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The most recent figures on the Spanish economy point to activity stabilising with a slight upswing over the coming quarters. 
Fragility is acute, however. The extent of the imbalances still suffered by the economy means that it is highly vulnerable, 
especially in the case of adverse developments in international financial markets.

Perhaps the most significant risk comes from the USA, a country immersed in a complex process of draining liquidity that, 
given the importance of the US financial market for the international economy, is bound to have huge consequences across 
the planet.

The USA’s return to growth after the international financial crisis of 2008-09 is the result of several factors but undoubtedly 
the most important has been the huge monetary boost provided by the successive rounds of quantitative easing. Undoing 
this unorthodox expansionary monetary policy will be no easy task. The mere announcement, last May, that this process 
would begin a few months later (the famous tapering) had a huge effect throughout the summer on many financial markets 
and particularly on long-term interest rates and emerging foreign exchange markets. It has forced monetary and fiscal 
authorities in many countries to adjust their economic policies to ensure the impact of changes in international capital 
flows do not alter the fundamental course of their economies. What will happen when this strategy to withdraw unorthodox 
monetary policy actually begins?

For the moment, the Federal Reserve has postponed tapering. In part, alarmed by the adverse and rapid reaction of the 
markets at the mere mention of a reduction in its rate of debt purchases. But also due to inconclusive data regarding the 
strength of the economic recovery and the complex budget negotiations that the Obama administration is facing this autumn.

However, the decision to reduce and possibly withdraw monetary stimuli must be taken and we need to gauge the risks 
involved. If the exit strategy is implemented too quickly, there is the risk of cutting short an economic recovery that is still 
weak, leading to relapse into recession. This is the stance taken by the Fed in its September decision, surprising the financial 
markets. Delaying tapering, although this may only be for a few weeks, has led to stock market gains and pushed down the 
long-term interest rates of benchmark economies. Capital flows have also returned to emerging economies.

On the other hand, there are equally substantial risks should this monetary injection be withdrawn too late. If the recovery 
picks up enough speed, inflationary pressures may grow and consolidate. This could also lead to new financial bubbles. 
Within this scenario, interest rates would probably have to be increased significantly, which would be difficult to bear even 
for an economy that has reached cruising speed. In any case, the high degree of volatility caused by reducing monetary 
stimuli is going to be inevitable.

This US monetary policy dilemma is going to be crucial for the Spanish economy. Early tapering will pass on high interest 
rates to the euro area, tending to slow up the rate of recovery in our monetary area. The slowdown will be even greater if 
this tapering derails the recovery in the USA, a very important trading partner for the euro area.

Late tapering could ultimately lead to even higher interest rates and these would be more difficult for Europe to avoid 
although, by way of compensation, this adverse impact would occur in a more benign environment, with the recovery 
somewhat more consolidated in the euro area.

Early or late, the withdrawal of loose monetary policy in the USA is a threat to Spain’s fragile economy and the country 
desperately needs to continue reducing its imbalances and thereby be in a stronger position to withstand the buffeting 
emanating from international financial markets.

Jordi Gual
Chief Economist
30 September 2013

EDITORIAL

fraGility
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foreign exchange markets of the emerging economies: 
the depreciation of their currencies has moderated, 
capital outflows have slowed down and stock markets  
are on the up. But once this phase comes to an end, we  
must not forget that the macroeconomic imbalances  
still remain that had aggravated tensions in the five  
most vulnerable countries (Brazil, India, Indonesia, Turkey 
and South Africa). This means it is necessary to resolve the 
underlying problems by implementing reforms. For the  
time being, the good news provided by China and Brazil’s 
activity indicators has helped to create a more optimistic 
view of the growth prospects for emerging countries.

The euro area is still growing, albeit moderately, 
supported by the advance towards banking union. 
Leading indicators in 3Q confirm the upward trend of the 
last few months and point to the GDP growth that began 
in 2Q consolidating. Nonetheless, growth will continue  
to be slight while public and private balance sheets are 
still being adjusted. To reduce the downside risks, it is vital 
to strengthen the governance of European institutions. In 
this respect, the European Parliament approved the single 
banking supervisor, which gives the authority to supervise 
all banks in the euro area to the European Central Bank. 
This represents another step forward for banking union, a 
key element in laying the foundations for a solid economic 
union capable of successfully tackling the next crisis.

The Spanish economy may post its first positive growth 
figures in 3Q 2013 after nine quarters of contraction. The 
latest activity indicators have not disappointed and the 
figures are compatible with a very moderate expansion  
in GDP in 3Q 2013. The foreign sector is still the driving 
force behind the recovery but a smaller decline in 
domestic demand is key to posting the first positive 
quarter-on-quarter growth rate since 1Q 2011. In any 
case, the exit from the recession is expected to be very 
gradual. The troika, concluding its fourth mission to 
inspect compliance with Spain’s bank bail-out conditions, 
recommends reinforcing banks’ balance sheets even 
further to ensure that these, in turn, can improve their 
credit capacity. It also notes the vital importance in 
continuing with reforms and warns that it is essential  
to meet the target deficits in order to consolidate  
the improvement seen in market confidence. These 
recommendations will doubtlessly help to establish 
sustainable growth in the long term.

Politics has once again taken centre stage both sides  
of the Atlantic. In the USA, non-essential discretional 
payments have been suspended (approximately one sixth 
of federal spending) because Democrats and Republicans 
have been unable to reach an agreement about the 
budget. However, the impact on economic activity is 
thought to be moderate provided the situation is resolved 
soon. In this respect, both market pressure and the 
political leaders’ own sense of responsibility suggest  
that an agreement will be reached before the debt ceiling 
is reached (predicted for 17 October). Politics has also 
come to the fore on the other side of the Atlantic. In Italy, 
another episode of disagreement between the different 
parties forming the governing coalition has acted as  
a reminder that the support enjoyed by the current 
president of the republic is extremely fragile and he will 
find it difficult to carry out the agenda of reforms the 
country requires. In Germany, however, Angela Merkel 
achieved a resounding victory in the general elections. 
The endorsement this supposes for how she has managed 
the sovereign debt crisis will make her even stronger to 
continue leading the process of re-establishing European 
institutions at a slow but steady pace.

The central banks are still prepared to support the 
recovery. In spite of these political upsets, 3Q economic 
indicators for the main developed economies still point  
to an improvement in activity. Nonetheless, the Fed, at  
its September meeting, decided to delay the withdrawal 
of stimuli (tapering), preferring to wait for the economic 
recovery to firm up. This decision surprised most analysts 
and the markets did not hesitate to respond: yields on US 
government bonds fell, stock markets saw sharp gains and 
the dollar lost value against other currencies such as the euro 
and those of emerging countries. In the euro area, interest 
rates fell for both the monetary market and sovereign debt. 
The ECB believes that a hike in interest rates could derail the 
fragile recovery and has indicated that it is ready to hold 
another long-term liquidity auction should interbank 
market rates pick up further, either due to the Fed’s 
tapering or to the imminent return of the 3-year financing 
operations from December 2011 and February 2012.

Tensions are easing in the emerging countries. After 
August’s financial turbulences, the Fed’s decision to postpone 
tapering, together with the progressive normalisation  
of capital flows, have helped to calm the financial and 

EXECUTIVE SUMMARY

ECONOMIC RECOVERY AND SOURCES OF POLITICAL INSTABILITY
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OCTOBER 2013 nOVEMBER 2013

 2   Governing Council of the European Central Bank.  
Registration with Social Security and registered 
unemployment (September).  
Household savings rate (second quarter). 

 8   Industrial production index (August).
18   Loans, deposits and NPL ratio (August).
21  Financial accounts (second quarter).
23  International trade (August).
24  Labour Force Survey (third quarter).  

European Council.
29  Government revenue and expenditure (September).
30    GDP flash estimate quarter-on-quarter (third quarter).  

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

 5   Registration with Social Security and registered 
unemployment (October).

 7     Governing Council of the European Central Bank.  
Industrial production index (September). 

14   GDP flash estimate for the euro area and Japan  
(third quarter). 

18   Loans, deposits and NPL ratio (September). 
20   International trade (September).  
26   Government revenue and expenditure (October).
28   Quarterly national accounts (third quarter). 

Flash CPI (November). 
Index of economic sentiment euro area (November).

29   Balance of payments (September).

Agenda

MAY 2013

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

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

MARCH 2013

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

Chronology

JUnE 2013

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

APRiL 2013

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

JULY 2013

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

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

SEPTEMBER 2013

12  The European Parliament approves the single supervisory mechanism for banking, granting the power to supervise all euro area 
banks to the European Central Bank.
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FORECASTS
Year-on-year (%) change, unless otherwise specified

International economy

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

GDP GROWTH

Global 3.2 3.2 4.0 3.2 2.9 2.8 3.0 3.2 3.5

Developed countries

United States 2.8 1.6 2.8 3.1 2.0 1.3 1.6 1.4 2.1

Euro area –0.6 –0.3 1.0 –0.7 –1.0 –1.0 –0.5 –0.1 0.6

Germany 0.9 0.5 1.5 0.9 0.3 –0.3 0.5 0.6 1.5

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

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

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

Japan 2.0 2.0 1.8 0.4 0.3 0.1 1.3 3.1 3.4

United Kingdom 0.2 1.1 1.5 0.1 0.0 0.3 1.5 1.0 1.5

Emerging countries

Russia 3.4 2.2 3.4 3.0 2.1 1.6 1.2 2.7 3.2

China 7.8 7.3 7.4 7.4 7.9 7.7 7.5 7.1 7.0

India 5.1 4.9 5.6 5.1 4.5 4.8 4.4 5.1 6.5

Brazil 0.9 2.9 3.2 0.9 1.4 1.9 3.3 3.4 3.2

Mexico 3.8 1.5 3.3 3.1 3.2 2.6 0.3 1.2 1.7

Poland 2.0 1.6 2.4 1.7 0.7 0.6 1.1 1.8 2.8

Turkey 2.3 3.7 4.6 1.5 1.4 2.9 4.4 3.5 3.9

INFLATION

Global 3.7 3.2 3.4 3.6 3.6 3.3 3.2 3.2 3.2

Developed countries

United States 2.1 1.5 1.8 1.7 1.9 1.7 1.4 1.6 1.5

Euro area 2.5 1.5 1.6 2.5 2.3 1.8 1.4 1.3 1.4

Germany 2.1 1.7 1.7 2.1 2.0 1.8 1.5 1.7 1.6

France 2.2 1.1 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 1.1 1.6

Spain 2.4 1.7 1.4 2.8 3.1 2.6 1.7 1.2 1.1

Japan (1) 0.0 0.3 2.7 –0.3 –0.2 –0.6 –0.3 0.8 1.1

United Kingdom 2.8 2.5 2.1 2.4 2.7 2.8 2.7 2.5 2.2

Emerging countries

Russia 5.0 6.6 4.8 6.0 6.5 7.1 7.2 6.4 5.8

China 2.7 2.6 2.6 1.9 2.1 2.4 2.4 2.6 2.9

India (2) 7.6 6.0 5.9 7.9 7.3 6.7 4.8 5.9 6.5

Brazil 5.4 6.1 5.5 5.2 5.6 6.4 6.6 6.1 5.4

Mexico 4.1 3.7 3.5 4.6 4.1 3.7 4.5 3.4 3.3

Poland 3.7 1.3 2.0 3.9 3.0 1.6 0.8 1.3 1.3

Turkey 8.9 6.8 6.5 9.0 6.8 7.2 7.0 6.7 6.5

Notes: (1) Including the consumption tax hike planned for April 2014.
(2) Wholesale figures.

  Forecasts
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Spanish economy

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

Macroeconomic aggregates

Household consumption –2.8 –2.7 0.2 –2.8 –3.6 –4.3 –3.2 –2.6 –0.8

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

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

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

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

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

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

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

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

Other variables

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

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

Consumer price index 2.4 1.7 1.4 2.8 3.1 2.6 1.7 1.2 1.1

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

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

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

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

Financial markets

INTEREST RATES 

Dollar

Fed Funds 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25

3-month Libor 0.43 0.28 0.34 0.42 0.32 0.29 0.28 0.26 0.28

12-month Libor 1.01 0.71 0.79 1.04 0.88 0.77 0.70 0.67 0.70

2-year government bonds 0.27 0.33 0.70 0.26 0.27 0.26 0.26 0.36 0.43

10-year government bonds 1.78 2.34 3.05 1.62 1.69 1.93 1.98 2.70 2.77

Euro

ECB Refi 0.88 0.58 0.50 0.75 0.75 0.75 0.58 0.50 0.50

3-month Euribor 0.57 0.21 0.20 0.36 0.20 0.21 0.21 0.22 0.20

12-month Euribor  1.11 0.53 0.53 0.89 0.60 0.57 0.51 0.54 0.50

2-year government bonds (Germany) 0.08 0.13 0.43 –0.01 0.01 0.11 0.06 0.17 0.20

10-year government bonds (Germany) 1.55 1.64 1.99 1.42 1.42 1.51 1.41 1.78 1.86

EXCHANGE RATES

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

¥/euro 102.71 128.87 135.84 98.44 105.44 121.84 128.88 131.09 133.67

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

OIL

Brent ($/barrel) 111.38 107.69 107.47 109.19 109.52 112.23 103.16 109.24 106.13

Brent (euros/barrel) 86.61 81.68 81.29 87.21 84.40 85.03 78.97 82.46 80.26

  Forecasts
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September witnessed satisfactory outcomes for the 
markets on several key fronts, resulting in good performance 
overall. The decision taken by the Federal Reserve (Fed) to 
delay the start of its exit strategy, events calming down in 
Syria and the continuation ensured by the outcome of the 
German elections lie behind this constructive trend. Moreover, 
the good news provided by activity coming from the 
emerging block, mainly China and Brazil, has helped to  
boost optimism among investors.

