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The latest figures from the last few months have been encouraging for the Spanish economy. The first positive quarter-on-
quarter growth figures have been recorded and the impetus, which initially came only from the foreign sector, is also 
starting to be seen in other components of domestic demand.

Among analysts, both national and international, such positive indicators raise several questions: how quickly can the 
unemployment rate be lowered? How fragile is the recovery? And, lastly, is the recovery solid enough to correct the debt 
imbalances still affecting Spain’s economic system?

The issue of how strong the exit might be from the recession must be tackled from two perspectives. Firstly, the GDP 
growth that is plausible to expect and, then, to what extent this growth might create jobs. Regarding the rate of growth in 
GDP, experience tells us that, after debt recessions such as the one we have just gone through, reactivation tends to be very 
weak. In the current case we expect a very modest expansion, estimated at 0.8% year-on-year for 2014. In spite of its 
moderate size, this growth should be enough to change the tone of the Spanish labour market. After the labour reform 
introduced in 2012, the market has become more flexible. New labour regulations have allowed firms to adjust better to 
the economic cycle by using their workforce more efficiently. Should the change in cycle consolidate, by the middle of the 
coming year we might already see a positive year-on-year growth rate for employment.

The second big issue is the fragility of the recovery. Here the news is less encouraging. Spain’s recovery is based on the 
adjustments being made in prices, costs and spending but is also largely the result of Mr. Draghi’s intervention in 2012, 
assuring international investors that he would do whatever he could to guarantee the integrity of the euro area. European 
policy is partly accountable for the recovery and lies behind the return to Spain of considerable capital flows, both via direct 
investment and also financial and portfolio investment. However, these flows can be volatile and the developments in 
international financial markets over the coming months will be crucial. If the situation remains calm and with low volatility, 
the increasing withdrawal of restrictions on liquidity could even push the economy to grow at a rate of around 1%. On the 
other hand, if turbulence, perhaps caused by US monetary policy, takes hold of the markets and increases risk aversion, it will 
be difficult for a vulnerable economy such as Spain’s to avoid the adverse effects. In this case, growth would be almost zero.

Lastly, some analysts question whether Spain’s economic recovery will be enough to withstand the heavy burden of debt 
accumulated over the last ten years. Regarding this point, it should be remembered that the most relevant debt is the 
external one, i.e. in the hands of non-residents. Although gross debt is a good reference to analyse potential liquidity risks, 
when discussing the capacity to meet repayments the most important concept is net debt, i.e. to discount the assets held 
abroad by residents. For Spain, this debt represents approximately 90% of GDP. Its reduction to figures close to 30% of GDP, 
more sustainable in the long term, will require quite a few years of high positive current account balances in the order of 
2% on average. Is this possible? Some of us think it is; that the change in the foreign sector is structural and that this will 
last because it has been achieved without resorting, as in previous episodes, to the artificial mechanism of nominal 
devaluation. But as the economic recovery consolidates there is the risk of a further deterioration in the external balance 
due to rising imports. Consequently, in order to successfully complete the process of redressing the external balance, it will 
be necessary to continue improving external competitiveness through strict cost and price control and through an increase 
in productivity.

Jordi Gual
Chief Economist
30 November 2013

Questions regarding Spain’s economic recovery
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DECEMBER 2013 JAnuARy 2014

 3   Registration with Social Security and registered 
unemployment (November).

 5     Governing Council of the European Central Bank. 
Industrial production index (October).

17   Quarterly labour cost survey (third quarter).
18    Loans, deposits and NPL ratio (October). 

Fed Open Market Committee.
19   European Council.
20 International trade (October).
23   Government revenue and expenditure (November).
27  Balance of payments (October). 

Net international investment position (third quarter).
30   Balance of public administrations (third quarter).

 3   CPI flash estimate (December).
 8 Household savings rate (third quarter). 
 9  Index of economic sentiment euro area (December).  

Governing Council European Central Bank. 
10 Industrial production index (November). 
17 Loans, deposits and NPL ratio (November). 
23 Labour force survey (fourth quarter). 
28 Fed Open Market Committee.
30 GDP quarterly flash estimate (fourth quarter). 
31  Balance of payments (November).   

CPI flash estimate (January).

CHRONOLOGY 

AGENDA

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.

OCtOBER 2013

23  The European Central Bank establishes the schedule to assess bank balance sheets prior to assuming its single supervisory tasks. 
Three exercises will be carried out (risk assessment, asset quality review and a stress test), which will start in November 2013 and 
whose findings will be published in October 2014.

nOVEMBER 2013

 7  The European Central Bank lowers the official interest rate to 0.25% and the marginal lending facility rate to 0.75%.

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.

JunE 2013

27  The European Council approves the Recovery and Resolution Directive that establishes an order of seniority for liabilities in  
bail-ins.
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the recovery in the euro area continues apace but the 
gap widens between Germany and France and italy. As 
expected, the euro area’s GDP growth moderated slightly 
in Q3 (0.1% quarter-on-quarter compared with 0.3% in 
Q2). This should not be cause for concern, however, as  
the good figure for Q2 was partly due to temporary 
factors and, once discounted, the trend is still positive. 
However, the divergence in the growth capacity of the 
different countries that is slowly coming to light must  
be monitored closely. Germany has been confirmed as  
the economic motor; in general, the so-called periphery 
countries are also gradually joining the recovery. The 
other side of the coin is represented by France and Italy, 
countries where a weaker underlying pulse can be 
observed: in both cases the decline in GDP was 0.1%  
in 2013 Q3, Q4 indicators do not suggest any great 
improvement and there are still doubts regarding  
the medium-term growth capacity. This divergence  
in patterns of growth, although not a risk in the short 
term, could generate tensions regarding the time  
when expansionary monetary policy should start to  
be moderated and how quickly, something that will 
probably be discussed in 2014, particularly as a result  
of tapering.

Domestic demand boosts the recovery of the spanish 
economy. The Spanish economy embarked on the  
road to recovery with the foreign sector as its only ally  
but domestic demand has now finally appeared on the 
scene. In 2013 Q3 its contribution to growth, in quarter-
on-quarter terms, was 0.3 percentage points. This  
change was boosted by quite an appreciable increase  
in household consumption (0.4%) and investment  
(0.2%). Part of this upswing is the result of improved 
growth prospects in the short and medium term, so  
that decisions can start to be taken regarding 
consumption and investment that had previously been 
postponed due to the great uncertainty surrounding  
the macroeconomic scenario. This situation is offset by 
exports which, in Q3, lost the energy they had displayed 
in the first six months of the year. As long as the euro 
area’s recovery continues to consolidate and doubts 
diminish regarding the emerging economies, the foreign 
sector should regain its importance of the last few years. 
However, to consolidate the recovery, it is vital to continue 
improving competitiveness and to fully implement the 
agenda of reforms agreed with Brussels.

the overall balance for 2013 is positive and the outlook 
for 2014 better. In the USA, the recovery process has 
consolidated in 2013 and debate is now focused on  
when its expansionary monetary policy will start to  
be withdrawn. The euro area is one step behind but 
considerable advances have also been made. Activity now 
enjoys positive growth rates and the sovereign debt crisis, 
although not completely over, has interestingly remained 
in the background over the last few months. The trend for 
the main emerging countries, in general, has also been 
favourable although in their case the capital outflows 
brought about by the debate concerning the start of 
tapering has revealed significant vulnerabilities in some  
of them.

the risks, however, remain high and relate to the 
handling of economic policy. A large portion of the 
positions in emerging assets dissolved by investors have 
ended up in corporate bonds with high yields but low 
credit quality. The Fed is keeping a close eye on this 
situation and mere verbal interventions may be enough  
to bring about corrections in these markets. In the euro 
area, institutional support has become even stronger,  
if possible, given the current scenario in which standard 
monetary policy has very little room left to manoeuvre.

the usA keeps steady. GDP grew by 0.7% in quarter- 
on-quarter terms, more than expected and higher  
than the figure for Q2. Although this news was positive, 
the excessive weight of a component as volatile as  
the accumulation of stocks and the modest expansion  
in private consumption and investment led to doubts 
regarding the pace of growth in the final part of 2013. 
However, the most recent figures have dispelled fears  
of a weaker Q4. Business activity continued to increase  
in October and November and October’s employment 
figures were higher than expected.

China builds up steam and its desire to reform.  
The latest activity figures for China confirm that the 
economy is getting back its dynamism. However, the most 
significant news comes from the area of economic reform. 
In the Third Plenary Session of the CPC Central Committee, 
different lines of action were announced that, should they 
be completed, will make private initiative more important. 
Of note is the reduction in some subsidies that benefit 
state firms, administrative and fiscal reforms and a greater 
degree of liberalisation. In this last area the country is 
expected to open up more to foreign investment and 
liberalise its financial sector.

2014: MORE LIGHT AND LESS SHADOW
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FORECASTS
Year-on-year (%) change, unless otherwise specified

International economy

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

GDP GROWTH

Global 3.2 2.9 3.7 3.9 2.7 3.0 3.2 3.6 3.7 3.7

Developed countries

United States 2.8 1.7 2.8 3.0 1.6 1.6 2.1 2.6 2.8 2.8

Euro area –0.6 –0.4 1.0 1.5 –0.6 –0.4 0.4 0.8 0.8 1.1

Germany 0.9 0.5 1.5 1.7 0.5 0.6 1.5 1.8 1.4 1.4

France 0.0 0.2 0.8 1.1 0.5 0.2 0.6 0.8 0.5 0.9

Italy –2.6 –1.9 0.3 0.9 –2.2 –1.9 –0.9 –0.3 0.2 0.4

Spain –1.6 –1.2 0.8 1.5 –1.6 –1.1 –0.1 0.5 0.8 1.0

Japan 1.9 1.8 1.6 1.4 1.2 2.6 3.1 3.1 1.4 1.0

United Kingdom 0.1 1.4 2.2 1.9 1.3 1.5 2.5 2.6 2.4 2.0

Emerging countries

Russia 3.4 1.7 2.6 2.9 1.2 1.2 2.6 2.4 2.7 2.6

China 7.7 7.6 7.6 7.5 7.5 7.8 7.5 7.8 7.8 7.4

India(1) 5.0 4.7 4.8 4.9 4.4 4.8 5.2 4.6 4.4 4.4

Brazil 0.9 2.9 3.2 2.8 3.3 3.4 3.2 2.7 3.2 3.4

Mexico 3.9 1.3 3.4 3.5 0.5 1.3 0.8 1.8 3.4 3.8

Poland 2.1 1.3 2.4 3.2 1.2 1.7 1.6 2.1 2.3 2.5

Turkey 2.2 3.4 3.5 4.7 4.4 3.2 3.0 2.0 3.2 3.8

INFLATION

Global 4.0 3.3 3.5 3.4 3.3 3.4 3.3 3.3 3.6 3.6

Developed countries

United States 2.1 1.5 1.8 1.9 1.4 1.6 1.4 1.5 2.0 1.8

Euro area 2.5 1.4 1.2 1.7 1.4 1.3 0.9 1.1 1.1 1.1

Germany 2.1 1.6 1.5 1.8 1.5 1.7 1.5 1.5 1.5 1.4

France 2.2 1.0 1.4 1.7 0.9 1.1 0.9 1.3 1.5 1.4

Italy 3.3 1.3 1.4 1.6 1.3 1.1 0.8 1.3 1.6 1.5

Spain 2.4 1.4 0.8 1.5 1.7 1.2 0.2 0.4 0.7 0.8

Japan(2) 0.0 0.3 2.7 1.7 –0.3 0.9 1.2 1.5 3.5 3.0

United Kingdom 2.8 2.6 2.6 2.7 2.7 2.7 2.4 2.5 2.6 2.7

Emerging countries

Russia 5.0 6.7 5.1 4.7 7.2 6.4 6.0 5.6 5.4 4.7

China 2.7 2.7 2.9 3.1 2.4 2.8 3.3 2.6 2.8 3.3

India(3) 7.6 6.3 5.9 5.4 4.8 6.4 7.0 6.9 7.3 4.9

Brazil 5.4 6.2 6.0 5.2 6.6 6.1 5.8 5.8 5.9 6.2

Mexico 4.1 3.7 3.5 3.5 4.5 3.4 3.2 3.1 3.0 3.9

Poland 3.7 1.3 2.0 2.5 0.8 1.4 1.3 1.7 1.9 2.1

Turkey 8.9 7.5 6.6 5.9 7.0 8.3 7.6 6.6 6.7 6.6

Notes: (1) Tax year and factor cost. (2) Including the consumption tax hike planned for April 2014.
(3) Wholesale figures.

