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In developed economies, the economic situation is characterized by a combination of exceptionally low real and nominal 
interest rates and a persistently sluggish economy which, in the case of the euro area, has led to a double-dip recession.

In the Dossier of this Monthly Report we examine the many different reasons for such low interest rates, particularly the 
ultra-lax monetary policies of the leading central banks but also the high levels of savings generated in some of the world’s 
main economies, both developed and emerging.

The challenge faced by developed economies is to ensure this situation of low interest rates not only helps make the 
necessary deleveraging in which they are immersed easier to bear but that it also encourages investment, a crucial variable 
for a sustained economic recovery to come about.

In the case of the Spanish economy, the role that can and must be played by business investment is even more important, 
if possible, given that the country’s high level of debt will make it difficult for consumption to pick up.

In our central forecast scenario, which predicts a –1.4% drop in GDP this year with an improvement up to 0.8% in 2014, 
investment (except in the construction industry) plays an important role as this is the first component of domestic demand 
that will support growth in the second half of 2013. Its relative weight in GDP is naturally modest but its importance as a 
driving force for the economy is crucial.

What are the factors that lead us to believe investment will boost the dynamism of Spain’s economy in the immediate 
future?

The first is that we expect conditions for the Spanish economy to access international financial markets to improve over the 
next twelve months. Since the second quarter of 2012, the risk premium has fallen by more than 200 basis points and this 
is expected to continue, albeit with some fluctuations, over the coming year, probably with an additional fall of 100 points.

Secondly, as we also discuss in the Dossier this month, in the past business investment has suffered the consequences of 
the brutal drain on resources supposed by the real estate boom. In Spain’s case this sector will obviously take many more 
months to become a driving force for investment.

The excellent results achieved recently by Spain’s export sector, with an average contribution to GDP growth of 2.1% since 
2009, suggest that these firms will invest in maintaining and improving their competitiveness in international markets. The 
investment pattern observed for Spanish firms in relation to their export activity suggests this will be the case.

Last but by no means least for an economy such as Spain’s that needs sustained flows of international capital, another 
crucial element will be its capacity to attract new international investors that are prepared to put their money into Spain 
with a medium and long-term view. In this respect, the net balance of foreign direct investment has not performed badly 
over the last few years but it still needs to improve and become the launch pad for the recovery in investment. The 
adjustment occurring in asset prices in Spain plays in its favour, helping to devise a political and economic agenda that 
should attract the interest of international investors, particularly from emerging countries which, as examined in the 
Dossier, are the new leading lights of direct foreign investment.

Jordi Gual
Chief Economist 
31 May 2013

EDITORIAL

INVESTMENT, CRUCIAL FOR GROWTH
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Italy’s extensive black economy is still a source of concern, 
as well as its relatively inefficient judicial system. However, 
the EC has also set homework for the core countries. 
Germany must start up measures to stimulate domestic 
demand as its current account surplus, standing at 6.9%  
of GDP, does not look like correcting itself, while the area 
of concern for France is its economy’s long-term growth 
capacity. In this respect, making its labour market more 
flexible is seen as one of the key factors in turning this 
situation around.

Japan is also being supported, for the time being, by  
its export industry. The revolution carried out by Japan’s 
new Prime Minister, Shimzo Abe, which is now known as 
Abenomics, is based on three pillars: monetary expansion, 
more public expenditure and structural reforms. The 
effects of the asset purchases carried out by the Bank of 
Japan are already being felt. The sharp devaluation of the 
yen has boosted exports which grew by 3.8% in quarter-
on-quarter terms in the first quarter. However, growth  
in domestic demand is likely to consolidate as public 
spending increases and particularly as the agenda of 
structural reforms is implemented.

The economy’s growth is more balanced in the USA 
although the adjustment in its public accounts has yet  
to consolidate. Nevertheless, this can be carried out while 
preserving a similar rate of growth to the last few quarters 
as the deleveraging of households and companies is now 
quite advanced, allowing consumption and investment to 
gradually take over. The solidity that seems to be offered 
by the US economy’s growth prospects has revived debate 
regarding the direction monetary policy should take. 
Some members of the Fed have expressed their desire  
to speed up the process of withdrawing monetary stimuli. 
It is important not to reduce these too quickly as the pace 
of economic activity has yet to consolidate but, if the 
macroeconomic figures improve, it might be advisable  
to reduce the rate of asset purchases. Striking the balance 
will by no means be an easy task, so the debate that has 
been started is unlikely to end, leading to some volatility 
in the markets from time to time.

The foreign sector is the pillar of the recovery in 
developed countries. High levels of indebtedness  
— in some countries of the public sector, in others of  
the private sector and of both in many countries — limit 
domestic demand’s capacity to grow. The foreign sector 
has therefore become the driving force of the recovery. 
Given this situation, it comes as no surprise that, for  
many countries, improving competitiveness has gone 
from a priority to an urgent need.

Emerging countries hold the key to the recovery. In this 
respect, the first quarter growth figures, in general worse 
than expected, have raised certain fears of activity slowing 
down. Brazil is finding it difficult to return to the levels  
of growth displayed before the crisis. Moreover, high 
inflationary pressures have forced its central bank to raise 
the official interest rate by 50 basis points. Mexico’s GDP 
figures for the first quarter were also disappointing and 
some countries in Eastern Asia, such as Korea and Taiwan, 
are losing competitiveness due to the appreciation of 
their currencies against the Japanese yen.

The wide room for economic policy in emerging 
countries is cause for confidence. The fact that 
international energy prices have remained contained 
means that, in most countries, inflationary pressures are 
relatively under control and that, consequently, there is 
even more room to implement expansionary monetary 
policies. In fact, in those countries with the lowest rate  
of activity, such as India, Turkey and Korea, the official 
interest rate has been cut in the last few weeks. Another 
encouraging sign is the drive with which some notable 
countries are undertaking their agenda of structural 
reforms. In this respect, Mexico is exemplary. After 
approving labour, education and telecommunications 
reforms, at the beginning of May the guidelines were 
presented for banking reforms whose main aim is to  
boost private credit.

It is the euro area that is most dependent on exports. 
That is why the EC has once again started to discuss  
the urgent need to carry out an ambitious agenda of 
structural reforms. Their implementation will help to 
speed up the adjustments still pending, especially in  
the periphery countries. For Spain, the list of 
recommendations is long and includes a review of labour 
reform, energy reform, tax system reform and public 
administration reform, accompanied by a strict schedule. 

EXECUTIVE SUMMARY

THE EMERGING COUNTRIES, LEADING THE RECOVERY
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Chronology

JUNE 2013 JULY 2013

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

 6 Governing Council of the European Central Bank.
 7 Industrial production index (April). 
10 Labour costs (first quarter). 
18 Loans, deposits and NPL ratio (April). 
19  International trade (April).  

Fed Open Market Committee.
27  CPI flash estimate (June). 

Index of economic sentiment euro area. 
European Council. 

28  Balance of payments (April). 
Government revenue and expenditure (May). 
External stock position (first quarter).

 2  Registration with Social Security and registered 
unemployment (June). 

 Public administration balance (first quarter). 
 4 Governing Council of the European Central Bank. 
 5 Industrial production index (May).
18 Loans, deposits and NPL ratio (May).
19  International trade (May).
 Savings rate of households (first quarter).
27 Labour force survey (second quarter). 
30  Flash CPI (July). GDP flash estimate quarter-on-quarter 

(second quarter). Index of economic sentiment euro area. 
Government revenue and expenditure (June). 

31  Balance of payments (May). Fed Open Market Committee 
US GDP (second quarter).

Agenda

DECEMBER 2012

13  The Asset Management Company for Assets Resulting from Bank Restructuring (Sareb) widens its capital with a majority 
contribution from private shareholders. 

 The European Council approves the creation of the Single Supervisory Mechanism for the banking sector.

JANUARY 2013

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

FEBRUARY 2013

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

APRIL 2013

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

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.
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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 3.3 4.2 3.1 2.9 2.9 3.1 3.4 3.7

Developed countries

United States 2.2 2.0 2.8 2.6 1.7 1.8 2.0 1.8 2.3

Euro area –0.5 –0.5 1.0 –0.7 –0.9 –1.0 –0.8 –0.6 0.3

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

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

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

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

Japan 2.0 1.6 1.9 0.4 0.4 0.0 1.0 2.6 3.0

United Kingdom 0.0 0.8 1.4 0.0 0.0 0.6 1.2 0.5 1.1

Emerging countries

Russia 3.4 2.6 3.6 3.0 2.1 1.6 2.2 3.2 3.5

China 7.8 7.6 7.8 7.4 7.9 7.7 7.7 7.5 7.4

India 5.1 5.2 6.2 5.1 4.5 4.8 4.4 5.1 6.5

Brazil 0.9 2.3 3.4 1.4 0.8 1.8 2.2 2.6 2.7

Mexico 3.9 3.0 3.4 3.3 3.2 2.2 2.6 3.4 3.7

Poland 2.0 1.4 2.7 1.7 0.7 0.4 0.8 1.6 2.8

Turkey 2.3 3.8 5.6 1.6 1.4 2.0 3.2 4.6 5.5

INFLATION

Global 3.7 3.3 3.4 3.6 3.6 3.3 3.2 3.3 3.3

Developed countries

United States 2.1 1.7 1.9 1.7 1.9 1.7 1.5 1.8 1.7

Euro area 2.5 1.4 1.6 2.5 2.3 1.8 1.2 1.3 1.4

Germany 2.1 1.5 1.7 2.1 2.0 1.8 1.2 1.5 1.6

France 2.2 1.2 1.5 2.3 1.7 1.2 0.9 1.2 1.3

Italy 3.3 1.6 1.7 3.4 2.7 2.1 1.4 1.5 1.6

Spain 2.4 1.6 1.4 2.8 3.1 2.6 1.6 1.1 0.9

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

United Kingdom 2.8 2.7 2.4 2.4 2.7 2.8 2.7 2.8 2.6

Emerging countries

Russia 5.0 6.2 4.8 6.0 6.5 7.1 6.5 5.8 5.4

China 2.7 3.0 3.2 1.9 2.1 2.4 2.8 3.3 3.4

India (2) 7.6 6.3 5.5 7.9 7.3 6.9 6.3 5.9 6.2

Brazil 5.4 6.0 5.6 5.2 5.6 6.4 6.1 5.9 5.8

Mexico 4.1 3.9 3.6 4.6 4.1 3.7 4.2 3.8 3.7

Poland 3.7 1.3 2.0 3.9 3.0 1.6 1.0 1.2 1.3

Turkey 8.9 6.9 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 –2.2 –2.7 0.1 –2.1 –3.0 –3.9 –3.1 –2.8 –0.9

General government consumption –3.7 –4.2 –2.1 –4.0 –4.1 –4.3 –5.0 –3.4 –3.9

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

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

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

Domestic demand (contr. Δ PIB) –3.9 –3.7 –0.5 –4.0 –4.7 –4.9 –4.3 –3.6 –2.0

Exports of goods and services 3.0 2.3 4.2 4.2 3.2 4.5 3.5 –0.5 1.5

Imports of goods and services –5.0 –5.1 0.4 –3.4 –5.4 –5.1 –4.4 –7.5 –3.1

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

Other variables

Employment –4.4 –3.4 0.3 –4.6 –4.7 –4.5 –4.0 –2.8 –2.1

Unemployment rate (% labour force) 25.0 26.7 25.9 25.0 26.0 27.2 26.6 26.2 26.7

Consumer price index 2.4 1.6 1.4 2.8 3.1 2.6 1.6 1.1 0.9

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

Current account balance (cum., % GDP) –0.8 1.0 1.9 –2.2 –0.8 0.4 0.5 0.6 1.0

Net lending or borrowing rest of the world  
 (cum., % GDP) –0.2 1.5 2.4 –1.7 –0.2 1.0 1.1 1.2 1.5

Fiscal balance (cum., % GDP) –10.6 –6.3 –5.5 –10.0 –10.6     

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 0.27 0.26 0.28

12-month Libor 1.01 0.75 0.91 1.04 0.88 0.77 0.72 0.73 0.77

2-year government bonds 0.27 0.27 0.41 0.26 0.27 0.26 0.24 0.27 0.32

10-year government bonds 1.78 1.87 2.36 1.62 1.69 1.93 1.74 1.82 1.98

Euro

ECB repo 0.88 0.58 0.50 0.75 0.75 0.75 0.58 0.50 0.50

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

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

2-year government bonds (Germany) 0.08 0.04 0.28 –0.01 0.01 0.11 0.01 0.01 0.01

10-year government bonds (Germany) 1.55 1.32 1.60 1.42 1.42 1.51 1.25 1.25 1.25

EXCHANGE RATES

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

¥/euro 102.71 123.00 164.08 98.44 105.44 121.84 123.30 122.50 124.38

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

OIL

Brent ($/barrel) 111.38 105.41 108.46 109.19 109.52 112.23 112.61 103.56 105.44

Brent (euros/barrel) 86.61 80.27 82.04 87.21 84.40 85.03 78.71 78.97 80.21

  Forecasts.
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International markets are facing new setbacks. For a long 
time the euro area crisis had been a recurring source of 
negative surprises although, luckily, recent developments 
suggest that it is now under control, at least for the time 
being. Just a few months ago the overriding concern for 
investors was the possibility of a double dip recession in  
the USA but the latest figures have been surprisingly strong. 
However, May has not been a joyful month. The wall of  
worries confronting investors has come up with two new 
obstacles. From our perspective one is predictable and  
the other not so much, although both will eventually  
be overcome.

