labour market is of most concern: in the IMF’s scenario, 
jobs will not be created until 2016 and unemployment will 
continue above 25% until 2018. According to our projections, 
however, the consolidation of the incipient recovery process 
should help the 2014 unemployment rate to fall below its 
2013 figure. To boost the labour market, the IMF recommends 
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Breakdown of GDP and forecasts
Quarter-on-quarter change (%)

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

Private consumption –0.5 –0.1 –0.2 –0.1

Public consumption 0.0 0.9 –0.5 –0.5

Investment –1.5 –2.1 –0.9 –0.4

Capital goods investment 0.9 3.0 0.2 0.3

Investment in construction –3.7 –4.5 –1.4 –0.8

Exports –3.8 6.0 1.2 1.0

Imports –4.5 5.9 –0.1 –0.1

GDP –0.4 –0.1 0.1 0.1

Sources: INE and  ”la Caixa” Research.    Projections
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furthering some aspects of labour reform, in particular: 
increasing internal flexibility, reducing the dual nature of 
contracts and improving job opportunities. Some of the 
effects from the reform have probably yet to materialise  
and, in this respect, it is too soon for any definitive diagnosis. 
In any case, according to the IMF, increasing flexibility would 
help to boost job creation during the recovery.

For its part, the government has evaluated the labour 
reform positively. As it had undertaken with the EU, the 
government presented a report with a positive appraisal  
of the effects of the labour reform passed one year ago.  
Wage moderation, which has helped to regain lost 
competitiveness, and increased flexibility (for example, the 
higher number of people working a shorter day) have helped 
to stabilise the labour market. Specifically, the government 
estimates that 225,000 jobs have been saved thanks to the 
reform. However, the Minister for Employment and Social 
Security, Fátima Báñez, has announced that the government 
is working on reducing the number of contracts from 41 to 5 
to make it easier to employ workers while providing them 
with legal backing. The OECD, for its part, will present an 
independent report evaluating the labour reform before  
the end of the year.

The good start to the tourist season and the dynamism  
of export sectors are supporting job creation. Although  
the start of the tourist season usually boosts labour market 
trends, this year has exceeded expectations. The number of 
employees posted one of the biggest increases seen in the 
last few years (149,000 in 2Q 2013). Moreover, unlike what 
normally happens in 2Q, the labour force shrank (–76,000) 
(see the Focus «Examining the drop in the labour force»).  
All this reduced the unemployment rate by 0.9 percentage 
points to 26.3%. The main issue is to determine whether this 
incipient recovery in the labour market goes beyond the 
seasonal boom typical in 2Q and is supported by structural 
factors. In this respect, a pattern can be seen of greater job 
creation in export sectors, reflecting the good results of the 
effort being made to internationalise Spanish firms. 
Specifically, the rise in employment in 2Q was 6.8% in 
industries with a relative weight of sales abroad greater than 
50%, while employment fell by 8.8% in those sectors with  
a relative weight below 20%. The improvement seen in 
employment expectations in July, mainly in industry and 
retail sales, reinforces these signs of stabilisation seen  
in the labour market.

The end of the euro area’s recession is encouraging the 
foreign sector’s good performance. In 2Q 2013, the main 
economies of the euro area grew further (Germany: 0.7% 
quarter-on-quarter; France: 0.5% quarter-on-quarter), while 
in the periphery the intensity of the recession lost steam. 
With the recovery in European demand, Spanish exports to 
the euro area rose notably (9.6% vs. –3.2% in 1Q 2013) while 
exports to outside the euro area lost some of their strength 
due to the slowdown in the emerging countries (13.2% vs.  
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13.7% in 1Q 2013). Visits by foreign tourists in July (7.9 
million) confirm the positive trend of the last few months. 
This year could see the all-time high of 2008 being matched, 
namely 59.4 million tourists.

Leading business and confidence indicators reinforce this 
optimistic message. Available indicators for 3Q point to  
the consolidation of the recovery although this will be very 
gradual and fragile. Supply indicators are performing the 
best. Although industrial production continues to contract 
(–1.9% year-on-year in June), the increase in industrial orders 
from the euro area (0.7% year-on-year) and the smaller 
decline in national orders (–5.6% year-on-year) point to a 
possible change in trend. Orders from outside the euro area 
are losing steam but have still seen the most growth (5.5% 
year-on-year). The PMI manufacturing index fell slightly in 
July (49.8 vs. 50.0 in June) but the advance of the services 
sector (48.5 vs. 47.8 in June) meant that the composite PMI  
is gradually approaching the value of 50, the boundary 
between expansion and contraction. Demand indicators 
continue to fall, albeit at a slower rate. Retail sales dropped  
by 3.5% in July (–5.0% in 2Q 2013) and consumer confidence, 
although still below its historical average, increased significantly.

No let-up in compliance of the central government budget 
target. The government deficit reached 4.4% of GDP in July, 
0.1 percentage points less than in 2012. In spite of this 
improvement, the central government has already reached 
the deficit target set for the whole year (3.8% of GDP). 
Additional effort will therefore be required in the second half 
of the year to meet the target (see the Focus «Deficit target:  
a tough second half to the year»). Consequently, we have 
revised our deficit forecast upwards by 0.4 percentage points 
to 6.9% in 2013 and 6.2% in 2014. In any case, the fact that 
there may be a slight deviation does not seem to be affecting 
the financial markets for now: the risk premium has fallen 
notably and the Treasury’s auctions were successful this 
summer.

House prices have yet to bottom out. Weak demand and  
the large stock of unsold housing are continuing to push 
prices down (–2.4% quarter-on-quarter in 2Q 2013). With this, 
the cumulative fall since 2008 is now 29.5% and house prices 
are at the levels of 2004. For their part, free house sales rose 
by 1.8% year-on-year in 2Q 2013, boosted by sales of second-
hand homes, placing the number of free homes sold at 
around 290,000 a year. In the medium term, we expect the 
economic recovery to help consolidate these figures.