  Forecasts



5  FORECASTS

www.lacaixaresearch.comDECEmBER 2013

12

Spanish economy

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

Macroeconomic aggregates

Household consumption –2.8 –2.5 0.6 0.8 –3.3 –2.2 –0.1 0.5 0.7 0.5

General government consumption –4.8 –1.1 –1.3 –0.5 –2.8 0.3 0.0 –1.7 –1.1 –1.4

Gross fixed capital formation –7.0 –5.9 –0.5 1.1 –6.3 –6.3 –3.6 –2.1 0.0 –0.2

Capital goods –3.9 0.7 3.4 2.8 1.1 0.2 6.0 6.0 2.6 2.4

Construction –9.7 –10.2 –3.0 0.0 –10.7 –10.3 –9.8 –6.8 –2.4 –1.7

Domestic demand (contr. Δ GDP) –4.1 –2.8 0.0 0.6 –3.7 –2.4 –0.7 –0.4 0.2 0.0

Exports of goods and services 2.1 5.4 6.1 5.0 9.1 4.7 4.8 10.7 5.1 4.1

Imports of goods and services –5.7 0.4 3.8 2.6 2.5 0.7 3.3 8.4 3.4 1.3

Gross domestic product –1.6 –1.2 0.8 1.5 –1.6 –1.1 –0.1 0.5 0.8 1.0

Other variables

Employment –4.8 –3.3 0.3 1.1 –3.9 –3.2 –1.5 –0.3 0.1 0.5

Unemployment rate (% labour force) 25.0 26.4 25.5 24.4 26.3 26.0 26.3 26.6 25.5 24.9

Consumer price index 2.4 1.4 0.8 1.5 1.7 1.2 0.2 0.4 0.7 0.8

Unit labour costs –3.0 –1.9 0.3 1.7 –2.5 –1.9 0.0 0.0 0.1 0.2

Current account balance (cum., % GDP) –1.2 1.4 1.9 2.2 0.4 0.7 1.4 1.6 1.7 1.8

Net lending or borrowing rest of the world  
 (cum., % GDP) –0.6 1.9 2.4 2.7 1.1 1.4 1.9 2.1 2.2 2.3

Fiscal balance (cum., % GDP) –10.6 –6.9 –5.8 –4.2 –10.2      

Financial markets

INTEREST RATES 

Dollar

Fed Funds 0.25 0.25 0.25 0.50 0.25 0.25 0.25 0.25 0.25 0.25

3-month Libor 0.43 0.27 0.31 0.74 0.28 0.26 0.24 0.25 0.28 0.34

12-month Libor 1.01 0.69 0.66 1.08 0.70 0.67 0.61 0.60 0.63 0.69

2-year government bonds 0.27 0.31 0.70 1.46 0.26 0.36 0.37 0.52 0.64 0.77

10-year government bonds 1.78 2.32 3.05 3.64 1.98 2.70 2.68 2.82 3.03 3.14

Euro

ECB Refi 0.88 0.54 0.25 0.42 0.58 0.50 0.33 0.25 0.25 0.25

3-month Euribor 0.57 0.21 0.20 0.52 0.21 0.22 0.21 0.20 0.20 0.20

12-month Euribor  1.11 0.53 0.51 0.91 0.51 0.54 0.51 0.50 0.50 0.50

2-year government bonds (Germany) 0.08 0.12 0.31 0.97 0.06 0.17 0.13 0.10 0.21 0.38

10-year government bonds (Germany) 1.55 1.62 1.98 2.26 1.41 1.78 1.79 1.88 1.95 2.02

EXCHANGE RATES

$/euro 1.29 1.32 1.32 1.32 1.31 1.32 1.34 1.32 1.32 1.32

¥/euro 102.71 128.80 135.84 129.91 128.88 131.09 133.39 137.00 137.65 135.86

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

OIL

Brent ($/barrel) 111.38 108.05 107.47 109.25 103.16 109.24 107.58 106.76 107.35 107.77

Brent (euros/barrel) 86.61 81.68 81.29 82.66 78.97 82.46 80.27 81.05 81.36 81.44

  Forecasts
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CURRENT SITUATION • Markets 
strike a positive note in November

stability is the order of the day in markets that are keeping 
a close eye on the central banks. After notable gains in 
previous months, risk assets are now generally consolidating 
or pausing, differing in profile depending on the country  
and asset type. The «business as usual» approach taken by the 
monetary authorities in developed countries, keen on keeping 
policies ultra-easy, together with the moderate but resistant 
pulse of the US economy and the favourable trend in activity 
for the euro area, are the elements supporting this 
constructive climate.

the actions of the Federal Reserve (Fed) will continue to 
influence market behaviour to a large extent. The recent 
pattern of behaviour continues: great sensitivity to any 
strategy and tempo announced by the Fed. Specifically, the 
announcements made by Janet Yellen, the institution’s next 
Chairman as from February, stating her intent to continue  
with expansionary policies in order to support the recovery 
and reduce unemployment, were well received by investors. 
Although the consensus of analysts expects tapering to  
begin early next year, it cannot be entirely ruled out for 
December should November’s activity and employment 
figures show solid advances. However, we must remember 
that, as several leading members of the Fed have already 
stated, the monetary normalisation strategy will be very 
gradual and conservative and official interest rates will  
remain at levels close to zero for a long time. Given this 
situation, yields on 10-year public debt recorded contained 
movements.

For its part, and contrary to expectations, the ECB cut 
interest rates. It reduced the refi and marginal credit  
facility rates by 25 bps to an all-time low of 0.25% and 0.75%, 
respectively, while keeping the deposit facility rate at 0%.  
The ECB’s decision, dealt with in more depth in the Focus  
«The ECB cuts interest rates: the right move or too early?»,  
is due to downward pressure on inflation in the euro area 
(more acute in countries undergoing adjustment and  
internal devaluation, such as Spain). The institution extended 
by another year, up to mid-2015, the unlimited liquidity 
auctions at the usual maturities, so that risks related to 
liquidity and rising monetary rates are reasonably under 
control.

institutional support of the euro area has become  
even more important, if possible, given the little room to 
manoeuvre available and the problems of the effectiveness  
of standard monetary policy. The design and implementation 
of the Single Resolution Mechanism, as part of the future 
banking union, is the main front where progress must be 
made: too long a delay could be very costly in terms of the 
credibility of European community institutions and would 
make it more difficult to continue reducing the fragmentation 
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in the euro area’s capital market. The pact reached in  
Germany between Christian Democrats, led by Chancellor 
Angela Merkel, and the Social Democrats to govern in 
coalition is likely to soften Germany’s stance towards the 
scope of banking union. At the same time, the solidity 
assessment exercise to be carried out by the ECB over the 
coming months on the euro area’s financial institutions could 
be a source of instability regarding the banking system.  
In spite of all this, we believe that any difficulties that may 
arise will be overcome.

Meanwhile, volatility in the emerging markets remains  
at moderate levels, waiting on the Fed’s next move.  
The prospect of an early start for tapering given the USA’s 
employment figures in October rekindled capital outflows 
from the emerging block, albeit contained and far from  
the levels recorded during the summer sell-off. Episodes  
of instability such as the current one will crop up, although  
the better growth prospects for the large emerging countries 
will help to stabilise the financial environment. Similarly,  
the persistence of a moderately restrictive bias for monetary 
policy in some countries such as Brazil, India and Indonesia, 
aimed at controlling inflationary tensions and gaining 
credibility in international markets, will be another factor that 
will favour greater stability given the future scenario of global 
interest rates on the rise.

the Chinese authorities outline an ambitious structural 
reform plan. In the financial area, the main lines of action  
will focus on facilitating a more open stance to foreign 
investment, progressing with the liberalisation of interest 
rates, the exchange rate and the convertibility of the capital 
account, as well as on promoting prudential regulation of the 
financial system as a whole. Although an evaluation of the 
reforms is positive, given that they are moving in the right 
direction, any correction in the internal imbalances suffered  
by the Asian giant (excessive credit and real estate prices)  
will be slow and these will therefore continue to be a  
risk factor.

Far from slowing down, the exuberance in credit markets  
is intensifying. The environment of abundant liquidity and 
exceptionally low interest rates has led to a large proportion  
of the positions dissolved by investors in emerging assets 
being passed on to corporate bonds with high yields and  
low credit quality, particularly from US companies (see the 
Focus «Overheating in the US credit markets»). In many  
cases both the volumes being issued and credit spreads  
are at the same level as before the financial crisis,  
highlighting the potential risks involved in the current 
situation. The Fed remains vigilant in this respect, so that  
mere verbal intervention may be enough to provoke 
corrections in these markets.

Mixed tone for the stock markets in november: gains in the 
usA, euro area and Japan; a pause in spain and emerging 
countries. Once again the US indices S&P 500 and Dow Jones 
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and the German Dax have reached historic highs. The 
developed block maintaining ultra-easy monetary policies, 
together with favourable developments in the world’s 
macroeconomic situation, lie behind this situation. The 
publication of corporate earnings for Q3 in the USA and 
Europe has strengthened the upward trend in the stock 
markets in spite of the fact that the results from the Old 
Continent have been slight: 46% of the companies on the 
Eurostoxx 600 have beaten the forecasts while in the USA  
this percentage reaches 67% among firms on the S&P 500. 
Although the medium and long-term outlook for global 
equity is positive, in the short term this upward drive could 
give way to a correction that is moderate in both scope and 
duration, especially in America’s case. This can already be seen 
in the Spanish stock market, which is going through an orderly 
correction that will relieve the situation of excessive 
overbuying seen recently. For their part, the emerging stock 
markets are losing steam, consolidating their tepid gains  
of previous weeks.

spanish and italian public debt is on hold. Long-term 
interest rates for the public debt of both economies are 
finding it hard to fall any further, due more to factors of an 
exogenous nature (noise concerning the issue of tapering) 
rather than internal: the yield on Spanish 10-year bonds rose 
in the month by 20 bps to 4.15%. However, fiscal consolidation 
efforts must not be relaxed given a schedule that, in the 
coming year, promises to be demanding for the Treasury  
of both countries: Spain is facing debt repayments of close  
to 173 billion euros while the figure for Italy comes close  
to 330 billion. In spite of this, we expect a positive trend  
for periphery public debt in 2014, dotted with episodes  
of contained volatility.

Expectations of tapering are pushing up oil prices and 
affecting the euro-dollar exchange rate. US activity figures 
and the cut in interest rates in the euro area lie behind the 
drop in the euro against the dollar to the zone of 1.34 dollars. 
The expected trend in US monetary policy will continue to 
dominate the currencies’ exchange rate within a range of  
1.30-1.35. For its part the yen has depreciated against the 
dollar due to speculations that Bank of Japan will speed up  
its asset purchases as part of the Abenomics plan. Regarding 
commodities, Brent oil has also been affected by the drop  
in the supply of crude by Saudi Arabia, towards the month 
reaching the top of the range of 100-110 dollars/barrel.  
Base metals and gold have fallen significantly due to  
the moderate affect on their value of the decisions taken  
by the Fed.

 

 

60 

70 

80 

90 

100 

110 

120 

130 

140 

150 

160 

2011 2012 2013 

Trends in the main international stock markets 
(January 2011 = 100) 
 

USA Japan Germany 
Spain Emerging 

Source: ”la Caixa” Research, based on Bloomberg data.

 

 

0 

100 

200 

300 

400 

500 

600 

700 

2010 2011 2012 2013 

Risk premia on sovereign debt 
(CDS in basis points) 

Spain Italy

Source: ”la Caixa” Research, based on Bloomberg data.

75 

100 

125 

150 

175 

2010 2011 2012 2013 

Trends in commodities
(January 2010 = 100) 

Oil Gold Copper Wheat 

Source: ”la Caixa” Research, based on Bloomberg data.



9  FINANCIAL mARKETS

www.lacaixaresearch.comDECEmBER 2013

12

published in December. Secondly, as official interest  
rates are so close to zero, both the margin and the 
effectiveness afforded by standard monetary policy  
have almost run out, so that the decision to resort to  
such an alternative is not inconsequential.

Although the ECB stated that it has «additional artillery» 
if necessary, it is true that the implementation of new 
measures such as bond purchases entail complex derived 
policies as they might exceed the ECB’s single mandate  
of price stability. Whatever the case, the institution  
must take particular care with its communication policy  
to ensure agent expectations are correctly formed.

FOCUS • The ECB cuts interest rates: the right move or too early?

At its meeting in November, the Governing Council of  
the European Central Bank (ECB) agreed to lower official 
interest rates to 0.25%, contrary to the predictions of the 
vast majority of analysts who did not expect an interest 
rate cut. So the refi rate is now 0.25%, a new all-time low. 
The interest rate for the marginal credit facility was also 
cut by the same amount, down to 0.75%, while the 
deposit facility rate remained unchanged at 0.0%. The 
institution once again repeated that the ECB’s official 
rates will «remain at current or lower levels for an 
extended period of time».

The decision adopted by Europe’s monetary authority  
is largely due to the recent inflation figures observed in 
the euro area. The growth in prices in the eurozone as a 
whole came as a surprise, standing at 0.7% year-on-year 
in October, markedly below forecasts and far from the 
long-term inflation target set by the central bank, namely 
below but close to 2%. Mario Draghi himself stated that 
«we may experience a prolonged period of low inflation, 
to be followed by a gradual upward movement». 
Nonetheless, the monetary authority does not expect 
widespread deflation and pointed out that inflation 
expectations «over the medium to long term continue  
to be firmly anchored». Although unlimited fixed rate 
auctions have been prolonged for another year, up  
to mid-2015, via main refinancing operations (MROs) 
maturing weekly, monthly and quarterly (LTROs), some 
analysts believe that any additional monetary stimuli  
will be introduced via more extensive non-standard 
measures: a very long-term liquidity tender (LTRO), 
forcing the deposit facility interest rate into negative 
terrain, or the partial sterilisation of the assets purchased 
by the ECB as a result of strong tensions appearing  
in periphery debt markets in 2010.

Beyond the technical details inherent in the decision 
itself, this interest rate cut has also led to wide-ranging 
opinions between those for and against the move, 
although the consensus believes that the measure has 
been opportune and correct. On the one hand, and in  
the current context of incipient recovery in activity in the 
euro area, the ECB’s aim has been to prepare the ground 
for any risks that might be involved, for the still tenuous 
recovery, of inflation rates that are too far from their 
long-term target. On the other hand, the decision to 
resort to interest rate cuts endorses the institution’s 
commitment to its forward guidance, started in July. 
However, those against the measure point out that the 
ECB might have moved too early. Firstly, they argue that 
October’s inflation figures may not be relevant enough 
per se and that it would have been advisable to wait for 
more complete information on this area, which will be 
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FOCUS • Overheating in the US credit markets 

At the beginning of year, a leading member of the Board 
of Governors of the Federal Reserve (Fed), Jeremy Stein, 
wrote an article with the suggestive title of «Overheating 
in credit markets: origins, measurement and policy 
responses». At that time, the corporate bond and 
securities markets were experiencing sharp gains 
accompanied by a boom in the volume of issuances. 
These were the first few months of the QE3, the third 
round of bond purchases launched by the Fed. Stein 
noted that the combination of factors such as financial 
innovation, regulation and a change in the economic 
environment can sometimes lead to bubbles forming. 
Specifically, he mentioned the Fed’s quantitative easing 
as one of the changes that, by encouraging investors  
to «reach for yield», could lie behind the exuberance 
observed. He was critical in this respect, suggesting  
that economic policy should be recalibrated.

A few months later, the Fed surprised investors by 
announcing concrete plans to slow down its bond 
purchases (tapering). The impact on the markets was 
intense: long-term interest rates and risk premia rose and 
there was a sharp drop in trading. Possibly anxious about 
this reaction (in addition to other considerations related 
to the real economy, such as doubts concerning the 
consequences of autumn’s fiscal shutdown), the Fed 
abruptly decided to delay its plans. Today, the consensus 
opinion is that tapering will begin in Q1 2014 and will be 
very gradual. After such ups and downs, the panorama  
in the bond markets is revealing: far from dying down, 
the signs of overheating have actually intensified. And 
not just in the USA.

Both credit yields and spreads for corporate bonds  
and syndicated loans are now at all-time lows: in fact, 
the worse the credit quality of the issuer, the greater 
the improvement. The volume of transactions has  
shot up, even with instruments with such a 
disagreeable track record as CLOs (collateralized  
loan obligations) and loans to heavily indebted firms 
(leveraged loans). Particularly revealing is the huge 
increase in operations with few protection clauses  
for the investor (covenant-lite).