Questions have again been raised concerning the «exit 
strategy» of the Federal Reserve (Fed). As fears dissipated  
of the US falling back into recession, and given some  
signs of exuberance in parts of the capital markets, the  
Fed’s own members have been responsible for reviving 
discussion about the tone of monetary policy. The commotion 
revolving around a possible halt to stimuli was to be  
expected given the scenario we projected of the progressive 
consolidation of economic growth in the USA.

The rate of expansion of emerging economies is 
disappointing. The latest figures published in key countries 
such as China or Brazil have been weaker than expected, both 
by the consensus and on our part. Somewhat hastily, those 
analyses interpreting this not as a temporary slump but as  
a shift towards lower and more unstable trend growth rates 
have gained ground in the media.

The yields on public debt have risen and riskier assets have 
suffered. This was particularly visible towards the end of May, 
after Ben Bernanke’s appearance before Congress on the  
22nd and the publication, one day later, of very weak business 
confidence figures in the Chinese manufacturing sector. The 
monthly figure, however, is neutral for most stock market 
indices. Something similar has happened with other risk 
assets, such as corporate bonds. Except in Japan, such 
volatilities have remained controlled: they have increased  
but from abnormally low levels, reaching figures that are  
still moderate.

The Fed will try to stop this financial instability from 
escalating. The rise in yields on bonds has been global in 
scope but its source is common: fears of the Fed announcing, 
in the near future, a reduction in its monthly bond purchases. 
Some observers believe that such a measure might be 
announced at its next Committee meeting on 19 June but we 
do not think this is very likely given the current economic and 
financial conditions. On the one hand, the rate of economic 
activity is actually consolidating although it is still modest and 
vulnerable. Moreover, inflation and inflation expectations have 
fallen lately (meaning that the increase in yields has been due 

FINANCIAL MARKETS
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to the real component). For their part, the excesses observed 
in some markets in terms of stock prices and risk taking  
(junk bonds, dividend recapitalizations, etc.) can be  
placated precisely through the «verbal interventions» 
provided by members of the Fed, as well as using other 
specific instruments. The confirmation of fewer bond 
purchases could give rise, at present, to unpredictable 
increases in yields, with generally destabilizing effects  
for which the economy is not yet ready.

In short, we are still of the opinion that the Fed will 
continue preferring to err on the side of too many stimuli 
rather than too little and will try to prolong accommodative 
monetary and financial conditions (which will continue to  
be easy even if the bond purchase programme eases up later 
on). Given this environment, the rise in US yields (with the 
consequent influence on the rest of the markets) should now 
slow up, picking up again within a few months when the rate 
of growth provides sufficient support.

The stock markets have been hit on both flanks, halting 
their gains. In addition to the «Fed effect» and rising yields, 
they have also been affected by the poor economic figures 
from emerging countries which represent the hope for global 
growth and therefore for large international companies.  
In the USA, the S&P 500 set a new record high in the middle  
of the month, among clear signs of overbuying and excessive 
optimism in the short-term sentiment indicators; in other 
words, conditions are ripe for correction. This corrective 
process will probably last for some time (the seasonal factor  
is not in its favour right now) but this should not result in  
large losses. Emerging stock markets have seen their attempt 
to consolidate an upward trend frustrated. Their situation  
is vulnerable until these countries’ economies regain their 
strength, something we still expect to happen towards the 
end of the year. Meanwhile, the expected implementation  
of monetary and fiscal stimuli should help to support stock 
market prices.

Emerging currencies have depreciated and commodity 
prices have weakened. These two circumstances have had a 
notable effect on the currencies of emerging countries, greater 
than the impact perceived on their stock markets or credit 
spreads. This fall has been widespread, putting an end to  
a relatively stable upward phase that had lasted more than  
a year. As with the stock markets, the short-term prospects 
cannot rule out further falls but, in the medium term, the 
likelihood is for appreciation against the dollar and euro based 
on relative economic fundamentals. The Chinese yuan has 
been an exception, continuing its slow but firm appreciation 
and confirming the determination of the Chinese authorities 
to change their economic model. The dollar/euro exchange 
rate has remained stable. Commodity prices have been weak 
but only with modest losses. Brent oil stood at 100 dollars per 
barrel while OPEC announced that it will maintain its current 
production quotas.
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Japan is experiencing great volatility in its bond market, 
yen and stock market. The instability of the yen (which  
has appreciated) and shares (which have fallen) seem  
logical corrections after the fast, uninterrupted movements 
that took place in previous months. However, the instability 
in the bond market is more intriguing. A benevolent 
interpretation is that this is due to transitory technical 
factors. Another more worrying interpretation is that it 
reflects a loss of investor confidence in the effectiveness  
of Abenomics. Invoking the first interpretation, which 
certainly seems more plausible, the Bank of Japan 
announced that it will up the frequency of its bond 
purchases in order to stabilize the market.

The euro area crisis is going through a time of respite  
but its resolution is not assured. The value of the euro,  
the sovereign spreads for periphery countries and also risk 
premia for bank bonds have remained relatively firm in spite 
of the increase in global instability. Specifically, Spain’s 
spread with Germany for 10-year bonds has fluctuated 
within a narrow range around 290 basis points. The slight 
deterioration occurring towards the end of the month is due 
to the aforementioned external factors and not to any 
deterioration in internal conditions.

Investors have welcomed the political actions taken, some 
already in effect and others expected. On the one hand, the 
shift towards «more reforms and less austerity» in designing 
economic policy seems to have the blessing of the market,  
at least initially. Secondly, continued advances towards an 
institutionally reinforced EMU are reinforcing the perception 
of the irreversibility of the euro. A crucial date is approaching 
in this area: the European Council on 27 June, which must 
provide a definitive push towards banking union. The pre-
election period is also approaching in Germany (elections  
will take place in September). Lastly, there is still confidence  
in the ECB’s measures. In May it cut the official interest  
rate to 0.50% and is now expected to use unconventional 
instruments to improve financing for SMEs. The next meeting 
of the Governing Council will be on 6 June.

All these efforts could be in vain if economic activity does 
not improve. First of all, doubts might reappear regarding the 
sustainability of debt in some countries. Unfortunately Spain  
is not in the best of positions, now that its debt to GDP  
ratio is close to 90% while the target deficit is 6.5%.  
Moreover, social tensions would increase, not only in the 
periphery but also in the core countries such as France, once 
again testing political commitment to the euro. Under our 
scenario of a gradual recovery, both in the region as a whole 
and also in Spain, which will soon start to be noticed, these 
risks will not materialize and the basic trends for the markets 
will remain benign for the rest of the year: stability in 
monetary rates (the 12-month Euribor rate is now slightly 
below 0.50%), in German and euro yields, together with stock 
markets rallying.
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However, in spite of these improvements, access to 
financing is still a problem for the periphery’s business 
sector. Specifically, 22% of SMEs in periphery countries 
state that access to financing is their main problem 
compared with just 11% in the core. Restoring confidence 
in the European project will depend on the advances 
made in the institutional sphere and the bulk of the 
evidence available suggests this process will be slow. 
Until this is accomplished, the access of banks in the 
periphery to stable sources of funding at a reasonable 
price will not get completely back to normal. Measures  
to help this process become more manageable are 
therefore vital (see the Focus «Will the ECB venture  
into unknown waters?» for an analysis of the different 
measures that might be taken by the ECB).

FOCUS • Financial (re)integration in the euro area 

One of the main achievements of the euro, financial 
integration, has broken down. With the outbreak  
of the sovereign debt crisis, conditions to access credit 
once again depend largely on the geographical origin  
of the economic agents in question. In other words, the 
disparity of credit conditions between countries has 
increased and Europe’s monetary and debt markets have 
become re-nationalized. Analyzing the underlying 
reasons for this financial fragmentation is key to 
understanding its implications and possible long-term 
solutions.

The credit conditions of bank loans under a million 
euros, those most used by SMEs, show the greatest 
disparity. Between January 2010 and January 2012,  
the interest rate for new loans to SMEs in periphery 
countries rose by 1.7 percentage points while this rise 
was only 0.3 points in the core countries. It is true that 
such disparity in interest rates partly reflects the credit 
risk of lending to firms located in countries 
experiencing a harsher recession. But it is also due  
to the greater financing cost borne by banks in the 
periphery as a result of the sovereign debt crisis.  
As from the beginning of 2010 when the Greek crisis 
worsened, yields on sovereign debt rose, first in  
Greece and then in the rest of the periphery countries, 
due to fears of a euro break-up. The consequences for 
the banking sector were immediate: it was increasingly 
difficult to secure funding in the markets and, even 
when this could be obtained, it was notably more 
expensive. The most pressing liquidity requirements 
could only be met by resorting to the ECB. This ended 
up affecting both banking and company activity, 
deteriorating even further an economic activity that 
was already highly depressed.

The path towards financial reintegration must be 
embarked upon as soon as possible but this is not simple. 
First, it is necessary to reinstate sources of bank funding 
in periphery countries. In this respect, the advances 
made in creating banking union are crucial. For the time 
being, the ECB’s announcement of the OMT programme 
in August 2012 has dispelled the risk of the euro area 
breaking up. As a result, tensions in financial markets 
have diminished to a large extent: bank debt markets 
have reopened in the periphery countries, banks have 
reduced their dependence on ECB funding and yields on 
sovereign bonds have fallen considerably. These 
improvements are gradually being passed on to the 
financing conditions for SMEs: between August 2012  
and March 2013, the interest rate on bank loans under 
one million euros fell by 0.2 points, both in the periphery 
and in the core.
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FOCUS • Corporate bond issuance picks up in the periphery  
of the euro area

July 2012 marked the start of a phase of sustained 
improvement in the euro area crisis. The catalyst was 
provided by Mario Draghi when he stated categorically 
that the ECB was ready to do «whatever it takes to 
preserve the euro». During the following months, the 
sovereign risk premia for Europe’s periphery countries 
have followed a downward slide.

This significant narrowing of spreads has been decisive 
in reopening a window for corporate bond issuances in 
the periphery countries which is still open today. 
Companies from Spain, Italy, Ireland, Greece and 
Portugal issued bonds totalling over 37 billion dollars 
between January and May 2013, an increase of close to 
55% compared with the same period in 2012. At a 
country level, Spanish firms have been the most active  
in this group, issuing 45% of the total. Italian companies 
come second with 28%. Although Irish corporate 
issuances only account for 13% of the total, it is notable 
that the amount placed on the markets in 2013 is almost 
four times greater than the figure in 2012.

For the euro area as a whole, data at a sector level show 
that non-financial firms issued 154 billion dollars worth 
of bonds in the first four months of 2013, 11% more  
than in the same period of 2012. However, financial 
institutions issued 24% less than a year earlier, totalling 
almost 126 billion dollars.

This drop is due to factors related both to supply and 
demand. Firstly, European banks as a whole are still 
immersed in a deleveraging process that requires 
containment in the size of their balance sheets, thereby 
stifling net borrowing. Secondly, the year-on-year 
decrease is because of the exceptionally high volume 
issued at the beginning of 2012. At that time, the ECB 
had just set up its 3-year loan facility. In addition to 
making massive use of the ECB’s offer, European banks 
also took advantage of the rapid improvement in market 
conditions to issue a large number of bonds. The 
outcome was the accumulation of surplus resources  
that now reduce the need to resort to the capital market.  
On the other hand, because of the Cyprus crisis, the 
debate became big news regarding the rules governing 
future bank crises, in particular those related to bailing-
in. Investor appetite for bank bonds fell, risk premia rose 
and the incentive to issue bonds diminished. 
Fortunately, the Cyprus effect has been short-lived  
and conditions in the financing markets are now  
getting back to normal.
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Interest rates (%)

31-May 30-Apr. Monthly  
change (b.p.)

Year-to-date 
in 2013 (b.p.)

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

Euro

ECB Repo 0.50 0.75 –25 –25 –50

3-month Euribor 0.20 0.21 –1 1 –47

1-year Euribor 0.48 0.51 –3 –6 –75

1-year government bonds (Germany) 0.01 0.01 0 –13 –2

2-year government bonds (Germany) 0.07 0.01 6 9 6

10-year government bonds (Germany) 1.51 1.22 29 19 33

10-year government bonds (Spain) 4.44 4.14 30 –82 –208

10-year spread (b.p.) 293 292 2 –101 –241

Dollar

Fed funds 0.25 0.25 0 0 0

3-month Libor 0.28 0.27 1 –3 –19

1-month Libor 0.69 0.70 –1 –15 –38

1-year government bonds 0.13 0.10 3 –1 –4

2-year government bonds 0.29 0.21 8 5 5

10-year government bonds 2.13 1.67 46 39 69

Spreads corporate bonds (b.p.)

31-May 30-Apr. Monthly  
change (b.p.)

Cum. change  
in 2013 (b.p.)