The upward trend in the NPL rate is sharpening while past-
due notes are falling. In June, non-performing loans rose by 
6.2 billion euros, raising the NPL rate by 0.4 percentage points 
to a new historical high of 11.6%. This partly reflects the 
application of stricter criteria to classify refinanced loans.  
On the other hand, the trade credit NPL rate seems to be 
falling slightly: past-due notes accounted for 3.6% of notes 
due in June, thanks to the improvement in the quality  
of trade credit being granted.
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FOCUS • Deficit target: a tough second half to the year 

In June, the European Council approved another cutback 
in the path of fiscal consolidation. The latest deficit 
target for this year has been set at 6.5% of GDP, just  
0.5 percentage points below the figure posted in 2012 
(having deducted the effect of losses due to the bank 
bail-out). The target therefore seems attainable: last year 
the adjustment carried out amounted to 2.0 p.p.

However, the fiscal effort that needs to be made has  
not diminished (see the Focus «The pace of fiscal 
consolidation eases but not the effort», published in 
May’s MR). Moreover, although the figures for budget 
spending available to date are similar to those for last 
year (–4.1% of GDP in 2013 and –4.0% in 2012), this 
comparison could be misleading. The reason: a large 
part of the deficit adjustment measures carried out in 
2012 were concentrated in the last few months of the 
year (such as the elimination of the Christmas bonus for 
civil servants, extra revenue due to the tax amnesty and 
the VAT hike). However, no similar effort is expected to 
be made in the last part of this year. Consequently, the 
fact that the deficit is now slightly lower than the figure 
for last year is no guarantee that this difference will be 
maintained, let alone widen.

The answer to why the deficit is not being adjusted 
further can be found in the trend in revenue. The 
reduction in social security contributions and personal 
income tax during the first half of the year contrasts with 
the growth forecast for 2013. Certainly, the improvement 
in economic activity during the second half of this year 
will probably ease its rate of decline but the forecasts 
used in the central government budget are unlikely  
to be met. The deviation of the main items of revenue 
might even reach 1% of GDP.

However, this could be partly offset by the better 
performance from spending on debt interest payments. 
In the case of the central government, this faster than 
expected fall in the cost of debt could represent a saving 
in expenditure of 0.5% of GDP, compared with the 
budgeted level. This improvement is particularly 
important if we take into account the fact that it has not 
come from any significant rise in the average life of the 
debt. The effects of the improved confidence, therefore, 
are quite appreciable. In short, the deficit targets for 
2013 are attainable but will require renewed effort in  
the second half of the year.
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Breakdown of the fiscal balance  
by administration

2012 2013  
target

Data available at 
30 August 2012

Comparable 
data for 2013

Central  
government (*) –4.1 –3.8 –4.5 –4.4

Social security (**) –1.0 –1.4 0.4 0.2

Autonomous 
communities (**) –1.8 –1.3 0.0 –0.1

Local  
corporations (**) –0.2 0 0.1 0.2

Total –7.0 –6.5 –4.0 –4.1

Notes: (*) Latest figure available: July.
(**) Latest figure available: 1Q 2013.
Sources: IGAE and ”la Caixa” Research.

Trend in the main items of revenue  
and expenditure

2012 Million 
euros 

Budget 
projection  

% year-on-year 
change

2Q 2013  
% year- 
on-year 
change

Revenue

Income tax 70,619 5.1 –7.2

Corporate tax 21,435 –11.3 –6.8

VAT 50,464 8.3 17.8

Special taxes 18,209 15.9 13.5

Social Sec. contrib. 101,106 4.7 –15.3

Expenditure

Interest payments  
(central government)

26,059 39.9 20.3

Central government payroll 27,338 3.5 1.7

Pensions 115,664 4.3 0.6

Unemployment benefit 28,805 –8.1 –3.9

Sources: Tax Agency, Ministry of Employment and Social Security, IGAE and ”la Caixa” 
Research.



28  

www.lacaixaresearch.com

SPANISH ECONOMY

SEPTEMBER 2013

 

FOCUS • Examining the drop in the labour force

Spain’s labour force grew quickly during the boom years. 
From 16.3 million in 1996 it went to 23.1 in 2Q 2011. 
Growth was almost non-stop during that period, 
boosted particularly by women joining the labour 
market and also immigration. But this trend has reversed 
in the last two years. The decline, which has speeded up 
in the last few quarters, now totals 375,000 people and 
the year-on-year rate of change stands at –1.5%. In 2Q 
2013, the drop was not so pronounced, just 76,000 
people, but it was surprising as this is the time of year 
that traditionally sees sharp rises.

The diminishing labour force is helping to contain the 
rising unemployment rate. Since 2Q 2011, 1.5 million  
jobs have been lost while the number of unemployed 
has risen by 1.1 million. This difference is partly due to 
the increase in the inactive population of 120,000 people 
but especially to the fall in the population aged over 16, 
totalling 255,000. In other words, if the labour force had 
remained constant, the unemployment rate would be 
27.9% instead of the current figure of 26.3%.

This drop in the labour force is concentrated primarily 
within the foreign worker segment: since the peak  
of 3.7 million reached in 1Q 2009, this figure has fallen  
by 485,000 people to 3.2 million. The movements of  
such a group are very sensitive to their job prospects: the 
increase was considerable when these were favourable 
in Spain but migratory flows have reversed now that the 
situation has changed. The improved economic situation 
in their countries of origin or other European countries 
has also helped to reverse this trend.

The total number of Spanish nationals employed or 
seeking employment has also fallen significantly over 
the last few quarters. Since 3Q 2012, when the national 
labour force reached a peak of 19.3 million, this figure 
has fallen by 177,000 people. In this case, however, it  
has been accompanied by a significant rise in the 
number of inactive population, a difference of 129,000. 
But there is also a considerable number of people who, 
given the economic situation, have decided to emigrate 
to countries where their job prospects are better. This 
should not be seen as negative, not only from a strictly 
economic point of view (as it helps to contain public 
spending) but especially because these workers will 
maintain or in many cases improve their training. The 
great challenge for Spain will be, once the economic 
recovery is consolidated, to attract this group back as 
they will possess highly valuable work experience for  
an increasingly internationalised economy.
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Every quarter, the International Monetary Fund (IMF) 
and European Commission (EC) analyse the progress 
made in implementing the Memorandum of 
Understanding (MoU) that accompanied the ESM loan 
to Spain in July 2012 to recapitalise banks. In their third 
report, published in July, both institutions gave an 
overall positive appraisal.