In short, these are conditions the Fed is unlikely  
to ignore, at least those who think like J. Stein. The 
challenge is to cool these markets down without 
freezing them, at the same time as continuing to 
support the real economy. A proper combination of 
standard and non-standard monetary policy to reduce 
liquidity might and must help. But the contribution by 
macroprudential policy is almost more important. In 
this respect, it is encouraging to know that the Fed, 
together with other regulatory and supervisory bodies, 

is studying measures such as forcing brokers  
to maintain portions of the loans they are putting 
together as CLOs, as well as increasing capital 
requirements for the banks acquiring this kind  
of high risk product.
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Interest rates (%)

29-Nov 31-Oct Monthly  
change (b.p.)

Year-to-date 
(b.p.)

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

Euro

ECB Refi 0.25 0.50 –25 –50.0 –50.0

3-month Euribor 0.23 0.23 0 4.7 4.4

1-year Euribor 0.50 0.55 –5 –4.1 –7.5

1-year government bonds (Germany) 0.09 0.07 2 –2.4 8.7

2-year government bonds (Germany) 0.12 0.12 0 14.7 12.2

10-year government bonds (Germany) 1.69 1.67 2 41.0 34.0

10-year government bonds (Spain) 4.12 4.03 9 –112.4 –117.6

10-year spread (b.p.) 243 236 7 –153.6 –151.8

Dollar

Fed funds 0.25 0.25 0 0.0 0.0

3-month Libor 0.24 0.24 0 –6.7 –7.1

12-month Libor 0.58 0.60 –2 –26.6 –28.3

1-year government bonds 0.12 0.09 3 –2.0 –5.1

2-year government bonds 0.28 0.31 –3 3.5 3.5

10-year government bonds 2.74 2.55 19 102.2 116.4

Spreads corporate bonds (b.p.)

29-Nov 31-Oct Monthly  
change (b.p.)

Year-to-date 
(b.p.)

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

Itraxx Corporate 79 83 –4 –38.0 –40.2

Itraxx Financials Senior 97 117 –20 –44.2 –57.7

Itraxx Subordinated Financials 146 179 –32 –88.9 –128.1

Exchange rates

29-Nov 31-Oct Monthly  
change (%)

Year-to-date 
(%)

Year-on-year change  
(%)

$/euro 1.359 1.358 0.1 3.0 4.1

¥/euro 139.220 133.600 4.2 –18.0 –23.0

£/euro 0.830 0.847 –2.0 –2.0 –2.1

¥/$ 102.440 98.360 4.1 –15.5 –19.9

Commodities

29-Nov 31-Oct Monthly  
change (%)

Year-to-date 
(%)

Year-on-year change  
(%)

CRB Index 463.2 457.3 1.3 –4.3 –4.0

Brent ($/barrel) 110.6 108.9 1.5 –1.4 –1.5

Gold ($/ounce) 1,253.5 1,323.1 –5.3 –25.8 –27.5

Equity

29-Nov 31-Oct Monthly  
change (%)

Year-to-date 
(%)

Year-on-year change  
(%)

S&P 500 1,805.8 1,756.5 2.8 26.6 27.5

Eurostoxx 50 3,086.6 3,068.0 0.6 17.0 19.8

Ibex 35 9,837.6 9,907.9 –0.7 19.8 23.3

Nikkei 225 15,661.9 14,327.9 9.3 50.6 65.7

MSCI Emerging 1,018.3 1,034.4 –1.6 –3.5 1.1

Nasdaq 4,059.9 3,919.7 3.6 34.5 34.9

KEY INDICATORS
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CURRENT SITUATION • The global 
economy presses forward with  
its recovery

the global economy remains on the path of recovery. Taken 
as a whole, the most recent data point to the economic 
recovery gradually gaining steam in the last part of 2013. This 
endorses our global macroeconomic scenario in which we 
predict that growth will be 2.9% in 2013, afterwards speeding 
up to 3.7% for 2014 as a whole. This last figure is notable as it 
is higher than the average growth for the last few decades 
(3.4% during the period 1980-2013). In spite of this trend, the 
recovery is not without risk, such as fiscal uncertainty and 
monetary normalisation in the United States, the medium-
term results of Japan’s policy to boost demand and the 
correction of macroeconomic imbalances in emerging 
countries such as India or Turkey.

UNITED STATES

Growth in 2013 Q3 comes as a pleasant surprise but there 
are doubts concerning its composition. The USA’s GDP grew 
by 2.8% in annualised quarter-on-quarter terms, more  
than expected and higher than the figure recorded in Q2 
(2.5%). Although the aggregate figure was satisfactory, the 
breakdown was not so pleasing. As mentioned in the Focus 
«The USA: acceleration in 2014 depends on investment»,  
the excessive weight of such a volatile component as the 
accumulation of stock and the modest performance by private 
consumption and investment generated, at the time the 
figures were published, certain doubts regarding the rate  
of growth for the final part of 2013.

the most recent figures dispel fears of a weak Q4. Both the 
composition of GDP in Q3 and the fact that October saw the 
partial shutdown of federal public services (the equivalent to 
1/6 of federal spending, affecting around 800,000 public 
employees for seventeen calendar days) led to doubts 
regarding in what shape the USA would end 2013. However, as 
different economic indicators have been announced, such 
uncertainty has gradually eased. Business activity continued to 
rise in October and November. The ISM for manufacturing 
picked up in October to 56.4 points, above the 56.2 points 
reached in September. Similarly satisfactory was the trend in 
November’s PMI, which posted a rise of 54.3 points. All this 
suggests that the industrial sector, which amplifies the cyclical 
movements of the economy as a whole, has speeded up in Q4. 
Tertiary activity followed similar lines: in October the ISM for 
services stood at 55.4 points (54.4 points in September). House 
prices also performed well in September, confirming that the 
improvement in real estate is continuing. Even the slight drop 
in consumer confidence in October and November has been 
offset by the good trend in retail and consumer goods in 
October.
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Country Latest figure (*) July 2013

United States (*)
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South Korea

Taiwan

Vietnam

India

Indonesia

Brazil

Mexico

Russia

Turkey
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Czech Republic

  > 50, recent trend: increase
  > 50, recent trend: decrease
  > 50, recent trend: unchanged

  < 50, recent trend: increase
  < 50, recent trend: decrease
  < 50, recent trend: unchanged

Note: (*) The Latest figure refers to October 2013 except for the United States and China, which is for 
November 2013.
Source: ”la Caixa” Research, based on data from Markit Economics.
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Employment figures come as a nice surprise. This is perhaps 
the element that has most helped to diminish fears of the 
impact of the shutdown. In October, the month of the 
government shutdown, 204,000 jobs were created, clearly 
more than had been expected. The figures for August and 
September were also revised upwards. October’s figures  
show no appreciable impact from the shutdown: federal 
public employment fell moderately (but not by much more 
than its recent trend), while private employment grew 
appreciably. This positive figure, which confirms that 
employment is continuing to recover, must not make us 
forget that the labour market is still a long way from getting 
back to normal. In this respect it should be noted that, in 
October, the unemployment rate increased to 7.3% (0.1 
percentage points more than in September) and the 
participation rate stood at 58.3% (58.6% in September). 
Beyond last month’s level, it must be said that the 
participation rate has been anchored in this zone since  
the end of 2009, casting some shadow over the US labour 
market.

the Fed might start tapering at the end of 2014 Q1.  
For its part inflation is still contained. In October the CPI  
stood at 1.0% year-on-year, slightly lower than September’s 
rate of 1.2%. The core CPI, which excludes energy and foods, 
rose by 1.7% year-on-year in October, a similarly moderate 
figure. Given this situation, characterised by a recovery that  
is continuing, inflation without too much tension and  
a labour market that is gradually improving, the Fed might  
opt to start tapering its bond purchases at the end  
of 2014 Q1. Nonetheless, we do not think that the withdrawal 
of liquidity will be intense until the labour market gets back  
to normal.

JAPAN

GDp disappoints in Q3. Growth in Japan (1.9% annualised 
quarter-on-quarter) was lower than expected and with  
a relatively unsatisfactory composition (see the Focus 
«Abenomics, year one»). What stands out is the decline in 
exports, one of the traditional pillars of Japanese growth. 
Moreover, both private consumption and investment slowed 
down their respective growth.

the foreign sector still refuses to boost growth. Although 
the international trade figures for October show a certain 
recovery in exports, higher than that of imports, this is mainly 
due to the fact that September was an atypically bad month in 
terms of sales abroad and also because the Japanese energy 
bill fell in October. In terms of percentage of GDP, October’s 
balance of trade was almost identical to Q2.

the end of deflation is in sight. On average, the CPI grew by 
0.9% year-on-year in Q3, its first positive figure since 2012 Q2. 
October’s figure maintains the rate of growth in the zone at 
1% year-on-year.
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EMERGING ECONOMIES

China builds up steam and its desire to reform. The latest 
activity figures (industrial production, retail and consumer 
goods and exports, in particular) confirm that the economy  
is getting back its dynamism. However, the most significant 
news comes from the area of reforms. At the Third Plenary 
Session of the CPC Central Committee, an important date 
when strategic decisions are usually taken, different lines of 
action were announced that, should they be completed, will 
lead to private initiative becoming more important. Of note 
were the reduction in some subsidies benefitting state firms, 
administrative and fiscal reforms and a greater degree of 
liberalisation. This last area includes opening up further to 
foreign investment, liberalising the financial sector (which 
should also make the exchange rate regime more flexible)  
and the relaxation of some aspects in the rules on internal 
migration and the «single child» policy.

Albeit on a different scale, similar developments can be 
seen in Mexico. In this country the latest indicators confirm 
that the economy is moving away from its bad patch in Q2. In 
Q3 GDP grew by 0.8% quarter-on-quarter, in contrast with the 
0.5% drop of the preceding quarter. We believe the economy 
will continue to pick up in the medium term, boosted by the 
US recovery, a country that absorbs around 80% of Mexico’s 
exports. Given this situation of economic revival, and taking 
advantage of the existing parliamentary consensus, fiscal 
reform has been approved. Although the final text adopted is 
less ambitious than had been hoped, this will admittedly help 
towards reducing the importance of Pemex for public revenue 
by raising certain excise duties, adjustments in income tax and 
by eliminating some exemptions for VAT and direct taxes. 
News is expected on the country’s energy reform in the next 
few weeks.

Brazil and Russia speed up their activity. In Brazil, the recent 
activity rate has been positive. After strong acceleration in 
growth in Q2, up to 3.3% year-on-year, October’s indicators 
(especially consumer confidence) tend to confirm that GDP 
will continue to grow at a similar pace. In the case of Russia, 
the preliminary figure for GDP in Q3 came as an unpleasant 
surprise, only growing by 1.2% year-on-year and unchanged 
from Q2. Nevertheless, the most recent leading indicators 
such as those from the OECD point to activity starting to rally 
in Q4. For its part, India grew by a dynamic 4.8% year-on-year 
in Q3, boosted by the agricultural sector and the strength of 
its business services.
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China: economic outlook indicators
Year-on-year change (%)

Latest figure     Previous period 2012

GDP 7.8 7.5 7.7

Industrial production 10.3 10.2 10

Electricity production 8.1 5.3 4.3

Retail sales 13.3 13.3 14.3

PMI manuf. (official) 51.4 51.1 50.8

Exports 5.6 –0.3 8.0

Imports 7.6 7.4 4.3

Investment (*) 20.1 20.2 20.6

Bank credit 14.3 14.1 15.7

Consumer prices 3.2 3.1 2.7

Real estate prices (**) 9.5 8.6 0.0

Notes: (*) Cumulative investment in urban fixed capital. (**) Average price for new houses in 100 cities.
Source: ”la Caixa” Research, based on data from Thomson Reuters Datastream and Markit.
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FOCUS • The USA: acceleration in 2014 depends on investment

The USA’s GDP posted 2.8% annualized quarter-on-
quarter growth in Q3. First impressions are positive:  
this figure greatly exceeds the 2.0% predicted by the 
consensus of analysts and seems to confirm a scenario  
of acceleration. Optimism has been further boosted by 
various partial indicators for Q4 that show little impact 
from the shutdown at the beginning of October. 
However, a detailed examination of the breakdown by 
GDP component invites caution regarding our forecast 
that growth will reach 2.8% for 2014 as a whole: some  
of the pieces required to promote sustained growth are 
still missing and the risks continue to be downwards.

This surprising rise in Q3 growth was due to the high 
contribution by stock variations (0.8 points of the total  
of 2.8) and public consumption, which did not fall as 
much as expected. However, the two main components 
of private domestic demand were disappointing: private 
consumption and non-residential investment. Their joint 
contribution to GDP growth was just 1.2 percentage 
points, barely half the average during the period of  
2000-2007. This lethargy in consumption and investment 
(which account for 80% of GDP) shows that, for the  
time being, the private sector is finding it hard to react  
to the monetary stimuli being applied.

Our forecast of higher growth for 2014 is based on an 
improvement in private consumption and investment. 
We expect three factors to help private consumption. 
Firstly, the fiscal adjustment in 2014 is likely to be slightly 
less than in 2013. Secondly, household wealth should 
continue to improve: house prices are growing steadily 
and household debt is falling. However, the third factor, 
namely recovery in the labour market, is more tepid. We 
expect employment to improve but slowly and modestly. 
This will lead to very slight wage rises (household 
income), making it difficult for private consumption  
to grow by more than 2.5%.

But the biggest risk to our growth forecast for 2014 is  
non-residential investment. Q3 figures were poor, 
especially with regard to capital goods (accounting for half 
of non-residential investment), down by 3.7% annualized  
quarter-on-quarter and, to a lesser extent, with regard to 
spending on intellectual copyright (one third of non-
residential investment), rising by a modest 2.2%. Our 
forecast is that investment will pick up steam in 2014. This 
projection is based on the already observed improvement 
in business confidence (ISM indices), on corporate earnings 
that continue to perform solidly and on the fact that, 
unlike consumption, non-residential investment is still 
below its 2007 level in real terms. There are therefore 
reasons to expect investment to pick up, although this has 
also been the case on previous occasions.
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FOCUS • Abenomics, year one

Abenomics is the term used to describe the strategy of 
ultra-expansionary economic policy promoted by Japan’s 
Prime Minister, Shinzo Abe, since he took over at the end 
of 2012. It comprises three pillars. The first is unprecedented 
monetary expansion together with the establishment of 
an explicit inflation target (of 2%). The second is fiscal 
flexibility, understood as the capacity to combine fiscal 
consolidation with measures to support growth. The 
third consists of pro-growth structural reforms in the 
medium and long term. About to celebrate its first 
anniversary, on balance the work done and achievements 
made are positive but not conclusive. GDP has enjoyed 
three quarters of growth above its potential and the end 
of deflation is approaching. However, the details reveal  
a situation that is still weak and susceptible to reversal. 
Hence there is still a long way to go.