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

Itraxx Corporate 103 96 7 –14 –80

Itraxx Financials Senior 147 146 1 5 –155

Itraxx Subordinated Financials 212 235 –23 –23 –284

Exchange rates

31-May 30-Apr. Monthly  
change (%)

Cum. change  
in 2013 (%)

Year-on-year change  
(%)

$/euro 1.300 1.317 –1.3 –1.3 4.1

¥/euro 130.640 128.320 1.8 –12.4 –25.0

£/euro 0.855 0.848 0.9 –5.0 –4.9

¥/$ 100.450 97.450 3.1 –13.5 –21.9

Commodities

31-May 30-Apr. Monthly  
change (%)

Cum. change  
in 2013 (%)

Year-on-year change  
(%)

CRB Index 472.9 478.3 –1.1 –2.3 0.1

Brent ($/barrel) 100.0 101.8 –1.7 –10.7 1.2

Gold ($/ounce) 1,387.9 1,476.8 –6.0 –16.7 –14.1

Equity

31-May 30-Apr. Monthly  
change (%)

Cum. change  
in 2013 (%)

Year-on-year change  
(%)

S&P 500 1,630.7 1,597.6 2.1 14.3 27.6

Eurostoxx 50 2,769.6 2,712.0 2.1 5.1 33.9

Ibex 35 8,320.6 8,419.0 –1.2 1.9 37.2

Nikkei 225 13,774.5 13,860.9 –0.6 27.6 57.1

MSCI Emerging 1,008.9 1,039.5 –2.9 –4.4 12.9

Nasdaq 3,455.9 3,328.8 3.8 14.5 25.8

KEY FINANCIAL INDICATORS
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The dip in the final part of the first quarter is being 
overcome. Globally, March’s activity indicators were worse 
than expected, raising doubts as to how the world’s economy 
would develop in the future. However, the positive tone of 
April’s figures has tended to dissipate these doubts to a large 
extent. We therefore maintain our main forecast scenario 
which predicts a slight improvement in 2013 compared with 
2012 and a more clearly expansionary 2014.

UNITED STATES

GDP picked up in the first quarter, supported by private 
consumption and stocks. Nonetheless, the advance (0.6% 
quarter-on-quarter, 1.8% year-on-year) was somewhat lower 
than expected due to the sharp drop in public consumption. 
We expect growth to moderate in the second and third 
quarters, anticipating greater impact from the automatic 
spending cuts resulting from the sequester. Nevertheless,  
the breakdown of the GDP figure, with private consumption 
significantly better than forecast and business investment 
maintaining part of the expected recovery, has led us to 
maintain our forecasts, predicting growth of 2.0% and 2.8% 
for the whole of 2013 and 2014, respectively.

In absolute terms, private consumption contributed 90%  
of the first quarter’s economic growth but will tend to  
lose some of its dynamism as its recovery is largely due to  
a temporary rise in income combined with smaller savings. 
Nonetheless, favourable financial conditions and the 
underlying resistance shown by the latest indicators point  
to growth of around 2.0% in annual terms.

Business investment lost part of its upswing in the previous 
quarter but should improve, bolstered by corporate earnings 
that posted another record high in December 2012 (12.7%  
of GDP), albeit still below their pre-crisis levels. Regarding 
residential investment, we expect this to continue making  
a positive contribution to growth, benefitting from the 
reduction in the surplus housing supply. We also expect the 
lower contribution by stock accumulation to be offset by 
smaller cuts in government consumption.

Employment provided a pleasant surprise in April with  
an unexpected fall in unemployment to 7.5%, although  
its recovery is still slow and represents the greatest risk  
to growth. One of the factors hindering its performance  
is the low activity rate (the proportion of people working 
compared with the population aged over 16, which is 
58.6%), which is still 4.8 percentage points below its figure  
at the start of the crisis due to the larger number of  
discouraged workers who are not counted as unemployed. 
The historically high proportion of long-term unemployed, 
who find it more difficult to find employment, is an 
additional burden.

INTERNATIONAL ECONOMY
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Indicators on the up at the beginning of the second quarter. 
March’s activity figures were weaker than expected. However, 
April’s figures, which were positive in general, suggest that  
the underlying trend is still one of recovery. It is worth noting 
the good tone of retail and consumer goods and consumer 
confidence in April, confirming the strength of consumption. 
This trend is being supported by the absence of appreciable 
inflationary tensions. The slight cloud for these positive figures 
was provided by business confidence which dropped a little  
in April.

JAPAN

Japan leaves the recession behind by growing 0.9% 
quarter-on-quarter in the first quarter, 3.5% in annual terms, 
becoming the advanced economy with the most growth; all 
boosted by the expansionary policy of Prime Minister Shimzo 
Abe, which has become known as Abenomics and is based  
on three pillars: monetary expansion, more public expenditure 
and structural reforms. The advance in the first quarter was 
based on sturdy private consumption (which will continue  
to benefit from fiscal stimuli throughout 2013) and on exports 
that were up by 16.0% quarter-on-quarter in annualized 
terms, encouraged by the yen’s depreciation.

Our growth forecast for the whole of 2013 rises from  
1.4% to 1.6% as, although the figure was in line with our 
expectations, this was accompanied by an upward revision  
of the two previous quarters. Our scenario expects this 
expansion to continue in 2014 since the effects of the Bank of 
Japan’s quantitative easing, which will double the monetary 
base between February 2013 and December 2014, should 
continue until well into the coming year. Similarly, the yen still 
has some room to depreciate further, which will continue to 
benefit exports. However, if nothing alters the situation, in 
April 2014 the tax levied on consumption is meant to go from 
5% to 10%, a measure that goes against the expansionary 
logic of Abenomics and which we therefore do not expect  
to be applied in its entirety.

The data for the second quarter confirm that the recovery  
is continuing. The trend in consumer confidence, which in 
April exceeded the average figure for the first quarter, 
confirms that household spending could maintain a similar 
growth rate to that of the first quarter. Exports also look like 
they have continued to thrive, as demonstrated by April’s 
good figures. Nonetheless, the recovery in domestic demand 
is also boosting imports.

EMERGING ECONOMIES

The emerging economies are showing disparate rates of 
activity. Although the latest indicators suggest that March’s 
dip in activity has tended to reverse in April overall, the  
actual tone of activity is different depending on the region  
in question. East Asia is still the most dynamic region on the 
globe, as shown by China’s good figures in April (international 
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trade, industrial production and retail sales). Nonetheless, 
some countries such as Korea and Taiwan are losing 
international competitiveness due to the appreciation  
of their currencies against the Japanese yen.

Latin America is suffering doubly from its dependence  
on the USA and China. Although both the US and China  
have moved away from their relatively weak figures in 
previous quarters, the slight dip suffered by both economies 
has affected those Latin American economies that depend  
the most on China’s purchases of raw materials (the  
situation of Brazil, for example) and those linked to the US 
manufacturing cycle (which would be the case of Mexico).  
The latter’s GDP figures for the first quarter were disappointing 
at 0.8% year-on-year. Although this figure is affected by 
unfavourable base and calendar effects (without these  
the resulting rate would be 2.2% year-on-year), we believe  
it has also been hit by the USA’s minimal growth in the  
fourth quarter of 2012.

With regard to Brazil, its first quarter growth was a little  
less than forecast, advancing 1.9% year-on-year due to 
consumption and exports performing worse than expected. 
Nonetheless, the significant rise in investment should also  
be noted, namely 4.6% year-on-year, a good sign of future 
growth.

Given this situation, those emerging countries with the 
lowest rates of activity continue to bolster their economies 
via expansionary policies. In particular, many of them  
(such as India, Turkey and Korea) have cut their official  
interest rates in the last few weeks, a trend we expect to 
continue in the short term. The situation of inflation,  
relatively contained in some of these economies thanks to  
the drop in international energy prices, is helping monetary 
policy to prioritize growth. Brazil stands out among those 
countries outside this trend. In spite of the slowdown in  
its economy there are still inflationary tensions, a situation 
that has led to the reference rate being raised by 50 basis 
points, up to 8%. This increase was greater than expected 
although we believe there will be at least one other rate  
hike this year.

In addition, some countries realize that, in order to support 
sustainable growth, they need to maintain or boost their 
agenda of structural reforms. In this respect, the most 
ambitious example at present is probably Mexico. After 
approving labour, education and telecommunications reforms, 
at the beginning of May the guidelines were presented for 
banking reforms whose main aim is to boost private credit.  
In the opposite direction is the case of India, whose growth 
has slid down towards the 5% zone (4.8% year-on-year in the 
first quarter of 2013), far from its 8% growth rate of previous 
years, which reminds us that sustainable growth in activity 
depends crucially on furthering the structural reforms that  
are pending (infrastructures, regulatory, financial, etc.)  
and on containing public debt (66.8% of GDP in 2012).
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FOCUS • The United States: sustainable consolidation?

According to the Congressional Budget Office (CBO),  
the federal deficit will shrink more quickly than expected. 
After the positive trend of the last few months, spurred 
on by the end of exemptions regarding payroll tax and 
some transfer of income from 2013 to 2012 on the part  
of higher income households, the Congressional Budget 
Office estimates that federal revenue will increase by 15% 
in 2013,(1) up to 17.5% of GDP. For its part, outlay would 
fall by 2.3% to 21.5% of GDP, reflecting the automatic 
adjustment resulting from the famous sequester. This 
improvement on both flanks, which would continue in 
2014, would help to shrink the federal deficit from 7.0% 
of GDP in 2012 to 4.0% in 2013, coming close to 3.4% in 
2014. In the short term, this prospect of correction is 
welcome. Not only because it indicates that fiscal 
consolidation is making headway but also because it 
relieves tensions regarding the debt ceiling, extending 
the deadline from August to October. Nonetheless, this 
does not resolve the problem of the sustainability of US 
federal debt in the long term.

Should current policies continue, the CBO projects that 
revenue will continue to increase, approaching 19% of 
GDP by 2023 thanks to the end of deductions for 
depreciation and the gradual improvement in the tax 
base of wages and earnings due to the improved 
economy. However, the correction in federal spending, 
excluding interest payments, stops at a relatively 
contained 19.4% of GDP by 2023 (21.3% in 2012). From 
this point on, affected by the ageing of baby boomers 
and their impact on Medicare (medical and healthcare for 
those over 65), it would rise to 26.1% of GDP in 2037 and 
32.6% in 2087. The projected improvement in revenue 
would therefore not be enough to offset rising outlays, 
taking federal debt to an alarming 200% of GDP by 2037.

There is a solution but it requires drawing up a long-term 
sustainability plan and coming to an agreement about 
whether spending should be cut, taxes increased or 
something halfway between. Cutting benefits is 
complicated. However, there is room to improve 
healthcare efficiency (the USA spends 17.4% on public 
and private healthcare when the OECD average  
is 9.6%). There is also room for tax hikes (especially  
on consumption and green taxation): in 2010, taxes 
accounted for 25% of GDP compared with 36.1% in 
Germany and 34.9% in the United Kingdom. On the other 
hand, eliminating the complicated system of deductions 
would introduce simplicity and increase revenue without 
the need for tax hikes. The solution therefore lies in the 
corridors of Congress.
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FOCUS • Abenomics: solution or patch?

In November, Shimzo Abe took over a Japan plunged  
into recession, suffering from everlasting deflation and 
seemingly about to lose all competitive advantage in the 
Asian market. Six months later, its economy leads the 
ranking of growth among the advanced economies, its 
nominal GDP is on the rise again and the yen, at an all-time 
low, has restored some of the competitiveness lost. The key? 
It is neither a secret nor a magic formula: it is Abenomics, a 
combination of economic policies (fiscal, monetary and 
supply) promoted by the new government whose aim is to 
get the Japanese economy out of the abyss of deflation and 
revive its growth potential. Will it work?

For the time being, it has obviously had an effect. To begin 
with, it has boosted the confidence of Japanese consumers, 
which largely explains the good growth figures for the first 
quarter. On the other hand, the expected monetary 
expansion by the Bank of Japan (the first pillar of 
Abenomics), which aims to take the monetary base of 29.4% 
of GDP to 57.3% by December 2014, has led to a 
depreciation in the yen, since October, of 23% against the 
dollar and 21% against the won and Taiwan dollar. This has 
boosted the exports of goods, albeit at the cost of its main 
Asian rivals and encouraging fears of a currency war. In this 
drive for growth, consumption and exports will soon be 
supported by a rise in public spending equivalent to 2.2%  
of GDP (the second pillar of Abenomics).

Nonetheless, although effective in the short term, 
demand policies are unlikely to boost long-term growth 
on their own. This requires taking action on the 
underlying problems gripping the Japanese economy 
which result in poor growth, unsustainable public 
finances (debt is higher than 235% of GDP) and a gradual 
erosion of the current account surplus. There are two 
Achilles heels: an ageing population and excessive 
corporate savings. In the short term, the yen’s 
depreciation is helping to improve the current surplus 
and channel part of these surplus corporate savings 
towards other countries, while negative real interest rates 
help to channel another part towards domestic 
investment. However, this will not be enough to absorb 
corporate savings that have been estimated at 29.5% of 
GDP in 2011. That is why the success of Abenomics 
critically depends on the correct administration of its third 
pillar: structural reforms.

These reforms must discourage excessive corporate 
savings (via measures such as lower taxes on dividends, 
incentives for investment or greater shareholder power). 
Public finances must also be adjusted to the demographic 
situation and mitigate, as far as possible, the impact of an 
ageing population on the activity rate, for example by 
encouraging female employment.
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UNITED STATES
2011 2012 2Q 2012 3Q 2012 4Q 2012 1Q 2013 04/13 05/13

Activity

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

Retail sales (without cars or petrol) 5.9 4.6 4.3 4.1 3.8 3.3 3.9 ...