The IMF and EC agree that the vast majority of the 
measures specified in the MoU have already been 
applied. They highlight the recapitalisation carried out 
through Spain’s bank recapitalisation fund (FROB) and 
the transfers of problematic assets to its external asset 
management company (Sareb). The bail-in has also 
been completed, sharing losses among holders of 
shares, preferred shares and subordinated debt.  
Thanks to all this, the solvency ratios of all banks 
identified as problematic in last year’s stress tests, 
together with those of the rest of the banks, currently 
exceed the regulatory minimum.

One of the challenges from now on is to maintain  
the levels of solvency achieved. In this respect, these 
international organisations underline the pressures that 
are still affecting Spanish banks: a weak macroeconomic 
environment which means a growing volume of provisions 
for non-performing loans; a further increase in reserves 
related to refinanced loans, in accordance with the Bank 
of Spain’s new criteria; the entry into force of Basel III, 
which particularly penalises Spanish banks due to their 
high level of deferred tax assets (which will have to be 
deducted from their capital); and the potential costs 
resulting from the ruling regarding the elimination of 
non-transparent minimum mortgage rate clauses, as 
well as from arbitration underway regarding preferred 
shares and subordinated debt and some legislative 
initiatives affecting housing at the level of the 
autonomous communities.

The main strategies and recommendations to tackle 
these pressures include: strengthening the capacity  
of financial institutions to generate profits, involving 
significant cost adjustments given their limited capacity 
to generate new income; restricting the distribution  
of dividends, in line with the Bank of Spain’s 
communication last June, limiting cash payments to 
25% of earnings; and considering converting deferred 
tax assets into tax credits (for example, as Italy did 
recently).

In addition to maintaining an appropriate level of 
capital, other measures have also been proposed to 
stimulate credit: at the level of Spain, for example, more 

bank financing by the ICO for credit to SMEs and a 
continuation of the supplier payment programmes  
for public administrations, injecting liquidity and 
improving the solvency of a large number of firms.  
The IMF has also particularly stressed the need, at a 
European level, to accelerate and enhance the banking 
union in order to break the link between the banking 
and sovereign systems and thereby allow firms to 
attract financing according to their own merits, without 
being penalised by their country of origin.

These international institutions also highlight the  
need to continue restructuring the nationalised banks. 
More specifically, the IMF has urged Spain to specify  
the «exit strategy» in each case. In this respect, the 
government has announced that it plans to sell the 
FROB shares in NCG Banco and Catalunya Banc over  
the coming months.

With regard to Sareb, a significant challenge is posed by 
the implementation of its business plan. In this respect, 
the EC and the IMF recommend basing this plan on 
more conservative price forecasts for housing than  
the current forecasts being used.

Among the few measures pending full implementation, 
of note is the Bank Foundation Act. The bill that is 
currently going through parliament contains, as 
specified in the MoU, incentives for savings banks to 
reduce their positions as majority shareholders in the 
banks they control. This bill is expected to be passed 
before the end of the year.

FOCUS • The IMF and European Commission assess favourably  
the reform programme for the banking system

Sources of pressure on the banking system  

Source: ”la Caixa” Research.
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Activity indicators

2011 2012 3Q 2012 4Q 2012 1Q 2013 2Q 2013 07/13 08/13

Industry

Electricity consumption –0.9 –2.2 –2.8 –2.6 –3.6 –1.7 –3.2 ...

Industrial production index  –1.3 –6.0 –5.2 –5.7 –4.2 –1.7 ... ...

Indicator of confidence in industry (value) –12.5 –17.5 –20.0 –17.9 –15.9 –15.4 –14.2 –12.7

Manufacturing PMI (value) 47.3 43.8 43.6 44.5 45.7 47.6 49.8 ...

Construction

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

House sales –18.1 –8.7 0.4 3.5 7.9 0.6 ... ...

Services

Foreign tourists 6.1 2.1 4.6 –1.5 1.8 5.3 2.9 ...

Services PMI (value) 46.5 43.1 42.6 42.6 45.7 46.5 48.5 ...

Consumption

Retail sales –5.4 –7.2 –7.2 –10.2 –8.5 –5.0 –3.5 ...

Car registrations –14.5 –13.5 –16.9 –21.6 –11.1 2.5 14.8 ...

Consumer confidence index (value) –17.1 –31.7 –35.2 –37.8 –32.6 –28.7 –22.7 –21.2

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

Prices

2011 2012 3Q 2012 4Q 2012 1Q 2013 2Q 2013 07/13 08/13

General 3.2 2.4 2.8 3.1 2.6 1.7 1.8 1.5

Core 1.7 1.6 1.6 2.3 2.2 1.9 1.7 ...

Unprocessed foods 1.8 2.3 2.5 3.3 3.3 4.3 7.4 ...

Energy products 15.8 8.8 11.0 8.8 4.8 –1.1 –0.4 ...

Source: INE.