Specifically, in Q3 GDP grew by 1.9% annualized quarter-
on-quarter (2.6% year-on-year), less than expected and 
with an unfavourable composition. On the one hand, 
private consumption grew by a meagre 0.4%, far  
below the preceding 2.5% and indicating that domestic 
demand has yet to consolidate. The traditional sources of 
growth were also disappointing: productive investment 
slowed down to 0.7% and exports dropped by 2.4%.

Monetary expansion is the ace up Abenomics’ sleeve for 
the time being. Its goal is a weak yen to boost exports, 
as well as putting an end to deflation to consolidate 
domestic demand. The former has been partly achieved. 
From clearly overvalued levels, the yen depreciated  
by 24% against the dollar between October 2012 
(discounting monetary expansion) and May 2013. This 
movement was accompanied by an over 80% rise in the 
Nikkei stock market, dominated by exporting firms. In 
this respect, the first half of 2013 was good for exports. 
But the Q3 figures represent a backward step that 
coincides with erratic performance by the Nikkei  
since May. The end of deflation has not been entirely 
achieved either. October’s CPI increased to its highest 
rate in the last five years but only thanks to rising oil 
prices. Other broader inflation variables, such as the 
GDP deflator, are still negative. This means that another 
of the desired effects has yet to bear sufficient fruit: 
achieving nominal GDP growth that reduces the relative 
weight of public debt.

In fact, the fiscal front of Abenomics is arousing some 
scepticism. Huge public debt restricts the possibilities for 
fiscal expansion and means that a concept of flexibility 
must be adopted. Unless palliative measures are taken, 
the VAT hike planned for April 2014 (in order to contain 
debt) will weaken a private consumption that does not 
seem robust at present.

Regarding structural reforms, there is a worrying lack  
of precision. The aim is to increase disposable income  
via wage rises, greater female participation in the  
labour market and lower corporate savings. But little  
has been achieved so far.
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UNITED STATES
2011 2012 2012 Q4 2013 Q1 2013 Q2 2013 Q3 10/13 11/13

Activity

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

Retail sales (without cars or petrol) 5.4 4.9 4.4 3.7 4.2 4.0 4.0 ...

Consumer confidence (value) 58.1 67.1 70.4 62.8 75.1 81.0 72.4 70.4

Industrial production 3.4 3.6 2.8 2.4 2.0 2.5 3.2 ...

Manufacturing activity index (ISM) (value) 55.2 51.7 50.6 52.9 50.2 55.8 56.4 ...

Housing starts (thousands) 611.9 783.2 896 957 869 ... ... ...

Case-Shiller repeat sale price (value) 140.0 141.3 145 150 157 161 ... ...

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

Employment-population ratio (% pop. > 16 years) 58.4 58.6 58.7 58.6 58.6 58.6 58.3 ...

Trade balance (1) (% GDP) –3.6 –3.3 –3.3 –3.1 –3.0 –2.9 ... ...

Prices

Consumer prices 3.2 2.1 1.9 1.7 1.4 1.6 1.0 ...

Underlying consumer prices 1.7 2.1 1.9 1.9 1.7 1.7 1.7 ...

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 2012 Q4 2013 Q1 2013 Q2 2013 Q3 10/13

Activity

Real GDP –0.6 1.9 0.2 0.1 1.2 2.6 –

Consumer confidence (value) 37.7 40.0 40.0 44.1 44.8 44.0 41.2

Industrial production –2.6 0.2 –6.3 –6.5 –3.1 1.9 4.8

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

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

Trade balance (1) (% GDP) –0.6 –1.4 –1.4 –1.7 –1.9 –2.1 –2.2

Prices

Consumer prices –0.3 0.0 –0.2 –0.6 –0.3 0.9 1.1

Underlying consumer prices –1.0 –0.6 –0.5 –0.8 –0.4 0.0 0.3

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 2012 Q4 2013 Q1 2013 Q2 2013 Q3 10/13

Activity

Real GDP 9.3 7.7 7.9 7.7 7.5 7.8 –

Retail sales 17.1 14.3 14.9 12.3 12.5 12.8 13.3

Industrial production 13.7 10.0 10.0 9.6 9.1 10.1 10.3

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

Foreign sector

Trade balance (1) (value) 154 231 231 274 272 254 253

Exports 20.2 8.0 9.5 18.4 3.9 3.9 5.6

Imports 25.0 4.3 2.8 8.3 5.0 8.4 7.6

Prices

Consumer prices 5.4 2.7 2.1 2.4 2.4 2.8 3.2

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

Renminbi per dollar (value) 6.5 6.3 6.2 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 INDICATORS
Year-on-year change (%), unless otherwise specified
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CURRENT SITUATION • Recovery, 
but with differences between 
Germany and France and Italy

the recession is gradually being left behind. As expected, 
the euro area’s GDP growth moderated slightly in Q3 (0.1% 
quarter-on-quarter compared with 0.3% in Q2). This should 
not be any cause for concern, however, as the good figures 
from Q2 were partly due to temporary factors. Once 
discounted, the trend is still positive. What is more worrying is 
the divergence that is slowly emerging in the growth capacity 
of different countries. Germany is reaffirmed as the economic 
motor; in general, the so-called periphery countries are also 
gradually joining the recovery. In this respect, of note are  
the figures from Spain, Portugal and Ireland. The other side  
of the coin is represented by the French and Italian economies, 
where a more pessimistic view is taking shape.

France is stuck on the road to recovery and Germany 
consolidates its position as the driving force for Europe. 
There is no doubt that the French economy is going through  
a difficult stage. This is demonstrated by the fall in GDP of 
0.1% quarter-on-quarter in Q3, a worse figure than for the 
euro area as a whole. Business indicators point to this negative 
differential for the French economy being repeated in Q4. 
Although the euro area’s PMI for manufacturing increased  
in November, this was largely thanks to the signs of strength 
provided by German indicators as the French figures 
worsened. The healthy state of the German economy is also 
reflected in the IFO business climate index, which in October 
and November exceeded the figures for Q3. However, the 
French economy’s pulse is much weaker, not only due to the 
tone of activity indicators in Q4 but particularly because there 
are serious doubts regarding its capacity to grow in the 
medium term.

Activity improves in the periphery countries. Italy 
moderated its rate of decline but has not managed to exit the 
recession. A loss of competitiveness and lack of reforms augur 
a less vigorous revival in the Italian economy than in the euro 
area as a whole. The outlook is somewhat better for Spain: 
after nine quarters of shrinkage, GDP grew by 0.1% quarter-
on-quarter. The figures presented by the Portuguese economy 
are also relatively encouraging. After three years of economic 
contraction, in Q2 GDP surprised by growing 1.1% quarter- 
on-quarter (–0.4% in Q1). In Q3 this growth stood at 0.2%, a 
figure more in line with Portugal’s growth capacity in the short 
and medium term.

Business indicators continue to rise although the differences 
between countries are still notable. November’s economic 
sentiment index maintained its upward trend in Germany 
while taking a breather in France, reflecting once again the 
greater weakness of the French economy.  

80 

85 

90 

95 

100 

105 

110 

115 

120 

01/11 05/11 09/11 01/12 05/12 09/12 01/13 05/13 09/13 

Economic sentiment index 
(Value)

Euro area Spain Germany
France Italy

Source: ”la Caixa” Research, based on European Commission data. 

 

 

40 

45 

50 

55 

60 

65 

01/11 05/11 09/11 01/12 05/12 09/12 01/13 05/13 09/13 

Activity indicators 
(PMI manufacturing) 

Euro area France
Germany Trend (euro area)

Source: ”la Caixa” Research, based on Markit data. 

Expansion 

Recession

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

Country 2013 Q2 2013 Q3 2013 Q2 2013 Q3

Euro area 0.3 0.1 –0.6 –0.4

Germany 0.7 0.3 0.5 0.6

France 0.5 –0.1 0.5 0.2

Italy –0.3 –0.1 –2.2 –1.9

Spain –0.1 0.1 –1.6 –1.2

Portugal 1.1 0.2 –2 –1

Greece –3.8

Ireland 0.4 –1.1

Source: ”la Caixa” Research, based on Eurostat data.
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Domestic demand joins the recovery process. The good 
performance by retail and consumer goods in Q3 indicates 
that consumption might be gradually gaining steam. 
Although November’s consumer confidence figures are a  
little weaker, they are still above the level of Q3 and there is  
no reason to doubt they will return to the upward trend of  
the last few months. This improvement in domestic demand  
is also starting to be seen in investment. According to  
the economic sentiment survey produced by the EC, 
manufacturing firms in the euro area expect investment  
to grow by 3% in the coming year. This contrasts with the 
expectations held for the whole of 2013, namely a fall of  
3%. Both consumption and investment had already posted 
quarter-on-quarter positive growth in 2013 Q2, of 0.1% and 
0.2% respectively but the improvement seen in the monthly 
indicators since then gives cause for relative optimism.

inflation picks up, allaying fears of the risk of deflation.  
In line with expectations, inflation increased by 0.2  
percentage points and stood at 0.9% in November, thereby 
halting three months of drops. This change in trend was 
predicted in our scenario as the fall in inflation over the last 
few months was especially due to temporary factors (falling  
oil and unprocessed food prices). As long as these effects 
continue to lose relative weight and the recovery in domestic 
demand consolidates, inflation will gradually gain ground. 
However, the significant effort being made by several 
countries in the euro area to continuously improve their 
competitiveness will keep inflation at moderate levels. In  
this respect, the EC’s opinion polls on inflation prospects over 
the coming months are quite stable and indicate no clear 
trend. The surprise provided by the ECB last November, when 
it cut the refi rate to 0.25%, must be interpreted as a further 
show of commitment by the top monetary authority to a 
macroeconomic scenario in which prices rise by around 2%.

the improvement in the employment expectations index  
of the last few months is starting to be seen in the labour 
market figures. In November, the index of expectations for 
the industrial sector maintained its upward trend of the last 
few months and stood at –6.3 points, its highest since April 
2012. This is starting to be reflected in the unemployment 
figures. Specifically, the unemployment rate fell by 0.1 
percentage points in October to 12.1%, the first decline 
posted since 2011 Q1. Germany’s labour market is still the one 
in the best shape, with unemployment at an all-time low and 
an index of employment expectations that continues to show 
very significant progress. In France, however, although the 
unemployment rate fell by 0.2 percentage points in October, 
the outlook for the labour market is less encouraging. In this 
case, the index of expectations fell significantly, adding to the 
rest of the indicators that raise doubts regarding how quickly 
the French economy can recover.

Exports surprise with poorer growth than expected.  
Over the last few years, the foreign sector has been the main 
source of growth in economic activity in the euro area. Its 
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contribution to the recovery was expected to gradually ease  
as imports responded to the recovery in domestic demand. 
But the notable slowdown in export growth occurring over 
the last few months has come as a nasty shock. Specifically,  
in Q3 exports fell by 1.5% in year-on-year terms, contrasting 
with the rise of 8.2% posted in 2012 Q3. Part of this slowdown 
could be due to the reduction in growth prospects for the 
emerging countries that occurred this summer when tapering 
was expected to start in September. However, this drop  
in growth prospects for the emerging countries has now 
corrected and a favourable trend continues in export orders. 
The slump in exports should therefore be temporary.

the EC expects the recovery to continue and build up  
steam next year. However, it warns that growth will be less 
substantial due to the need for adjustment in a context of 
high uncertainty. Nonetheless, the more catastrophic 
scenarios contemplated a few quarters ago, such as the break-
up of the euro, have been dispelled. Similarly, it should be 
easier to sort out the balance sheets of banks, non-financial 
firms and households as growth in activity gains ground. The 
EC insists on the need to implement reforms to accompany 
the correction of large macroeconomic imbalances, the 
implementation of Banking Union being particularly 
important, vital to resolve financial fragmentation. Once 
achieved, all firms with the same risk profile should be able  
to enjoy similar credit conditions irrespective of their location.

Macroeconomic imbalances are being corrected but there is 
still a long way to go. For the third consecutive year, the EC’s 
report that studies trends in 10 macroeconomic indicators has 
concluded that 16 member states need an in-depth review of 
their economies. Over the coming months, the EC will propose 
to those different countries with imbalances a set of measures 
to redress their situation and could impose penalties if they 
judge these to be insufficiently applied. The news this year  
is that, for the first time, the EC has decided to add Germany  
to the list of countries with homework, largely because of its 
significant and sustained current account surplus (see the 
Focus «Report on macroeconomic imbalances: a warning note 
for Germany»). The important issue is to assess to what extent 
this is the result of the excellent performance by Germany’s 
export sector or is a consequence of a chronic lack of 
investment by companies and the public sector.
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EC growth forecasts for GDP
Country 2013 2014 2015

Euro area –0.4 1.1 1.7

Germany 0.5 1.7 1.9

France 0.2 0.9 1.7

Italy –1.8 0.7 1.2

Spain –1.3 0.5 1.7

Portugal –1.8 0.8 1.5

Greece –4 0.6 2.9

Ireland 0.3 1.7 2.5

Source: ”la Caixa” Research, based on European Commission data.
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FOCUS • Report on macroeconomic imbalances:  
a warning note for Germany

On 15 November, the European Commission (EC) 
published its annual Alert Mechanism Report on 
macroeconomic imbalances which studies the trends  
in ten economic indicators in European Union countries 
to highlight possible imbalances that could affect growth 
in the medium term. These indicators are used to decide 
whether it is necessary to review a country’s economy in 
depth. If the country does not take measures to correct 
such imbalances, the EC can impose economic sanctions. 
The EC has decided that it will carry out this analysis  
on seventeen countries, thirteen of which have already 
been reviewed this year. The new countries are Croatia, 
Luxembourg and... Germany. The inclusion of Germany 
might seem surprising as its growth is the motor for  
the euro area’s incipient recovery.