Contrary to all expectations, the Fed has postponed its 
withdrawal of monetary stimuli. The deterioration observed 
in the financing conditions of the US economy (in particular 
the upswing in mortgage rates) is the main reason for this 
unexpected decision taken at its meeting on 18 September 
(see the Focus «The Fed delays the start of its exit strategy»). 
The debt markets’ reaction has been brusque, giving rise to 
sharp falls in the internal rates of return of treasuries and, by 
extension, international bonds in general. Yields on ten-year 
public bonds from the USA and Germany have left the zone  
of two-year peaks reached at the beginning of the month  
and have closed at 2.6% and 1.8%, respectively.

The arguments wielded by the Fed are in line with  
its previous messages which pointed to a very slow 
normalisation of monetary policy in order not to undermine 
the economic recovery. Consequently, its meeting to be held 
in December will most likely announce the start of a reduction 
in stimuli. However, there is considerable uncertainty regarding 
this issue given that two exceptional issues have been added 
to the usual factors related to the economic and financial 
situation: namely the replacement for Ben Bernanke at the 
head of the Fed and the budget dispute between Republicans 
and Democrats. This leads us to believe that the markets may 
still be afflicted by volatile episodes, although presumably 
these will not last as long nor be as intense as  
the ones observed over the last few months.

Financial turmoil in the emerging block is diminishing 
thanks to capital flows gradually getting back to normal. 
After tensions worsened in August, particularly in the foreign 
exchange market (see the Focus «Emerging currencies:  
overly punished?»), the currencies of the hardest hit countries 
corrected some of their losses against the dollar in September. 
Emerging stock markets recorded significant advances while 
the spreads measuring the risk of default, both sovereign  
and corporate, tended to shrink. The Fed’s decision has 
contributed to all this. Also important were the satisfactory 
macroeconomic figures published by China, which have 
helped to improve the perceived risk for emerging economies 
among international investors. Apart from exogenous factors, 
in a large number of the emerging countries (such as India, 
Indonesia and Brazil) monetary policy has remained biased 
towards restriction in order to slow up capital outflows.

FINANCIAL MARKETS
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However, instability may not have ended in those countries 
whose economic foundations are not so solid. The so-called 
group of «the fragile five» (Brazil, India, Indonesia, South  
Africa and Turkey) are still vulnerable to global liquidity 
conditions (largely conditioned by the pace adopted by  
the Fed), as well as the volatility of international capital flows 
(whose behaviour is closely related to investor sentiment  
and the global appetite for risk). This could lead to volatility in 
the short term, although the trend should move towards a 
slow but sustained path towards normalisation in the financial 
environment for the emerging regions as the economic pulse 
improves (which is starting to be seen in Brazil and China)  
and structural reforms progress.

The liquidity conditions in China remain under control. The 
Chinese central bank has intensified its intervention in the 
money markets, injecting liquidity with the aim of avoiding 
episodes of tension such as the one last June. In spite of a 
turbulence-free interbank market, liquidity has become less 
abundant compared with the first part of the year, as the 
authorities had warned, based on their intention to stop any 
bubbles from forming. Ensuring the financial sector is stable is 
crucial for the Chinese economy’s current process of changing 
its model of growth. This transition looks complex so that the 
latest financial imbalances could lead to instability in the short 
and medium term.

With regard to Europe, Angela Merkel achieved a resounding 
victory in the German elections. The Christian Democrat 
coalition (CDU/CSU) won 41.5% of the votes, its best result  
for more than 20 years. However, a new partner must be  
found to form a stable government after the bad performance 
by the Liberal party, which did not achieve parliamentary 
representation. In this respect, the Social Democratic party 
(SPD) looks like the most probable alternative for a pact. In 
terms of resolving the euro crisis, this suggests that leadership 
will be reinforced, continuing the current strategy (fiscal 
discipline and structural reforms) but with slight changes  
in favour of solidarity between countries and pro-growth 
policies. Investors have welcomed these electoral results, 
expecting the «grand coalition» to be formed, as well as the 
German Constitutional Court approving the ECB’s bond 
purchase programme.

The ECB is focusing its attention on monetary conditions in 
the euro area. As banks have repaid early the funds obtained 
via the long-term refinancing operations (LTRO) held by the 
ECB in 2011 and 2012, the level of «surplus liquidity» is now 
very close to the appropriate minimum set by the ECB. This  
is tending to push up monetary interest rates, a circumstance 
that is worrying the ECB given that it would penalise the 
fragile, tenuous recovery in economic activity. Mario Draghi 
himself has stated that the bank is discussing the possibility  
of injecting more long-term liquidity to put a stop to this 
threat, though neither does he rule out cutting the official 
interest rate.
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The sovereign debt markets in the periphery continue  
to show progress, with a leading role for Spain. Spain’s risk 
premium performed well throughout September, benefitting 
from the buoyant global environment and local economic 
stabilisation. The spectre of instability reappeared towards  
the end of the month after another episode of political crisis  
in Italy, but only fleetingly. In clear contrast with events  
in 2011 and 2012, this kind of setback no longer has a 
devastating effect thanks undoubtedly to the progress  
achieved in strengthening the EMU and in correcting 
economic imbalances. In this respect, it is particularly 
important for the Spanish government to meet its public 
deficit target for 2013 to ensure the improvement continues 
that has been seen in financing costs over the last few months.

Stocks are performing well in the USA, Europe and Japan 
with the support of several factors: monetary (the Fed’s 
decision to delay its withdrawal of stimuli and the ECB’s 
expansionary stance), economic (the activity figures for  
China and the euro area), geopolitical (a positive shift in the 
Syrian conflict) and business (corporate earnings and M&A 
operations). As a reflection of the above, the SP 500 and Dow 
Jones indices once again reached all-time highs in September, 
followed by a slight correction at the end of the month which 
should be seen as a temporary consolidation phase. For  
its part, the Japanese Nikkei has seen strong gains, almost  
non-stop. On the old continent, both the Eurostoxx 50 and the 
Ibex 35 have advanced solidly in the monthly figures, in both 
cases reaching a two-year high. Of particular note is the 
banking sector’s good performance. In Europe, and 
particularly in Spain, potential gains are high if the economic 
recovery picks up and the euro area’s debt crisis continues  
to develop positively.

The Fed’s decisions are strengthening the euro, which has 
appreciated up to 1.35 dollars, the upper limit in the range 
that has prevailed for months now. The euro will probably 
remain within this range but is likely to depreciate again once 
the Fed starts to reduce its monthly debt purchases. Looking 
at commodities, of note is the moderation in Brent oil prices  
to 108 dollars due to the solution of the Syrian conflict, also 
remaining within its range of fluctuation over the last few 
months (100-110 dollars). Performance has been mixed in  
the metal segment with copper seeing gains due to China’s 
improved activity.
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against the dollar from the start of the year up to  
the end of August, and 15% for the Indonesian rupiah.  
Given the equilibrium level set by the IMF, 2012’s current 
accounts were in line with their equilibrium levels and,  
by extension, their real effective exchange rates did not 
differ from their appropriate value. It therefore seems 
that the depreciation occurring over the last few months 
has been excessive in both cases.

For Brazil, Turkey and South Africa the figures provided 
by the IMF warn of an excessive current account deficit 
and overvalued currencies in 2012, which have tended  
to correct this year. In the first two cases the current 
account imbalance was approximately 2% of GDP, which 
in real effective exchange rate terms would be the 
equivalent to a 10%-15% overvaluation for the Brazilian 
real and Turkish lira. The depreciation accumulated  
by both currencies against the dollar up to August was 
precisely of this size. South Africa had a more worrying 
imbalance in terms of its current account deficit, very 
close to 4%, suggesting that the rand was overvalued  
by between 15% and 20%. It is therefore not surprising 
that the rand has depreciated more quickly, sharply  
and persistently, easily exceeding 20%.

FOCUS • Emerging currencies: overly punished?

Over the last few months, the debate regarding the route 
back to monetary normalisation in the USA has been a 
source of volatility for global markets in general and for 
emerging markets in particular. One of the most visible 
consequences of the deterioration in the financial 
environment in the emerging block has been the sharp 
depreciation recorded by their currencies, both against 
the dollar and also against the euro. It should be noted, 
however, that the extent of these depreciations varies 
depending on the country. Some of the hardest hit are 
Brazil, India, Indonesia, Turkey and South Africa («BIITS» or 
«the fragile five»), while others have hardly suffered at all. 
The Focus «Emerging countries in trouble: who is who?» 
considers the macroeconomic aspects associated with 
this performance. Also of use in clarifying the issue is an 
examination of the scale of the depreciation related to the 
equilibrium exchange rates. In other words, calibrating 
whether these have helped to correct, accentuate or 
create deviations from the equilibrium level.

Although there is no standardised methodology to 
determine a currency’s proper or equilibrium value,  
the procedure of «current account regression» employed 
by the International Monetary Fund (IMF) is of great use. 
This model can be split into two stages. Firstly, the 
«equilibrium current account balance» or norm is 
estimated based on a set of macroeconomic and financial 
variables that are deemed relevant by economic theory 
and the difference or gap is calculated between this 
estimate and the «actual current account balance» 
(deducting the cyclical component). The second stage 
consists of estimating the «real effective exchange rate» 
that would correct this gap. This helps to determine 
whether a currency is over or undervalued compared 
with its trading partners and to what extent. The most 
recent deviation figures with regard to the equilibrium 
exchange rate provided by the IMF refer to 2012.

Before analysing the trend in the BITTS currencies 
between January and August 2013 (the peak of the 
turmoil), two important points must be made. Firstly,  
the nominal depreciation of the currencies in question 
against the dollar may differ considerably from those 
measured using the real effective exchange rate and they 
must therefore be taken merely as a guideline. Secondly, 
this depreciation has partly reversed since the beginning 
of September, especially after the Fed’s decision to delay 
its reduction in monetary stimuli. Nonetheless, this does 
not essentially alter the underlying message. The cases of 
India and Indonesia show similarities and differ slightly 
from those of Brazil, South Africa and Turkey.

In the case of the Indian rupee, turbulence in foreign 
exchange markets led to 26% nominal depreciation 
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FOCUS • The Fed delays the start of its exit strategy

Surprise was the order of the day at the monetary policy 
meeting of the Federal Reserve (Fed) on 18 September. 
Against an almost unanimous prediction by analysts who 
had expected the first step to reducing the amount of 
monthly bond purchases, the monetary authority 
announced that it would not be making any changes  
for the time being.

We need to go back a little in time to interpret this 
unexpected decision. One year ago, in September 2012, 
the Fed started up a programme to purchase mortgage-
backed securities totalling 40 billion dollars a month, 
with the overall aim of underpinning the economic 
recovery. In December 2012, it decided to extend this 
programme by acquiring 45 billion dollars a month  
of Treasury bonds. Subsequently, in June this year, it 
modified its «forward guidance», adopting a new stance 
in which the steps it planned to take would depend on 
trends and the achievement of certain thresholds in the 
rate of unemployment and/or inflation. Among other 
benchmarks, the Fed announced that it will gradually 
taper its bond purchases, stopping once unemployment 
falls to 7%. However, the requirements for starting this 
process were not as detailed, hence the discrepancy 
between analysts and the Fed. On the one hand, the  
Fed indicated that, if the economy continued to evolve 
favourably, it would start reducing purchases before  
the end of 2013. Obviously this included the September 
meeting but also the ones in October and December.  
On the other hand, it added a generic benchmark to the 
need to preserve financial stability. Perhaps analysts did 
not pay enough attention to this «joker» which the Fed 
had kept up its sleeve.

To assess the importance assigned by the Fed to financial 
market stability, we only need to examine, albeit 
retrospectively, the statements made by Ben Bernanke 
and other members of the institution over the last few 
months, repeatedly attempting to calm the mood of 
investors. Since it was revealed that the Fed was thinking 
about reducing its bond purchases, investors brought the 
expected date for the first rise in the official interest rate 
forward slightly. There was also a very sudden surge in 
yields on long-term public debt which spread to the rest 
of the fixed income segments. One particularly sensitive 
area is that of mortgage loans which, if they get more 
expensive too quickly, could wipe out the recovery in  
the real estate market, an important engine for growth. 
The Fed seems to have decided that both the change in 
expectations regarding the official interest rate and the 
trend in yields were not expedient, given that they were 
moving dangerously away from its desired scenario of  
a smooth and gradual normalisation in financial 

conditions. The content of the statement from its 
meeting on the 18th confirms this impression. Firstly, it 
explicitly states that «the Committee sees the downside 
risks to the outlook for the economy and the labor 
market as having diminished», suggesting that now 
would be the time to moderate stimuli, as analysts 
expected. However, the Fed then warns that «the 
tightening of financial conditions [...] could slow the  
pace of improvement in the economy and labor market», 
a circumstance that has actually come about and has led 
to its decision to wait.

Initially, the market reaction was in line with the Fed’s 
wishes: a drop in monetary interest rates, in yields on 
Treasury bonds and in the dollar, as well as stock market 
gains. But this is not, by any means, the end of the story. 
Similar chapters might be repeated in what promises  
to be a path full of potholes in the Fed’s exit strategy.  
The threat is that markets will become volatile or that  
the Fed’s reputation will be damaged and investors will 
demand a higher risk premium for financial assets. We 
trust, however, that the Fed will handle this situation 
properly, combining a firm hand and agility, as it has  
to date. The next date: the Committee meeting on  
30 October.
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Interest rates (%)

30-Sept 30-Aug Monthly  
change (b.p.)

Year-to-date 
(b.p.)

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

Euro

ECB Refi 0.50 0.50 0 –25.0 –25.0

3-month Euribor 0.23 0.22 0 3.8 0.5

1-year Euribor 0.54 0.55 –1 –0.3 –14.5

1-year government bonds (Germany) 0.10 0.11 –1 –3.3 8.3

2-year government bonds (Germany) 0.17 0.24 –7 18.0 11.9

10-year government bonds (Germany) 1.78 1.86 –8 46.7 33.3

10-year government bonds (Spain) 4.30 4.54 –24 –98.7 –160.2

10-year spread (b.p.) 252 268 –16 –145.4 –193.4

Dollar

Fed funds 0.25 0.25 0 0.0 0.0

3-month Libor 0.25 0.26 –1 –5.7 –11.0

1-month Libor 0.63 0.67 –4 –21.4 –34.4

1-year government bonds 0.09 0.11 –2 –5.1 –6.6

2-year government bonds 0.32 0.40 –8 8.2 9.4

10-year government bonds 2.61 2.78 –17 88.9 102.2

Spreads corporate bonds (b.p.)