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

Employment indicators

2011 2012 3Q 2012 4Q 2012 1Q 2013 2Q 2013 07/13

Registered as employed with Social Security (1)

Employment by industry sector

Manufacturing –2.7 –5.3 –5.9 –5.9 –5.8 –5.1 –4.2

Construction –12.2 –17.0 –17.7 –16.8 –15.8 –13.8 –11.6

Services 0.2 –1.7 –1.8 –2.6 –3.0 –2.5 –2.4

Employment by professional status

Employees –1.4 –3.8 –3.9 –4.7 –5.1 –4.4 –4.2

Self-employed and others –1.2 –1.4 –1.4 –1.6 –1.4 –1.1 –0.6

TOTAL –1.3 –3.4 –3.5 –4.1 –4.4 –3.8 –3.6

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

Hiring contracts registered (3)

Permanent –9.2 –1.3 –3.9 23.8 18.4 1.5 5.7

Temporary 1.2 –4.0 –3.3 –3.3 –2.4 6.0 8.8

TOTAL 0.3 –3.9 –3.3 –1.5 –0.8 5.6 8.6

Unemployment claimant count (3)

Under 25 0.6 4.5 4.0 0.5 –4.3 –6.1 –5.6

All aged 25 and over 5.4 11.7 12.8 11.7 8.4 5.2 3.3

TOTAL 4.8 10.9 11.9 10.5 7.1 4.0 2.4

Notes: (1) Mean monthly figures. (2) LFS estimate. (3) Public Employment Offices.
Sources: Ministry of Employment and Social Security, INE, 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 3Q 2012 4Q 2012 1Q 2013 2Q 2013 Balance  
06/13 (1)

Financing of non-financial sectors (2)

Private sector –2.0 –4.1 –4.2 –5.8 –8.2 –8.8 1,904.4

Non-financial firms –2.0 –4.3 –4.3 –7.0 –10.8 –11.5 1,090.6

Households (3) –2.0 –3.8 –4.1 –4.1 –4.4 –4.9 813.8

General government (4) 15.9 14.9 15.0 17.2 18.7 18.5 943.7

TOTAL 1.8 0.6 0.5 0.0 –1.0 –1.3 2,848.1

Liabilities of financial institutions due to firms and households

Total deposits 0.3 –4.5 –6.2 –2.7 –0.1 1.8 1,192.8

On demand deposits 1.9 0.2 –0.9 –1.9 0.9 3.2 279.5

Savings deposits –1.4 –2.8 –0.8 0.2 –0.6 –1.1 203.0

Term deposits 0.6 –6.7 –9.6 –4.4 –0.9 1.6 689.7

Deposits in foreign currency –12.3 –4.0 –7.1 20.1 20.5 22.7 20.7

Rest of liabilities (5) –4.4 –13.2 –19.2 –18.3 –20.2 –19.0 136.6

TOTAL –0.4 –5.7 –8.0 –4.8 –2.8 –0.8 1,329.4

NPL ratio (6) 7.8 10.4 10.7 10.4 10.5 11.6 –

Coverage ratio (6) 59.6 73.8 62.4 73.8 70.4 65.9 –

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

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

2011 2012 3Q 2012 4Q 2012 1Q 2013 2Q 2013 07/13

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

Central government (1) –5.6 –7.8 –5.3 –7.8 –1.7 –3.9 –4.4

Autonomous regions –3.3 –1.8 –0.9 –1.8 –0.1 ... ...

Local government –0.4 –0.2 0.1 –0.2 0.2 ... –

Social Security –0.1 –1.0 –0.1 –1.0 0.2 ... ...

Public debt (% GDP) 70.4 79.0 79.0 85.9 89.9 92.2 –

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

Trade of goods

Exports (year-on-year change) 15.4 3.8 4.2 4.2 3.9 18.6 7.3 10.5

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

Current balance –39.8 –11.5 –24.3 –11.5 –1.0 0.2 3.3 6.8

Goods –42.3 –25.7 –32.7 –25.7 –19.2 –17.1 –15.0 –12.7

Services 34.6 37.0 37.1 37.0 38.0 37.8 38.4 38.9

Income –25.7 –18.7 –21.4 –18.7 –16.3 –16.3 –15.8 –14.7

Transfers –6.4 –4.1 –7.3 –4.1 –3.5 –4.1 –4.4 –4.6

Net lending (+) / borrowing (–) capacity –34.3 –4.9 –19.1 –4.9 6.3 8.2 11.9 14.9

Sources: Department of Customs and Special Taxes, Bank of Spain and ”la Caixa” Research.
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THE TAX SYSTEM UNDER DEBATE

Tax reforms: an endless story that has returned to the limelight

The tax system plays a crucial role in modern economies: it impacts on a range of macro and microeconomic variables by means 
of many different effects (direct and indirect via incentives) and has far-reaching socio-political implications. That is why there 
has always been a constant debate on how to configure taxes, although in the last few years this had been relegated to the 
background behind the financial crisis and monetary and fiscal policy. Now, as the crisis gradually abates, the need to revise the 
tax system is becoming evident in several countries, although the key points in this discussion vary according to the circumstances 
of each state.

In the USA, where the recovery seems to be firmly on track, the main issue is to what extent taxation should help to redistribute 
personal income, followed by how corporate tax should treat the profits made by large multinationals abroad. In Japan, whose 
level of public debt is very high, the crux of the discussion centres on indirect tax hikes as the best way to increase revenue. 
Across Europe, the key issues are the harmonisation of bases for certain taxes (such as VAT and corporate tax), coordinating the 
fight against tax evasion (tax havens), as well as the implementation of taxes to correct certain market faults (such as those 
related to energy and financial transactions). In Spain, a comprehensive in-depth reform of the tax system is required given the 
serious dysfunctions that have become evident during the crisis, as well as needs resulting from growing European integration 
and Spain’s territorial structure (organized into autonomous communities and local administrations). The European Commission 
has identified this need, urging the government to present a reform proposal early in 2014. The challenge is considerable given 
the trade-offs between the different objectives such a reform must pursue. In particular, it is highly appropriate to ensure that 
the traditional long-term objectives (regarding the efficiency and fairness of the system as a whole, potentially conflictive per 
se) are compatible with the short-term objectives (increasing revenue at the same time as stimulating economic growth). A 
brief review of the main conclusions provided by tax theory and the experience of other countries could provide useful points 
of reference in this case.