Germany has been included in the group for two 
apparently contradictive reasons: (i) an overly large 
current account surplus and (ii) a loss of export share.  
This loss of export share is particularly due to the strong 
growth in exports of emerging countries and not because 
German exports are falling. We will therefore concentrate 
on its current account surplus. Over the last three years, 
this has been 6.5% of GDP on average, higher than the 
6.0% set by the EC as a limit. The idea that a current 
account surplus may be bad for an economy does  
not seem logical. What is the problem of selling more 
products abroad than those bought from other countries?

In part, a current account surplus reflects a virtue of 
German manufacturers, who have been able to take 
advantage of the appearance of a medium-upper class in 
emerging countries to increase their exports. Moreover, 
the fact that Germany shares a single currency with 
weaker countries means it can access international 
markets with a cheaper currency. In other words, if the 
German currency was still the mark, its value would be 
higher than the current euro. This acts like a subsidy for 
German goods. The current balance between Germany 
and the periphery countries (for example, Spain, Greece 
and Portugal) was close to zero in 2000, peaked in 2008 
and has been narrowing since the Great Recession. The 
difference is that, while this divergence was symmetrical 
before the crisis, with an increase in the surplus in 
Germany and an increase in the deficit in periphery 
countries, now it is asymmetrical. Between 2008 and 
2012 Germany’s current account remained constant while 
the periphery countries adjusted their GDP by almost  
10 pp. Seen in this way, it would seem as if no adjustment 
has occurred in Germany with regard to the euro area. 
But nothing could be further from the truth. Germany’s 
surplus has remained constant thanks to the increase in 

the surplus compared with countries outside the euro 
area and a reduction in its surplus compared with  
euro area countries.

However, a large and persistent current account surplus 
could indicate the emergence of internal economic 
imbalances in the German economy. The surplus might 
be caused by a fall in investment or relatively low levels 
of consumption. In Germany, investment in 2000 was 
22.3% of GDP while in 2012 it was 17.3%, slightly below 
the 18.6% of the euro area or 19.0% of the USA. This 
negative trend in investment (which accounts for 57.4% 
of the increase in the surplus) could reduce the German 
economy’s potential output. Moreover, wages have also 
remained highly contained over the last decade. 
Between 2000 and 2007 these grew by 2.0% (average 
annualised change) and from 2007 to 2012 by 1.5%. 
Although it is true that this has helped the German 
economy to gain in competitiveness, it has also hindered 
consumption’s capacity to grow. In fact, one of the first 
measures Merkel’s new government wants to introduce  
is a minimum wage but the effect this might have on 
consumption depends on how it is ultimately designed.  
If the minimum wage is set at a national level instead of 
regional, it could lead to a rise in unemployment as the 
wage disparity between the east and west of Germany  
is still considerable.

In short, the in-depth study of the Germany economy  
to be carried out by the EC should focus on determining 
whether its levels of consumption and investment might 
end up harming medium-term growth. An apparently 
surprising alert now that the German economy is 
leading European growth but one that must be 
monitored carefully.
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FOCUS • Ultra-easy monetary policy: redistributive effects

The ultra-easy monetary policy holding sway on both 
sides of the Atlantic has led to extensive debate on the 
redistributive effects of keeping interest rates at very 
low levels for a prolonged period of time. Not all 
households are affected in the same way: some, 
generally those most in debt which are also usually the 
youngest, benefit from low interest rates while others, 
the savers, are hit hard as they get fewer returns from 
the interest on their savings.

As a whole, euro area households are net savers. In  
other words, their financial assets are greater than their 
financial liabilities, which means that drops in interest 
rates tend to reduce their disposable income. However, 
the costs and benefits are not distributed evenly among 
different households. Lower-income households tend  
to have a higher debt-to-income ratio. For example, in 
the euro area, this ratio stands at 351% for the 20% of 
households with the lowest income, whereas for the 
average household it is 167% and for the 20% of 
households with the highest incomes it falls to 103%.  
It therefore comes as no surprise that those who benefit 
the most from drops in interest rates are lower-income 
households. Specifically, a drop of 1 pp in the interest 
rate on debt reduces the annual financial burden of lower 
income households by 360 euros (3.5% of their income) 
while for higher-income households this reduction  
is 1,750 euros (1% of their income).

An analysis by country is similar: those with the highest 
levels of debt, such as the Netherlands and Spain, are 
benefitting the most from lower interest rates. In the 
Netherlands, for example, 68% of households are in debt 
and they have, on average, a debt-to-income ratio of 
266%. In this case, a drop of 1 pp in the interest rate 
reduces their financial burden by 944 euros (1.8% of  
their income). In Italy, however, only 23% of households 
are in debt and they have a debt-to-income ratio of 118%. 
In this case the financial burden falls by just 92 euros 
(0.3% of their annual income).

Changes in interest rates also affect financial revenue. 
96.4% of European households have a bank deposit 
although the size of the return is small compared with 
the household’s total income. For example, on average 
European households hold 28,623 euros in deposits.  
A drop of 100 bps in the interest rate on deposits leads  
to a loss of 286 euros per year, representing 0.6% of  
an average household’s income. The effect is greater  
for lower-income households as, in spite of having  
fewer deposits, these account for a greater proportion  
of their income. Specifically, in this case the reduction  
in returns would be 93 euros, 0.9% of their annual 
income.

In short, low interest rates benefit those households and 
countries most in debt, which means that expansionary 
monetary policy is helping deleveraging in those 
households with the greatest difficulty in paying off their 
debts. Another more difficult issue to determine is how 
these policies affect household wealth: the low interest 
rates and the injection of liquidity carried out by the 
main central banks are pushing up the value of financial 
and property assets. For example, part of the significant 
gains in the stock and bond markets could be a result of 
these policies. In this respect, those households with 
more assets will benefit the most. However, the empirical 
evidence available does not allow us to determine  
which part of these gains in assets is due to ultra-easy 
monetary policy and which part of such gains is 
permanent.(1)

(1) See «QE and ultra-low interest rates: distributional effects and risks», 
McKinsey Global Institute Discussion Paper, November 2013.

Effect of a 1 pp drop in interest rates on  
the financial burden of indebted households, 
classified by income (*)

Spain France Italy Euro area(**)

Income < 20% –3.7 –2.1 –1.4 –3.5

Income 20%-40% –2.4 –1.0 –1.4 –2.0

Income 40%-60% –2.2 –1.2 –1.1 –1.7

Income 60%-80% –2.3 –1.2 –1.1 –1.6

Income 80%-90% –1.8 –1.2 –0.9 –1.4

Income 90%-100% –1.5 –0.9 –0.7 –1.0

total households  
with debt

–2.1 –1.3 –1.2 –1.7

Notes: (*) Households classified by income. For example, «Income < 20%» corresponds to the 
20% of households with the lowest income level. «Income 20%-40%» corresponds to the next 
20% of households, etc.
(**) Belgium, Cyprus, Spain, France, Greece, Italy, Luxembourg, Malta, Netherlands, Slovenia 
and Slovakia.
Source: ”la Caixa” Research, based on data from the Eurosystem’s Household Finance and 
Consumption Survey (2012).
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activity and employment indicators
Values, unless otherwise specified

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

Retail sales (year-on-year change) –0.2 –1.7 –2.6 –2.0 –0.8 –0.2 ... ...

Industrial production (year-on-year change) 3.3 –2.4 –3.1 –2.3 –0.7 –0.6 ... ...

Consumer confidence –14.5 –22.3 –26.2 –23.7 –20.9 –16.0 –14.5 –15.4

Economic sentiment 101.8 90.4 86.8 90.1 89.8 94.9 97.7 98.5

Manufacturing PMI 52.2 46.2 45.9 47.5 47.9 50.9 51.3 ...

Services PMI 52.6 47.6 46.9 47.6 47.5 50.9 51.6 ...

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 12.2 12.1 ...

Germany (% labour force) 6.0 5.5 5.4 5.4 5.3 5.3 5.2 ...

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

Italy (% labour force) 8.4 10.7 11.3 11.8 12.1 12.3 12.5 ...

Spain (% labour force) 21.7 25.1 26.1 26.4 26.5 26.6 26.7 ...

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 2012 Q4 2013 Q1 2013 Q2 07/13 08/13 09/13 10/13

Current balance: euro area 0.1 1.5 1.5 1.8 2.1 2.2 2.2 2.3 ...

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

France –1.8 –2.2 –2.2 –2.1 –1.8 –1.8 –1.7 –1.7 ...

Italy –3.1 –0.4 –0.4 0.1 0.3 0.4 0.6 ... ...

Spain –3.8 –1.1 –1.1 –0.2 0.4 0.5 0.6 0.7 ...

Nominal effective exchange rate (1) (value) 103.4 97.9 97.9 100.7 100.8 101.5 102.2 102.0 102.8

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

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

2011 2012 2012 Q4 2013 Q1 2013 Q2 07/13 08/13 09/13 10/13

Private sector financing

Credit to non-financial firms (1) 2.0 –0.3 –1.5 –1.4 –2.2 –2.8 –2.9 –2.8 –2.9

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

Interest rate on loans to non-financial  
firms (3) (%)

2.8 2.4 2.2 2.1 2.2 2.2 2.1 2.2 ...

Interest rate on loans to households for 
house purchases (4) (%)

3.3 3.1 2.9 2.9 2.9 2.8 2.8 2.8 ...

Deposits

On demand deposits 1.4 4.1 7.2 8.0 9.4 8.1 7.6 7.4 7.2

Other short-term deposits 2.6 2.0 1.9 1.0 0.1 0.2 0.4 0.1 –1.2

Marketable instruments –5.5 0.5 –3.2 –9.7 –15.5 –17.7 –16.4 –17.6 –17.9

Interest rate on deposits up to 1 year 
from households (%)

2.6 2.8 2.7 2.4 2.1 1.9 1.8 1.7 ...

Notes: (1) Data adjusted for sales and securitization. (2) Including NPISH. (3) Loans of more than one million euros with a floating rate and an initial rate fixation period of up to one year. 
(4) Loans with a floating rate and an initial rate fixation period of up to one year.
Source: ”la Caixa” Research, based on data from the European Central Bank.

KEY INDICATORS
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CURRENT SITUATION • Recovery 
boosted by domestic demand

the recession ends and growth prospects improve. GDP  
in 2013 Q3 increased by 0.1% quarter-on-quarter, the first 
positive growth rate for the last two years. This change in 
trend is being accompanied by an upward revision of growth 
prospects both by the main international bodies and also the 
consensus of analysts. The OECD, for example, has improved 
its GDP growth forecasts slightly and has notably lowered  
the unemployment rate predicted both for this year and 
especially for 2014. The revision of forecasts by the consensus 
of analysts occurring over the last few months has also been 
notable. Specifically, the GDP growth forecast of the OECD for 
2014 has increased by 0.3 percentage points over the last 
three months, up to 0.5%.

Domestic demand joins the recovery. The Spanish economy 
embarked on the road to recovery with the foreign sector  
as its only ally. However, domestic demand finally made  
a positive quarter-on-quarter contribution to growth in 2013 
Q3 (+0.3%), although in year-on-year terms it was still in 
negative terrain. Moreover, this change was accompanied  
by a significant advance in household consumption (+0.4%  
in quarter-on-quarter terms). Although this is good news, 
such a change in trend must be taken with the utmost 
caution. The recovery in household consumption will continue 
to be limited by deleveraging and any advances that can be 
made in the labour market, so such figures are very unlikely  
to continue over the coming quarters. This upswing is 
probably due to the change in perception occurring in  
short and medium-term growth prospects. This means that 
decisions to consume are starting to be taken that had been 
postponed due to the great uncertainty surrounding the 
macroeconomic scenario.

investment builds up steam. Although it usually posts more 
volatile figures than consumption, the positive growth rate  
of investment in Q3 is also significant (0.2%). In fact, the trend 
in investment in capital goods (0.8% in 2013 Q3) came as 
some surprise as it has now posted three quarters of positive 
quarter-on-quarter growth. Moreover, the rate of increase  
has been quite considerable: on average, quarter-on-quarter 
growth has been 1.8%. This is a sign that, at least at a business 
level, confidence in activity’s capacity to recover has notably 
improved. Moreover, the bulk of the evidence available 
suggests that this trend will continue in the coming quarters. 
A good sign of this is the recent performance by the PMI, 
maintaining a clearly positive trend in both manufacturing 
and services and remaining at levels close to 50 points, the 
figure as from which positive growth rates are usually 
recorded.

the good performance by industrial orders bodes quite 
well. There are two notable facts: (i) the decline in domestic 
demand is slowing down and (ii) the euro area market is 
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improving. The first confirms the impression that the slump  
in domestic demand seems to have bottomed out and it 
might start to rise. The negative trend in orders from the euro 
area halted in 2013 Q1 and, since then, has risen considerably. 
For example, this September the year-on-year change was 
3.8% (moving average of 3 months), compared with 2.7%  
in August.