30-Sept 30-Aug Monthly  
change (b.p.)

Year-to-date 
(b.p.)

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

Itraxx Corporate 104 107 –3 –13.5 –29.5

Itraxx Financials Senior 148 150 –3 6.2 –53.3

Itraxx Subordinated Financials 216 225 –9 –19.3 –123.8

Exchange rates

30-Sept 30-Aug Monthly  
change (%)

Year-to-date 
(b.p.)

Year-on-year change  
(%)

$/euro 1.353 1.322 2.3 2.9 5.3

¥/euro 132.930 129.800 2.4 –13.9 –24.4

£/euro 0.836 0.853 –2.0 –2.8 –4.4

¥/$ 98.270 98.170 0.1 –11.4 –20.4

Commodities

30-Sept 30-Aug Monthly  
change (%)

Year-to-date 
(b.p.)

Year-on-year change  
(%)

CRB Index 467.6 473.0 –1.1 –3.4 –6.0

Brent ($/barrel) 109.2 116.2 –6.0 –3.6 –3.8

Gold ($/ounce) 1,328.9 1,395.2 –4.7 –20.5 –25.0

Equity

30-Sept 30-Aug Monthly  
change (%)

Year-to-date 
(b.p.)

Year-on-year change  
(%)

S&P 500 1,681.6 1,633.0 3.0 17.9 16.4

Eurostoxx 50 2,893.2 2,721.4 6.3 10.0 16.1

Ibex 35 9,186.1 8,290.5 10.8 12.5 18.0

Nikkei 225 14,455.8 13,388.9 8.0 39.3 64.7

MSCI Emerging 987.5 929.5 6.2 –6.4 –1.8

Nasdaq 3,771.5 3,589.9 5.1 24.9 21.1

KEY FINANCIAL INDICATORS
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The main news this month has come from the area  
of economic policy with the Federal Reserve’s decision  
to maintain monetary expansion unchanged for the  
time being. This decision should help to consolidate the 
economic recovery, both in the USA and also in the emerging 
economies, especially those under greater financial pressure 
(see the Focus «Emerging countries in trouble: who is 
who?»).

UNITED STATES

The Federal Reserve has surprised by not starting its 
tapering although this decision is supported by the latest 
macroeconomic indicators. On 18 September, when most 
people were expecting the Federal Reserve to announce a 
reduction in its bond purchase programme (tapering), its 
President, Ben Bernanke, made the startling announcement 
that this measure will be postponed. Beyond the markets’ 
favourable reaction, applauding the maintenance of liquidity 
with gains in risk assets, it is important to note that the Fed’s 
decision has been based on three arguments. The first and 
surely most essential one is how the US central bank has 
interpreted the latest indicators, particularly the insufficient 
revival in the labour market. A second aspect underlined by 
the Fed has been monetary conditions tightening up too 
quickly. Lastly, it explicitly mentions as a short-term risk the 
uncertainty surrounding the imminent fiscal debates held  
in October, the month when the public debt ceiling will be 
reached and which has started with the temporary shutdown 
of one sixth of federal services, which might once again lead 
to a possible suspension of federal payments. Together  
with this appraisal, the Fed has also updated its economic 
projections, of particular note being its downward revision  
of 2014 growth forecast.

Certainly, taken as a whole, the latest figures present  
a mixed economic panorama that allows for different 
interpretations, including those of the Fed itself. The most 
positive figures are related to business activity. The ISM 
business confidence figures for August, especially for services, 
point to the expansion continuing in 3Q. Consumption is not 
excessively exuberant but neither is it negative, as attested  
by August’s rise in consumer confidence to 81.0 points. 
Nonetheless, we must remember that the current levels  
are still far from the long-term trend.

neither has the battery of indicators been negative from 
the real estate sector, with satisfactory figures both in sales 
and prices. In September, the housing sales index of the 
National Association of Home Builders maintained a similar 
growth rate to those of July and August, while the Case-Shiller 
indicator for prices posted its seventeenth consecutive month 
of rises in July. However, what is causing concern in the real 
estate sector is the fast rise in mortgage rates, up by  

INTERNATIONAL ECONOMY
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1.1 percentage points since April to 4.5%. It should also  
be noted that the trend for inflation is still contained, rising  
by 1.5% year-on-year in August.

Given this situation of figures that are moderately positive 
and in line with expectations, the labour market figures 
came as a disappointment. Although labour’s recovery has 
not stopped, it is progressing at a slower rate than expected 
with just 169,000 net jobs created in August (the forecast was 
180,000, approximately) and with a downward revisions of  
the figures for June and July. Moreover, the meagre fall  
in the unemployment rate of 0.1 percentage points to 7.3% 
has mainly been due to a reduction in the labour force.  
To complete a picture that, although not pessimistic is 
somewhat frustrating, August also saw drops in both the 
participation rate and the activity rate.

Given all the above, we have not changed our growth 
forecasts for 2013 and 2014 but the risks have increased 
slightly. We believe that the figures support both our  
forecast for 2013 (1.6% growth) and for 2014 (2.8% growth). 
Nonetheless, it must be admitted that there is now a slightly 
greater risk of growth actually being lower than forecast.  
In the short term, our scenario sees inventories adjustments  
slowing up growth, as inventories accumulation was high  
in 2Q. We should also note the risk of budget negotiations 
delaying investment and consumption decisions in the final 
part of 2013. Regarding the coming year, and beyond, we are 
particularly concerned about the ultimate determining factor 
of consumption (namely employment) growing too slowly. 
Until the average household income substantially increases, 
sustainable growth rates in excess of 3% are unlikely.

JAPAN

The upward revision of GDP in 2Q implies greater growth 
in 2013 but also confirmation of the hike in consumption 
tax. While the initial publication of the 2Q GDP figure came as 
an unpleasant surprise, its revision has been the opposite.  
The component revised upwards has been investment  
so that GDP growth now stands at 0.9% quarter-on-quarter 
compared with 0.6% initially estimated. This improved  
tone for activity will probably moderate in 3Q but, even  
if this happens, we expect growth in 2013 to reach 2.0%  
year-on-year.

After this figure was published, the government confirmed 
the hike in consumption tax in April 2014 and will place 
this rate at 8%, compared with the current rate of 5%. A 
further hike is expected for 2015. With public debt at 238%  
of GDP in 2012 and one of the lowest rates of VAT among 
industrialised countries, this measure may be seen as 
reasonable. However, given that this increase will have a 
recessionary effect on consumption, the government will 
probably take palliative measures in the form of greater 
public spending. The ultimate effect of both decisions should 
lead, according to our forecasts, to slightly lower growth in 
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2014 than expected: 1.8% compared with the previous 
forecast of 2.0%.

EMERGING ECONOMIES

China seems to be gradually getting back on the path  
of activity, as shown by August’s acceleration in industrial 
production, retail sales and fixed asset investment. For its 
part, the foreign sector continues to sort out its situation  
(in August, the cumulative external surplus over 12 months 
was 45% higher than the figure one year earlier), while 
inflation remains stable with a 2.6% rise year-on-year  
in August. The rise in the PMI business activity indicator, 
reaching a six-month peak in September, suggests this 
recovery will continue.

Brazil, however, has lost steam throughout 3Q. After 
providing good news in 2Q, the latest indicators suggest  
that the GDP flash estimate for 3Q might have weakened.  
In July and August, the PMI indicator was below the threshold 
of 50 points, which would indicate that business activity is 
shrinking, at the same time as consumer confidence also fell in 
July. The negative figures for exports complete a panorama in 
which no powerful levers for growth can be seen in the short 
term, although certainly this could change if China’s stance 
turns openly expansionary. In contrast, Mexico’s overall tone 
has improved. After an unexpected slowdown in activity  
in 2Q, indicators (in particular, the PMI indicator and the flash 
estimate for activity) point to growth speeding up in the 
second half of 2013.

Turkey’s situation is showing signs of overheating. 
Although 2Q growth came as a pleasant surprise, with  
GDP rising by 4.4% year-on-year, more than expected, the 
dynamics supporting this are unlikely to be sustainable in the 
medium term. Taking into account the fact that inflation is 
gaining ground (with rises in excess of 8% year-on-year in 
August), private credit accelerated towards the zone of 30% 
year-on-year in 2Q and the current deficit approached the 
range of 7% of GDP in the same period, in the near future  
the government is likely to implement a combination of 
restrictive measures (another hike in interest rates like the 
one in August; setting limits to bank credit, etc.) in an attempt 
to reduce external net borrowing.

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

Latest figure     Previous period 2012

GDP 7.5 7.7 7.7

Industrial production 10.4 9.7 10

Electricity production 8.1 5.3 4.3

Retail sales 13.4 13.2 14.3

PMI manuf. (official)(**) 51.0 50.3 –

PMI manuf. (HSBC)(**) 51.2 flash 50.1 –

Exports 7.2 5.1 8.0

Imports 7.0 10.9 4.3

Investment(*) 20.3 20.1 20.6

Bank credit 14.1 14.3 15.7

Consumer prices 2.6 2.7 2.7

Notes: (*) Cumulative investment in urban fixed capital. (**) Value.
Source: ”la Caixa” Research, based on data from Thomson Reuters Datastream and Markit.
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FOCUS • The US housing recovery: how solid  
are its foundations?

On 19 June, before the labour market improved, Ben 
Bernanke reminded people of an uncomfortable truth: 
everything comes to an end... and the QE3 would be  
no exception. Nonetheless, this communication was 
deliberately cautious, underlying the fact that the 
intention was to diminish asset purchases but under no 
circumstances would they be sold off in the short term. 
However, in spite of this insistence the markets ignored 
the Fed’s caution and the mortgage rate (fixed at 30 
years) rose to 4.5% (3.4% in April). Although any increase 
in the future should be should be gentle and gradual, 
particularly as the Fed finally delayed its famous tapering 
in September, it still raises another question: can the 
recovery in the real estate sector withstand higher 
interest rates?

The latest figures for construction certainly call this into 
question: 17% fewer homes were started in July than in 
March, when a post-crisis peak was recorded. However, 
this figure should be interpreted carefully as a large 
portion of the reduction is due to volatility in multi-
family homes that, with the crisis, have taken on a greater 
relative weight. In this respect, the index of the National 
Association of Home Builders (NAHB), which measures 
actual sales and their future prospects and provides a 
more reliable picture of the situation than the fluctuating 
figure of housing starts, maintained in September what it 
had gained in the sharp rises of July and August, placing 
it at pre-crisis levels (2006).

In fact, if the economic recovery continues, the housing 
recovery should also advance. Why? Firstly because the 
reduction in oversupply is a fact and this can be seen  
by the number of months required to sell a house (stock 
of housing on sale divided by monthly housing sales), 
which went from a maximum of 11.9 months during  
the darkest month of the crisis (July 2010) to 4.9 months 
in August 2013, in line with pre-crisis levels that are 
considered to be normal. Secondly demographic trends 
and the improvement in employment are also helping: 
the delay in the formation of households due to the crisis 
created an underlying unsatisfied demand which, with 
the recovery in the labour market, is now taking shape. 
Thirdly, if we also add the fact that construction is 40% 
below its normal level, we can suppose that this sector 
still has a lot of room for improvement and that the 
gradual, sustained rise in prices (17 months of consecutive 
increases in the Case-Shiller index) is being boosted  
by this better supply-demand balance.

On the other hand, the increase in interest rates could 
partly be offset by the better credit conditions that might 

be offered by banks as the economy improves and 
deleveraging advances. Similarly, moderately rising 
interest rates could spur on those buyers who thought 
they would remain low forever. In this respect it should 
be noted that, in August and with higher interest rates, 
the number of new mortgage loans granted to buy 
housing remained in line with the good figures from the 
beginning of 2013.

In short, provided the economy’s recovery continues,  
the answer to our initial question should be optimistic: 
higher interest rates can be withstood; the contribution 
of housing to growth will continue to be positive and 
property prices will continue to increase gradually without 
damaging the recovery in private consumption. 
Paradoxically, the key lies in the same condition that will 
spark the Fed’s change in policy, namely the recovery 
continuing in employment and in the economy in general.
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FOCUS • Emerging countries in trouble: who is who?

Since the Fed’s change in rhetoric in May regarding the 
continuation of stimuli, alarm bells have rung non-stop 
among the emerging countries. In particular, and in spite of 
the recent slowdown, they have suffered from a continuous 
and noticeable capital outflow which has significantly 
depreciated their currencies (7% on average against the 
dollar).(1) However, five economies have been hit particularly 
hard, with much greater depreciation than the average: 
India, Brazil, Indonesia, Turkey and South Africa.

These five have a common denominator: sizeable and 
growing current account deficits which largely explain why 
they have been more harshly punished by the market. 
However, in spite of this common denominator they vary 
significantly in terms of their overall set of vulnerabilities.

For example, India is still pending significant fiscal 
consolidation to reduce its public debt close to 70%  
of GDP, which absorbs 3% of GDP in interest payments. 
Moreover, despite its lower rate of investment, the Asian 
economy was not able to correct its high current account 
deficit in 2012 either, not even by 0.1 percentage points. 
This correction is undoubtedly necessary and requires 
structural reforms (improvements in the financial sector, 
employment, law and infrastructures) to boost the 
country’s still weak manufacturing industry.

Along the same lines, Indonesia has not promoted its 
manufacturing base very much either, basing its growth on 
the strength of domestic consumption and its commodities 
exports, which provided large current account surpluses 
until 2011 but in exchange for sharp adjustment when 
the commodities cycle went awry. All this in an 
inflationary context that hinders the consolidation  
of both Asian countries (see the map of weaknesses).

Nonetheless, the long-term growth prospects both for 
India and Indonesia continue to be significant at 6.5%, 
both countries still being very far from the advanced 
economies with a lot of room to improve, as well as 
highly favourable demographic trends (a young 
population with potential). This invites some optimism  
in spite of the persistent risk of a boom-bust type  
of progress if the necessary reforms are not tackled.