Consumer confidence (value) 58.1 67.1 65.3 65.0 70.4 62.8 69.0 76.2

Industrial production 3.4 3.6 4.5 3.3 2.8 2.5 1.9 ...

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

Housing starts (thousands) 612 783 741 781 896 963 853 ...

Case-Shiller repeat sale price (value) 140 141 140 143 145 150 ... ...

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

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

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

Prices

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

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

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

Activity

Real GDP –0.5 2.0 4.0 0.4 0.4 0.0 –

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

Industrial production (value) –2.3 –1.0 5.1 –4.6 –6.7 –5.9 –3.7

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

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

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

Prices

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

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

Note: (1) Cumulative figure over last 12 months.
Sources: Communications Department, Bank of Japan, Thomson Reuters Datastream and own calculations.

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

Activity

Real GDP 9.3 7.8 7.6 7.4 7.9 7.7 –

Retail sales 17.1 14.3 13.9 13.5 14.9 12.3 12.8

Industrial production 13.7 10.0 9.5 9.1 10.0 9.6 9.3

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

Foreign sector

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

Exports 20.2 8.0 10.5 4.5 9.5 18.4 14.7

Imports 25.0 4.3 6.4 1.4 2.8 8.3 16.8

Prices

Consumer prices 5.4 2.6 2.9 1.9 2.1 2.4 2.4

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

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

Note: (1) Cumulative balance over 12 months. Billion dollars.
Sources: National Bureau of Statistics, Thomson Reuters Datastream and own calculations.

KEY ECONOMIC INDICATORS
Percentage change compared with the same period a year ago, unless otherwise specified
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The recession is easing. As expected, the euro area continued 
to contract in the first quarter of the year but the rate  
of decline in activity slowed down (–0.2% quarter-on-quarter 
in 1Q 2013, –0.6% in 4Q 2012). This trend can be observed in  
all countries for which figures are available. The scenario of 
gradual recovery is therefore being confirmed and a return  
to positive growth rates, albeit modest ones, seems close at 
hand. Once again the German economy remained at the head 
although without having too much to boast about (its growth 
remained at 0.1% quarter-on-quarter). However, GDP shrank 
in the rest of the large countries (–0.2% in France, –0.5%  
in Spain and –0.5% in Italy).

Most activity indicators point to a slow recovery for the 
second quarter. In May these indicators, erratic throughout 
the first quarter of 2011, picked up part of the ground lost 
over the last few months and are once again hinting at a 
positive although slightly volatile trend. The composite PMI 
for the euro area rose to 47.7 points thanks to manufacturing. 
Although the average of 47.3 points for April and May was 
below the figure for the first quarter, namely 47.7, the 
underlying trend is still positive and we continue to believe 
that the worst of the recession is now behind us. However, 
there are notable differences between countries. The French 
index remains at a standstill in the contraction zone. 
Germany, however, is picking up speed: its PMI is already 
approaching 50 points and the Ifo index increased after  
two months of drops.

Economic sentiment improved in May, coming close  
to the figures achieved in February and March, once  
again suggesting a slightly positive trend. Although the 
movements over the last few months have been similar in all 
countries, their levels are still highly disparate. Of particular 
note is the increase occurring in Germany and Spain, namely 
5.4 points and 6.1 points from the minimum levels reached 
last summer. France, however, has practically lost all the 
ground gained at the end of last year. These trends are 
expected to continue over the coming months, with Germany 
at the head and Spain coming out of recession little by little. 
France and Italy are providing some cause for concern as, 
although they are not presenting any great macroeconomic 
imbalances, growth is failing to show any sign of picking  
up and their agendas of structural reforms are progressing 
very slowly.

Consumer confidence rose in May up to the levels of one 
year ago. Specifically, this reached –21.9 points, better than 
the average for the first quarter (–23.7). Nonetheless, it is  
still very much below its historic average (–13), so its recovery 
is vital to boost domestic consumption.

Domestic demand is failing to pick up. Specifically, retail 
sales for March, with a decline of 2.4% year-on-year, are still 
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not showing any sign of improvement. The greatest drops 
were concentrated in the periphery countries such as Spain 
(–10.5%) and Portugal (–5.9%), which are undergoing severe 
adjustment. The core countries also declined but to a much 
smaller degree: Germany (–0.4%) and France (–0.7%). The 
continued rise in unemployment, reaching a new peak of 
12.2% in April, is making it difficult for household 
consumption to recover. Weak demand and falling oil prices 
pushed April’s inflation down by half a point to 1.2%. This 
will remain at a low level as no continual rises are expected 
in energy prices or any recovery in demand that might push 
up prices.

The situation of the labour market varies greatly from 
country to country. For the euro area as a whole, May’s 
index for employment expectations over the next three 
months points to the labour market not getting any worse 
although, for the time being, neither is there any clear 
change in trend towards recovery. Spain has performed 
particularly well, especially in services as the average index 
for April and May (–3.6) is six points higher than the figure 
for the first quarter and close to the threshold as from which 
jobs are created. This variable also improved more than two 
points on average in the manufacturing sector during April 
and May compared with the first quarter, up to a negative 
value of 10.7 points. In Germany these indices have 
remained stable at clearly higher levels so that, for the  
time being, there is no doubting the capacity of the  
German economy to continue creating jobs in spite of  
its unemployment rate remaining at an all-time low.  
France, however, saw a slight upswing, but was still far  
below the euro area’s figure of 13.5 negative points.

The foreign sector continues to be the main support for 
the economy. In March goods exports grew by 2.8%  
year-on-year in nominal terms (–1.0% imports), raising  
the goods surplus to 28.1 billion euros in the first quarter. 
Moreover, the index for export expectations has notably 
improved in the second quarter, standing clearly above the 
figures posted at the end of 2012. Consequently, the foreign 
sector does not look like running out of steam for the 
moment. However, what is, on the one hand, a reason to  
be satisfied (the recovery is based on the foreign sector 
partly because of improved competitiveness), on the other 
hand it is a symptom of the fragility of the current economic 
situation. In this respect, the slowdown in growth of the 
main emerging countries such as Brazil and India and, to a 
certain extent, China, is raising doubts as to how far exports 
can grow in the medium term. In principle, these countries 
will continue to enjoy high growth rates and they also have  
a lot of room to implement economic policies to continue 
stimulating their demand if necessary, although given the 
importance this sector is acquiring we will have to keep  
a close eye on developments.

In Germany, industrial orders from outside the euro area  
are losing steam and, to some extent, their trend hints at how 
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exports will perform in the future. Specifically, these orders 
decreased in March by 1% year-on-year. In general, this is 
quite a volatile series and, moreover, in January and February 
it grew by 3% so it would be overly hasty to predict any 
downward slide for the time being. What is clearer is that the 
high growth rates of previous years, namely 9.4% in 2011 and 
3.3% in 2012, now appear quite distant.

The latest EC forecasts suggest a slightly slower exit from 
the crisis. For 2013, the EC predicts a 0.4% drop in GDP for the 
euro area. The revival of the global economy will continue to 
be supported by exports but domestic demand will remain 
depressed due to the adjustments being carried out in the 
balances of economic agents. With a view to 2014, the EC 
predicts growth of 1.2% although this is subject to the 
different countries making headway in their programmes of 
reforms. The EC also recognizes the need to strengthen the 
euro area’s institutional architecture. In this respect, crucial 
decisions will be taken at the European Council on 27 June 
regarding the process of banking and fiscal union (see the 
Focus «Banking union: advancing in fits and starts»).

The EC has eased the path of fiscal consolidation given the 
slow progress being made by the recovery. The EC has 
evaluated the effort made by each country according to the 
reduction achieved in its structural deficit (the part of the 
public deficit remaining after eliminating the impact of the 
overall economic situation). In this respect, it has shown itself 
to be quite satisfied with the progress made by most 
countries. This revision in the path of fiscal consolidation  
is a result of the economic decline occurring which has been 
greater than expected, increasing the cyclical part of the 
deficit. Without doubt, this revision will help to make the 
process somewhat easier to bear. Specifically, for Spain, 
France, Poland and Slovenia the EC is now granting two 
additional years to bring their public deficits below 3%  
and one additional year for the Netherlands and Portugal.

The new mantra is to speed up and extend structural 
reforms. This year the EC has particularly emphasized  
the importance of implementing an ambitious agenda  
of structural reforms. The adjustment process that many 
periphery countries still have to carry out will keep growth  
at moderate rates over the coming years. Moreover, in some 
core countries there are also serious doubts regarding their 
capacity for long-term growth. That is why the EC has 
presented a detailed agenda of reforms for each country.  
In France, for example, it is vital to regain competitiveness as 
French exports have been losing market share for several years 
now. In this respect, making its labour market more flexible  
is seen as one of the key factors to turn this situation around. 
Italy’s extensive black economy is still a source of concern, as 
well as its relatively inefficient judicial system. In other words, 
the list is long and detailed and a clear indication that a lot  
of work still remains to be done.

Source: European Commission. 
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FOCUS • Will the ECB venture into unknown waters?

in a position to cope with any possible adverse effects 
resulting from such a heterodox measure. In other words, 
it has not been ruled out.

Within an environment of marked economic weakness 
and depressed inflation, at its meeting on 2 May the 
Governing Council of the European Central Bank (ECB) 
decided to cut the official interest rate to 0.5%, an  
all-time low. This step is significant because it confirms,  
once again, the ECB’s desire to go on playing an active 
role in resolving the euro area crisis.

However, in spite of its resolute determination, the 
institution recognizes that the measures adopted to  
date are not being effective in reducing the persistent 
divergence in access to bank credit by firms (especially 
SMEs) among the different countries (see the Focus 
«Financial (re)integration in the euro area», in the 
Financial Markets section of this Monthly Report). The 
institution’s concern was plain to see in its report on  
this meeting: «The Governing Council decided to start 
consultations with other European institutions on 
initiatives to promote a functioning market for asset-
backed securities», also known as ABS. Going into more 
detail, Mario Draghi explained that there is a task force 
made up of the ECB, the European Investment Bank and 
the European Commission whose aim is to study possible 
measures to help revive the ABS market, especially those 
collateralized by SME loans.

Although reactivating the ABS market is no simple task, 
the European authorities have several alternatives that 
should not present any great technical difficulty. Firstly, 
the ECB could relax the criteria for an ABS to be accepted 
as collateral in its ordinary loan operations (as it already 
did in December 2011). However, Draghi’s comments  
hint at the institution resorting to an innovative measure 
of greater scope. In this respect, a second alternative 
consists of carrying out further long-term refinancing 
operations (LTRO) collateralized specifically by SME loans. 
The maturities could be longer than 3 years and at a  
fixed interest rate. A third alternative being discussed  
is for the European Investment Bank to acquire SME  
loan portfolios, partly financed via the ECB. The option  
of the ECB directly buying up ABS seems to have  
been discarded.

Moving onto the area of interest rate policy, the ECB still 
has two alternatives available. The most obvious is  
to cut the official interest rate even further (the one for 
loan operations), although there is not much room left 
and the already very low levels call the effectiveness  
of this measure into question. The second, which would 
entail venturing into unknown waters, would be to set  
a negative deposit facility rate in order to encourage the 
circulation of surplus reserves. Although the ECB is highly 
unlikely to choose this option, Mario Draghi confirmed 
publicly that the institution is technically ready and  
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FOCUS • Banking union: advancing in fits and starts

A mere five months after the European Council agreed 
the roadmap to create European banking union, the first 
signs of disagreement are starting to appear among the 
members. The idea emerged almost a year ago as a 
mechanism to break the vicious circle between sovereign 
and bank risk and thereby construct a more robust 
monetary union. Now these disagreements are 
threatening the project’s progress and have raised  
fears that the consensus will only be enough for a 
decaffeinated banking union.

The good news is that the first step, the establishment  
of the Single Supervisory Mechanism, is near completion. 
The figure of a sole supervisor, a responsibility that will 
fall to the ECB, was approved in May. Previously, and  
to harmonize regulation between different states, the 
directive was passed that introduces the new Basel III 
rules. Nonetheless, the new supervisor will not be fully 
operational until mid-2014. The ECB must not only hire 
new personnel but it also wants precise details on the 
situation of the institutions that will come under its 
supervision. To this end, they must undergo exhaustive 
audits, as carried out on Spanish banks last summer.

From this point on, consensus becomes more 
complicated. European authorities are still looking at  
two regulatory initiatives that, although they predate the 
idea of banking union, are crucial to progress being made 
in this area.

The first is the creation of a common regulatory 
framework that lays the foundations to handle future 
banking crises and facilitate the orderly resolution of 
institutions, as most European countries lack such a 
system. Among others, this framework will include rules 
on the allocation of losses among creditors of banks 
being resolved (the so-called bail-in) with the aim of 
minimizing the cost for taxpayers. The debate regarding 
these rules, which intensified after Cyprus’s bailout, in 
addition to the order of priority for liabilities, includes  
the possibility of loans between the resolution funds  
of the different states or the contribution of deposit 
guarantee funds (DGF) to the cost of the resolution. 
Nonetheless, the aim is for the new framework to enter 
into force in January 2015.