As in many other areas of economics, tax theory is not without controversy, especially when the analysis shifts towards the 
normative («what it should be») from the merely positive («what it is»). However, a conventional consensus that has gradually 
taken shape offers valuable conclusions.(1) The starting point is to identify the tax system’s justifications and basic propositions: 
collecting enough funds for the state to pay for public services and meet other costs, to correct market faults (such as externalities) 
and redistribute income and wealth according to collective preferences regarding social fairness. Given this approach, the 
theory provides some recommendations to be borne in mind when designing the tax system (in the broad sense of including 

social security contributions, duties, etc.) for a developed, 
open economy such as Spain’s. First: to adopt a comprehensive 
view of the system with a general strategy aimed at the long 
term while also leaving space for occasional short-term 
adjustments; the design must take into account not only how 
different taxes interact with each other but also how they 
interact with public spending programmes (for example, 
unemployment benefit) to make them complementary and 
avoid inconsistencies. Second: to avoid uncertainty, insecurity, 
arbitrariness and unnecessary complexity. Third: to anticipate 
agents’ reactions (shifting, avoidance, evasion, etc.), such as 
realizing that the free movement of capital affects the 
possibilities for taxation at a national level. Fourth: to preserve 
neutrality regarding agents’ decisions, unless there are 
justified and explicit reasons for the contrary. In this respect, 
indirect taxes are more neutral than direct taxes. Fifth: to aim 
to (gradually) redistribute wealth while encroaching as little 
as possible on efficiency. To this end it is preferable, in general 

(1) See Mirrlees J.A., S. Adam, T. Besley, R. Blundell, S. Bon, R. Chote, M. Gammie, P. Johnson, G. Myles and J. Poterba (eds.) (2011) Tax By Design: The Mirrlees Review. 
Oxford University Press.
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terms, for taxation to work via personal income tax rates together with social spending programmes and not via deductions, 
exemptions or distortions to the taxable base. It is crucial, on the other hand, to suitably adjust income tax so as not to discourage 
work or business initiative.

Although the tax systems of the main developed countries have notable differences, it is quite remarkable that the reforms 
carried out over the last three decades have been in line with the guidelines of optimum tax theory. One notable milestone 
was the Reagan Administration’s Tax Reform Act in the USA in 1986, which simplified the US tax system, broadened taxable 
bases by eliminating exemptions and lowered tax rates. Several developed countries have followed suit and implemented 
reforms along these lines, as is the case of the member states of the euro area. As can be seen in the graph above, direct tax 
rates for euro area countries have fallen significantly. Between 1995 and 2010, both the highest bracket for personal income 
tax and particularly the statutory corporate tax rate fell significantly (by 5.9 and 11.4 percentage points respectively). This has 
partly been offset by an increase in indirect taxation, principally on consumption by raising the standard VAT rate. In turn, this 
higher tax on consumption has been accompanied by broader taxable bases and the simplification of the system as a whole 
(for example, in Spain the number of income tax brackets fell from 34 in 1983 to 4 in 2006). However, the recent outbreak of 
the economic crisis has temporarily brought this trend to a halt. The need to sort out national accounts has forced a large 
number of European countries, and more specifically those on the periphery, to increase fiscal pressure with almost widespread 
hikes in all tax areas (although, once again, with a greater relative impact on indirect taxes). The Spanish case is no exception. 
These different fiscal consolidation measures helped to boost tax revenue by 1.4 percentage points between 2009 and 2012, 
to 33.5% of GDP. But this is not enough and the whole system needs to be revised. The reform being developed provides, 
therefore, the opportunity to advance towards a tax system that ensures national accounts are efficient and fair but also 
sustainable in the medium and long term. In the short term, moreover, it would also be useful for the new system to help 
reactivate economic growth.

There are two lines of action that could be used to achieve this 
dual aim: the so-called «fiscal devaluation» and by increasing 
the taxable bases for the main taxes. The former includes tax 
measures that reduce labour costs (generally by cutting social 
security contributions) in exchange for increasing taxation on 
consumption. Implementing this measure stimulates economic 
growth due to its positive effect on external competitiveness. 
Moreover, given that Spain is one of the euro area countries 
that taxes consumption the least, there is room for further tax 
hikes. But such an increase in tax revenue should not be 
achieved through tax hikes, with the consequent negative 
impact on incentives for economic activity. In fact, the second 
aspect to be treated by tax reform is the broadening of taxable 
bases by eliminating a large number of the tax deductions and 
exemptions existing in the current system. Spain’s budget 
calculates that tax benefits will amount to almost 4.0% of GDP 
in 2013, concentrated mainly in the areas of income tax, VAT 

and corporate tax. A reduction in such breaks would boost Spain’s tax revenue, even with cuts in some relatively high tax rates. 
This would be the case of the highest income tax bracket which, in some jurisdictions, reaches 56%, one of the highest in the 
world.

Introducing these aspects into Spain’s fiscal reform would boost short-term growth at the same time as making the tax system 
more efficient. We therefore have an unrivalled opportunity that should not be missed.

Joan Daniel Pina and Avelino Hernández
Research Department, ”la Caixa”
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The shadow economy: too great a burden

When looking at taxation in Spain, it is inevitable to examine tax fraud and therefore the eternal problem of the shadow economy, 
also called the underground or black economy, as well as a host of other similar names. This comes as no surprise because a black 
economy (the series of productive activities that are often legal but deliberately hidden from the public authorities to avoid 
certain fiscal costs or legislative requirements) not only makes it difficult to estimate the true size of the economy but also 
significantly reduces fiscal efficiency and economic growth per se. So how can it be minimized?

Firstly: by quantifying the extent of the problem; not an easy or precise task (due to the hidden nature of what needs to be 
measured) but one based on more or less reliable estimates. In this respect, one basic reference is the report drawn up every year 
by Friedrich Schneider which, in 2013, estimates that Spain’s shadow economy, including undeclared employment and the 
inadequate registration of income from sales or services, would represent 18.6% of GDP.(1) Although this is almost the same as the 
European average (18.5%), it greatly exceeds the figure recorded in benchmark countries such as Germany (13%), France or the 
United Kingdom (10%). Of note in Spain is the relatively high proportion of employment fraud within the shadow economy, 
estimated at around 8% of GDP or equivalent to hiding one million full-time jobs.(2)

Given the economic relevance of this phenomenon, it is not surprising that its impact in terms of lost fiscal revenue is also 
appreciable. It is calculated that eradicating the shadow economy would result in an increase in tax revenue of between 60 and 
80 billion euros, a notable sum if we remember that, in 2012, the total tax and social security paid in Spain was 347 billion. 
Assuming a more realistic correction such as a reduction in the relative weight of the shadow economy to the level of Germany, 
this would result in extra revenue of around 18-20 billion euros.(3) This would undoubtedly help to cut the distance with the euro 
area in terms of fiscal revenue as a percentage of GDP: in 2012, 33% of GDP vs. 42% for the EMU average. Within a context of 
economic crisis and with the urgent need for fiscal consolidation, it is evident that this lower fiscal revenue resulting from the 
large shadow economy is hindering Spain’s economy. In fact, within a recessionary context, increasing revenue through tax hikes 
is much more harmful for growth that achieving the same end through a larger taxable base, bringing out hidden activities or 
ensuring greater compliance of existing fiscal requirements.