On the other side of the world, Brazil also has significant 
fiscal and external imbalances although not to the same 
extent as India. This could compromise its rate of growth 
in the long term unless a thorough plan of reforms is 
implemented that makes the business environment more 
flexible and improves logistical infrastructures. In spite  
of this, its large buffer of reserves (covering 19 months  
of imports) and the margin still available to implement 

fiscal stimuli will help maintain economic growth rates  
in the short term.

Lastly, not only do Turkey and South Africa have the largest 
external deficits of these five emerging countries but also 
the biggest gap compared with the optimum level fixed 
by the IMF.(2) This, together with a buffer of reserves(3) that 
is much smaller than that of the other three countries in 
question, exacerbates the considerable fluctuations in 
capital observed. Nonetheless, Turkey’s growth prospects 
(4.4%) are considerably better than those of South Africa 
(3.2%). Its closeness to the European Union plays in its 
favour, especially considering that global value chains  
are once again favouring a certain physical closeness.

In short, although they are generally classified as 
«emerging», not all these countries face the same challenges 
in the long term. Once they have surmounted the temporary 
over-reaction that often characterises financial markets, how 
they tackle these challenges will be crucial to forming a 
better or worse path for economic progress and will 
therefore determine their ability to recapture those 
capital flows that fled from them so anxiously this summer.

Current account balance (% GDP, 2012)

Depreciation (+) against the dollar since the beginning of May(1)(%)
 

Source: ”la Caixa” Research, based on IMF data (WEO April 2013) and Thomson Reuters 
Datastream.

The greater the external imbalance, 
the greater the depreciation
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Map of weaknesses
Current account 

balance %  
GDP 2012

Fiscal 
balance % 
GDP, 2012

Inflation, 
latest 
figure

Long-term 
growth 

prospects

India –5.1 –5.3 6.1(*) 6.5

Indonesia –2.8 –1.3 8.8 6.5

Brazil –2.3 –2.8 6.1 4.2

Turkey –5.9 –1.5 8.2 4.4

South Africa –6.3 –4.8 6.3 3.2

Note: (*) Wholesale prices.
Source: ”la Caixa” Research, based on IMF data (WEO April 2013) and Thomson Reuters 
Datastream.

(1) Between the beginning of May and mid-September.

(2) See IMF 2013 Pilot External Sector Report and the Focus «Emerging 
currencies: overly punished?» for more details.
(3) Both in terms of the percentage of net external borrowing in the short 
term and the percentage of imports.
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UNITED STATES
2011 2012 3Q 2012 4Q 2012 1Q 2013 2Q 2013 07/13 08/13 09/13

Activity

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

Retail sales (without cars or petrol) 5.4 4.9 4.5 4.4 3.7 4.2 4.3 4.1 ...

Consumer confidence (value) 58.1 67.1 65.0 70.4 62.8 75.1 81.0 81.8 79.7

Industrial production 3.4 3.6 3.3 2.8 2.4 1.9 1.4 2.7 ...

Manufacturing activity index (ISM) (value) 55.2 51.7 50.9 50.6 52.9 50.2 55.4 55.7 ...

Housing starts (thousands) 612 783 781 896 957 869 883 891 ...

Case-Shiller repeat sale price (value) 140 141 142 145 150 157 159.2 ... ...

Unemployment rate (% lab. force) 8.9 8.1 8.0 7.8 7.7 7.6 7.4 7.3 ...

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

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

Prices

Consumer prices 3.2 2.1 1.7 1.9 1.7 1.4 2.0 1.5 ...

Underlying consumer prices 1.7 2.1 2.0 1.9 1.9 1.7 1.7 1.8 ...

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

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

Activity

Real GDP –0.6 2.0 0.4 0.3 0.1 1.3 – ...

Consumer confidence (value) 37.7 40.0 40.1 40.0 44.1 44.8 43.6 43.0

Industrial production (value) –2.6 0.2 –3.7 –6.3 –6.5 –3.1 0.4 1.1

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

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

Trade balance (1) (% GDP) –0.6 –1.4 –1.3 –1.4 –1.7 –1.9 –2.0 –2.2

Prices

Consumer prices –0.3 0.0 –0.4 –0.2 –0.6 –0.3 0.7 0.9

Underlying consumer prices –1.0 –0.6 –0.6 –0.5 –0.8 –0.4 –0.1 0.0

Note: (1) Cumulative figure over last 12 months.
Source: ”la Caixa” Research, based on data from the Communications Department, Bank of Japan and Thomson Reuters Datastream.

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

Activity

Real GDP 9.3 7.7 7.4 7.9 7.7 7.5 – ...

Retail sales 17.1 14.3 13.6 14.9 12.3 12.5 13.2 13.4

Industrial production 13.7 10.0 9.1 10.0 9.6 9.1 9.7 10.4

PMI manufacturing (value) 51.4 50.8 49.7 50.5 50.5 50.5 50.3 51.0

Foreign sector

Trade balance (1) (value) 154 231 196 231 274 272 264 266

Exports 20.2 8.0 4.5 9.5 18.4 3.9 5.1 7.1

Imports 25.0 4.3 1.4 2.8 8.3 5.0 10.9 7.0

Prices

Consumer prices 5.4 2.7 1.9 2.1 2.4 2.4 2.7 2.6

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

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

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

KEY ECONOMIC INDICATORS
Year-on-year change (%), unless otherwise specified
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Growth is taking hold in the euro area and gradually 
building up a head of steam. The battery of economic  
figures published during September confirms that the GDP 
growth started in 2Q 2013 has consolidated during the  
third quarter. One of the best indicators in this respect, the 
PMI, has continued to advance and is now clearly above the 
levels posted the previous quarter. Worthy of note is the fact 
that the correction in some of the imbalances between the 
core and the periphery, especially in the area of labour costs,  
is leading to a change in the sources of growth in GDP.  
On the one hand, the periphery’s improved productivity  
is boosting its foreign sector and, on the other, low levels  
of unemployment in the core, particularly Germany, are 
driving domestic demand.

Domestic demand is adding to the recovery. The foreign 
sector has been crucial in alleviating the impact of the decline 
in domestic demand on GDP growth. In fact, its contribution 
to growth has been positive almost constantly since 3Q 2009. 
Given the difficulty in improving these figures, the key to 
consolidating the recovery lies in domestic demand and,  
in this respect, the news is good. In 2Q 2013 its contribution  
to quarter-on-quarter growth in GDP was already positive.  
Noteworthy is both the rise in private consumption and also 
investment, posting increases of 0.2% and 0.3% respectively. 
Public consumption also posted positive growth rates, 
although this is unlikely to become a source of growth in the 
medium term given the fiscal adjustment being carried out  
in several countries.

investment is building up a head of steam. This already 
posted positive growth rates in 2Q 2013 and the bulk  
of the evidence available suggests it will increase its  
support for growth during the second half of the year. The 
business sentiment index, for example, has risen substantially 
in the last few months. This improvement, moreover,  
has been widespread in the main countries of the euro area. 
Of particular note is the increase taking place in France,  
a country where the drop had been acute and which, up  
to a few months ago, was showing no appreciable signs  
of progress, while in most countries of the euro area there  
had already been a shift in trend. In Germany the Ifo index  
has firmly established for months now at levels compatible 
with positive rates of growth in investment. As the uncertainty 
surrounding the sovereign debt crisis diminishes and the 
recovery gains ground, this improvement in investment 
should consolidate.

Household consumption is gradually picking up. Most 
consumption indicators performed well throughout 
September. The confidence index, for example, has risen 
continuously since November 2012 and in September stood  
at 97.4 points (just 6 points below its historical average),  
the highest level since July 2011. Improvement is widespread 
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in most countries. In Germany, this was already above its 
historical average, while in France, Italy and Spain it is slightly 
below this level. The close relationship between consumer 
confidence figures and those for retail and consumer goods 
therefore allows us to be optimistic. The latest figure available 
for retail and consumer goods is from July, a month when 
there was still a decline in year-on-year terms of 1.3%. 
However, if confidence continues to advance at this rate, sales 
could be posting positive figures by the end of the year.

The labour market is stabilising and points to a shift in 
trend. At present the recovery in activity has not led to a 
reduction in the unemployment rate in the euro area as  
a whole. In July, this remained stable at 12.1% for the fifth 
consecutive month. However, employment expectations 
continued to improve and suggest that a change in trend  
is imminent. This change is unlikely to be led by Germany as 
its unemployment rate is currently at an all-time low (in July 
this fell by 0.1 percentage points to 5.3%). It is in countries 
such as France, where the unemployment rate is at 11.0%,  
and especially in the periphery countries where the potential 
reduction is the greatest. In Italy this has reached 12.0%;  
in Ireland, 13.8%; in Portugal, 16.5%; and in Spain, 26.3%.  
As doubts regarding the sovereign debt crisis gradually fade 
and the recovery gains credibility, companies should start  
to invest in the labour factor again.

The periphery is continuing to regain the competitiveness  
it lost during the years prior to the crisis. Except in Italy, 
there have been notable reductions in unit labour cost  
indices. Between 1Q 2008 and 2Q 2013, these fell by 5.2%;  
in Portugal, by 0.7%; and in Ireland, by 7.8% (in this case up  
to 1Q 2013, the latest figure available). This improvement in 
competitiveness is even more remarkable when we compare 
the trend in labour costs in these countries with what has 
happened in the countries in central Europe. In Germany, for 
example, they have risen by 12.7% over the same period of 
time. In fact, the roles seem to have been reversed between 
the periphery countries and Germany. While competitiveness 
was lost and domestic demand led growth in the periphery 
countries during the years prior to the crisis, now the situation 
is the opposite. In Germany, the situation has also turned 
around: domestic demand, which remained detached from 
the expansion occurring in the periphery countries, has finally 
woken up, accompanied by the good performance seen in  
the labour market.

The foreign sector is being driven by the periphery. Just  
as the core countries are leading the recovery in domestic 
demand, the periphery countries have been supporting  
the growth in European exports observed over the last few 
months. Cumulative exports from periphery countries to 
countries from outside the euro area from January to April 
increased by 7.9% in year-on-year terms, a figure clearly above 
that of the euro area as a whole, which is 3.7%. This pattern 
has little to do with what happened in 2012, when the 
periphery countries saw a fall in their exports while these 
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continued growing for the euro area as a whole. Given such 
figures, it seems as if the reforms undertaken by the different 
countries in the periphery are having the desired effect:  
an improvement in competitiveness that is helping to correct 
their external imbalances and boost their economies. In this 
respect, it is worth noting the good performance by the 
current accounts of these countries. In Spain, this has been 
corrected from –10.1% in 2Q 2008 to 1.2% at present.  
In Portugal it has gone from –13.3% in 2008 to the present 
figure of 0.3%; and in Greece, from –16.3% in 2008 to –0.5%  
in 2013.

Correcting financial fragmentation still remains a challenge. 
While the correction of the main macroeconomic imbalances 
is on track in Europe’s periphery countries, financing costs are 
still vary widely. For example, in July the interest rate for loans 
to small and medium-sized firms was 2.7% on average in core 
countries but 4.8% in periphery countries. This difference is 
partly due to the higher credit risk in periphery countries 
because, in general, their macroeconomic situation is weaker. 
But it is also true that part of this disparity is still due to a lack 
of confidence in the euro and in European institutions. In this 
respect, the steps that have been taken towards the so-called 
banking union are very important. Specifically, on 12 
September the European Parliament approved the creation of 
the Single Supervisory Mechanism. This means that, as from 
4T 2014, the ECB will ultimately be responsible for supervising 
Europe’s banking system. This is undoubtedly a significant step 
forward but it has not completely satisfied those who also 
want greater integration in other areas, such as the Single 
Resolution Mechanism, the instrument responsible for 
defining the strategy that should be applied to banks in 
difficulty. The path taken towards greater European 
integration is not the fastest but the direction it is taking 
seems clear and the steps being taken are firm.

Merkel won the German general election with authority. 
The growing importance of the German chancellor in the 
process of constructing Europe has meant that the elections 
held on 22 September were closely watched by all EU 
countries. This outcome confirms what most of the polls had 
predicted, namely wide support by the German population for 
Angela Merkel, although the categorical nature of her victory 
was surprising. She did not achieve an absolute majority, 
falling short by just four seats, but the way she has handled 
the sovereign debt crisis received clear support from her 
citizens. Neither the course, i.e. greater integration both  
in fiscal and economic terms, nor the pace, namely the  
speed required for the process to be carried out successfully, 
will change.

 

Germany: outcome of the general election 
(Number of seats)  

 

CDU/CSU
311

SPD 
192 

The Left
64  

The Greens
63 

TOTAL SEATS: 630 

Source: ”la Caixa” Research, based on data from the German Ministry of the Interior.
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FOCUS • Greece: debate starts on a new bail-out

Greece seems to have returned to centre stage after 
having remained out of the spotlight over the last few 
months. This is not only due to the visit by the troika 
(made up of the ECB, the EC and the IMF) to carry out  
its fifth review of the country’s adjustment programme 
but particularly because the need to approve another aid 
programme is once again being debated. The amount 
and scope are still unknown but, unlike on previous 
occasions, the markets have reacted calmly, hardly 
altering the risk premium on ten-year Greek bonds 
compared with the German bund.

In the troika’s last review carried out in July additional 
financing requirements were detected for 2014 and  
2015 totalling 10.9 billion euros, of which 4.4 billion 
correspond to the coming year. Given that the Greek 
government would not run out of funds until the middle 
of next year, the troika still has room to discuss, if 
necessary, the characteristics of a third bail-out. 
Nevertheless, the financing gap in 2014 should be met 
before this year ends, either by extending the current 
programme or by resorting to the capital markets given 
that, according to the IMF’s own internal regulations,  
it cannot provide financial aid if the net borrowing  
for the coming twelve months is not already covered.