The second initiative pending is the reform and 
harmonization of DGF so that all countries have a fund, 
pre-financed by banks, that is relatively the same size. 
Given the fiscal consequences of public guarantees  
for the DGF, this is one of the most delicate issues yet  
to be resolved and it is currently at an impasse.

The biggest disagreements, however, are arising from 
what should be the union’s second pillar: the creation of 

the Single Resolution Mechanism (SRM). The controversy 
lies in whether it is possible to create, within the 
framework of the current European treaties, a single 
Europe-wide authority with full powers to act. In the 
opinion of the German Finance minister, Wolfgang 
Schäuble, for a single resolution authority to successfully 
carry out its work, it would require legal and coercive 
powers that are not covered by the current treaties, 
which must therefore be revised.

Until they have been revised, the German minister 
suggests that the SRM be implemented via the 
coordinated action of national resolution authorities, 
which would act under the aforementioned rules 
governing crisis management. Only the national funds 
would be available to finance resolutions although these 
authorities could resort to the ESM if necessary.

Certainly the design of the single resolution authority  
will have to take the issue of legal certainty very much 
into account. At the end of the day, the decisions it takes 
will have critical consequences not only for the future of 
banks but also for shareholders, creditors and potentially 
taxpayers. However, an SRM as planned by Germany 
would involve other, quite considerable problems.  
For example, mere cooperation between national 
authorities would not guarantee that decisions are taken 
in the interest of Europe’s financial system as a whole. 
This has been acknowledged by the ECB itself which 
believes that, in order for the single supervisor to be 
effective, there must be an SRM with a single resolution 
authority. However, the fundamental problem would be 
the lack of a common resolution fund, preventing a total 
break between sovereign risk and bank risk. Sacrificing 
the goal that justifies the whole journey seems to be  
too risky a decision.

The vicious circle between sovereign and bank risk 

Source: Own calculations.
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Activity and employment indicators
Values, unless otherwise specified

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

Retail sales (year-on-year change) –0.3 –1.9 –1.9 –1.7 –2.8 –2.0 ... ...

Industrial production (year-on-year change) 3.3 –2.3 –2.3 –2.1 –3.1 –2.4 ... ...

Consumer confidence  –14.5 –22.3 –19.5 –23.8 –26.2 –23.7 –22.3 –21.9

Economic sentiment  101.7 90.4 92.3 87.4 86.8 90.1 88.6 89.4

PMI Manufacturing 52.2 46.2 45.4 45.1 45.9 47.5 46.7 47.8

PMI Services 52.6 47.6 46.9 47.1 46.9 47.6 47.0 47.5

Labour market

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

Unemployment rate: euro area (% labour force) 10.2 11.4 11.3 11.5 11.8 12.1 12.2 ...

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

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

Italy (% labour force) 8.4 10.7 10.6 10.8 11.3 11.9 12.0 ...

Spain (% labour force) 21.7 25.0 24.7 25.5 26.1 26.6 26.8 ...

Sources: Eurostat, European Central Bank, European Commission, Markit and own calculations.

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

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

Current balance: euro area 0.2 1.4 0.7 1.0 1.4 1.8 ... ...

Germany 6.2 7.0 6.5 6.8 7.0 6.9 ... ...

France –1.9 –2.3 –2.1 –2.2 –2.3 –2.3 ... ...

Italy –3.1 –0.5 –1.8 –1.1 –0.5 0.1 ... ...

Spain –3.7 –1.1 –3.1 –2.3 –1.1 0.0 ... ...

Nominal effective exchange rate (1) (value) 103.4 97.9 98.2 95.9 97.9 100.7 100.4 100.5

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

KEY ECONOMIC INDICATORS FOR THE EURO AREA

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

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

Private sector financing

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

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

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

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

Deposits

On demand deposits 1.4 4.1 2.4 4.9 7.2 8.0 9.8

Other short-term deposits 2.6 2.1 2.4 1.1 1.9 1.0 0.1

Marketable instruments –5.5 0.1 2.8 0.7 –3.6 –9.7 –14.2

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

Notes: (1) Data adjusted for sales and securitization. (2) Including NPISH. (3) Loans of more than one million euros with a floating rate and an initial rate fixation period of up to one year. 
(4) Loans with a floating rate and an initial rate fixation period of up to one year.
Source: European Central Bank.
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The Spanish economy is still in recession but a scenario of 
gradual recovery is taking shape. GDP’s rate of contraction 
fell in the first quarter compared with the previous period 
(–0.5% in 1Q 2013, –0.8% in 4Q 2012) and leading business 
and confidence indicators for the second quarter suggest  
a gentle upward trend. All this is consistent with a scenario  
of gradual recovery, with a second quarter in which negative 
growth rates will still be recorded and a second half of the year 
with very moderate but positive rates. Our scenario predicts  
a 1.4% decline in 2013 and 0.8% growth in 2014. In its latest 
Economic Outlook, the OECD presents a somewhat more 
pessimistic scenario with –1.7% growth in 2013 and 0.4% 
growth in 2014 (previous forecast: –1.4% and 0.5%, 
respectively). According to this institution, the Spanish 
economy will continue in recession in 2013 due to its fiscal 
consolidation and private sector deleveraging, undermining 
domestic demand. The growth of its trading partners and 
gains in competitiveness-cost, together with improvements in 
financing terms, will be the points of support for the economy.

This revitalization is being driven by the foreign sector  
but domestic demand is presenting a more contained 
deterioration. In the first quarter, GDP’s rate of contraction  
fell thanks to the positive contribution of 0.1 points by exports 
and a smaller decline in domestic demand (–0.6% in 1Q 2013 
compared with –2.0% in 4Q 2012). The fall in the rate of 
decline for domestic demand can be explained by the 
favourable trend of two components. On the one hand,  
the slump in private consumption eased notably (–0.4%  
in 1Q 2013 compared with –1.9% in 4Q 2012) with the 
disappearance of the negative effect on consumption caused 
by the VAT hike in the fourth quarter. Due to the same effect, 
capital goods investment also performed better, recording 
quarter-on-quarter growth of 0.1% (compared with –5.2% in 
4Q 2012). Although this improvement is partly temporary, the 
decline in domestic demand does not seem, for the moment, 
to be getting any worse (see the Focus «The points of support 
for domestic demand»).

Better figures for the labour market and retail sales are 
encouraging optimism regarding an imminent revival.  
In spite of the bad situation of the labour market, the most 
recent data indicate a somewhat more favourable trend. The 
number of people registered as employed with Social Security 
grew by 51,077 in April, a positive figure if we take into 
account the fact that, unlike other years, Easter fell in March. 
On the other hand, registered unemployment fell by 46,050 
people, reducing the year-on-year rate of change by 0.8 
percentage points to 5.2%. Although the recovery in the 
labour market will lag behind the GDP trend, as usually 
happens in episodes of recovery, there are increasing signs  
of this stabilizing. Demand indicators are also showing some 
improvement in line with this situation. April’s retail sales rose 
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Breakdown of GDP and forecasts
Quarter-on-quarter change, %

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

Private consumption –1.9 –0.4 –0.3 –0.2 –0.1

Public consumption –0.3 –1.2 –1.1 –0.9 –0.8

Investment –3.9 –1.1 –1.1 –0.9 –0.4

Capital goods investment –5.2 0.1 –0.1 0.2 0.3

Construction investment –2.8 –2.5 –1.6 –1.4 –0.8

Net exports (*) 1.2 0.1 0.5 0.5 0.4

GDP –0.8 –0.5 –0.2 0.1 0.1

Note: (*) Contribution to GDP growth.
Sources: National Institute of Statistics and own calculations.

 Forecasts
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by 0.5% monthly (%), adjusted for seasonal and calendar 
effects, leading to a significant rise in the year-on-year rate  
of change from –8.7% in March to –5.5% in April. Although 
consumer confidence fell slightly in May, it stood at –31.6 
points, above the average for the first quarter (–32.6). The 
current level of these indicators is still compatible with a 
decline in private consumption in the second quarter but  
the rate will be lower.

Leading supply indicators are showing an upward trend  
but remain in the contraction zone. Industrial production 
improved substantially in March with a year-on-year change, 
adjusted for calendar effects, that went from –6.9% in 
February to –0.6% in March. Although this series is erratic and 
consequently part of the increase is likely to correct itself over 
the coming months, the upward trend seems to gradually be 
consolidating. The PMI manufacturing index improved slightly 
in April but, with 44.7 points, remained in the zone of recession. 
The confidence index for industry also increased in May 
(–14.7) compared to its figure for April (–17.4). On the whole, 
supply indicators seem to confirm the positive trend observed 
since June 2012, pointing to the slowdown in activity easing.

The real estate sector has cooled down again due to the  
end of tax incentives for buying a home. The construction 
sector is continuing to adjust and has now accumulated  
5 consecutive years of contraction. Sales were only boosted 
temporarily by tax incentives in force up to December 2012.  
In March, sales fell once again by 12.6% year-on-year. At  
the same time the number of mortgages granted is also 
continuing to fall: in March these were down 34.1% year- 
on-year. As long as domestic demand goes on recovering, 
household deleveraging diminishes and sources of financing 
recover, the real estate industry will tend to stabilize.

The restructuring of the banking sector is making good 
headway but is still not complete. With tensions diminishing 
in the sovereign debt market, banks’ funding conditions  
have also improved: banks have issued bonds and mortgage-
backed securities at a reasonable cost. Other signs of the 
sector getting back to normal are the fact that they are 
increasingly less reliant on the Eurosystem and non-resident 
sources of funding have stabilized. In an additional effort  
of transparency to ascertain the quality of all the assets on 
banks’ balance sheets, the Bank of Spain has toughened up 
the criteria to classify refinanced and restructured loans.  
These loans total over 208 billion euros for the sector as a 
whole. Of these, 37% are doubtful loans and are 41% covered 
by reserves, while 21% are classified as substandard and  
are 18% covered. The new classification criteria could lead  
to more provisions being required.

The points of support for the economy are the foreign 
sector and an agenda of encouraging reforms. The Spanish 
economy’s external imbalance has been corrected: in the first 
quarter, the current account balance posted its first surplus 
since 1997. This has largely been possible thanks to the good 
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performance by the goods balance which, in March, posted its 
first trade surplus in five decades (634.9 million euros in March 
compared with a deficit of 3.3 billion in 2012). This correction 
was due to the 20.8% year-on-year increase in sales outside 
the euro area and to the 15.0% decrease in imports thanks  
to falling oil prices. We expect the current balance to continue 
growing throughout the year (see the Focus «Current 
correction... sustainable?»). This is mostly possible due to  
the significant gains in competitiveness achieved over the  
last few years. In particular, unit labour costs have adjusted 
considerably, a trend that continued in the first quarter (–3.2% 
year-on-year) and which the bulk of the evidence available 
suggests will continue in the coming quarters.

The latest tourism figures reinforce the role being played  
by the foreign sector as the driving force for the economy. 
Entries by foreign visitors picked up in April (increasing by 
3.1% year-on-year), a good figure if we take into account  
the fact that, unlike other years, Easter was in March. If we  
add together March and April and thereby eliminate the effect 
of Easter, this year-on-year change rises to 5.2%, a notable 
increase compared with the beginning of the year. Should  
the trend observed between January and April continue,  
the number of tourists entering Spain could reach 59 million 
this year, close to the record figure achieved in 2008.

The EC is prioritizing growth, relaxing its deficit targets and 
defining a strict agenda of structural reforms. The new 
deficit targets are slightly less strict than those contained in 
the Stability Programme. Specifically, these are 6.5% for 2013, 
5.8% for 2014 and 4.2% for 2015 (instead of 6.3%, 5.5% and 
4.1%). For 2013, the EC estimates that the measures announced 
will be enough to meet this target but, as from 2014, new 
measures must be approved. For the time being, the latest 
budget spending figures provided by the central government 
show that the deficit up to April (2.4 points of GDP) is similar 
to the one recorded in 2012. Given that, for the whole of the 
year, the government deficit must fall by 0.3 percentage points, 
greater effort is very likely in the coming quarters. For their part, 
the autonomous communities have a larger deviation with their 
deficit increasing by 0.1 points compared with 2012, while they 
need to reduce this by 0.5 points. However, this figure must be 
analyzed with caution as it only corresponds to one quarter. 
Moreover, a comparison with the balance at this time last year 
could be misleading as most of the adjustment took place 
during the second half of 2012. The EC is stressing the need to 
continue making progress in structural reforms and has set a 
demanding schedule. With regard to the labour market, there 
is a need to evaluate the labour reform of 2012 and present 
modifications (if necessary) in September. In the fiscal sphere, 
the sustainability factor must be incorporated into pensions by 
the end of 2013 and the tax system revised by March 2014. In 
the area of energy, the electricity tariff deficit must be tackled. 
And, moreover, a range of draft bills must be passed and 
implemented, such as the one on the single market, the reform 
of local administration and the entrepreneur act, among others.
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Fiscal balance by administration
% of GDP

Latest
figure

Previous 
year’s figure

2013
target 2012

Central government (April) –2.4 –2.4 –3.8 –4.1

Social Security (1Q) 0.2 0.4 –1.4 –1.0

Autonomous comm. (1Q) –0.1 0.0 –1.3 –1.8

Local corp. – – 0.0 –0.2

Total –2.3 –2.0 –6.5 –7.0

Sources: Ministry of Taxation and Public Administrations and own calculations.
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FOCUS • The points of support for domestic demand

Domestic demand is the hardest hit by the far-reaching 
adjustments being made by the Spanish economy. Since 
the recession started in 3Q 2008 and up to 1Q 2013, it 
shrank by 14% in real terms and the outlook is not very 
promising. Domestic demand is unlikely to pick up until 
the deleveraging process has been completed. However, 
the supports for consumption and production 
investment will gradually get stronger over the coming 
quarters.