(1) See Schneider, Friedrich. 2013. The Shadow Economy in Europe. Visa Europe, AT Kearney.
(2) Data for 2008. See Jiménez, Alfredo and Martínez-Pardo of the Valle, Ramiro. 2013. «La economía sumergida en España». Working document 4, Fundación de 
Estudios Financieros. 
(3) For details on these estimates, see the aforementioned study by Jiménez, Alfredo and Martínez-Pardo del Valle, Ramiro, 2013.
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Given the importance of the shadow economy, and before proposing possible solutions, we must examine why it is so prevalent. 
From an individual point of view (company, worker or consumer), the reasons for hiding economic activities are to avoid paying 
tax and social security contributions or to avoid having to comply with legal standards (minimum wage, maximum working day, 
etc.) as well as administrative obligations. Consequently, two crucial factors determining the extent of the shadow economy will 
be the fiscal burden in all its forms and the country’s regulatory intensity. This practice will also be more or less likely depending 
on three additional factors: the likelihood of the activity being detected and penalized, the degree of social acceptance of hidden 
practices and the ease of incurring in such practices. Regarding this last aspect, it should be noted that this is easier, for example, 
in an economy with little use of electronic transactions (see the graph) and in industries such as construction or retail where, 
unlike other sectors such as financial services or supplies, have a greater tendency to use cash in commercial transactions.

Which of these factors are the most relevant in Spain’s case? One of the few empirical studies available (Schneider and Buehn, 
2012) associates the relatively large size of Spain’s shadow economy with excessive and inefficient regulation in a highly specific 
area: the labour market.(4) At quite a distance from this over-regulation of employment they also identify the level of indirect tax 
and personal tax (they have not studied the impact of corporate tax) as factors that encourage the shadow economy in Spain. 
They have also established that the degree of social acceptance of fraudulent practices is a relevant factor, although much less so 
than the labour and fiscal variables.(5) Schneider and Buehn have not analyzed the ease and likelihood of detection.

With this diagnosis, can strategies be designed to unearth the shadow economy in Spain and thereby increase fiscal revenue? The 
origin of the problem suggests that general government needs to focus on two broad methods: increase the costs of hiding such 
activities (discouragement) and reduce the benefits (encouragement). In terms of discouragement, actions usually fall into one of 
two categories, both aimed at increasing the risk perceived by the offender: actions aimed at increasing the capacity to detect 
undeclared activities and those aimed at increasing the punishment once detected. The lower the probability of being detected 
or the greater the cost of maximizing this probability, the more effective it will be, as a discouragement, to opt for a penalty that 
acts as a deterrent when an offence is detected. Spain’s current National Reform Plan tends towards more tax inspections, 
especially in the area of hotels, restaurants and construction, as an explicit measure to reduce the shadow economy.

Regarding encouragement, there are usually two strategies adopted: on the one hand, encouraging people to move from the 
shadow economy to the official economy, including the different variations of «fiscal amnesty», with their reputational advantages 
and disadvantages; on the other hand, attempting to stop people from moving from the official to the shadow economy. In this 
second area, preventative in nature, there are three key actions to be carried out: simplifying administration and regulation, 
encouraging financial inclusion and generating greater social awareness. Although the explicit motivation behind this is often 
not to combat the shadow economy, it seems undeniable that simplifying administrative and tax bureaucracy reduces the 
incentive to carry out unregulated activity. In this respect, both in Spain and in the countries around us, the aim is to simplify, with 
more or less success, the legal environment for business activity. With regard to financial inclusion, the most common measures 
are linking certain social benefits with being registered or promoting the use of different means of payment other than cash (on 
average, a 10% rise in the use of electronic payment methods is associated with a 5 point reduction in the shadow economy 
relative to GDP). In this area, one of the most frequent ways is to limit cash transactions to relatively small amounts. Between 2011 
and 2013, Belgium, Bulgaria, Denmark, Slovakia, Spain, France, Greece, Italy and Romania have all either adopted or announced 
plans to adopt this line of action. With regard to social awareness, greater development would help to create awareness that 
fiscal fraud is detrimental to the quality of public services or involves a significantly greater fiscal effort, something which could 
be as or even more effective than increasing inspections or fines.

Àlex Ruiz
International Unit, Research Department, ”la Caixa”

(4) See Schneider, Friedrich and Buehn, Andreas. 2012. «Shadow Economies in highly developed OECD countries: What are the driving forces?». Institute for the Study 
of Labor Discussion Paper, no. 6891.
(5) These conclusions are similar to those presented in the aforementioned study by the Fundación de Estudios Financieros, highlighting the following among the 
causes of Spain’s large shadow economy: the greater fiscal burden, its role as an escape valve at times of economic recession, the lack of fiscal awareness among 
citizens, over-regulation and a rigid labour market.
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The use of fiscal incentives to increase the labour force participation 

Maria has just received a job offer. She has been unemployed for the last two years, is single and has a 2-year-old son; she lives in 
subsidised housing and receives a monthly supplementary benefit to cover the most basic expenses. If she accepts the job, she 
will exceed the income threshold to qualify for this benefit and for subsidised housing. With her new income, she will not be able 
to afford a nursery or rent a flat at market rates. In her situation, it is better to reject the job offer than to accept it. Maria’s case is 
not an isolated one. In addition to single parent families, other groups such as older workers or those who are not the main 
income provider are very sensitive to the different incentives provided by income taxation and social benefits.