This budget gap can mainly be explained by delays  
in implementing the agenda of structural reforms, 
specifically in terms of the public administration and 
privatisation. In the first case, there are delays in the 
regime governing labour mobility for 25,000 civil 
servants although the government has promised to 
implement this before the end of the year. The delays  
are more evident regarding the programme to privatise 
assets held by the public administration and it is likely 
that only 60% of the 2.5 billion euros (1.4% of GDP) 
planned for year-end will be achieved.

These delays should not detract from the significant 
progress made by the Greek authorities in rectifying  
the country’s imbalances, both fiscal and external. 
Regarding fiscal adjustment, a primary surplus is 
forecast for the end of this year which would help the 
country to start meeting debt interest payments using 
its own resources. With regard to external imbalances, 
the current account deficit has been reduced significantly 
(from –10.1% in 2010 to –3.4% of GDP in 2012), although 
this improvement is largely due to a reduction in 
imports thanks to shrinking domestic demand and  
not to structural reforms to improve competitiveness. 
Certainly unit labour costs are starting to fall (by  
13% since 2011) but this has not led to a rise in exports 
for the moment.

Broadly speaking, the Greek economy is complying with 
its aid programme and we expect economic activity  
to start growing in 2014 after six years of recession and 
with a fall in GDP of 24%. But, in spite of this progress, 
certain risks must still be taken into consideration.  
The delays in structural reforms are one of the key 
issues as the country’s medium-term growth capacity 
could rapidly be jeopardised; a delay that such a 
country, with its public debt at 176% of GDP and 
significant structural imbalances, cannot permit itself. 
The signing of a new bail-out for Greece will probably 
not raise tensions again in the financial markets of the 
so-called peripheral countries but the longer the Greek 
government takes to implement a credible adjustment 
programme, the tougher it will be for the country  
to regain the confidence of the markets.
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Public sector net borrowing
Billion euros

2013 2014 2015 2016

Gross borrowing need 35.3 26.2 14.4 8.4

Overall balance 6.9 5.6 3.7 1.2

Amortization 16.1 25.1 16.4 6.8

Other 12.3 –4.5 –5.7 0.4

Gross financing sources 35.3 21.8 7.9 8.4

Official (troika) 37.4 19.3 11.1 6.6

Market access 0 0 0 0

Other –2.1 2.5 –3.2 1.8

Financing gap 0 4.4 6.5 0

Source: ”la Caixa” Research, based on IMF data.
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FOCUS • The English patient

Among large developed countries, the United Kingdom  
is one of those hardest hit by the recession. While GDP  
in the USA and Germany is already at a higher level than 
before the crisis, it is still 3.2 p.p. lower in the United 
Kingdom. The GDP flash estimate in 2Q 2013, at 0.7% 
quarter-on-quarter, was surprisingly and agreeably  
high. However, this has not managed to dispel doubts 
regarding the British economy’s capacity to recover.

This is the view of the Bank of England and, for this 
reason, on 7 August it announced it would not raise 
interest rates until the unemployment rate, currently at 
7.7%, fell below 7%. The difference between these two 
figures may seem small but the Bank of England itself 
believes that this target will not be reached until 2016.  
In part, this is due to the sharp fall in productivity seen 
over the last few years (–0.6% annually on average 
between 2008 and 2012), which leads us to believe  
that growth in employment will remain limited until 
productivity regains the ground it has lost. But the 
slowness with which we expect the labour market  
to improve is also due to the fact that the underlying 
problems affecting the British economy are not easy  
to correct.

The foreign sector’s poor performance is certainly the 
best example of this. In spite of the pound’s significant 
depreciation, 20% against the euro since 2008, growth  
in exports has been very modest. On average, these  
have increased by 0.9% year-on-year between 2008  
and 2Q 2013 while in Germany they are up by 3.0% and  
in the USA by 3.6%. There are many reasons for this poor 
performance but the following are particularly of note: 
the small share of exports to the main emerging 
countries, less growth in exports with a medium and 
high technological content compared with other 
developed countries and the high relative weight  
of the country’s financial sector.

Disappointment with the foreign sector has occurred just 
when its support was needed the most. Both households 
and firms are immersed in a comprehensive deleveraging 
process that limits their capacity to consume and invest. 
Although it is true that this correction is taking place 
relatively quickly (up to 1Q 2013, the ratio between 
household debt and gross disposable income has fallen 
by more than 25 p.p. since the peak of 167% prior to the 
crisis), it is also true that the there is still a long way to  
go (the same ratio in the euro area is 99% and in the USA 
it is 104%).

Lastly, another huge challenge for the United Kingdom  
is to restore full confidence in its financial system. In spite 
of reacting quickly at the start of the crisis, recapitalising 

two of its main banks using public funds, bank credit  
is still shrinking sharply, especially loans to SMEs. This is 
partly due to weak demand. But, according to the IMF, 
doubts regarding the solvency of the banking sector are 
not helping the different programmes (implemented by 
the Bank of England to boost credit) to achieve the 
desired effect. One example of this is that, until March 
this year, there had been no in-depth review of the 
solvency of Britain’s banking system to analyse the 
quality of its assets, revealing capital requirements 
totalling 27 billion pounds (1.7% of GDP). Furthermore, 
such doubts have yet to be entirely dispelled as this 
exercise did not analyse the banks’ ability to resist 
possible shocks.

In short, activity will gradually recover in the United 
Kingdom as its main trading partner, the euro area,  
picks up; as the process of deleveraging advances and 
the financial system gets back to normal. Processes 
which, in any case, require patience.
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activity and employment indicators
Values, unless otherwise specified

2011 2012 4Q 2012 1Q 2013 2Q 2013 07/13 08/13 09/13

Retail sales (year-on-year change) –0.2 –1.7 –2.6 –2.0 –0.7 –1.3 ... ...

Industrial production (year-on-year change) 3.3 –2.4 –3.0 –2.4 –1.1 –2.1 ... ...

Consumer confidence –14.5 –22.3 –26.2 –23.7 –20.9 –17.4 –15.6 –14.9

Economic sentiment 101.8 90.4 86.8 90.1 89.8 92.5 95.3 96.9

Manufacturing PMI 52.2 46.2 45.9 47.5 47.9 50.3 51.4 51.1

Services PMI 52.6 47.6 46.9 47.6 47.5 49.8 50.7 52.1

Labour market

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

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

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

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

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

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

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

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

2011 2012 4Q 2012 1Q 2013 2Q 2013 07/13 08/13 09/13

Current balance: euro area 0.2 1.4 1.4 1.9 2.3 2.3 ... ...

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

France –1.8 –2.2 –2.2 –2.1 –1.6 –1.6 ... ...

Italy –3.1 –0.5 –0.5 –0.1 0.3 0.4 ... ...

Spain –3.8 –1.1 –1.1 –0.2 0.4 0.5 ... ...

Nominal effective exchange rate (1) (value) 103.4 97.9 97.9 100.7 100.8 101.5 102.2 102.0

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

KEY ECONOMIC INDICATORS FOR THE EURO AREA

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

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

Private sector financing

Credit to non-financial firms (1) 2.0 –0.3 –0.6 –1.5 –1.4 –2.1 –2.8 –2.9

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

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

Interest rate on loans to households for house 
purchases (4) (%) 3.3 3.1 3.0 2.9 2.9 2.9 2.8 ...

Deposits

On demand deposits 1.4 4.1 4.9 7.2 8.0 9.4 8.1 7.6

Other short-term deposits 2.6 2.0 1.1 1.9 1.0 0.1 0.2 0.4

Marketable instruments –5.5 0.5 1.1 –3.2 –9.7 –15.6 –17.7 –16.3

Interest rate on deposits up to 1 year  
from households (%) 2.6 2.8 2.8 2.7 2.4 2.1 1.9 ...

Notes: (1) Data adjusted for sales and securitization. (2) Including NPISH. (3) Loans of more than one million euros with a floating rate and an initial rate fixation period of up to one year. 
(4) Loans with a floating rate and an initial rate fixation period of up to one year.
Source: ”la Caixa” Research, based on data from the European Central Bank.
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The Spanish economy’s recovery has consolidated in  
3Q 2013. Leading activity and confidence indicators have  
not disappointed and are continuing the upward trend  
they have been following since almost the start of the year.  
In fact, the latest data available point to the Spanish economy 
having already got back on the path of growth. For example, 
both the PMI for manufacturing and services surpassed the 
levels as from which, historically, economic activity usually 
posts positive rates of growth. Moreover, the entrance of new 
orders in both sectors means we can be relatively optimistic 
about their trend for the rest of the year. All this would  
confirm our scenario of recovery in the second half of the year. 
However, we expect the still weak domestic demand to keep 
this rate of growth moderate (0.1% quarter-on-quarter in  
3Q and 4Q 2013).

The foreign sector continues to lead the recovery. As  
has been the case almost non-stop since 2008, the support 
provided by the foreign sector to growth is still crucial. The 
figures for goods exports show a slowdown in demand from 
the emerging countries. However, this is being offset by a rise 
in purchases from European countries. The economic recovery 
of the euro area, Spain’s main trading partner, lies behind  
this revival. A similar performance can be seen in the case  
of foreign tourist visits which, boosted by the upswing in visits 
by European tourists (accounting for more than 90% of the 
total), are on the way to recording the best summer season  
in history with 22.5 million tourists coming to Spain between 
June and August. The opening up of new markets that 
traditionally did not visit Spain so often (such as the Nordic 
countries and Russia) and the upward trend in visits by tourists 
from the main European countries augur further peaks over 
the coming years.

investment in capital goods is adding to this growth. 
Traditionally, this component has reacted more quickly and 
sharply to changes in activity and this time does not appear  
to be an exception. In the year to date, it has become the main 
component in domestic demand to contribute continuously  
to the economic recovery (with contributions to quarter-on-
quarter GDP growth of 0.1 and 0.2 percentage points in  
1Q and 2Q 2013, respectively). The decrease in uncertainty 
regarding the Spanish economy’s recovery, the gradual 
opening up of traditional financing channels and the good 
rate of recovery in demand, principally with a rise in foreign 
orders, all lie behind this improvement in productive 
investment. A trend that will continue, according to the 
qualitative indicators for 3Q: in September the composite 
index for investment in capital goods accelerated its upward 
trend recorded over the last few months, which would place 
growth in investment in capital goods at similar or higher 
levels than those of 2Q. Similarly, industrial capacity utilization 
continues to increase, gradually approaching its historical 
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average (80.3% between 1995 and 2007 compared with  
73.9% recorded in 3Q 2013).

The recovery in domestic demand is still awaiting an 
improvement in consumption which, in spite of posting  
five consecutive quarters of quarter-on-quarter falls, has 
contracted at an increasingly smaller rate. Demand indicators 
point to a very gradual improvement in household 
consumption in 3Q. On the one hand, the rate of decline for 
retail and consumer goods decreased from –5.0% year-on-
year in 2Q 2013 to –3.7% on average between July and 
August. On the other hand, consumer confidence continued 
to improve in September and for the fourth consecutive 
month, bringing it ever closer to its historical average. 
Nonetheless, the underlying factors determining trends  
in household consumption do not augur any sharp upswing  
in the short term. The weakness of the labour market and 
household deleveraging are hindering the recovery in the 
short term (we expect its contribution to the quarterly rise  
in GDP to be 0.1 percentage points in 2014 compared with  
0.5 percentage points recorded on average between  
2000 and 2007).

The labour market is showing further signs of stabilising. 
August’s figures have improved compared with this same 
month in other recent years. Although, for seasonal reasons, 
job losses are particularly high in August, the reduction in 
2013 was 99,069, a significantly lower figure than the one 
recorded in August the five previous years (approximately 
160,000). Moreover, the improvement in employment 
expectations was almost widespread throughout all sectors, 
further increasing hopes of a recovery in the labour market. 
Given this situation, the unemployment figures were also 
better than in previous years, remaining almost constant  
in August (compared with increases, on average, of 67,703 
people in the same month in 2008 and 2012), although this  
is partly due to a smaller labour force.

Private sector deleveraging continues with credit shrinking 
further in July, by 13.1% year-on-year. This decline is 
widespread throughout all sectors although particularly 
marked for developers and builders (partly due to the 
accounting effect produced by transferring assets to the 
Sareb). In spite of this, some signs can be seen of a possible 
shift in trend over the coming months. For the first time since 
the start of the recession, the bank loan survey has shown an 
intention to loosen conditions for granting loans on the part 
of financial institutions over the coming months. It therefore 
appears that the recent improvement in funding enjoyed by 
the banking system (both retail and wholesale) is gradually 
being passed on to the real economy. The sorting out of 
financial institutions throughout this year, which is now at  
a highly advanced stage, also helps to explain this recovery  
in traditional financing channels in the sector. Given such a 
scenario, the troika believes the bank bail-out is going well, 
although it warns that this is not yet complete.
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Credit trends by sector
Year-on-year change (%) and balance (billion euros)

December 2012 March 2013 June 2013 Balance  
June  2013

Total –10.0% –11.9% –12.9% 1,519

Housing –10.6% –12.1% –12.3% 817

Households –3.6% –3.7% –4.0% 619

Developers  –24.9% –30.4% –30.9% 198

Consumption –10.5% –11.3% –12.0% 119

Construction –22.7% –30.1% –30.1% 64

Industry –8.5% –9.1% –11.3% 122

Services –8.9% –10.6% –12.9% 327

Agriculture –7.2% –7.4% –10.0% 190

Source: ”la Caixa” Research, based on data from the Bank of Spain.
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Foreign investment towards Spain has picked up. Greater 
confidence in the Spanish economy’s ability to recover is 
resulting in an increase in foreign investment. The revival  
of flows of financing has benefitted both companies (via an 
increase in foreign direct investment) and the public sector 
(via bond purchases). This scenario contrasts clearly with the 
one seen just over a year ago, when doubts surrounding the 
Spanish economy meant that the Eurosystem was practically 
the only possible source of financing. Today, however, almost 
no capital is being obtained via this channel. The fall in the risk 
premium over the last month is another sign of the gradual 
recovery in investor appetite.