Exports are stalling. The export sector is still driving the 
recovery but, as already noted, its contribution to growth  
fell appreciably in Q3. In the first half of the year exports of 
goods grew by 8.0% year-on-year in nominal terms while in 
Q3 they grew by just 4.4%. Note that this slower rate of 
growth has occurred in spite of the improvement in exports  
to the European Union. One of the main reasons for this 
smaller increase is the USA. In the first half of the year the 
United State’s imports of Spanish goods grew by 5.4% while  
in 2013 Q3 these fell by 12.0%. One of the questions arising is 
whether Q3 was a special case or if the growth potential of 
Spanish exports is actually lower than predicted. Another 
change in trend worthy of note concerns imports. In this case, 
the trend is the opposite: these have stopped falling as much 
as in Q1. In particular, in 2013 Q3 imports decreased by 0.6% 
while, in the first half of the year, they were down by 3.2%. 
One part of this improvement is due to temporary factors such 
as the increase in automobile sales, boosted by the PIVE plan 
that subsidises purchases. However, the rise in imports is also 
due to an upswing in domestic demand. In any case, the 
recent trend shown by exports and imports has forced us to 
revise our forecast downwards slightly for the current account 
surplus at the end of 2013, from 1.8% of GDP to 1.4%.

the foreign sector supports the labour market. The foreign 
sector has also been one of the keys to the recovery in 
employment. For example, those industries with the highest 
percentage of sales abroad created the most jobs in Q3  
(see the Focus «Internationalisation: an opportunity for 
employment»). We have also observed a rise of 54,927 
registered workers affiliated to Social Security in October 
(compared with September), in spite of the loss of 
contributors recorded by the tourism sector. This decrease  
is normal given the end of the tourist season and is similar  
to the one that occurs every year. However, the remarkable 
fact is the change in trend in the non-tourism sector, which 
does not usually post a positive change in the number of 
contributors in October. However, we must interpret these 
figures with caution as a considerable part of this increase  
is due to non-recurrent growth in the education sector, given 
the start of the academic year.

the spectre of deflation diminishes. The inflation rate 
increased by 0.3 percentage points in November to stand at 
0.2%, thereby putting a stop to fears of deflation. Inflation’s 
surprising negative growth in October (–0.1%) raised 
questions as to a possible deflationary spiral that might affect 
the incipient recovery of the Spanish economy. However,  
as we already mentioned last month, the likelihood of this 
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scenario coming true is, at present, very limited. The sharp 
drop in the rate of inflation over the last few months is largely 
due to temporary factors such as the lower price of energy 
products. However, it should be noted that we do not believe 
inflation will reach levels close to 2% very quickly. Domestic 
demand will recover very gradually so pressure on prices  
will continue to be very tepid. Moreover, the significant effort 
being made by the Spanish economy to continue gaining in 
terms of price competitiveness will also provide some room 
for inflation to remain at abnormally low levels.

the banking sector enters the last phase of the troika 
programme. The NPL ratio of Spanish banks rose sharply this 
September: from 12.1% in August to 12.7% in September. This 
increase occurred fundamentally because of (i) the reduction 
in credit (subsequently pushing up the ratio) and (ii) the 
reclassification of some loans to meet the new criteria 
established by the Bank of Spain. This second aspect is  
the most important and, given that it is a non-recurrent 
reclassification, it will not affect the future trend for the NPL 
rate, so we expect the rate of increase to fall considerably over 
the coming months. Similarly, in the Bank of Spain’s survey  
on banking, an improvement can be seen in expectations  
to grant credit in Q4. This month the IMF has also published  
its report assessing the progress made by the banking sector. 
The overall evaluation is positive but the IMF reiterates just 
how critical it is to have a well capitalised system in order to 
maximise the credit capacity of financial institutions. Finally, 
the IMF has set the European Union as a whole its homework. 
Once again it notes the need to achieve the Banking Union 
which will help to reduce market fragmentation (between 
periphery and core countries), originally caused by the 
sovereign debt crisis but still persisting.

the deviation from the deficit target might be small.  
In October, the government deficit reported slightly worse 
figures than the same month one year ago. The autonomous 
communities are not managing to adjust their deficit 
compared with last year’s figures either, although neither  
has the situation got any worse. In both cases, therefore,  
the year will probably end with a slight deviation from the 
target established. However, both Social Security and local 
government corporations are showing a better trend than 
expected, reducing the deviation in the deficit for general 
government as a whole compared with the target set.
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Breakdown of fiscal balance  
by administration

December  
2012

Target 
2013 2012 Q3(*) 2013 Q3(*)

Central government –4.3 –3.8 –3.3 –3.6

Autonomous communities –1.8 –1.3 –1 –1

Social Security –1 –1.4 –0.16 –0.32

Local governments 0.2 0.0 0.22 0.2

General Government 
balance(**) –6.9 –6.5 –4.2 –4.8

Notes: (*) Data: Central government – October; Autonomous communities and Social Security – 
September; Local governments – June.  (**) Does not include losses due to bank bail-out.
Source: ”la Caixa” Research, based on IGAE data.
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FOCUS • Internationalisation: an opportunity for employment

The export sector has been key to cushioning the drop 
in domestic demand. On average, its contribution to 
GDP growth was 1.8% between 2010 Q1 and 2013 Q2 
and the bulk of the evidence suggests that it will play a 
decisive role in supporting the recovery in activity in the 
coming quarters. However, there are doubts regarding 
the extent of the positive effect it might have on the 
labour market.

An analysis of employment trends by sector according  
to their export intensity provides us with an initial clue. 
As can be observed in the first graph, in those sectors 
where the percentage of sales abroad is more than 25%, 
the year-on-year rate of change in employment is, on 
average, positive. In those sectors with a lower share of 
sales abroad, however, on average jobs are still being lost.

The figures are therefore relatively encouraging. It should 
be noted that only one part of the labour market is being 
analysed, namely some industrial and service sectors, but 
these represent 43% of all employees. Moreover, those 
sectors with more than 25% of their sales abroad employ 
20% of all workers.

In order to fine-tune our analysis of the capacity to create 
jobs of those sectors more exposed to foreign markets, 
we will analyse whether they are, in general, less work-
intensive sectors than those sectors more oriented 
towards the domestic market. If this were the case, we 
might infer that they would be capable of generating 
fewer jobs than sectors with a more domestic focus.  
As can be seen in the second graph, this is not the case, 
as no systematic relationship is observed between the 
intensity of the labour factor for each sector and how 
open they are to foreign markets.

One last clue can be found if we estimate the elasticity  
of growth in employment related to growth in gross 
value added: this is not significantly higher in sectors 
more oriented towards the domestic market.(1) In short,  
it does not seem that the Spanish economy’s greater 
internationalisation will hinder the recovery in 
employment. Quite the opposite.
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sector i in the period t, y
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 is the annual change in employment in sector i in 

the period t, and d
i
 is a dichotomous variable equal to 1 for those sectors 

with a share of sales abroad higher than 25% of their total sales. Fictitious 
time variables are also included in the regression. To determine the 
robustness of the result, the regression is estimated for different limits of 
share of foreign sales and those sectors related to tourism are not included. 
In no case is the elasticity of employment to GVA growth higher in the 
more domestic-oriented sectors.
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FOCUS • The value added of exports

Exports have been one of the keys to the Spanish 
economy’s incipient recovery. But are we measuring 
exports properly?

What is the problem? Suppose it is necessary to 
complete three processes before selling a product: 
obtain raw materials, process them and make the end 
product. Let us assume, for example, that there are four 
countries: A, B and C carry out each of these activities 
and country D consumes the end product. Country A 
obtains the materials and sells them to country B for  
2 euros. Country B processes the materials and sells 
them to country C for 26 euros. Country C finishes  
the production and sells the product to country D for  
72 euros, and the latter consumes it. In this example,  
the exports from country C are 72 but the value added  
is only 46 (72 of the sale price less 26 added by countries 
A and B). We therefore need to use the value added of 
exports to really know the importance of the foreign 
sector for an economy.

The last World Investment Report by the UNCTAD 
calculates, for 2010, the relative weight of domestic 
value added in the exports of each country. In the 
previous example, the percentage for country C would 
be 63.9% (= 46/72). So how does Spain do compared 
with the main exporters in the world? The relative 
weight of domestic value added in Spanish exports is 
72%. In other words, for every 100 euros that Spain sells 
abroad, 72 are using Spanish work and capital and 28  
are using foreign factors. Spain is well placed compared 
with other exporters in the European Union. The 
domestic value added of German exports is only 63% 
and in France this figure is 69%, while in Italy it is 73%.  
If we compare with the USA (89%), Spain is doing worse; 
there is therefore room for improvement. Countries  
that export raw materials have a very high figure by 
definition (country A in the example has a percentage  
of 100%). This would explain the figure of 86% for  
Saudi Arabia.

This ranking is important but we also need to determine 
whether we can translate the good performance by 
Spain’s exports into similar increases in value added. 
OECD figures provide us with a preliminary estimate 
between 2000 and 2009 (latest data available). Note that 
Spanish exports of goods and services grew by less than 
German exports. However, the domestic value added  
of Spanish exports grew more than in all the countries 
selected (including Germany). We can therefore conclude 
from this study that the foreign sector is even healthier 
than suggested by the export figures alone.
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Trade in value added: how it works
Value chain

Countries 
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Extraction
of raw 

materials
Processing      Manufacture Final

demand                  Gross
exports

 2 2 0

 26 24 2

 72 46 26

 100 72 28

Domestic  
value added

Duplicate  
calculation

2

2 + 24 = 26

2 + 24 + 46 = 72

Domestic value added  
in exports

Foreign value added  
in exports

∑

Source: ”la Caixa” Research, based on data from UNCTAD.
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The rental sector is relatively insignificant in Spain.  
In 2012, 20.8% of Spanish households lived in rented 
accommodation, a level considerably lower than the 
33.0% for the euro area as a whole. In fact, the distance 
compared to German rented homes (46.7%) and French 
(36.3%) is even greater. Economic literature indicates that 
a more dynamic rental sector could be beneficial for the 
economy: it would increase the geographical mobility  
of workers and reduce the excessive concentration  
of resources in the construction industry.

The factors influencing the decision of households to buy 
or rent a home can be highly disparate in nature. Spain’s 
cultural bias towards owning one’s own home, together 
with easy mortgage facilities prior to the recession, 
pushed the ratio of home-owning households above 
80% in 2007. Other factors also contributed to this ratio 
being reached: fiscal policy clearly encouraged the 
acquisition of housing and, at the same time, the limited 
efficiency of the judicial system reduced the supply of 
rental accommodation (see table). In this respect, the 
2011 census showed that a high percentage of homes 
remained empty (13.7% in Spain compared with 4.4%  
in Germany).

However, figures from the last few years show that the 
percentage of households that own a home has fallen 
slightly, from 80.5% in 2005 to 79.2% in 2012. This is a 
moderate fall (in Ireland it has fallen by eight percentage 
points over the same period). Among the youngest 
population, however, the drop has been significant: 
going from 58.1% in 2007 to 47.7% in 2012. For the 
population as a whole, an analysis of the flows of new 
households shows more significant changes in home 
ownership. Between 2010 and 2012, the rise in the 
number of households that owned a home accounted  
for 56.7% of all households created, a significantly lower 
figure than the 81.1% recorded between 2006  
and 2008.

The figures therefore indicate that the Spanish rental 
sector has gained relative weight over the last few years. 
It is true that part of this rise might be corrected to a 
certain extent as the economic and financial conditions 
improve for households. However, we expect the reforms 
adopted by the Spanish government in the last few years, 
such as the elimination of tax deductions for buying a 
primary residence and the new rent laws, which make 
the sector more flexible and give greater protection to 
landlords, will help this trend continue.

FOCUS • Spain’s rental sector gains weight
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Ranking Number of  
proceedings

Duration of 
proceedings 

(days)

Cost  
(% amount 

claimed)

Germany 5 30 394 14.4

Austria 7 25 397 18

France 8 29 390 17.4

Finland 9 33 375 13.3

Belgium 18 26 505 17.7

Portugal 22 32 547 13

Netherlands 32 26 514 23.9

Ireland 63 21 650 26.9

Spain 64 40 510 17.2

Greece 87 39 819 14.4

Italy 160 41 1,210 29.9

Note: (*) Calculated as the time, cost and number of proceedings required from when a lawyer 
files a suit for default to when payment occurs. 
Source: ”la Caixa” Research, based on data from the World Bank.
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activity indicators

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

Industry

Electricity consumption –0.9 –2.2 –2.5 –3.4 –1.5 –2.0 –1.2 ...

Industrial production index  –1.3 –6.0 –5.7 –4.2 –1.7 –0.6 ... ...

Indicator of confidence in industry (value) –12.5 –17.5 –17.9 –15.9 –15.4 –12.8 –14.2 –11.7

Manufacturing PMI (value) 47.3 43.8 44.5 45.7 47.6 50.5 50.9 ...

Construction

Building permits –13.5 –42.7 –43.5 –28.0 –27.2 –23.6 ... ...

House sales –18.1 –8.7 3.5 7.9 0.6 –9.7 ... ...

Services

Foreign tourists 6.1 2.0 –1.2 1.8 5.3 4.9 6.9 ...

Services PMI (value) 46.5 43.1 42.6 45.7 46.5 49.3 49.6 ...

Consumption

Retail sales –5.4 –7.2 –10.2 –8.5 –5.0 –1.8 –0.8 ...

Car registrations –14.5 –13.5 –21.6 –11.1 2.5 8.3 34.4 ...

Consumer confidence index (value) –17.1 –31.7 –37.8 –32.6 –28.7 –20.5 –20.7 –20.5

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

Prices

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

General 3.2 2.4 3.1 2.6 1.7 1.2 –0.1 0.2

Core 1.7 1.6 2.3 2.2 1.9 1.3 0.2 ...

Unprocessed foods 1.8 2.3 3.3 3.3 4.3 6.0 0.9 ...

Energy products 15.8 8.8 8.8 4.8 –1.1 –2.1 –2.7 ...

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

Employment indicators

2011 2012 2012 Q4 2013 Q1 2013 Q2 07/13 08/13 09/13 10/13

Registered as employed with Social Security (1)

Employment by industry sector

Manufacturing –2.7 –5.3 –5.9 –5.8 –5.1 –4.2 –4.0 –3.6 –2.9

Construction –12.2 –17.0 –16.8 –15.8 –13.8 –11.6 –10.8 –10.1 –9.0

Services 0.2 –1.7 –2.6 –3.0 –2.5 –2.4 –2.1 –1.9 –1.4

Employment by professional status

Employees –1.4 –3.8 –4.7 –5.1 –4.4 –4.2 –4.0 –3.6 –2.7

Self-employed and others –1.2 –1.4 –1.6 –1.4 –1.1 –0.6 –0.5 –0.3 0.0

TOTAL –1.3 –3.4 –4.1 –4.4 –3.8 –3.6 –3.4 –3.0 –2.2

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

Hiring contracts registered (3)

Permanent –9.2 –1.3 23.8 18.4 1.5 5.7 1.1 9.3 –8.6

Temporary 1.2 –4.0 –3.3 –2.4 6.0 8.8 1.2 11.1 12.8

TOTAL 0.3 –3.9 –1.5 –0.8 5.6 8.6 1.2 11.0 10.9

Unemployment claimant count (3)

Under 25 0.6 4.5 0.5 –4.3 –6.1 –5.6 –6.9 –6.8 –7.4

All aged 25 and over 5.4 11.7 11.7 8.4 5.2 3.3 2.5 1.2 0.3

TOTAL 4.8 10.9 10.5 7.1 4.0 2.4 1.6 0.4 –0.5

Notes: (1) Mean monthly figures. (2) LFS estimate. (3) Public Employment Offices.
Source: ”la Caixa” Research, based on data from the Ministry of Employment and Social Security, INE and Public Employment Offices.