For some years now, economists have analysed in depth how fiscal policy, the social protection system and public pension 
system all interact and how these interactions affect the decision to participate, or not, in the labour market. The aim is to 
improve the design of these policies to ensure that the tax system and social benefits do not discourage people from working. 
For example, if the income earned by the second earner in a household receives a neutral tax treatment, this tends to increase the 
number of women participating in the labour force. Similarly, limiting the generosity (or increasing the penalties) related to early 
retirement increases the number of older workers participating.

But perhaps the most successful measures have been those that link receiving tax breaks to employment. The United States 
was pioneer by implementing the Earned Income Tax Credit or EITC in 1975. More recently, other countries have also been 
adopting this kind of measure, such as the United Kingdom in 1999 and Sweden in 2007. Although there are notable differences 
between countries, both in terms of the requirements to qualify for the tax credit as well as in how generous these are, these 
measures do all share the same aim: to give financial aid to lower income households without discouraging them from 
working. To achieve this, the tax credit goes up with the household income (up to a certain threshold); in other words, the 
higher the income received from employment, the greater the tax credit, so that households are encouraged to work more 
and not less.

In the United States, and also in other countries, the EITC is 
refundable; this means that tax breaks can exceed the amount 
of tax paid and therefore represent a net complement to the 
household’s income. It is structured into 3 phases depending 
on the household’s income and composition (see the graph). 
In the first phase («phase-in»), the amount of EITC rises with 
income. For example, a household composed of a married 
couple and 3 children with an annual income of 10,000 dollars 
receives an additional 4,500 dollars as EITC, bringing their total 
annual income to 14,500 dollars. In a second phase («plateau»), 
the maximum amount of EITC is obtained within a specific 
income bracket. In the previous example, the maximum EITC is 
5,891 dollars for households with an annual income ranging 
from 13,000 to 22,250 dollars. Lastly, in the third phase 
(«phase-out»), the amount of EITC gradually decreases until it 
reaches a threshold, as from which households no longer 
receive EITC. In the previous example, this threshold is 50,200 
dollars. This structure increases the progressive nature of tax 

on income and hence it is a redistributive measure oriented towards complementing the incomes of those households at the 
greatest risk of poverty.

A large amount of academic literature has demonstrated the effectiveness of such programmes regarding their objectives to 
boost the labour force participation rate and the incomes of such households. It comes as no surprise that the most notable 
effects are concentrated within those groups who, before the measures were introduced, had a low participation rate and 
particularly those who had a low educational level. Of note are the effects on women in single parent households and women 
in two parent households where their partner is unemployed. Blundell, Brewer and Shephard (2005)(1) estimate that the 

(1) «Evaluating the labour market impact of Working Families’ Tax Credit using difference-in-differences». HM Customs and Revenue Working Paper 4 (2005).
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introduction of tax credits for working households in the United Kingdom in 1999 increased the labour force participation rate 
of females in single parent households by 3.6 percentage points and by 2.6 percentage points for females in two parent 
households where their partner is unemployed. However, these measures have the drawback of possibly discouraging labour 
force participation of second earners in those households where total income would exceed the threshold to qualify for the tax 
credit. For example, the EITC discourages labour force participation among married women when their partner is working. 
However, the empirical literature shows that this second effect is smaller and therefore total employment tends to increase as 
a result of such incentives.

The EITC directly reduces poverty by supplementing the income of low income workers. According to estimates by the Center 
on Budget and Policy Priorities, in the United States in 2011 the EITC helped the incomes of 6.1 million people, including 3.1 
million children, to go above the poverty threshold.(2) Moreover, the advantages of the EITC can also be seen in the long term: 
by encouraging labour force participation, it also encourages the accumulation of human capital. At the same time, those 
receiving this tax credit are less dependent on social assistance, meaning that such measures pay for themselves. In other 
words, the cost of tax credits for the public treasury is offset by the additional revenue from income tax and lower expenditure 
on social benefits.

Although the advantages of EITC seem clear, its use among OECD countries is not widespread (although it is gradually being 
adopted). This contrasts with the high number of countries that, decades ago, established a minimum wage in order to protect 
lower income workers. However, the EITC is a measure much more focused on combating poverty as it is established in line with 
the household’s total income. On the other hand, most workers on a minimum wage are not the main income providers in the 
household and, in many cases, do not tend to live in homes at risk of poverty (for example, students). The minimum wage could 
also have a negative effect on job creation whereas EITC helps to create jobs and could even help to unearth the black economy 
since, in order to be able to receive tax credits, workers must declare what they earn in a tax return. However, we should also 
remember that the introduction of the EITC could push down wages, although the final remuneration including tax credits might 
remain the same. Rothstein (2010)(3) estimates that, for each EITC dollar, the tax revenue from workers only increases by 73 cents 
as employers can reduce the wages they pay since these are boosted by tax credits.

In conclusion, designing an optimal tax system is far from easy. Taxation has a huge effect on individual decisions, particularly 
among those groups whose decision to work is very sensitive to different financial incentives. This becomes even more complex 
when we also take into account interactions with social benefits or the state pension system. In this respect, we must continue to 
look for creative solutions to balance the goals of ensuring sufficient income for all citizens without discouraging labour force 
participation, at the same time as containing the cost of public financing.

Judit Montoriol-Garriga
European Unit, Research Department, ”la Caixa”

(2) Center on Budget and Policy Priorities, «Policy Basics: The Earned Income Tax Credit» (2013).
(3) «Is the EITC as Good as an NIT? Conditional Cash Transfers and Tax Incidence». American Economic Journal: Economic Policy, 2(1): 177-208 (2010).
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(1) «An applied analysis of ACE and CBIT reforms in the EU» (2011). International Tax and Public Finance, Vol. 18, No. 1, pp. 93-120.
(2) «Tax Biases to Debt Finance: Assessing the Problem, Finding Solutions» (2011). IMF Staff Discussion Note.