Doubts are growing as to whether Spain will meet its  
fiscal target for 2013. 2012’s public deficit, before taking into 
account the losses caused by aid to the banking sector, has 
been revised downwards by 0.2 percentage points, from 7.0% 
of GDP to 6.8%, due to the improvement in the final balance 
of local government corporations. According to the Stability 
Programme, the deficit must remain almost constant this year 
(6.5% of GDP). Consolidated figures for the fiscal balance in  
2Q show a slight adjustment in the year so far: the cumulative 
deficit for the first half of the year was 3.8% of GDP,  
0.1 percentage points less than in the same period of 2012. 
The lower deficit of the autonomous communities and the 
increased surplus of local government corporations lie  
behind this improvement. However, the provisional figures  
for 3Q warn of a possible deviation from the path of fiscal 
consolidation. In August, the government deficit reached  
4.6% of GDP, 0.8 percentage points above this year’s target. 
Achieving such a large reduction in the last four months of  
the year seems complicated. By way of example, the measures 
adopted in the last few months of 2012 (including the VAT 
hike and elimination of the civil servant bonus payment) 
helped to reduce the government deficit by 0.6 percentage 
points between August and December 2012. Although this 
September the government approved the co-payment of 
some medicines, new regimes in the area of environment tax 
and the elimination of corporation tax rebates, the deficit 
target will be difficult to achieve.

The government trusts that the economic recovery will  
help it achieve its budget targets for 2014. The government’s 
forecasts for the coming year have improved slightly: the  
GDP growth forecast has risen by 0.2 percentage points  
to 0.7% year-on-year thanks to stronger domestic demand. 
Moreover, job losses are expected to end in 2014, the year 
when the unemployment rate will fall to 25.9%. Within  
this scenario, the central government expects to reduce its 
deficit by 0.1 percentage points in 2014 (to 3.7% of GDP). 
According to the central government budget, improved 
economic activity will help to increase tax revenue enough  
to achieve this target. However, a possible deviation from  
the fiscal deficit target this year could disrupt this projection 
and require further adjustment measures to be made in  
the coming year.
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Government’s macroeconomic table 2014
Annual change (%)

Current Previous

Private consumption 0.2 0.0

Public consumption –2.9 –3.1

Investment 0.2 –0.9

Exports 5.5 5.9

Imports 2.4 2.6

GDP 0.7 0.5

Total employment –0.2 –0.4

Unemployment rate 25.9 26.7

Source: ”la Caixa” Research, based on data from the Ministry of Finance.
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FOCUS • The real estate clock: time to get up?

In 2008, the state of the real estate sector was a good 
indication of the imbalances suffered by the Spanish 
economy as a whole. An unprecedented volume of 
transactions and prices that had tripled in eleven years  
are good examples of this. Since then, there has been 
extensive adjustment in the sector. House prices have 
accumulated a drop of 29.5% (36.4% in real terms) and 
the annual rate of sales has more than halved. Now the 
sector, like the economy as a whole, seems to be close  
to stabilising.

Trends in housing prices and sales usually follow the 
same pattern throughout the economic cycle. Like  
the hands on a clock, the situation of the real estate 
sector moves through four different phases: expansion, 
slowdown, shrinkage and stabilisation (see the top 
graph). This pattern can be clearly seen in the US real 
estate market where the hands went completely around 
the face between 2005 and 2012 and have now returned 
to the expansion phase (with housing prices and sales 
growing).

And in Spain? The Spanish real estate clock is in a 
different time zone to the US one. When, in 2007, it  
was shrinking in the USA, in Spain it was just starting  
to slow down: house prices were still growing by 5.8% 
year-on-year although sales had already fallen by 15.2%. 
The faster adjustment in the USA and the double dip 
recession suffered by the Spanish economy have pushed 
both markets even further out of synch. In spite of some 
fluctuations due to the end of tax incentives in 2010, 
Spain’s real estate sector has remained in its shrinkage 
phase practically since 2008 to 2012.

However, the stabilisation phase is getting closer. 
Housing sales, which usually react faster than prices  
to changes in supply and demand, are starting to 
approach positive growth figures. In 2Q 2013 they 
remained almost stable (compared with a drop of  
11.5% in 2012), standing at slightly above 320,000 annual 
transactions. As economic activity recovers over the  
next few quarters, and this leads to improvements in  
the labour market, we expect the rate of sales to 
gradually gain ground.

Although most of the adjustment has already been 
carried out, housing prices still have some room to 
correct. In 2012, housing prices in Spain were still 11.5% 
above their equilibrium level according to the OECD. This 
is a smaller deviation than the one estimated for other 
developed countries such as Belgium, France or the 
United Kingdom. If we take into account the correction 
occurring in the first half of 2013, the fall in prices still 
pending would be, according to the OECD, just over 5%,  

a relatively small correction compared with the 
adjustment carried out to date. The time of stabilisation 
seems close at hand.
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FOCUS • The automobile industry: rolling along

After having suffered greatly over the last five years,  
one of the key sectors for Spain’s economy is gradually 
getting back on track: the automobile industry. Including 
all activities related to automobiles, such as insurance 
and dealerships, it contributes 6% of GDP, accounts  
for 16% of all exports and employs close to 7% of the 
labour force.

The best news comes from vehicle manufacture: after 
falling by 16.6% in 2012, in the first half of 2013 this  
has grown by 5.5% and already exceeds 1.1 million units. 
Should this trend continue, the yearly production will  
be 2.3 million, a similar level to 2010 or 2011 albeit below 
2007’s peak of 2.9 million.

This recovery in production is being underpinned by  
the good performance of exports: the share of exports  
in production has gone from 81.6% in 2005 to 87.4% in 
2012. This partly reflects the slump in domestic demand: 
in the twelve months up to August, 680,600 new vehicles 
were registered, a similar level to 1995 and much lower 
than the 1.7 million registered in 2005. However, although 
sales are still very weak, some signs of stabilization can 
now be seen thanks, in part, to incentives to buy vehicles, 
such as the Plan PIVE (Efficient Vehicle Incentive 
Programme).

The rise in exports reflects the efforts being made by 
Spanish firms to improve their competitiveness, to 
internationalise and penetrate new markets. Firstly, 
vehicle manufacturing costs have remained lower than 
their European rivals: while in Spain these rose by 3% 
between 2009 and July 2013, in Germany or France the 
increase was 4.4% and 5.5%, respectively. In fact, gains in 
competitiveness-cost and greater labour flexibility have 
led several manufacturers to announce plans to increase 
production in Spain.

A second factor behind this rise in exports is 
internationalisation: the number of exporting firms from 
the automobile sector has tripled in the last decade and 
now exceeds 16,000. Lastly, a third key factor is growing 
market diversification. Stagnation in traditional European 
markets has been offset by an increase in exports to 
other destinations. Of note is the growth in exports  
to emerging Europe and the main emerging countries  
in the rest of the world, such as Russia, India and China. 
These markets are very attractive due to their high 
growth potential: their motorisation rate (number of 
vehicles per 1,000 inhabitants) will gradually increase as 
their middle classes consolidate. In short, the automobile 
industry is once again rolling along and should become 
another driving force behind the Spanish economy’s 
recovery.
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The containment of labour costs being carried out  
by firms should be key to the Spanish economy’s 
recovery. This adjustment should help them improve 
their competitiveness and therefore their export capacity 
and rate of job creation, something that will also help to 
mitigate the effect of the fall in domestic demand and  
to correct the economy’s imbalances. However, for the 
moment the drop in unit labour costs does not seem  
to be leading to a fall in export prices, presumably  
a vital factor for wage adjustments to result in greater 
competitiveness. Is the transmission mechanism 
blocked?

The most direct way of verifying this is to analyse the 
relationship between labour costs and exports. During 
the period 2009-2012, labour costs fell by 7.6% while 
exports grew by 30.2%. Although these figures suggest  
a certain relationship, it is undeniable that the increase  
in exports could be due to other factors such as increased 
demand for Spanish products. To carry out a more 
thorough analysis, we need to verify whether this 
relationship also exists among different industries.  
If we group these industries according to the wage 
containment they carried out between 2009 and 2011, 
we can see that those Spanish firms that reduced their 
labour costs the most were also those that saw the 
greatest rise in exports. The causal relationship between 
containment of labour costs and export trends is 
consequently more difficult to reject. So why does it 
seem as if export prices are not responding to wage 
containment?

Once again, an industry-level analysis helps us answer 
this question. The effect of wage containment should  
be different in each industry: those whose production 
requires a higher proportion of workers (labour-intensive 
industries) should have benefitted more from wage 
containment. To verify whether this relationship exists, 
we have classified industries into labour-intensive and 
non labour-intensive. As we supposed, the biggest drop 
in labour costs has been in labour-intensive firms. But 
even more significant is the fact that the asymmetric  
fall in labour costs also seems to be passed on to export 
prices, with the rise in export prices in labour-intensive 
industries being lower. Moreover, exports also grew more 
in labour-intensive firms.

A drop in labour costs therefore seems to have helped 
firms avoid a greater rise in export prices, this being  
a crucial factor for firms to be able to improve their 
competitive position internationally and therefore  
their export capacity.

FOCUS • Wage containment, competitiveness and exports
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activity indicators

2011 2012 4Q 2012 1Q 2013 2Q 2013 07/13 08/13 09/13

Industry

Electricity consumption –0.9 –2.2 –2.6 –3.6 –1.7 –3.2 –2.4 ...

Industrial production index  –1.3 –6.0 –5.7 –4.2 –1.8 –1.4 ... ...

Indicator of confidence in industry (value) –12.5 –17.5 –17.9 –15.9 –15.4 –14.2 –12.7 –11.4

Manufacturing PMI (value) 47.3 43.8 44.5 45.7 47.6 49.8 51.1 ...

Construction

Building permits –13.5 –42.7 –43.5 –28.0 –27.2 –1.5 ... ...

House sales –18.1 –8.7 3.5 7.9 0.6 –5.0 ... ...

Services

Foreign tourists 6.1 2.0 –1.5 1.8 5.3 2.9 7.1 ...

Services PMI (value) 46.5 43.1 42.6 45.7 46.5 48.5 50.4 ...

Consumption

Retail sales –5.4 –7.2 –10.2 –8.5 –5.0 –3.2 –4.2 ...

Car registrations –14.5 –13.5 –21.6 –11.1 2.5 14.8 –18.3 ...

Consumer confidence index (value) –17.1 –31.7 –37.8 –32.6 –28.7 –22.7 –21.2 –17.5

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

Prices

2011 2012 4Q 2012 1Q 2013 2Q 2013 07/13 08/13 09/13

General 3.2 2.4 3.1 2.6 1.7 1.8 1.5 0.3

Core 1.7 1.6 2.3 2.2 1.9 1.7 1.6 ...

Unprocessed foods 1.8 2.3 3.3 3.3 4.3 7.4 7.6 ...

Energy products 15.8 8.8 8.8 4.8 –1.1 –0.4 –2.2 ...

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

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

Employment indicators

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

Registered as employed with Social Security (1)

Employment by industry sector

Manufacturing –2.7 –5.3 –5.9 –5.9 –5.8 –5.1 –4.2 –4.0

Construction –12.2 –17.0 –17.7 –16.8 –15.8 –13.8 –11.6 –10.8

Services 0.2 –1.7 –1.8 –2.6 –3.0 –2.5 –2.4 –2.1

Employment by professional status

Employees –1.4 –3.8 –3.9 –4.7 –5.1 –4.4 –4.2 –4.0

Self-employed and others –1.2 –1.4 –1.4 –1.6 –1.4 –1.1 –0.6 –0.5

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

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

Hiring contracts registered (3)

Permanent –9.2 –1.3 –3.9 23.8 18.4 1.5 5.7 1.1

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

TOTAL 0.3 –3.9 –3.3 –1.5 –0.8 5.6 8.6 1.2

Unemployment claimant count (3)

Under 25 0.6 4.5 4.0 0.5 –4.3 –6.1 –5.6 –6.9

All aged 25 and over 5.4 11.7 12.8 11.7 8.4 5.2 3.3 2.5

TOTAL 4.8 10.9 11.9 10.5 7.1 4.0 2.4 1.6

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

2011 2012 3Q 2012 4Q 2012 1Q 2013 2Q 2013 07/13 Balance  
07/13 (1)

Financing of non-financial sectors (2)

Private sector –2.0 –4.1 –4.2 –5.8 –8.2 –8.8 –8.6 1,890.0

Non-financial firms –2.0 –4.3 –4.3 –7.0 –10.8 –11.5 –11.3 1,082.6

Households (3) –2.0 –3.8 –4.1 –4.1 –4.4 –4.8 –4.7 807.4

General government (4) 15.9 14.9 15.0 17.2 18.7 18.5 17.8 947.2

TOTAL 1.8 0.6 0.5 0.0 –1.0 –1.3 –1.2 2,837.2

Liabilities of financial institutions due to firms and households

Total deposits 0.3 –4.5 –6.2 –2.7 –0.1 1.8 4.3 1,183.3

On demand deposits 1.9 0.2 –0.9 –1.9 0.9 3.2 3.4 270.1

Savings deposits –1.4 –2.8 –0.8 0.2 –0.6 –1.1 –0.4 200.7

Term deposits 0.6 –6.7 –9.6 –4.4 –0.9 1.6 5.7 691.8

Deposits in foreign currency –12.3 –4.0 –7.1 20.1 20.5 22.7 23.4 20.7

Rest of liabilities (5) –4.4 –13.2 –19.2 –18.3 –20.2 –19.2 –19.7 122.8

TOTAL –0.4 –5.7 –8.0 –4.8 –2.8 –0.9 1.5 1,306.1

NPL ratio (%) (6) 7.8 10.4 10.7 10.4 10.5 11.6 12.0 –

Coverage ratio (%) (6) 59.6 73.8 62.4 73.8 70.4 65.8 66.4 –

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

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

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

Net lending (+) / borrowing (–) capacity –9.4 –10.6 –6.3 –10.6 –1.2 –3.8 – ...

Central government (1) –5.6 –7.8 –5.3 –7.8 –1.7 –3.9 –4.4 –4.6

Autonomous regions –3.3 –1.8 –0.9 –1.8 –0.2 –0.8 –0.8 ...

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

Social Security –0.1 –1.0 –0.1 –1.0 0.2 0.8 0.1 ...