KEY INDICATORS
Year-on-year (%) change, unless otherwise specified
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Foreign sector
Cumulative balance over the last 12 months in billions of euros, unless otherwise specified

2011 2012 2012 Q4 2013 Q1 2013 Q2 07/13 08/13 09/13

Trade of goods

Exports (year-on-year change) 15.4 3.8 4.2 3.9 11.9 1.3 3.8 8.3

Imports (year-on-year change) 9.6 –2.8 –6.4 –6.9 0.6 –3.0 –3.6 4.7

Current balance –39.8 –11.5 –11.5 –2.4 3.9 4.7 6.4 7.1

Goods –42.3 –25.7 –25.7 –19.1 –12.7 –11.7 –10.3 –10.2

Services 34.6 37.0 37.0 37.6 37.9 38.2 38.2 38.6

Income –25.7 –18.7 –18.7 –17.2 –16.4 –16.3 –16.0 –16.2

Transfers –6.4 –4.1 –4.1 –3.7 –4.9 –5.5 –5.5 –5.1

Net lending (+) / borrowing (–) capacity –34.3 –4.9 –4.9 4.9 12.0 13.2 14.9 15.0

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

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

2011 2012 2012 Q4 2013 Q1 2013 Q2 07/13 08/13 09/13 Balance  
09/13 (1)

Financing of non-financial sectors (2)

Private sector –1.9 –4.0 –5.8 –8.1 –8.7 –8.5 –8.3 –8.6 1,878.3

Non-financial firms –1.9 –4.2 –6.9 –10.6 –11.4 –11.1 –10.7 –11.0 1,080.3

Households (3) –2.0 –3.8 –4.1 –4.4 –4.8 –4.9 –4.9 –5.1 798.0

General government (4) 16.0 14.9 17.1 18.7 18.4 17.8 17.9 16.7 954.9

TOTAL 1.9 0.6 0.0 –1.0 –1.3 –1.2 –1.0 –1.4 2,833.2

Liabilities of financial institutions due to firms and households

Total deposits 0.3 –4.5 –2.7 –0.1 1.8 4.3 5.4 4.3 1,186.2

On demand deposits 1.9 0.2 –1.9 0.9 3.2 3.4 5.0 5.4 275.7

Savings deposits –1.4 –2.8 0.2 –0.6 –1.1 –0.4 –0.1 –0.1 200.1

Term deposits 0.6 –6.7 –4.4 –0.9 1.6 5.7 6.7 4.8 689.6

Deposits in foreign currency –12.3 –4.0 20.1 20.5 22.7 23.4 27.2 21.6 20.8

Rest of liabilities (5) –4.4 –13.2 –18.3 –20.2 –19.2 –19.7 –9.8 –16.5 128.7

TOTAL –0.4 –5.7 –4.8 –2.8 –0.9 1.5 3.7 1.9 1,314.9

NPL ratio (%) (6) 7.8 10.4 10.4 10.5 11.6 12.0 12.1 12.7 –

Coverage ratio (%) (6) 59.6 73.8 73.8 70.4 65.8 66.4 65.9 63.9 –

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

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

2011 2012 2012 Q4 2013 Q1 2013 Q2 07/13 08/13 09/13 10/13

Net lending (+) / borrowing (–) capacity –9.6 –10.6 –10.6 –0.6 –3.1 – – ... –

Central government (1) –5.6 –8.0 –8.0 –1.1 –3.4 –3.7 –3.9 –3.8 –3.9

Autonomous regions –3.4 –1.8 –1.8 –0.1 –0.8 –0.7 –0.8 –1.0 ...

Local government –0.5 0.2 0.2 0.2 0.2 – – ... –

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

Public debt (% GDP) 70.5 86.0 86.0 90.1 92.3 – – ... –

Note: (1) Includes measures related to bank restructuring but does not include other central government bodies.
Source: ”la Caixa” Research, based on data from the IGAE, Ministry of Taxation and Bank of Spain.
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OUTLOOK 2014

Capital flows, imbalances, reforms: the emerging trio

After several years of intense turbulence, it seems as if some of the threats to international financial and macroeconomic stability 
will finally dissipate in 2014. But not all of them are gone and this is due both to the substance of potential sources of tension and 
also due to the persistent indications of certain «weak links» that might easily succumb. Among the first, of note is the shift towards 
normalisation that, sooner rather than later, will be started by the Federal Reserve (Fed). When, last May, Ben Bernanke first 
suggested that the Fed would move in this direction, the effect on the financial market was widespread and far-reaching. 
Unexpectedly, the emerging countries were particularly hard hit with capital outflows, currency depreciations and a rise in their risk 
premium. Could a similar episode happen in 2014? Fortunately, conditions are evolving towards a calmer situation. On the one hand, 
the factor of surprise should not apply, particularly if the Fed manages to communicate its intentions properly and these are gradual, 
as seems opportune. On the other hand, a large number of the emerging countries are doing their bit to improve the perception 
of soundness among international investors. This leads us to believe that not all of them will suffer from this monetary shift to the 
same degree. Capital flows will presumably discriminate between countries depending on their macroeconomic imbalances and 
the efforts being made to correct them. It is therefore useful to review the dynamics in the most representative cases.

Since 2008, the monetary policy of the main western central 
banks has been extraordinarily expansionary. This, together 
with the difficulties encountered by the euro area, led to 
massive flows of capital towards emerging economies. The 
higher yields on investments in these countries and a much 
healthier set of vulnerabilities than at the end of the 1990s made 
them the favourite destination among the international 
financial community, with the consequent risk of a «boomerang 
effect» typical of more speculative portfolio flows. The 
overabundance of liquidity boosted growth in credit in 
numerous emerging economies, causing or exacerbating 
external and internal imbalances everywhere. Among the first, 
of note was the deterioration in current account balances in 
some of the large countries, in particular the «Fragile Five» 
(Brazil, India, Indonesia, Turkey and South Africa), whose 
currencies were hit particularly hard by the storm last summer. 
Internal imbalances can be classified into two major groups: 
asset bubbles and excessive debt. For example, of concern is the 

rising price of housing in Beijing and the large coastal cities of China, as well as in São Paulo and Río de Janeiro in Brazil. With regard 
to increasing debt, there are examples both in the public and private sphere. India is the paradigm of a recurrent fiscal deficit, 
accumulating a worrying level of public debt and with a very heavy burden of interest payments. The rapid deterioration in South 
Africa’s fiscal balance is also worrying. On the other hand, China is the country whose private debt has risen the most but large 
increases have also been notable in Brazil, Turkey, Poland and Russia. In short, doubts surrounding the emerging countries have 
surfaced sharply after the aforementioned messages from the Fed.

However, the difference in 2014 is that many of those economies have undertaken processes of reforms that will be crucial in 
correcting such external and internal imbalances. The list is long. Undoubtedly, the news coming from China after the Third 
Plenary Session of the CPC Central Committee, under the new leadership of Xi Jinping, takes pride of place. Although the details 
are still unknown, the strategic orientation consists of granting a more decisive role to market forces. Among the main lines of 
action are a more open stance towards foreign investment, increasing the relevance of the private business sector, modernising 
and liberalising the financial sector (which will entail greater flexibility in the exchange rate regime), and administrative, fiscal 
and rural-urban reforms. An ambitious plan that, should it be completed, will result in significant and sustainable advances in the 
medium term. In the short term, the considerable room for manoeuvre of the Chinese government to adopt expansionary 
measures (of a monetary or fiscal nature) means that we are optimistic regarding the country’s growth prospects.

Mexico also occupies a notable place due to its ambitious programme of structural reforms, started at the end of 2012. After 
approving reforms in the areas of labour, education, telecommunications and finance, this November it was the turn of fiscal reform, 
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although this is admittedly rather decaffeinated. On the other 
hand, far-reaching energy reforms are to be expected, 
eliminating the current investor restrictions in the sector and 
boosting the country’s potential growth in the medium term. 
In the short term, and after a slowdown in the first half of 
2013, the economy will build up steam, supported by the 
improvement in the USA (a country that absorbs 80% of its 
exports) and expansionary fiscal and monetary policies.

For its part, India is one of the economies facing the greatest 
challenges: it must strengthen its weak manufacturing sector 
in order to correct the high and growing current account 
deficit, and also needs to carry out significant fiscal consolidation 
without forgetting investment in infrastructures (vital to 
relieve the bottlenecks that are throttling growth). All this 
within a context of inflationary pressures that refuse to die 
down. Given this complex situation, it comes as no surprise 
that its currency suffered a sharp depreciation this summer. In 
addition to the size of its imbalances, another factor going against India in the race to attract investors is the difficulty in achieving 
stable political coalitions that provide continuity to the economic restructuring plans, particularly given the impending legislative 
elections next May. Nonetheless, recent actions taken by the renovated monetary authority to put a stop to inflation, cuts in 
subsidies for diesel prices and the announcement of a new tax on goods and services are significant steps in the right direction. 
If, after the elections, this reformist drive continues as well as the assurance shown in adjustment policies, international investors 
will probably be convinced by the attractive prospects presented by India in the medium and long term.

Brazil must also tackle significant challenges: improving the business environment so that the private sector can contribute more 
to growth, liberalising the labour market and generating fiscal space to be able to increase investment in logistic and energy 
infrastructures. But, unlike the countries mentioned so far, its reformist efforts are not enough. This is partly due to the misleading 
and counterproductive effect caused by the inertia still being shown by strong growth in the past, with the help of expansionary 
fiscal policy (within the context of the football World Cup and given the elections next year). The risk is that social unrest and 
electoral pressure will push public policies too far towards social and protectionist positions in detriment to efficiency and 
potential growth in the long term. This could undermine the confidence of international investors.

Turkey was also hit hard by the markets due to its high macroeconomic imbalances (especially inflation and its current account 
deficit). Although it is vital for the Turkey to reduce its high dependence on other countries, this will not be easy to achieve given 
its complex political situation. In the short term, the likely scenario is a progressive tightening up of monetary policy, administrative 
restrictions on credit and a fiscal policy that is nevertheless slightly more expansionary. As a result of these actions, activity will 
probably slow down between the end of 2013 and the middle of 2014, but a gentle recovery is expected from then on. In any 
case, until economic readjustment is well on its way and a recovery can be seen, Turkey runs the risk of being identified as one of 
the «weak links» in the international arena.

Lastly, conditions are positive in Russia: its comfortable current account surplus and balanced public accounts provide a valuable 
safe margin in the case of increased global risk aversion. Nonetheless, in the medium term there is a growing risk of a sustained 
decline in potential growth due to the combination of a certain lack of will to reform (particularly in the area of institutional 
changes) and one of the most adverse demographic patterns among the emerging countries (the working age population is 
expected to fall due to the low birth rate).

In short, the map of imbalances and the efforts being made to correct them vary widely throughout the emerging world. On the 
whole, the panorama is evolving reasonably satisfactorily and is likely to be able to withstand an environment of less global 
liquidity, thereby fulfilling Mark Twain’s saying that history never repeats itself (but it rhymes).

Clàudia Canals and Avelino Hernández 
International Unit, Research Department, ”la Caixa”
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2014: a crucial year for the periphery

The euro area is continuing to recover. The core countries have already been growing for several months now and the periphery 
countries, lagging behind somewhat, are starting to build up steam and gradually exit the recession. Some of them have required 
financial aid to be able to tackle the necessary reforms, put right their banking system and set public debt at a sustainable level. 
Given this situation, 2014 will be a crucial year for Europe’s periphery: Ireland and Portugal are coming to the end of their 
respective bail-outs, Greece is at the midpoint of its second aid package although there are doubts to whether it has enough 
funds for the coming year and, lastly, Spain will have come to the end of its bank bail-out without having used up all the funds 
made available. Consequently, if all goes as expected, 2014 could be the year when the sovereign debt crisis truly comes to an 
end. Will this be the case?

The imbalances of the Portuguese, Greek and Irish economies have been corrected on three different fronts: sustainability of 
public debt, private sector deleveraging and gains in competitiveness. The first has been one of the pillars of the three financial 
bail-outs, either because it was the main problem of the country from the start (as in the case of Portugal and Greece) or because 
it has been called into question by resolving another imbalance (as in Ireland’s case, where the origin was a banking crisis caused 
by a real estate bubble). In any case, the progress made in terms of fiscal consolidation has been significant in the three countries 
mentioned, with reductions in their public deficit of more than half since 2010. The largest correction has been carried out by 
Greece, reducing its debt by 15.6% of GDP to 4.1% in four years. It will also be the first country to achieve a primary surplus at the 
end of 2013. Portugal and Ireland are expected to follow suit in 2014. This fiscal consolidation effort has helped to slow down 
growth in public debt, which is even expected to fall as from 2014 for the three economies.

The private sector of these three countries is also carrying out significant adjustments, both households and firms and also the 
banking sector. Of note for the latter is the recapitalisation carried out by banks in 2012 to meet the capital target (Capital Tier 1 
ratio) of 8%, although in most cases this has required public funds. In spite of the advances made to improve solvency, Greek, 
Portuguese and Irish banks are still under pressure in an adverse operational environment and with high default rates that 
continue to rise.

Deleveraging is somewhat slower in the case of households and firms. In Ireland, the country with the highest levels of debt, only 
household debt has started to fall to any significant extent: from its level of 123% of GDP reached in 2009 it has fallen to 106% 
but is still far from the 65% of the euro area as a whole. Non-financial firms, with notably higher levels of debt, namely 206% of 
GDP in 2013 Q1, have yet to start deleveraging. The situation of Portugal and Greece is not very different. Although starting from 
lower levels of debt, the progress they have made to date has been practically zero. Specifically, in the case of households, 
indebtedness stands at 91% of GDP in Portugal and 73% in Greece. Greece’s business sector has comfortable levels of debt, 
namely 75% of GDP (24 pp below the average for the euro area) but in Portugal, where the ratio is at 164% of GDP, adjustment 
has yet to begin.

The reforms implemented under the respective bail-out programmes, especially in terms of fiscal consolidation and structural 
improvements, have helped to kickstart the economic recovery for those students in a better position, Ireland and Portugal. The 
star pupil in this case is Ireland, whose growth has been above the average for the euro area since 2011. The recovery is slower in 
Portugal, with the foreign sector maintaining its tone thanks to the good performance by exports resulting from notable gains 
in competitiveness. Of the three periphery countries, Greece is the one with most difficulty in returning to positive growth rates. 
Its huge drop in domestic demand is still affecting the economy’s capacity to recover and, although there have been significant 
gains in competitiveness, exports have not responded as positively as in the rest of the periphery countries.

The figures presented by Ireland therefore mean that it can face the last phase of its programme with the troika, which ends in 
December 2013, with certain confidence. In fact, the Irish treasury has already been able to meet the borrowing needs forecast 
for 2014, allowing it to rule out requesting a precautionary line of credit to guarantee its net lending once the troika’s bail-out 
comes to an end. However, the country still has large imbalances that it must continue to correct. The three challenges it must 
not lose sight of are to complete deleveraging, restructure the banking sector and reduce unemployment.