Corporate tax: proposals to eliminate the debt subsidy

Last April, Apple issued bonds totalling 17 billion dollars to help finance a share buyback scheme. This technology company has 
a privileged liquidity position (145 billion dollars) but most is located outside the borders of the US. Repatriating this liquidity 
would have resulted in a considerably higher tax bill than the cost of corporate debt, hence the decision to get indebted. Moreover, 
interest payments are deductible from corporate tax. Apple’s strategy is a clear example of how the taxation system is not neutral 
when it comes to determining the financing structure of firms.

In this respect, tax systems generally allow the cost of debt to be deducted but not the cost of equity, representing an implicit 
subsidy for debt. So, if all other variables remain constant, a company with a high level of leveraging pays less corporate tax than 
a more capitalised company. This tax bias in favour of debt has at least three economic implications. Firstly, it leads to an increase 
in leveraging that accentuates financial instability in economic cycles. On the other hand, it penalises those companies that find 
it difficult to access debt markets or credit, which fundamentally base their financing on capital or assets of shareholders. This is 
the case, for example, of high risk companies with volatile earnings, such start-ups dedicated to innovation or new firms. Lastly, 
less corporate tax is collected due to the existence of this implicit subsidy for debt (the higher the interest rates, the greater the 
impact).

In the last few years, some countries have introduced fiscal reforms limiting this bias in favour of debt-based financing. Complete 
neutrality has not been established, however. In general, two options have been suggested: one proposal consists of eliminating 
tax-deductible interest payments (and thereby establishing a so-called Comprehensive Business Income Tax). Eliminating such 
deductions ensures fiscal neutrality but at the cost of making debt-based financing more expensive and reducing, in the short 
term, incentives for investment.

Another alternative (ACE, Allowance for Corporate Equity) consists of a deduction for the notional return on equity when 
calculating corporate earnings, at the same time as maintaining tax-deductible interest payments on the debt. To calculate this 
notional return on equity, a risk-free interest rate can be used as a reference such as that of sovereign bonds, adding a risk 
premium (something which does not always happen in practice). This proposal, made in 1991 by the British Institute for Fiscal 
Studies, does not distort the cost of financing and guarantees the same tax bill irrespective of the structure of a firm’s liabilities 
and net assets. However, applying this scheme means less revenue for the public administration because introducing new 
deductions narrows the taxable base.

De Mooij and Devereux(1) have estimated the effects of introducing the ACE in the European Union using different scenarios and 
simulations. If the nominal corporate tax rate remained the same and the fall in revenue was offset by higher taxes on consumption, 
it is estimated that the leverage ratio (debt in relation to total assets) would fall by around 5 percentage points while investment 
would grow by 6%. Those countries with the highest corporate tax and therefore the greatest distortion would benefit the most 
from this measure. Examples of this would be Germany, Italy and Spain.

However, the benefits of this reform are much more limited if the nominal corporate tax rate is raised to offset the reduction 
in the taxable base. If a country increased its corporate tax unilaterally, the mobility of capital together with the tax arbitrage 
of large firms would tend to neutralise any benefits resulting from the reform. For this reason, any initiative moving in this 
direction would be more likely to succeed if its implementation was coordinated at an international level, such as within the 
European Union.

De Mooij(2) estimates that, on average, the drop in fiscal revenue resulting from applying the ACE would be in the order of 0.5% 
of GDP. One way of reducing this impact would be to allow tax deductions only on new equity, whether this comes from retained 
earnings or from issuing new bonds. Allowing deductions also for existing equity would result in a high fiscal cost in the short 
term without modifying the incentives for firms.

There are examples of countries that have modified their tax systems to include the ACE scheme. Austria, Italy and Croatia 
introduced deductions on returns from equity but eliminated them years later when they reduced their nominal rates for 
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corporate tax. The Brazilian system currently allows this kind of deduction albeit limited to the distribution of dividends and not 
retained earnings. So far, Belgium is the paradigmatic case of the ACE reform.

Since 2006, the Belgian system has allowed the theoretical return on equity to be deducted from company earnings. To calculate 
this, the average rate for ten-year sovereign bonds is used, at around 4% between 2006 and 2011. However, the government 
limited this rate to 3% in 2012 and has reduced it again to 2.7% in 2013. Most companies can benefit from this measure and there 
are no requirements in terms of retaining earnings or investment. The weighted average of equity during the year is used as a 

basis and the profit from the year is not included in the 
calculation for the present year. Initially, if the theoretical 
return on equity exceeded earnings, deferred tax assets could 
be generated over a period of seven years but this possibility 
was eliminated in 2012.

In a recent article, the winners of the 5th Jaime Fernández de 
Araoz Award for Corporate Finance, Panier, Pérez-González 
and Villanueva,(3) demonstrated that Belgium’s reform has had 
a significant effect on the financing structure of firms. The 
ratio of equity to total assets in large and medium-sized 
Belgian firms rose by 5 percentage points, from 32.6% to 
37.6%, between 2005 and 2009. Using companies from 
neighbouring countries as a control group (France, Germany, 
Luxembourg and the Netherlands), the authors estimate that 
this reform was directly responsible for at least 3 percentage 
points of the increase. This rise can be explained by the 
increase in equity in absolute terms and not so much by the 

reduction in debt, which only fell slightly. Companies capitalised by issuing more equity and have hardly altered their dividend 
or retained earnings policy.

The Belgian case is a good example of how far corporate tax distortions can affect the structure of financing. Although the ACE 
reform has fiscal repercussions, it could help to address both short-term and structural challenges. Short-term challenges: insofar 
as it makes it easier for firms to recapitalise in periods of deleveraging such as the present. And structural: ensuring that debt is 
taxed neutrally.

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

(3) «Capital Structure and Taxes: What Happens When You (Also) Subsidize Equity?» (May 2013). Working Paper, Stanford University.

Greater capitalization after the ACE reform in Belgium
Equity, out of total assets (%) 

Source: Panier, Pérez-González and  Villanueva (2013).
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