Public debt (% GDP) 70.4 85.9 79.0 85.9 90.1 92.2 – ...

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

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

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

Trade of goods

Exports (year-on-year change) 15.4 3.8 4.2 4.2 3.9 11.9 1.3

Imports (year-on-year change) 9.6 –2.8 –2.1 –6.4 –6.9 0.6 –3.0

Current balance –39.8 –11.5 –24.3 –11.5 –2.4 3.9 4.7

Goods –42.3 –25.7 –32.7 –25.7 –19.1 –12.7 –11.7

Services 34.6 37.0 37.1 37.0 37.6 37.9 38.2

Income –25.7 –18.7 –21.4 –18.7 –17.2 –16.4 –16.3

Transfers –6.4 –4.1 –7.3 –4.1 –3.7 –4.9 –5.5

Net lending (+) / borrowing (–) capacity –34.3 –4.9 –19.1 –4.9 4.9 12.0 13.2

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

Backpacks, debts and other burdens to calibrate

«Sunday, 5 a.m. Two hours before the ascent. Waterproof, torch, blanket, 2 cans of food and 3 litres of water? 3 cans and 2 litres? 
3 and 3? We are stricken with doubt: too heavy a load and we might not be strong enough to reach the summit; too little and we 
might give up due to lack of supplies. What is the ideal load? How heavy does it have to be to start being a burden?» Replace 
backpack with debt and ascent with growth and you are asking the same questions as those disturbing the sleep of many 
academics, politicians and investors since the global financial crisis crossed the Atlantic, mutated into a sovereign debt crisis and 
completely engulfed the euro area.

You will soon realise that the answer to all these questions is a big «it depends». Just as the ideal weight of a backpack depends 
on a person’s physical strength, the extent of the goal, whether they have support and also the weather, the ideal level of debt or 
the level of debt a country can sustain without jeopardising its solvency or penalising its long-term economic growth will depend 
on a long list of conditioning factors. These include its degree of development, growth potential, the quality of the institutions, 
nature of the debtors (public or private) and of the creditors (national or foreign, official or private), maturities schedule, the 
debt’s currency, whether or not there is a lender of last resort and the use made of the funds provided.

By way of example: Brazil’s debt at 70% of GDP does not raise the same doubts if it is used to finance production investment, 
which is much more likely to have a positive future return in a country with huge economic potential, than when it is used to 
finance a property bubble or short-lived consumption. Neither does the debt level of 100% of GDP in the USA, the world’s leading 
economic power and with minimal financing costs, cause the same headache as it does in the Sudan. And, of course, a debt ratio 
of 180% of GDP in Greece, without a lender of last resort and largely in foreign hands, is a lot more worrying than Japan’s 240%, 
with most assets stored in Japanese coffers and watched over by its own central bank.

But why is debt worrying? At the end of the day, and as succinctly put by Alexander Hamilton, first Secretary of the US Treasury, 
«a national debt, if it is not excessive, will be to us a national blessing». It means that future revenue can be brought into the 
present and thereby finance projects for investment, innovation or the training of human capital which should ultimately boost 
long-term economic growth. It can also be a shot in the arm at times of crisis. So what is the problem? Alexander Hamilton himself 
provides us with the key: the term «excessive». History confirms that, as from certain levels of debt, its positive effect on the path 
of growth can go awry.

Such a breakdown can have several causes. To begin with, more debt usually results in a higher burden of interest payments. If 
this debt is public, higher interest payments will require higher taxes, less public spending or a larger deficit. In any case, the 
outcome is a loss of resources available to invest or consume, with the consequent impact on activity and growth. The problem 
gets worse if this debt burden forces a hike in taxes, introducing distortions and generating inefficiencies in detriment to growth 
or if it causes a crowding out effect on private investment that will only be harmless for growth if it ends up financing as many 
or more productive projects as in the private sphere. Another additional aggravating factor, which applies both to public and 
private debt, arises when a high proportion of this debt is external; i.e. if it is in the hands of foreign creditors as, in this case, the 
interest paid exits the domestic economy, apart from the fact that financing costs usually increase with the relative weight of the 
external debt.

Secondly, the more public debt accumulated by a country, the less room economic authorities have to apply countercyclical 
policies in a recession or a moderation in the rate of activity without alarm bells ringing. Without such a recourse, there is a 
greater risk of a recession digging in or an economic boom becoming too volatile, i.e. of a boom-bust, which would exacerbate 
uncertainty (a severe enemy to investment) and threaten growth in the medium term.

Thirdly, the mother of all divorces between debt and growth occurs when some kind of event destroys confidence and sparks 
fears of default. If such fears take root, investors will be reticent to refinance debt maturities and debtors may be forced to make 
an abrupt adjustment to their net borrowing. The ensuing negative impact loop could be as follows: creditors demand a higher 
risk premium; companies divest, either because it is too expense to finance themselves or because they expect a higher tax 
burden or expropriation in the future; uncertainty also slows up household consumption; the public sector introduces austerity 
measures to offset its higher interest burden; investment and consumption end up suffering; growth is damaged; there is a 
greater likelihood of a write-down, either explicit or via inflation, and this fuels the initial fears even further. These fears become 
even greater if both the private and public sector start to deleverage at the same time. This vicious loop is difficult to reverse once 
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it starts up, what is known in physics as an unstable system: one which, once it loses equilibrium, requires a powerful external 
source of energy to avoid catastrophic failure (its antithesis would be a pendulum). Escaping such a debt trap undoubtedly 
requires powerful levers, such as boosting growth through ambitious reforms that promote gains in competitiveness or external 
aid through a lender of last resort. Without these, the whirlwind could become a hurricane and cause a liquidity crisis that would 
truly jeopardise growth by precipitating a massive, sudden adjustment in the imbalances. In the worst case scenario, a self-
fulfilling prophesy would come about, with a real write-down.

A crisis of confidence due to fears of default is highly probable when the necessary tax hikes or cutbacks to serve debt exceed the 
maximum considered to be economically or political achievable.(1) As Paul Krugman warned years ago, when the level of debt is 
so high the indebted government sees few real possibilities of being able to repay it, the incentives to take measures to continue 
repaying this debt fade away. This is what is known as «debt overhang» and it is more likely to occur the greater the outstanding 
debt. When this happens, creditors face a dilemma: if they continue to finance the debtor, the stars may align and they might get 
all the loan back but they run the risk of the debt overhang pushing the debtor to declare itself insolvent; if, however, they decide 
to write off part of the debt, they must recognise immediate losses but give the debtor breathing space and increase the likelihood 
of recovering the rest. Nonetheless, neither the consensus nor empirical evidence has been able to conclusively identify a 
threshold of debt related to GDP that universally determines the risk of a debt trap.(2)

In any case, as the saying goes, if you can’t stand the heat, get out of the kitchen. Taking into account the fact that this kitchen is 
the equivalent to stagnation, depression, external aid or loss of sovereignty, it is better not to abuse debt and administer national 
finances following the advice that a mother would give her child just before an excursion: make sure you have not too much nor 
too little of anything; pace yourself; administer your resources responsibly and prudently; don’t leave the group; don’t rely on the 
weather or on your companions helping you out or even that I’m going to rescue you out there; get as far as you can. But, 
especially, honour my dreams and hard work by not dying in the attempt.

Marta Noguer 
International Unit, Research Department, ”la Caixa”
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(1) Most governments have acquired spending commitments that cannot simply be got rid of overnight.
(2) Several studies, particularly the work by Carmen Reinhart and Kenneth Rogoff, identify a negative correlation between debt and growth that, in general, associates 
an increase of 10 percentage points in the debt to GDP ratio when this exceeds a threshold that, depending on the study in question, would be between 80% and 90% 
of GDP, to a drop in GDP growth per capita of between 13-17 basis points. However, the opposite relationship has not been ruled out and other authors deem this 
threshold of 80%-90% to be arbitrary.
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Alternatives when the burden of public debt becomes unsustainable

The upward trend in government borrowing occurring over decades has become noticeably acute with the far-reaching economic 
crisis of the last few years, particularly in advanced countries. This deterioration has become so intense that it raises questions 
regarding whether some of these governments have reached or are on the way to reaching unsustainable levels. Unfortunately, 
the euro area’s atypical institutional framework has pushed some countries in this region to the top of the list of suspects. By way 
of consolation, one positive aspect is the existence of useful mechanisms to handle the debt crisis, at least with a view to avoiding 
scenarios of disorderly default. But these need to be used wisely.

Before considering the particular features of the euro area, it is useful to review the international initiatives employed to instil an 
overall regime of prevention and resolution for the sovereign debt crisis. Progress has admittedly been slow, although recently it 
has appeared to speed up to some extent. At a government level, for years the G-20 has been promoting the establishment of 
protocols of action and forums for negotiation and decision-making in episodes of crisis. In the private sector, the Institute for 
International Finance has also shown itself to be highly active in this respect. But perhaps the most significant reference is the 
Sovereign Debt Restructuring Mechanism (SDRM) endorsed by the IMF. Initially these initiatives were proposed for emerging 
countries in response to their traumatic experience due to the long series of external debt crises during the 1980s and 1990s. The 
distinction between internal and external debt is important in both a theoretical and empirical analysis of sovereign default. The 
decision to default entails aspects of capacity («being able») and will («willingness»), depending on the alternative measures 
available, such as fiscal adjustment, selling off assets or debt monetisation. In this last option, internal default is more closely 
related to will and external default to capacity. In the area of prevention, the main elements promoted are those aimed at 
encouraging market discipline (governments providing reliable information, appropriate incentives from rating agencies, etc.), as 
well as surveillance and advice provided by supranational bodies. When it becomes necessary to tackle resolution, the proposition 
is similar to that of national legislation in the area of bankruptcy: reducing the debt burden to sustainable levels that can be 
effectively dealt with, at the lowest possible cost for all the parties concerned. Three kinds of cost stand out. First of all, obviously, 
creditors suffering from losses due to default. Second, the damage caused to the reputation of the defaulting country (and its 
policies). Third, the risk of contagion and systemic impact. The importance of these variables explains why it is useful to have a 
procedure that helps to restructure public debt in an orderly and negotiated mode, far away from repudiation formulae. The IMF 
has become involved by presenting, in 2013, a proposal to reformulate the SDRM.(1) The proposed design contains some very 
interesting elements. The SDRM is activated only at the request of an IMF member who must justify that the debt to be 
restructured is unsustainable. A representative creditors’ committee is then formed that is responsible for addressing both 
debtor-creditor and intercreditor issues. The debtor would bear the costs associated with the committee. But the ace up the 
sleeve of the SDRM is «creditor aggregation»: if a qualified majority is achieved (75%), any decisions reached will apply to all 
creditors. This stops small groups (such as «vulture funds») from being able to refuse to join the operation and block it for their 
own ends. Another legal provision with similar effects consists of «collective action clauses» (CACs), although these only apply to 
specific financial instruments (bonds whose prospectus or other governing rules contain CACs) so that, in order to approve the 
restructuring of debt containing CACs, this operation must be carried out bond by bond. The SDRM covers the resolution of 
possible conflicts through an independent forum. Specifically, the Managing Director of the IMF appoints a panel of judges who, 
in turn, are responsible for choosing those professionals who will ultimately make up the forum.

Within the euro area, the authority from each country cannot use monetary policy as a tool to tackle debt crises given that this 
role is assigned to an independent institution: the European Central Bank (ECB). Moreover, the ECB statute explicitly forbids it 
from financing Member states, at the same time as the lack of a centralised treasury leaves it without any fiscal support. To a 
certain extent, this means that governments’ debts are as if they were all in foreign currency, placing them in a more vulnerable 
condition. And to top it all, the Maastricht Treaty specifies a «no bail-out clause» by which Member states are not responsible for 
nor can they take over the commitments or debts of the other members. However, the Treaty does not state what should be done 
should a country with problems require assistance. Almost twenty years after the Maastricht Treaty was signed, Greece’s long, 
tortuous crisis has highlighted the need for a specific institutional framework that helps to resolve the sovereign debt crisis. 
Simplifying for the purposes of explanation, and adopting the jargon created over these years, the options available to a euro 
area country when it is unable to meet its debt payments can be grouped into two categories depending on who bears the 
burden. On the one hand, «Private Sector Involvement» (PSI) measures, which basically involve some kind of debt restructuring: 
lowering interest rates, extending repayment periods and even haircuts. On the other hand, «Official Sector Involvement» (OSI) 

(1) «Sovereign Debt Restructuring: Recent Developments and Implications for the Fund’s Legal and Policy Framework», IMF, 2013.
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formulas; i.e. the aid provided by other states or international bodies (IMF, etc.), which can take a wide variety of forms: at present 
forced to get around the no bail-out clause but with proposals aimed at mutualisation.

Regarding PSI, the key element is the expediency or even the necessity to secure the «approval» of bondholders, which can often 
become an insurmountable obstacle. The Greek case, initially seen as a voluntary exchange of bonds, turned into a real drama: 
turbulent negotiations and delays culminating in a controversial backdated application of CACs by the Greek government. The 
European authorities have since taken note of these dysfunctions. The main measure has been the agreement for all government 
bonds issued in the euro area to include CACs, ex ante and with standardised terms, as from 1 January 2013. But it would also be 
useful to improve the institutional framework and the protocol for the negotiation process, detailing criteria and those responsible 
for deciding the terms of a reasonable, fair restructuring. One interesting proposal in this respect(2) is the European Crisis Resolution 
Mechanism (ECRM) which would be based on the following principles: it would only be activated on evidence that the debt 
situation was unsustainable; it would not interfere in the sovereignty of the debtor country; it would provide incentives for the 
debtor and creditors to negotiate; it would mean that, should the debtor and a qualified majority of the creditors reach an 
agreement, this would be binding for everyone and the integrity of this process would be safeguarded by an impartial, efficient 
dispute resolution system. The proposed ECRM would consist of three separate blocks. A legal body with the authority to start 
proceedings upon the request by a euro area government. An economic body to assess whether the government’s debt in 
question is unsustainable and the terms for a reasonable agreement. And a financial body capable of providing financial 
assistance in the short and medium term to help the debtor country make the necessary adjustments. This last body entails the 
incorporation of a component of official aid (OSI).