Private consumption has accumulated a fall of 7.6%  
but its rate of decline has lessened in the last quarter 
(–0.4% in 1Q 2013 vs. –1.9% in 4Q 2012). However, part  
of this improvement is due to the reversal of the effect 
of the VAT hike in September 2012 and, moreover, the 
situation of the job market does not augur a very rapid 
recovery. Nevertheless there are at least three factors 
that will help to stabilize private consumption in the 
coming quarters:

• Household savings: in spite of being at historically 
low levels (8.1% of the gross disposable income of 
households in 2012), the savings rate could still fall  
by an additional one to two percentage points.

• Gross disposable income of households: although  
it is true that employee wages will remain weak, non-
wage income has better prospects thanks to the rise in 
the number of self-employed workers and the improved 
gross operating surplus generated by their activities.

• Financing costs: the ECB’s recent cut in the official 
interest rate as well as its promise to keep to an 
expansionary monetary policy for a prolonged period  
of time will make the deleveraging process easier  
to bear.

Like household consumption, investment in capital 
goods saw a notable improvement in 1Q 2013 compared 
with the preceding quarters (0.1% in 1Q 2013 versus 
–5.2% in 4Q 2012). However, unlike consumption, 
historically investment used to exit recessions with a 
rapid improvement in its growth rates. Will it be the 
same this time? We can identify two factors that will  
help to revive corporate investment:

• Cash hoarding: a growing number of firms are 
accumulating liquid assets on their balance sheets.  
Such excess savings are a precautionary measure given 
the uncertainty regarding the economic climate and 
access to sources of financing. As the economic situation 
improves and uncertainty diminishes, these firms will  
be in a good position to invest.

• Financing costs: since July 2012, the interest rate  
on Spain’s 10-year sovereign bonds has fallen by 2.6 

percentage points. Over the coming months, changes  
in the cost of public debt will gradually be passed on to 
interest rates for business loans. The effect this might 
have on investment is quite considerable: according to 
the Bank of Spain’s estimates, for each percentage point 
the interest rate falls, investment rises by 1.5 points.

In short, to achieve a sustained economic recovery, it is 
essential for domestic demand to pick up. This year it 
will probably still be depressed but the points of support 
that are being forged, and which should consolidate 
over the coming quarters, give us reason to believe that 
its recovery is close at hand.
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FOCUS • Current correction... sustainable?

In 2007, Spain’s current account deficit reached 10% of 
GDP. The crisis arrived and, with it, an extraordinary 
correction that returned this deficit to 1.1% by 2012. How 
was this achieved? Without forgetting the favourable 
trend in the income and transfer balances, the lion’s share 
of this correction was due to the incredible improvement in 
the balance of goods and services. An improvement that, in 
turn, was boosted by exports of a strength that has surprised 
both Spaniards and others but also by imports remaining 
subdued, in line with the weakness of domestic demand. 
This contribution by imports, however, calls into question 
the sustainability of the adjustment once the domestic 
economy picks up. To what extent are these fears justified?

Let’s start with the obvious: when the economic cycle 
improves and domestic spending picks up, imports shall 
normally rise; at a faster or slower pace depending on  
the rate of economic growth and the competitiveness 
regained over these years. If the rest of the items 
remained unaltered, this greater drive on the part of 
imports would undoubtedly damage the external 
balance. However: there are reasons to believe that any 
recovery in imports could be offset by exports, spurred 
on by the euro area’s improved economy but especially 
by structural improvements. Of particular note among 
these improvements are: (1) substantial gains in external 
competitiveness (see the second graph); (2) a notable 
increase in the number of firms exporting, which are 
unlikely to go back to restricting themselves to the 
domestic market even when the situation improves; and 
(3) a growing diversification in terms of target markets 
and the type of product exported.

But how important is the cyclical effect likely to be 
compared with the structural? To give an idea, based on a 
simple econometric analysis that relates the current account 
balance with the economic cycle and competitiveness, we 
estimate that 55% of the correction in the current account 
deficit between 2007-2012 could be put down to the cycle. 
The remaining 45% could be attributed to improvements in 
competitiveness and other advances of a structural nature. 
If we project this analysis into the future, based on a deficit 
of 1.1% of GDP; assuming (1) the recessionary phase of the 
cycle is corrected in five years (which we calculate would 
lead to a decline in the current balance of 2.7 GDP points); 
and (2) that the recovery of structural advantages continues 
at a similar rate to the past five years, we estimate a deficit 
by the end of the period of 1.3% of GDP. This figure is 
consistent with a scenario of external sustainability for 
the Spanish economy. The key therefore lies in persevering 
with competitiveness and encouraging the largest possible 
number of firms in the largest possible number of sectors to 
start exporting to the largest possible number of countries.
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Last year, when tensions in Europe’s debt markets  
were at a peak, the Treasury auctions were scrutinized 
very closely. Demand, price, maturities, degree of 
participation by foreign investors... All the details  
were analyzed minutely to assess the confidence  
of international investors in the Spanish economy.  
Now the conditions have changed but to what extent  
has confidence returned?

In the first five months of the year, the Treasury’s bond 
issuance rate has beaten the records of the last few  
years. In May, the volume reached 23,624 million euros  
(11,046 in May 2012) covering almost half the financing 
needs expected for the year, which we estimate at  
240 billion euros. In the case of long-term bonds,  
this coverage reaches 53.3%, a clearly higher  
proportion than that of previous years, which was  
below 45%.

Moreover, this faster rate of issues has not been carried 
out either at the cost of raising the price or reducing the 
maturities; quite the opposite, in fact. Regarding price, 
the lower cost of financing new issuances pushed the 
average interest rate for the debt down to 3.84% in 
March, 6 basis points less than at the end of last year. 
With regard to maturities, the average length of the  
debt in circulation stabilized in the first quarter of 2013  
at 6.3 years, putting an end to two consecutive years  
of decreases. The auctions carried out in April and May 
have consolidated these trends.

The assessment of the other key element, namely  
the degree of participation by foreign investors in the 
auctions, is also very positive. Over the last few months, 
the percentage of Spain’s public debt in the hands  
of non-residents has once again risen, reaching 38.7%  
in March (after hitting its lowest level in August 2012  
at 33.5%). In the 10-year syndicated bond sale of 14 May, 
for example, this participation reached 48%.

The overall assessment must therefore be very positive 
but some words of caution are nevertheless required.  
Not all the improvement in financing conditions is due  
to a better perception of the Spanish economy. Easier 
monetary conditions worldwide have been crucial, as 
well as the ECB’s explicit support to do whatever it takes 
to preserve the unity of the euro. The Treasury has done 
well in taking advantage of the conditions but Spain’s 
economy will not fully regain the confidence of 
international investors until it has completed the 
adjustment and presents a sustained rate of growth  
at acceptable levels.

FOCUS • The Treasury takes advantage of opportunities to issue bonds

30 

35 

40 

45 

50 

55 

60 

Public debt in the hands of non-residents  
Proportion of total debt in circulation (%)

Source: Spanish Treasury. 

2011 2012 2013 

3 

4 

5 

6 

7 

3 

4 

5 

6 

7 

Average cost and maturity of debt 
in circulation 
(%) 

Average maturity (right scale)Average cost (left scale)

(years)

Note: (*) April figures. 
Source: Spanish Treasury.

00 01 02 03 04 05 06 07 08 09 10 11 12 13 (*) 

0 

10 

20 

30 

40 

50 

60 

2010 2011 2012 2013 (*) 

Treasury long-term debt issuances  
Proportion of the total bonds and securities issued 
per year (%) 

January-April May  

Note: (*) Forecasts Research Department of ”la Caixa”. 
Sources: Bank of Spain, Spanish Treasury and own calculations. 



30  SPANISH ECONOMY

www.lacaixaresearch.comJUNE 2013

Activity indicators

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

Industry

Electricity consumption –1.3 –2.0 –1.9 –2.6 –2.0 –3.9 –2.6 ...

Industrial production index  –1.3 –6.0 –7.1 –5.2 –5.7 –4.1 ... ...

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

PMI Manufacturing (value) 47.3 43.8 42.2 43.6 44.5 45.7 44.7 ...

Construction

Building permits –13.5 –42.7 –44.8 –47.8 –43.5 –28.0 ... ...

House sales –18.1 –8.8 –11.3 0.5 3.0 7.9 ... ...

Services

Foreign tourists 6.1 2.2 2.6 4.9 –1.5 1.8 3.1 ...

PMI Services (value) 46.5 43.1 42.4 42.6 42.6 45.7 44.4 ...

Consumption

Retail sales –5.4 –7.1 –6.7 –7.2 –10.2 –8.5 –5.5 ...

Car registrations –14.5 –13.5 –14.0 –16.9 –21.6 –11.1 10.8 ...

Consumer confidence index (value) –17.1 –31.7 –29.0 –35.2 –37.8 –32.6 –28.8 –31.6

Sources: Ministry of Finance and Competitiveness, Ministry of Public Works, National Institute of Statistics, Markit, European Commission and own calculations.

Prices

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

General 3.2 2.4 2.0 2.8 3.1 2.6 1.4 1.7

Core 1.7 1.6 1.2 1.6 2.3 2.2 1.9 ...

Unprocessed foods 1.8 2.3 1.9 2.5 3.3 3.3 2.7 ...

Energy products 15.8 8.8 7.8 11.0 8.8 4.8 -2.5 ...

Source: National Institute of Statistics.

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

Employment indicators

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

Registered as employed with Social Security (1)

Employment by industry sector

Manufacturing –2.7 –5.3 –5.2 –5.9 –5.9 –5.8 –5.0

Construction –12.2 –17.0 –17.3 –17.7 –16.8 –15.8 –14.5

Services 0.2 –1.7 –1.6 –1.8 –2.6 –3.0 –3.2

Employment by professional status

Employees –1.4 –3.8 –3.7 –3.9 –4.7 –5.1 –4.9

Self-employed and others –1.2 –1.4 –1.3 –1.4 –1.6 –1.4 0.0

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

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

Hiring contracts registered (3)

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

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

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

Claimant count (3)

Under 25 0.6 4.5 7.3 4.0 0.5 –4.3 –5.2

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

TOTAL 4.8 10.9 11.9 11.9 10.5 7.1 5.2

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

2011 2012 2Q 2012 3Q 2012 4Q 2012 1Q 2013 Saldo  
03/13 (1)

Financing of non-financial sectors (2)

Private sector –2.0 –4.0 –3.2 –4.2 –5.4 –7.7 1,940.4

Non-financial firms –2.0 –4.1 –2.9 –4.3 –6.4 –10.1 1,120.2

Households (3) –2.0 –3.8 –3.6 –4.1 –4.1 –4.4 820.2

General government (4) 15.9 14.9 13.8 15.0 17.2 18.8 923.3

TOTAL 1.8 0.6 0.9 0.5 0.3 –0.7 2,863.7

Liabilities of financial institutions due to firms and households

Total deposits 0.3 –4.5 –5.1 –6.2 –2.7 –0.1 1,183.1

On demand deposits 1.9 0.2 1.8 –0.9 –1.9 0.9 274.9

Savings deposits –1.4 –2.8 –5.0 –0.8 0.2 –0.6 195.8

Term deposits 0.6 –6.7 –7.3 –9.6 –4.4 –0.9 691.0

Deposits in foreign currency –12.3 –4.0 –17.8 –7.1 20.1 20.5 21.3

Rest of liabilities (5) –4.4 –13.2 –11.0 –19.2 –18.3 –20.2 151.5

TOTAL –0.4 –5.7 –5.9 –8.0 –4.8 –2.8 1,334.6

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

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

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

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

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

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

Central government (1) –5.6 –7.8 –4.6 –5.3 –7.8 –1.6 –2.4

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

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

Social Security –0.1 –1.0 0.9 –0.1 –1.0 0.2 ...

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

Note: (1) Includes measures related to bank restructuring.
Sources: IGAE, Ministry of Taxation and Public Administrations, Bank of Spain and own calculations.

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

2011 2012 2Q 2012 3Q 2012 4Q 2012 01/13 02/13 03/13

Trade of goods

Exports (year-on-year change) 15.4 3.8 3.5 4.2 4.2 7.9 2.4 2.0

Imports (year-on-year change) 9.6 –2.8 –2.2 –2.1 –6.4 5.7 –9.8 –15.0

Current balance –39.8 –11.3 –32.4 –24.3 –11.3 –9.2 –4.6 0.0

Goods –42.3 –25.8 –37.1 –32.7 –25.8 –25.5 –22.9 –19.2

Services 34.6 37.1 35.7 37.1 37.1 37.5 38.3 38.6

Income –25.7 –18.6 –24.7 –21.4 –18.6 –17.4 –16.5 –16.0

Transfers –6.4 –4.0 –6.3 –7.3 –4.0 –3.9 –3.5 –3.4

Net lending (+) / borrowing (–) capacity –34.3 –4.7 –27.4 –19.1 –4.7 –2.4 2.8 7.3

Sources: Department of Customs and Special Taxes, Bank of Spain and own calculations.