Portugal’s situation is less favourable. Doubts still reign regarding its capacity to successfully complete its aid programme with 
the troika by June 2014. The improvement in economic activity of the last few quarters suggests that Portugal may be able to 
achieve rates of growth that help it to stabilize its public debt at a sustainable level. However, this must be accompanied by 
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irreproachable fiscal discipline. Solid commitment by all 
political parties to the bail-out programme is crucial in order 
to restore investor confidence but there is little time left to 
achieve this. Over the coming months the Portuguese 
government should show convincing signs that it can start to 
pre-finance its borrowing needs for 2014. In this respect, 
Portugal’s possibilities to access the markets are a slightly 
more limited than those of Ireland.

Lastly, regarding the pupil that could do better, namely 
Greece, there are new borrowing needs for 2014 and 2015 not 
being covered by the troika programme, totalling 10.9 billion 
euros. 2014 will not be the year when Greece stops receiving 
aid from the troika since, in principle, it will still be under the 
latter’s supervision for the next three years. Moreover, debate 
is likely to continue regarding whether the current bail-out 
programme is actually enough.

In short, 2014 is unlikely to see a definitive end to the sovereign 
debt crisis but all the evidence suggests that some active 
sources of risk may be neutralised such as Ireland and perhaps 
even Portugal, and a start could be made to control those 
sources that have remained uncontrollable for some time 
now: namely Greece. The key lies in ensuring that any 
uncertainty and fear in the markets does not spread to other 
economies, as has been the case during the last year when 
rumours of another bail-out in Greece did not affect the other 
periphery countries. If all goes according to plan, in 2014 we 
will be a little closer to full recovery in the euro area and to the 
end of the sovereign debt crisis once and for all.

Ariadna Vidal Martínez 
European Unit, Research Department, ”la Caixa”

 Comparison of economic and financial variables

Note: (*) The further from the centre, the better the figure. Public deficit and current account deficit 
are expressed as a percentage of GDP, job creation and GDP growth are expressed as year-on-year 
changes and the Core Tier 1 ratio is the ratio of capital as a percentage of all risk-weighted assets. 
IMF forecasts. 
Source: ”la Caixa” Research, based on IMF data.
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Banking union: all or nothing for European banks

The recent euro crisis has highlighted the fact that a truly integrated banking system is vital in order to guarantee the long-term 
stability of monetary union. In the words of Yves Mersch, one of the members of the Executive Board of the European Central 
Bank, a system where «a healthy firm that cannot borrow from a bank in its own country should be able to borrow from one 
elsewhere - and on similar terms to firms from that country». Constructing banking union must therefore be seen in this respect 
and it is unlikely to be a fast process that can resolve the problems resulting from the current financial crisis. The pieces that must 
fit together to complete the puzzle of banking union are numerous and will involve long, complex negotiations between the 
different Member states.

Three key elements should make up the framework of a solid banking union: a Single Supervisory Mechanism (SSM) so that all 
banks come under the same kind of supervision; a Single Resolution Mechanism (SRM), with its corresponding Resolution Fund, 
that dictates how to proceed with banks in difficulty; and a European Deposit Guarantee Fund that backs deposits from any bank 
irrespective of its country of origin. Naturally, one prior condition to this critical situation is that the rules applied by the 
aforementioned mechanisms be the same throughout all Member states. Lastly, in order for the SRM and SSM to be credible in 
the eyes of depositors and investors, there must be safety nets certifying that the guarantee and resolution funds have enough 
resources to handle systemic crises. This is perhaps the most delicate piece of the puzzle as only the fiscal resources of the 
different countries can provide such a guarantee and any agreement that involves fiscal transfers between countries tends to 
result in great caution.

In 2014 significant advances will be made in the regulatory area and the first tangible impacts will be seen on the banking 
panorama with the ECB taking on its role as single supervisor. In the legislative sphere, the European Parliament and Council must 
agree, before the European elections, on the harmonisation of national regulations in the area of bank resolution and guarantee 
funds. Once a common regulatory framework has been set up, the organisational design of the SRM needs to be agreed and 
particularly who has the ultimate authority to decide on resolving (and, in other words, also dissolving) banks. Given the far-
reaching implications of transferring such decision-making power to a supranational authority, this will probably lead to intense 
debate among the seventeen states in the union. Nevertheless, the ECB’s preference to have an SRM as soon as it takes on its 
function as a single supervisor will apply added pressure for an agreement to be reached.

Regarding the assumption of its function as the single supervisor, the ECB is facing a huge challenge: as from next November it 
will directly supervise 130 banks considered to be systemic at a European level and, indirectly, another 6,000 smaller banks. In the 
meantime, the ECB has started an exhaustive review of the balance sheets of the largest banks in order to definitively restore 
confidence in Europe’s banking system and avoid any unpleasant surprises once its mandate begins. Ideally, the outcome should 
be similar to what happened in Spain after the Oliver-Wyman exercises in 2012: a clear separation between strong and weak 
banks, as well as the recapitalisation of the latter.

The examination proposed by the ECB has three exercises. The first is an evaluation of key elements related to bank risk which will 
include, among others, the level of leverage, liquidity and the funding structure of banks. The second exercise will consist of a 
review of asset quality. In this case, the ECB will check the classification of loans into non-performing and normal, as well as the 
level of provisions, the value of the assets used as collateral and the valuation of complex or high risk instruments. As common 
evaluation criteria will be used for all countries, in particular standard definitions for non-performing and refinanced loans, this 
will represent a huge step forward in ensuring a level playing field between the banks of different countries. Banks operating in 
countries with relatively lax criteria will therefore have to adjust their level of provisions and, for those starting from tighter levels 
of solvency, such changes could entail capital requirements. Nonetheless, this exercise will not result in completely equal 
conditions of competition as it does not include the harmonisation of one of the factors that most alters such conditions: namely 
how risk-weighted assets are calculated. In this respect, although the ECB’s review could help to clarify the origin of the differences 
that still exist between the calculations used by different banks, we will have to wait for the European Banking Authority (EBA) to 
complete its work already underway on this area before changes can be made to the regulations, probably not until well into 2015.

Once banks’ balance sheets have been validated, the last phase of the examination will consist of a stress test to assess how 
well they can withstand different stress scenarios. Although the EBA has already carried out such tests, this one is different 
insofar as it is the first in which the ECB’s credibility as a supervisor is at stake. Although the methodology for these tests has 
yet to be approved, analysts are more than likely to focus on three fundamental aspects: the capital ratio required in the 
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adverse scenario; how sovereign debt will be treated and the impact on the result of excessive dependence on ECB funding. 
The first aspect is likely to be a key determining factor in terms of the toughness of the tests. With regard to sovereign debt, we 
are unlikely to see a repeat of 2012 when the quality of this asset was called into question as write-downs were assumed in the 
adverse scenario. Lastly, in their calculation of a bank’s capacity to generate profit, the tests might discount the part that comes 
from carry-trade.

Whatever happens, the euro area is going «all in» by implementing banking union. Throughout the year it should become clear 
which banks still have problems and how big these are. Similarly, monetary union cannot allow another crisis in confidence such 
as the one suffered in 2012, so it is vital to ensure that the consequences of the ECB’s examination of banks do not affect their 
sovereign debt, as happened on previous occasions. The European Council has already made it clear that the use of public 
resources will involve the application of bail-in rules established in the state’s financial aid regulations and that these will come, 
in the first instance, from national funds. Only once such resources are considered to be insufficient can additional funds be used 
at a European level via the ESM, which may be injected into the banks directly in the form of capital as from November.

Under such premises, Europe’s gamble is unlikely to be perceived as a bluff by the market and 2014 could be the turning point in 
resolving the financial fragmentation of the euro area, laying the foundations to enable Europe’s banking sector to be put in 
order over the coming years. The system imagined by Mersch will then be much nearer to fruition.

Sandra Jódar-Rosell
Economic Analysis Unit, Research Department, ”la Caixa”

The EBA’s harmonised definition

Non-performing loans Past due more than 90 days or at risk of non-
repayment if guarantees are not executed

Classification of the 
rest of the debtor’s 
exposure

If the default amount at more than 90 days 
exceeds 20% of the debtor’s total exposure

Classification of 
refinanced loans

As non-performing:
–  If refinancing results in a reduction in the 

debtor’s obligations
As normal: 
–  The debtor is considered capable of meeting 

its payments; 
– a test period of 2 years has elapsed; 
–  due payments have been made regularly 

during half the test period; 
–  and the contract is up-to-date with 

payments up to the end of the test period

Source: EBA FINAL draft Implementing Technical Standards, document EBA/ITS/2013/03.

Current rules for non-performing loans

Definition of  
non-performing 

loans

Reclassification  
of the debtor’s 

whole exposure

Refinanced 
loan 

classification

Portugal

Austria

Germany

United Kingdom 

France

Ireland

Spain

Finland

Italy

  Notably more lax than the harmonised definition 
  Slightly more lax than the harmonised definition 
  In line with the harmonised definition

Source: ”la Caixa” Research, as from Barisitz, S. (2013) «Nonperforming Loans in Western Europe–A 
Selective Comparison of Countries and National Definitions». Focus on European Economic Integration, 
(1), 28 - 47.

The asset quality review will use a new, harmonised definition of doubtful loans



38  DOSSIER: OUTLOOK 2014

www.lacaixaresearch.comDECEmBER 2013

12

The Public Administration Reform: a key challenge

2014 is looming and, as has become the norm over the last few years, people are starting to look at the targets set by economic 
policy for the coming year. On this occasion, Spain will start a new year with a good wind behind it. Tension in the sovereign debt 
markets has eased considerably and the economic recovery appears to be on track. This improvement is partly due to the 
reforming efforts made by the government over the last few years. In 2013, progress has been made in restructuring the banking 
system, pension reform has been completed and new measures have been adopted for fiscal consolidation and to boost 
competitiveness. There is still a long way to go, however.

In fact, the commitments undertaken with the European Commission for 2014 require numerous structural reforms. Among 
these we find the following: new rules to complement the labour reform passed in 2012; further reform of the electricity 
industry to ensure its financial viability; the liberalisation of the railway industry; approval of the Act to Guarantee Market Unity 
and reform of the Spanish tax system.(1) Also of note is the reform of public administrations which, according to the schedule 
agreed with the European Commission, will be passed at the beginning of 2014. This must help to reduce public spending by 
improving efficiency.

Approving this reform should help to sustain the pace of 
fiscal consolidation of the last few years. Between 2009 and 
2012, adjustment measures helped to correct the public 
deficit by 4.3 percentage points down to 6.9% of GDP 
(without counting losses associated with the bank bail-out). 
This adjustment is particularly significant given the added 
difficulty posed by the decline in economic activity over the 
last few years.

In part, this process of fiscal consolidation has been carried 
out by increasing tax revenue. In fact, if measures had not 
been taken to boost revenue, income would have remained at 
around 35% of GDP and would have therefore actually fallen 
by about 1.9% in nominal terms.(2)

However, this was not the case. During that three-year period, 
public revenue rose slightly to 37.1% of GDP, a result of the tax measures approved in the last few years (a VAT hike, elimination of 
certain deductions in corporation tax, introduction of new excise duties and increase in property rates, among others).

In addition to the increase in revenue, the public deficit has also been corrected by taking measures to contain public spending. 
In spite of the effect of the deterioration in the economic cycle on some items, such as unemployment benefit or debt interest 
payments, the government estimates that public spending will have been cut by 1.7 percentage points between 2009 and 2013 
(without counting the costs associated with the bank bail-out). If we exclude from our analysis those expenditure items most 
affected by the economic cycle and restrict our analysis to the more discretional items of expenditure, this adjustment in spending 
rises to 5.1% of GDP. As can be seen in the graph, a large part of this adjustment is due to the drop in public investment, accounting 
for 62.3% of the adjustment, followed by the correction in intermediate consumption and salary payments, which account for 19.8%. 
The reduction in social expenditure is 8.2%. The rest of the items (mainly subsidies and other current transfers) account for the 
remaining 9.7%.

This strategy for adjusting Spain’s public expenditure differs significantly from that observed in those euro area countries that 
have had to resort to a bail-out: namely Ireland, Greece and Portugal. In these three countries, the reduction in salaries and 
intermediate consumption represented the largest measure implemented to correct public spending. Specifically, this heading 
accounted for almost half the adjustment in public expenditure. On the other hand, although the reduction in investment in 
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Source: ”la Caixa” Research, based on INE data. 

(1) For more information on the reforms pending approval in the coming quarters, see the Economic Partnership Programme of Spain sent to the European Commission 
last November.
(2) Estimate based on the past elasticity of tax revenue to nominal GDP of 1.1.
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bailed-out countries has also been significant, its affect on the correction in public spending has been less than in Spain’s case. 
With regard to social expenditure, however, we can see that this has played a very similar role in the composition of the adjustment 
for all four countries.

Implementing public administration reforms might lead to a significant change in the pattern of public spending in Spain. Last 
June, the Commission for Public Administration Reform (CORA in Spanish) presented an exhaustive report with a total of 218 
proposals aimed at improving efficiency at all levels of the public sector. Among these initiatives are those aimed at reducing 
bureaucracy; eliminating or merging public bodies; taking advantage of economies of scale (for example by centralising the 
purchase of goods that reduce costs); restructuring and making public employment more flexible and eliminating overlaps 
between administrations. Some of these measures are likely to start being implemented this December, with the approval of the 
Rationalisation and Sustainability Act. This report estimates that the implementation of all these measures would lead to savings 
in public expenditure of 17,543 million euros between 2013 and 2015. This figure is approximately equivalent to 40% of the 
adjustment in the deficit planned for these three years.

In short, public administration reform looks like being one of the key measures for 2014. Providing it is designed well, this reform 
will facilitate fiscal consolidation as well as laying the foundations for a more efficient public sector: two elements that will help 
to dispel doubts regarding the solvency of public accounts and the economy’s capacity to grow. Consequently, the reforming 
spirit must not wane.

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

 
 

Contribution to the adjustment in public expenditure (*)
(%)

Notes:  (*) This analysis does not include those items most affected by the economic cycle: unemployment benefit, debt interest payments and spending on pensions. The data for Spain refer to 2009-2013   
while for the bailed-out countries they refer to 2009-2013 Q2.
(**) Ireland, Portugal and Greece.
Source: ”la Caixa” Research, based on data from Eurostat and Spain's 2014 Budget.
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