For the time being, OSI has taken the form of loans (initially bilateral between governments with the participation of the IMF and 
then channelled via the EFSF and the ESM). Nonetheless, there have been complaints that the no bail-out clause has been 
violated, claiming that the loan conditions conceal a subsidy, or warning that lenders were taking on risks. Mechanisms openly 
aimed at the mutualisation of liabilities and risks (such as Euro bonds) do not seem viable at the current stage in the process of 
European integration. However, Intermediate formulas are being considered that might be of great use given the challenge of 
debt sustainability in some countries. One singular proposal, given its origin (the German government’s Council of Economic 
Experts) and its promoters (the European Parliament and Commission) is the so-called European Redemption Fund (ERF), 
designed as an equilibrium between two fundamental principles.(3) The first is «accountability»: an irrevocable commitment of all 
countries in the area of fiscal discipline. The second is «solidarity»: those countries going through problems will be supported by 
the rest. The ERF’s main idea is to separate all the debt accumulated by a Member state into two parts. The first part is equivalent 
to 60% of its GDP, the limit contained in the Stability and Growth Pact. The second consists of all the debt above this threshold. 
This second part could be transferred to the ERF, where all members of the euro area would have joint accountability. At the same 
time, each country must guarantee the debt transferred with a deposit in the form of international reserves, which would be 
forfeited should it fail to honour its commitments: namely to maintain the non-transferred debt below 60% of GDP, keep the 
budget deficit below 0.5% of GDP, incorporate «debt brakes» at a constitutional level and eliminate the debt transferred within 
25 years. The desired effect of this mechanism is to reduce the cost of financing countries in difficulty, thereby improving the 
sustainability of their overall debt.(4)

Undoubtedly striking the right balance between PSI and OSI represents one of the Gordian knots in the current process of crisis 
and the re-establishment of the euro. Its beginnings in 2009 were not very promising but, little by little, it seems as if the different 
agents involved are getting on track, although there is still a long way to go.

Financial Markets Unit 
Research Department, ”la Caixa”

(2) See Gianviti, F. et al, «A European Mechanism for Sovereign Debt Crisis Resolution: A Proposal», Bruegel. Blueprint 10, 2010.
(3) See «European Redemption Pact», German Council of Economic Experts, Annual Report 2011.
(4) Another interesting proposal is the one made by J. Delpla and J. von Weizsäcker, «The Blue Bond Proposal», Bruegel. Policy Brief 3, 2010.
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The periphery is leveraged. How can it deleverage?

After getting into too much debt over more than a decade, the private sector of the periphery countries has started the arduous 
but vital process of deleveraging. Arduous because it limits the capacity for economic growth precisely when this is needed most. 
But vital because, in order to dispel doubts regarding the solvency of the private sector and, ultimately, the public sector, 
indebtedness must return to unquestionably sustainable levels. As of today, and in spite of the fact that pressure on the periphery 
countries has fallen, the progress made in private sector deleveraging in the periphery is still incipient.

To analyse this process, it is useful to break down the dynamics of private sector debt into that of households and that of 
corporations. On the one hand, households take out a larger proportion of long-term debt and their capacity to repay is 
determined by trends in employment income and also income from financial and non-financial assets. On the other hand, 
corporations tend to issue more short-term debt so that, when there are refinancing difficulties, their leverage tends to fall more 
quickly. The mechanisms used by households and corporations to declare default on their debts are also different. While 
companies can file for bankruptcy, it is more difficult for households to do so and there is limited debt relief in general.

Let us therefore start by looking at household debt. The first thing to point out is that it did not rise evenly throughout all 
countries in the periphery. In fact, Italy’s household debt always remained below the average level for the euro area. In Greece, 
however, although this only accounted for 10% of GDP in 2000, it saw the biggest increase among periphery countries, specifically 
64 percentage points, reaching 74% of GDP by 2Q 2012. Nevertheless, it is particularly in Ireland but also in Spain and Portugal 
where household debt reached the highest levels. In these three countries, the deleveraging process has already begun but it is 
progressing quite slowly. In Ireland, the correction since the peak has been 17 percentage points, while in Spain and Portugal it 
has only fallen by 7 and 4 percentage points respectively. In these three countries, on average, the current level of household 
debt is still 27 percentage points higher than the figures for the euro area as a whole.

To a great extent, this slow progress is due to the current macroeconomic conditions. Historically, the ratio between household 
debt and nominal income (an indicator of the capacity to repay) has fallen, especially because of the rise in nominal income, due 
particularly to inflation. Specifically, the contribution of inflation to this ratio’s correction to pre-boom levels has historically been 
70%.(1) The contribution of the rise in income in real terms has also been, historically, approximately 25%. In this episode, however, 
inflation is remaining at a very low level so that, added to poor trends in real household income, it limits their deleveraging 
capacity. In fact, since 2010 gross household income has fallen by 3.4% in Spain and 1.8% in Portugal. In Ireland the trend in 
income has also been more favourable over the last two years which, added to the greater reduction in debt in absolute terms, 
has made a somewhat larger adjustment possible. In any case, given that the ECB looks very unlikely to relax its current inflation 
target and that the economic recovery is expected to be slow in all periphery countries, household deleveraging will probably 
take longer than usual. It is important to note that, historically, this has lasted between 5 and 10 years according to IMF estimates.

(1) See (2013) «Indebtedness and deleveraging in the euro area», IMF, Euro Area Policies: Selected Issues Paper.
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Similarly, the deleveraging of non-financial corporations is also progressing slowly. Ireland and Portugal are the countries whose 
companies are most in debt (205% and 164% of GDP in 1Q 2013) and where debt has yet to stop growing. Corporate debt grew 
the most in Spain between 2000 and 2010, by 83 percentage points no less, but since then this is where it has fallen the most (15 
percentage points). In 1Q 2013 it still accounted for 129% of GDP. Italy and Greece, for their part, did not start from an excessively 
high level of corporate debt and neither did this increase too much during the boom years. They therefore have a less pressing 
need to deleverage.

How much should corporate debt be reduced in order to be sustainable? According to the IMF, episodes of high growth in 
corporate indebtedness are generally followed by deleveraging processes in which approximately two thirds of the increase in 
debt is subsequently reduced. Applying this percentage, Spanish firms should reduce their debt by a further 41 percentage 
points, a similar reduction to the one pending for Ireland and Portugal. In any case, the great heterogeneity within the business 
fabric of each country means that not all corporations need to go down the deleveraging path. For example, firms more open to 
the foreign sector, in general, can continue to get into debt in order to finance profitable investment projects, as shown by the 
large number of corporate bonds issued by certain companies in periphery countries. On the other hand, there are some 
companies, such as Spanish or Irish construction firms, that have accumulated large amounts of debt which they must now 
reduce. Moreover, unlike households, companies have more options to clean up their balance sheets by selling off assets or using 
other mechanisms such as debt-to-equity swaps, out-of-court restructuring or through Asset Management Companies. These 
strategies are aimed at reducing corporate debt in order to make these firms viable and thereby avoid liquidation. As is well-
known, the liquidation value of assets is usually different from their book value or the value they have if production continues, so 
winding up a company entails significant costs. These costs are even higher when a large proportion of the debt is external, as 
this can damage reputation and spread to other viable firms.

Given that the correction in the level of debt, both for households and corporations, has been quite limited so far, the financial 
burden of this debt has remained at levels that are still relatively high. And these levels would be even higher if it weren’t for the 
lifeline provided by the low interest rate policy of the ECB. In the medium term, as the improvement in the economy consolidates 
corporate earnings, household income grows once again and financial fragmentation diminishes, the debt burden should 
become more bearable. But, once this time comes, the ECB will face a tough dilemma: with deleveraging progressing slowly in 
the periphery countries, an interest rate hike could be very necessary for some countries but very harmful for others. Striking the 
right balance will not be an easy task.

Oriol Aspachs Bracons and Judit Montoriol-Garriga 
European Unit, Research Department, ”la Caixa”

 The burden of debt is greater in the periphery
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Periphery public debt: sustainable in the long term?

Over the last few months, doubts regarding the health of the periphery countries’ public accounts have diminished. The progress 
made in European governance, the correction of the main imbalances in these countries and the incipient recovery in activity in 
the euro area as a whole have contributed to this improvement. The risk premium, the star of this crisis, is reflecting this situation 
with widespread falls. Fears of a possible default in the short term therefore appear to have receded. However, the levels of public 
debt are still very high, making it impossible to completely dispel doubts regarding whether, sooner or later, further haircuts will 
have to be applied. Will the periphery countries be able to take their public debt to safer levels?

According to the IMF, on average the periphery countries will end 2013 with a public debt of 129% of GDP, 61 p.p. above the level 
of 2007. The euro area as a whole is expected to reach a level of 96% of GDP, an increase of 29 p.p. Given this scenario, adjustment 
towards less strained levels is practically an obligation for periphery governments. A country’s public debt is usually expressed as 
a percentage of GDP, indicating its capacity to repay. There are therefore only two ways to dispel all doubts: either by reducing 
the numerator, mainly through primary fiscal surpluses (the fiscal balance before including interest payments); or by increasing 
the denominator via growth in nominal GDP.(1) Let us therefore look at each factor in turn.

According to the IMF’s macroeconomic scenario, GDP growth will be the factor that will contribute the most to reducing the 
public debt ratio, especially in Greece and Ireland (see the above diagram). Greece is the country most expected to reduce its 
sovereign debt between 2013 and 2018, specifically by 35.1 p.p. However, this will still be at a level clearly above that of the rest 
of the periphery countries. For their part, these will undergo relatively more moderate deleveraging during this period. In fact, 
Spain’s public debt is even expected to go on rising.

Such meagre adjustment is the result of the fiscal deficits that, according to the IMF’s forecasts, periphery countries will continue 
to record over the coming years. The primary balance will not be enough to offset the high burden entailed by interest payments 
on public debt. On average, according to IMF figures, these countries will allocate 4.6% of their annual GDP to meet the obligations 
generated by their debt, a figure that is more than one percentage point higher than payments made before the outbreak of the 
recession (3.4% of GDP between 2000 and 2005). The economies with the highest level of public debt are those that must 
dedicate the largest share of their resources to paying interest. For example, in Italy and in Greece, the annual financial burden 
will reach 5.5% and 5.0% of GDP respectively over the next five years. However, this will be much less in the case of Spain, namely 
3.8% of GDP over the same period.
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(1) Another aspect that could influence debt trends are stock-flow adjustments; i.e. those accounting entries that modify public debt without affecting the deficit. One 
example is issuing public debt to finance the lines of credit provided to firms by the Official Credit Institute (ICO). In this case, the increase in debt is used to acquire 
assets and not to cover current spending.
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To determine the likelihood of possible deviations in the trend forecast for public debt, we need to analyse the supposed 
underlying determining factors (see the table below). In general, growth forecasts for Greece, Italy and Portugal are similar to 
those from the pre-crisis period and, given that these countries are expected to carry out significant structural reforms, appear 
to be conservative assumptions. For Ireland, the IMF predicts much less growth capacity than the one shown during pre-crisis 
years but this would still be clearly higher than the growth forecast for the euro area as a whole (namely 1.6%). Spain, however, is 
expected to have the lowest growth rate of all the periphery countries and clearly below the rate forecast for the euro area. This 
is surprising given that, among the periphery countries, it is the one that has best withstood the buffeting of the crisis and one of 
the countries with most gains in competitiveness so far.

Public deficit forecasts are not free from controversy either: the difference between the IMF’s confidence in the capacity of 
Greece, Portugal, Ireland and Italy to correct their public deficit and its uncertainty whether Spain can do the same is surprising, 
particularly when the achievements so far do not seem to justify this. For example: the adjustment in the structural deficit has 
been similar over the last few years. Lastly, it is important to note that the average interest rate assumed for all the countries is 
clearly lower than the one observed during the pre-crisis years. A projection whose accuracy is largely subject to the ECB 
maintaining a low interest rate policy over a prolonged period of time. For the case of Greece and Portugal, moreover, it is 
important to remember that they will no longer be under the protection of an aid programme and are therefore unlikely to 
maintain a lower interest rate than the rest of the countries. In fact, once they return to the finance markets in the coming years, 
and as the debt financed via the troika matures, the average interest rate for these countries is likely to rise to a level above that 
of Spain, Ireland or Italy.

In general, and by way of conclusion, Greece, Ireland, Portugal and Italy are very unlikely to surprise us by correcting their public 
debt more quickly than the IMF’s forecast. In Spain, however, according to the forecasts of ”la Caixa” Research, the peak will be 
reached earlier than predicted by the IMF and at a somewhat lower level. In any case, it seems quite clear that all the periphery 
countries will have a high level of public debt when the next recession arrives. When this time comes, these countries must have 
proved themselves unquestionably capable of correcting debt. Only then will they be able to adopt fiscal measures that cushion 
the recession’s impact without raising doubts as to the sustainability of their public debt.

Joan Daniel Pina 
European Unit, Research Department, ”la Caixa”

Assumptions determining the dynamics of debt and historical comparison
Percentage of respondents selecting the valve (each respondent chooses 5 valves)

Greece Spain Italy Portugal Ireland

Average 
2000 - 
2005

2015 - 
2018

2000 -  
2005

2015 - 
2018

2000 - 
2005

2015 - 
2018

2000 - 
2005

2015 - 
2018

2000 - 
2005

2015 - 
2018

Real GDP (YoY change) 4.0 3.4 3.6 0.8 1.4 1.3 1.3 1.7 6.0 2.7

GDP deflator (YoY change) 3.3 1.1 4.1 1.1 2.6 1.4 3.1 1.6 4.1 1.6

Primary balance (% GDP) 0.4 4.1 2.1 0.1 2.1 4.0 –1.9 2.3 2.7 2.8

Average interest (%) 6.0 3.2 4.5 3.8 5.1 4.5 4.9 3.5 4.2 3.9

Source: ”la Caixa” Research, based on IMF data (WEO April and Article IV on Spain).
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