32  DOSSIER

www.lacaixaresearch.comJUNE 2013

INVESTMENT, CRUCIAL FOR GROWTH

Why are real interest rates so low at a global level?

Throughout the last few decades, international interest rates have been on a downward slide, currently reaching unusually low 
levels. The persistence and intensity of this drop have surprised investors, economic policymakers and academics. A posteriori, 
various plausible explanations have been provided for the different stages in this slide but what is certain is that the repeated 
forecasts of a shift towards a sustained upward trend in interest rates have failed to come about, time after time. In fact, at 
present the consensus once again believes there will be an upshift, inviting us to review the experience garnered over the years, 
both in conceptual and empirical terms.

There is one important issue to consider first of all: the relevant downward slide refers to risk-free interest rates. In other words, 
without compensating for expected inflation or the credit risk premium. Since the mid-1980s, a large part of the fall in nominal 
interest rates was due to a reduction in inflation expectations, which in turn can be essentially explained by the growing credibility 
of central banks in relation to their price stability targets. In any case, and particularly since the early 1990s, the trend in nominal 
interest rates has also seen a highly significant reduction in the real component and this is precisely where the surprises have 
emerged and doubts arisen regarding the future. For its part, the risk premium is currently crucial, for example regarding the euro 
area’s credit and institutional crisis, giving rise to a notable increase in interest rates in the periphery countries. However, the 
sovereign bonds of countries considered to be safe (such as the USA, Japan, United Kingdom, Canada, Germany and others) have 
continued to fall, suggesting the presence of common factors.

When the financial crisis started in 2007, debate had already been raging for some time regarding why real interest rates were 
falling in developed countries. Two basic lines of argument had been put forward. One alluded to the existence of a global saving 
glut. The other highlighted the easy monetary policies, in particular that of the Federal Reserve (Fed). Unfortunately, a large 
amount of political ideology arose around this element, at times hindering an objective examination of the facts. With hindsight, 
both the conceptual arguments and empirical studies seem to support the hypothesis of a saving glut. In fact, the present-day 
Federal Reserve Chairman, Ben Bernanke, provided one of the most convincing analyses in this respect, dissecting the powerful 
influence of savings and investment decisions around the globe on the real interest rate curve in developed countries. It can be 
deduced from his approach that the Fed’s handling of the official interest rate (which is the very short-term nominal rate) had 
merely a secondary, subsidiary role in the sense of adjusting the dynamics in the real variables.

Various factors, all identified to a greater or lesser degree, helped to create the conditions for abundant savings and little 
investment in a world with increasingly integrated capital markets. Rising oil prices transferred income towards oil-producing 
countries which usually have high savings rates, particularly those of the Gulf region. In Europe and Japan, demographics and the 
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ageing population also boosted household savings with a view to retirement. More enigmatic but no less relevant was the 
hesitant business investment. Possibly the most striking developments took place in booming Asia, apparently as a defensive 
reaction after the traumatic financial crises of the 1990s. First of all, the region’s governments increased savings for precautionary 
reasons and in line with their market-driven strategy, accumulating reserves that were invested in US bonds and those of other 
countries. The private sector then increased its savings (particularly in the absence of a welfare state that would provide security), 
at the same time as easing back on investment. All this within a context of poorly developed local financial markets and legal 
frameworks, pushing resources towards western financial assets which were seen as safe and liquid, giving rise to the so-called 
safe assets shortage. 

On top of this underlying panorama, the situation following the financial crisis that started in 2007 with subprime mortgages, the 
subsequent post-Lehman escalation and resulting euro area crisis merely prolonged the downward slide in real interest rates. 
Additional factors came into play while others became stronger. Firstly, the slowdown in the world economy per se, within a 
context of the inexorable need for numerous economic agents to deleverage, forcing some to increase their savings and others 
to contain their investment. Secondly, the presence of dysfunctions in the financial system and particularly in financing channels 
for SMEs, restricting their demand for investment. Thirdly, a greater risk aversion given the high macroeconomic uncertainty and 
persistant financial instability. Terms such as flight to quality and safe haven demand have constituted the mantra of investors 
during the tough years of the crisis, pushing up the price of high quality sovereign bonds and pushing down interest rates.

In the last two years, some of these factors have gradually eased but, in spite of this, real interest rates have fallen even further. 
The USA and the emerging countries have become more economically dynamic and financially calm and the worst of the crisis 
seems to be behind us, even in the euro area. Business investment is picking up in the USA while public deficits are still very 
high in developed economies as a whole. For their part, risk assets such as shares and junk bonds have seen gains within a 
climate of renewed investor appetite. In fact, warnings have reappeared of too much risk being taken on by the system as a 
whole. However, the nominal and real interest rates are not rising. In this period, it seems that the explanation can be found in 
the unconventional actions of central banks, first and foremost the Fed and more recently the Bank of Japan. Two measures 
have been able to affect the real interest rate curve as a whole: forward guidance and quantitative easing. The first alters the 
path of the short-term real official interest rate expected by agents as long as the central bank remains credible and specific. 
The second affects the term premium (the extra yield required by investors to acquire long-term bonds instead of investing in 
short-term instruments). In combination they have a significant effect that extends beyond the country where they are applied.

In short, it could be said that, for years, we have witnessed a chain of perfect storms that have conspired to persistently push 
down real interest rates, namely a saving glut, safe asset shortage, flight to quality and quantitative easing. Undoubtedly, any 
prospective analyses must take these elements into account but, given past experience, it is worth leaving some room to venture 
which surprises might be in store, provided by the global economy, that could once again frustrate the prediction of real interest 
rates on the rise.

Financial Markets Unit
Research Department, ”la Caixa”
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(1) For more information see Caselli, Francesco. 2008. «Growth accounting». Palgrave Dictionary of Economics.

To reap you have to sow

If it’s essential to regularly sow a field to ensure healthy harvests, then keeping up a good rate of investment is similarly crucial 
for an economy to grow. If a field is not sown, there will not be any crop to harvest and, similarly, if an economy does not invest 
it is unlikely to be able to produce. Resounding logic that, if applied to the current situation in developed countries, would be of 
great concern. The fine distinctions, however, are significant.

As can be seen in the graph below, both in the 1980s and in the 1990s investment in production remained at a high level in the 
main advanced countries. Specifically, in the 1980s the average annual growth for investment in machinery was 5.7%, and in the 
1990s this was 5.4%. Since then, however, the rate of growth has been much lower. The average rate of growth during the first 
few years of the 21st century remained at a mere 2.9%. A figure that has fallen even lower with the recession, remaining at 1.0% 
between 2006 and 2012.

The immense slowdown in investment occurring in developed countries is even more striking when compared with the situation 
in the main emerging countries. In China, for example, the rate of growth in investment between 2000 and 2012 was 14% and, in 
India, this was 9.6%, higher levels than those recorded in the 1990s, namely 12.9% and 7.1% respectively.

Several factors lie behind this drop in investment in advanced countries and, although it may seem contradictory, technological 
progress is one of them. The reason is not economic but rather the difficulty in properly measuring investment in a comparable 
way over time. A tractor, for example, is quite similar now to 20 years ago but a computer, although the price may be similar, has 
much superior features. When these features are taken into account, for example by measuring the increase in memory capacity 
or processor speed, the increase in investment in real terms is much greater. However, the availability and reliability of data is too 
limited to apply this approach to all products. Accurately measuring the increase in investment in high-tech products is therefore 
very difficult and tends to be underestimated.(1) Another factor to consider is the growing investment in human capital, which 
becomes even more necessary as technology advances. This, however, is not taken into account when fixed capital investment is 
compared between countries. These two factors help make the decline observed seem a little less dramatic.

Another factor that seems to be related to the slump in production investment is the real estate boom experienced by many 
countries in the last decade. As can be seen in the graph above, in the 1980s and 1990s, while investment in machinery recorded 
more than notable growth rates, residential investment remained at relatively low levels. This relationship reversed at the end of 
the 1990s: the drop in production investment seems to have been offset by a rise in residential investment.
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Mere coincidence? The pattern observed on analyzing the situation in different countries suggests that it is not. As can be seen 
in the left-hand graph below, wherever residential investment remained at relatively low levels, such as in Germany, machinery 
investment accelerated its rate of growth. However, in those countries where residential investment grew at a faster pace, such 
as in Ireland, the USA or the United Kingdom, production investment slowed up its rate of growth. In general, the more residential 
investment grew, the more machinery investment fell. It therefore seems that, in most countries, the real estate boom took 
resources away from the productive economy. Spain remains a little apart from this correlation as, although it went through a 
significant real estate boom, the rate of growth in production investment remained almost unaltered and at relatively high levels 
(see the article «Spanish investment is boosted by the foreign sector» in this Dossier for a more detailed analysis).

The effects of the real estate boom on the investment capacity of developed countries do not end here. Recessions associated 
with real estate crises are usually longer and deeper and particularly affect the capacity of companies to invest. As the value of 
the real property they own and use as security deteriorates, so does their credit capacity. Moreover, these periods are usually 
accompanied by bank crises, leading to a credit squeeze. The current recession meets all these requirements so it comes as no 
surprise that production investment has performed worse in those countries where residential investment has fallen the most 
(see the right-hand graph above). In Ireland, a country whose residential investment fell by 75% between 2006 and 2012, 
investment in machinery fell by 32%. Germany is once again at the opposite end of the scale: residential investment rose by 3.7% 
and production investment by 7.8%.

Unfortunately, public investment has not only failed to offset this slump but has actually aggravated it. It is precisely in those 
countries where production and residential investment have fallen the most that public investment has also decreased most 
significantly. The cases of Ireland and Germany once again provide good examples. Over the last few years, Germany has not only 
kept its growth rate in production investment in positive figures but has also been able to increase public investment. In Ireland, 
however, the average annual drop between 2007 and 2012 was 17%. Spain, with a fall of 5%, has not been immune to the 
widespread trend either.

In short, although more has been sown that is apparent at first sight, the harvests will not be bountiful in the coming seasons. 
But as the storm fades and the economy recovers, those resources that were previously allocated to fields with low yields can be 
used again to sow more productive land. The public sector should also be involved in this process and, as far as possible, the bulk 
of fiscal consolidation should not be borne by public investment. To reap you have to sow.

Oriol Aspachs
European Unit, Research Department, ”la Caixa”
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Spanish investment is boosted by the foreign sector

Over the last few years, investment in Spain seems to have moved back and forth like a pendulum. The dynamic investment that 
began after the single currency was adopted was replaced, as from 2008, by substantial contraction. This reversal was so swift it 
is now difficult to believe investment could ever turn back. However, just like a pendulum, the factors that had brought about this 
change are now running out of steam and, at the same time, other new forces are starting to gain momentum that could push it 
back to the other side of the spectrum. What are these factors and how far could they push it?

Let’s examine this step by step. Although investment currently seems unlikely to record positive growth rates again, we must 
remember just how well it performed during the boom years. Not only because of its rate of growth, which was one of the 
highest in the euro area, but also due to the factors behind this. Between 1999 and 2007, the average rate of growth was 5.6% 
annually in real terms. Investment was, in fact, one of the main engines of the economy. The increase of its relative weight in GDP 
(by 6.1 percentage points, reaching 30.7% in 2007) confirms its significant contribution. Residential investment clearly played a 
key role: it grew at a rate of 6.2% per year boosted by the huge dynamism in the real estate market. But productive investment 
also demonstrated a notable capacity for strong, sustained growth. For example, investment in machinery became more dynamic 
and posted, on average, an annual growth rate of 4.0%.

In 2008, the outbreak of the economic recession put an end to this phase, both in Spain and the rest of the euro area countries, 
although the adjustment was particularly harsh in the periphery. In Spain, real investment shrank by 8.8% annually between 
2007 and 2012 (compared with 3.5% for the euro area as a whole). As a consequence, by the end of last year investment’s relative 
weight in GDP had fallen to its lowest level for the last four decades, specifically to 19.1%. This collapse has sounded warning bells 
regarding investment’s capacity to support the economy’s recovery over the coming years.

However, one element that helps put this concern into perspective is the smaller drop in productive investment during the 
recessionary period. In fact, since 2008 a large part of the fall in investment has been due to the adjustment of the imbalances 
produced during the previous expansionary cycle. That’s why the relative weight of Spain’s investment in its GDP was still higher 
than the European average at the end of 2012. The breakdown in investment’s contribution to economic growth between 2007 
and 2012 substantiates this idea. The components recording a relatively higher deterioration than the euro area average were 
residential investment and investment in non-residential construction and transport. To a large extent, this disparity with the 
euro area can be explained by the extensive adjustment in real estate activity starting in 2008 when the real estate bubble burst. 
This trend contrasts with the smaller drop in machinery investment, with a very similar contribution to GDP growth as the 
European average.
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What might be the force that could once again push machinery investment towards positive growth rates? Given the weakness 
of domestic demand, the answer lies on the other side of the border. The improved competitiveness of the Spanish economy over 
the last few years is helping to redirect Spanish production towards export markets. This could allow investment to get back on 
the road to recovery while the economy completes its different adjustments. The figures provided by the industrial survey of 
firms for 2011 support this thesis. According to this survey, those industries where the percentage of exports to total sales grew 
the most between 2009 and 2011 were also the ones that recorded, on average, a smaller reduction in investment. Of note is the 
pharmaceutical industry which, with the share of exports growing by 9.9%, was one of the few that actually increased its 
investment during these two years, specifically by 9.8%. These same figures also show that larger firms benefit the most from the 
support provided by exports. Generally speaking, large companies are more competitive than their smaller peers and are more 
able to meet the fixed costs entailed by internationalization. In spite of the limited breakdown of these figures, it is clear that 
those industries with a bigger proportion of large firms recorded a smaller adjustment in investment between 2009 and 2011.

Lastly, one component that should, sooner rather than later, help investment to recover is public investment. To date, this has 
been one of the hardest hit by the fiscal consolidation programmes of the last few years. Specifically, the net drop in this 
component accounted for 38% of the public spending cuts between 2009 and 2012, becoming one of the main fiscal 
adjustment measures. However, there is very little room left to continue cutting public investment so it will be necessary to 
find formulas that combine fiscal consolidation with a gradual return to public investment, especially in those projects that 
improve the Spanish economy’s internationalization and competitiveness. In the stability programme, however, the relative 
weight of public investment with regard to GDP is expected to continue falling over the next few years, albeit at a slower rate 
than seen recently.

In short, although it is true that the adjustment in investment since 2008 has been very severe, the good performance by 
productive investment in the years prior to the crisis suggests this component’s capacity to grow is quite considerable. The fact 
that it contracted less during the crisis also suggests it is fundamentally resilient. In this respect, the support being offered by 
exports is very encouraging.

Joan Daniel Pina
European Unit, Research Department, ”la Caixa”
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Foreign direct investment: the world upside-down?

March 2008: Tata Motors (India) takes over Jaguar Land Rover (United Kingdom). January 2011: Hutchison (Hong Kong) increases 
its holdings in the Barcelona firm Tercat. November 2011: Gazprom (Russia) takes over the German electricity company Envacom. 
February 2013: Citic Group (China) invests in Alumina LTD (Australia). May 2013: America Movil (Mexico) buys Start Wireless Group 
(USA) and Petrobas (Brazil) a 50% share of Natgas Block (Australia).

In barely three decades, flows of foreign direct investment (FDI) have gone from being almost exclusively the terrain of advanced 
economies to being increasingly important for emerging countries. And no longer as mere destinations of these flows (accounting 
for 50% of the inflows in 2012) but also, and increasingly so, as direct investors in European, US, Japanese and Australian assets. 
So what has changed?

One of the factors pushing FDI flows towards emerging economies has been the worldwide progress in intellectual property 
rights, spurred on by the international agreement known as TRIPS (Trade Related Aspects of Intellectual Property Rights). Similar to the 
unique patent act in England in 1624 which paved the way for the industrial revolution, this agreement, signed in 1995 and consummated 
in 2006 under the World Trade Organization (WTO) umbrella, changed the rules of the game in the international investment arena. 
Its impact comes from reducing the risk incurred by investing companies of ideas being appropriated or imitated. That is especially 
true when cutting edge firms in innovation and technology set up in countries with a less developed institutional framework .(1)

Another change of a regulatory-institutional nature that has pushed FDI towards the emerging world was China joining the WTO 
as a full member in 2001. The commitments it acquired accelerated the liberalization of its economy, including a substantial 
reduction in customs duties (on average from 16.4% to 7.8%). Given the growing importance of international trade in intermediate 
goods, the fewer trade barriers a country has, the more attractive it is for a company that is thinking about moving some of its 
production chain there, such as via FDI.

Undoubtedly, lower production costs and easier regulatory conditions in emerging countries, especially in the environmental 
and fiscal area, are also attractive for foreign multinationals, mostly companies looking for cost efficiency to survive in an 
increasingly competitive global market. In contrast, the greater dynamism of emerging markets has also seduced another type 
of FDI whose aim is to widen or diversify markets. This dynamism is particularly appealing for sectors aimed at domestic 
consumption: by way of example, in the food and beverage industry, 72% (in value) of the international mergers and acquisitions 
in 2012 were aimed at emerging countries, with a notable rise in India and Russia.(2)

Nevertheless, the differential in this new FDI pattern lies in the investment coming from the emerging countries themselves: their 
position currently accounts for around 30% of total FDI outflows while it was below 10% at the beginning of the 1990s. Most of 
this emerging FDI comes from the BRIC countries, with China (4.5% of the world’s total FDI outflows in 2012) and Russia (3.5% of 

(1) Branstetter et al. (2006) estimate that a qualitative improvement in protecting these rights leads to a 30% rise in royalty payments by subsidiaries in emerging 
countries to their parent company in the USA, indicative of greater investment in these subsidiaries.
(2) See http://www.squiresanders.com/global-trends-in-consumer-and-retail-m-and-a-2013/.
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the global total) in the lead, and is aimed at advanced destinations (in academic terms called South-North flows), mainly the EU 
and, to a lesser extent, the USA. South-South flows are also growing significantly, to the extent that 50% of the FDI stock in the 
hands of the BRIC is located in other emerging countries.

Where has this investing boom come from? The economic growth of the emerging countries has not only made them more 
attractive to foreign companies but has also spurred on foreign investment by these emerging countries themselves. It is no 
wonder that their growth models have been supported by strategies biased towards exports, leading to bulging current account 
surpluses. These surpluses (ultimately emerging savings) have been largely channelled towards FDI. In the case of China this was 
also a strategic choice: 1999 saw the launch of the «Going Out» initiative whose explicit aim was to boost China’s investment position 
abroad in the form of FDI. Since then, the outward flows of Chinese FDI have multiplied by 12, up to almost 65 billion dollars in 2012.

Regarding South-North flows, the main aim is to diversify or extend markets and this is usually achieved via acquisitions rather 
than organic investment (greenfield). In addition to consolidated markets, the north’s other attractive features for southern 
companies is access to well-established brands (such as in the case of Tata with Jaguar) and easier financing conditions. According 
to a recent study by the World Bank, two thirds of the firms from emerging countries that had carried out international mergers 
or acquisitions resorted to some kind of foreign financing (such as a syndicated loan or foreign currency debt).

With regard to emerging-emerging FDI, this has been encouraged by the increasingly fragmented global value chain and the 
resulting boost to trade in intermediate goods. Minimizing transport costs (in terms of both money and time) tends to locate FDI 
related to this fragmentation in the same region. This would explain, for example, why 70% of the stock of Chinese FDI can be found 
in those countries that make up the country’s value chain in South-East Asia. Another determining factor of South-South flows is the 
search for access to raw materials. Recent studies conclude that the most attractive characteristic of advanced economies for Chinese 
FDI is market size but that, in other emerging countries, it is the combination of lax institutions and abundant natural resources.

Nonetheless, most of the FDI from emerging countries is concentrated in the services industry (at a global level, 60% of the stock 
is in services; 34% in manufacturing and 7% in raw materials) and this concentration is even stronger, if possible, in the case of 
China, where services account for close to 78% of its external position in FDI and raw materials 19%, with little representation in 
manufacturing (in which China ultimately continues to have a clear competitive edge). This dominance of services can be 
attributed to their non-exportable nature: a manufacturing firm can access foreign markets via exports but, in services, such 
access often entails carrying out FDI (such as in supplies).

In short, the emerging countries have significantly contributed to the supersonic success of FDI in the last ten years. Their share is 
still small but the large trends suggest this shift will continue: the world is not upside-down... «eppur si muove» (and yet it moves).

Clàudia Canals and Marta Noguer 
International Unit, Research Department, ”la Caixa” 
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Sources : UNCTAD and own calculations. 



40  PUBLICATIONS

www.lacaixaresearch.comJUNE 2013

 WORKING PAPER SERIES  
Vulnerabilidad de las economías 
emergentes  
Àlex Ruiz,   02/2013

Sareb: claves estratégicas  
Sandra Jódar-Rosell,  01/2013

Ajuste de capacidad en el sistema 
financiero español 
Inmaculada Martínez, 09/2012

El ahorro y la eficiencia energéticos:  
un impulso para la competitividad  
de la economía española   
Pere Miret, 08/2012

Risk on-Risk off: las correlaciones  
en tiempos de crisis     
Eduardo Pedreira, 07/2012

Commodity Cycles: What Has Changed 
during the Last Decade?   
Eduardo Pedreira and Miguel A. Canela, 
06/2012

Inversiones financieras en España: 
impacto de la inestabilidad en los 
mercados  
Inmaculada Martínez, 05/2012

Is There a Property Bubble in China?  
Clàudia Canals and Mercè Carreras-
Solanas, 04/2012

El sobreendeudamiento de las 
empresas españolas: ¿problema  
común o de unas pocas?  
Sandra Jódar-Rosell and Inmaculada 
Martínez, 03/2012

Hungría y la ayuda financiera  
de la UE y el FMI: ¿cambio en el  
mapa de riesgos?  
Àlex Ruiz, 02/2012

Spanish Public Debt: Myths and Facts  
Oriol Aspachs-Bracons and Joan Daniel 
Pina, 01/2012

¿Cuándo se recuperarán los precios  
de la vivienda en Estados Unidos?   
Jordi Singla, 11/2011

DOCUMENTOS DE ECONOMÍA   
”la Caixa”
Enseñanzas latinoamericanas  
para una crisis europea  
Àlex Ruiz

Los requisitos de capital de Basilea III  
y su impacto en el sector bancario   
Jordi Gual

 Perspectivas de desapalancamiento  
en España   
Oriol Aspachs-Bracons,  
Sandra Jódar-Rosell and Jordi Gual

Diferencial de inflación con  
la eurozona: ¿mejora sostenible?  
Pere Miret

La recuperación del comercio mundial. 
Lo que la crisis se llevó  
Marta Noguer

 Inmigración y mercado laboral:  
antes y después de la recesión   
Joan Elias

”la Caixa” ECONOMIC PAPERS
European Integration at the Crossroads  
Jordi Gual

Capital Requirements Under  
Basel III and Their Impact on  
the Banking Industry   
Jordi Gual

Should the ECB Target Employment?   
Pau Rabanal

Integrating Regulated Network  
Markets in Europe   
Jordi Gual

MR MONTHLY REPORT -  
ECONOMIC AND FINANCIAL 
MARKET OUTLOOK
Report on the economic situation 
(available also in Spanish version)

CURRENT ECONOMY

FINANCIAL SYSTEM

COLECCIÓN COMUNIDADES 
AUTÓNOMAS

 CÁTEDRA ”la Caixa”  
ECONOMÍA Y SOCIEDAD
  El tiempo que llega. Once miradas 
desde España  
José Luis García Delgado (editor)

ECONOMIC STUDIES 
Europe, Like America. The Challenges  
of Building a Continental Federation  
Josep M. Colomer

El cambio climático: análisis y política 
económica. Una introducción   
Josep M. Vegara (director),  
Isabel Busom, Montserrat Colldeforns,  
Ana Isabel Guerra and Ferran Sancho

PUBLICATIONS

All publications are available on Internet: www.lacaixaresearch.com
E-mail: publicacionesestudios@lacaixa.es



www.lacaixaresearch.comJUNE 2013

Publications

All publications are available on Internet:  www.lacaixaresearch.com
E-mail: publicacionesestudios@lacaixa.es

Academic Advisory Council

The Academic Advisory Council guides  
the Research Department in its work 
analyzing the economic and social  
policies that might be effective in ensuring 
the progress of Spanish and European 
society. The members of the Council are:

•  Pol Antras 
Harvard University

•  Philippe Bachetta 
Université de Lausanne

•  Ramon Caminal 
Institut d’Anàlisi Econòmica (CSIC)

•  Manuel Castells 
Universitat Oberta de Catalunya  
and University of Southern California

•  María Paz Espinosa 
Universidad del País Vasco

•  Josefina Gómez Mendoza 
Universidad Autónoma de Madrid

•  Massimo Motta 
Barcelona GSE - Universitat  
Pompeu Fabra

•  Joan Enric Ricart 
IESE Business School

•  Xavier Sala-Martín 
Columbia University

•  Jaume Ventura 
CREI - Universitat Pompeu Fabra

”la Caixa” GROUP: KEY FIGURES
As of December 31, 2012

Financial activity MILLION €

Total customer funds 294,739

Receivable from customers 221,501

Profit atributable to Group 135

Staff, branches and means of payment  

Staff 34,128

Branches 6,342

Self-service terminals 9,696

Cards (million) 12.5

Community projects: budget for activities in 2013 MILLION €

Social 334

Science and environmental 67

Cultural 64

Educational and research 35

TOTAL BUDGET 500

The Monthly Report is for information purposes only and ”la Caixa” assumes no responsibility for any use that may be made thereof. The Monthly 
Report is based on information from sources considered to be reliable. However, ”la Caixa” does not guarantee its accuracy nor does it assume any 
responsibility for any error or omission contained therein. The opinions and predictions given are those of the Research Department and may change 
without prior notice.

© Caja de Ahorros y Pensiones de Barcelona – ”la Caixa”, 2013

The Monthly Report may be reproduced in part provided the source is acknowledged appropriately and a copy is sent to the editor.

Sign up and follow us on Twitter to get our latest publications and news from our site.

Our aim is to create and spread economic and social knowledge to contribute towards the Spanish and European development.

Design and production: www.cege.es 

Legal Deposit: B. 21063-1980      ISSN: 1134-1920

on Twitter @laCaixaResearch






