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Forecast
% change over same period year before unless otherwise noted

2010 2011 2012
2011 2012

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

INTERNATIONAL ECONOMY Forecast Forecast

 Gross domestic product
  United States 2.4 1.8 2.3 1.6 2.0 2.4 2.3 2.5 1.9
  Japan 4.6 –0.7 2.5 –0.7 –0.6 2.8 3.6 1.8 1.8
  United Kingdom 2.1 0.7 0.2 0.5 0.6 –0.2 –0.8 1.0 0.7
  Euro area 1.9 1.5 –0.5 1.3 0.7 0.0 –0.5 –0.9 –0.7
    Germany 3.6 3.1 0.8 2.7 1.9 1.2 1.0 0.4 0.6
    France 1.6 1.7 0.1 1.5 1.2 0.3 0.3 –0.1 –0.1
 Consumer prices
  United States 1.6 3.1 2.1 3.8 3.3 2.8 1.9 1.7 2.1
  Japan –0.7 –0.3 0.2 0.2 –0.3 0.3 0.2 0.1 0.3
  United Kingdom 3.3 4.5 2.6 4.7 4.7 3.5 2.7 2.4 1.8
  Euro area 1.6 2.7 2.3 2.7 2.9 2.7 2.5 2.0 1.8
    Germany 1.1 2.3 1.8 2.4 2.4 2.1 2.0 1.8 1.6
    France 1.5 2.1 2.1 2.1 2.4 2.3 2.0 2.0 2.0

SPANISH ECONOMY Forecast Forecast

 Macroeconomic figures
  Household consumption 0.6 –0.8 –1.9 –0.2 –2.4 –1.5 –2.2 –2.1 –1.6
  Government consumption 1.5 –0.5 –4.4 –2.7 –1.1 –3.6 –3.0 –4.2 –7.0
  Gross fixed capital formation –6.2 –5.3 –9.8 –4.2 –6.0 –7.7 –9.4 –11.5 –10.6
    Machinery and capital equipment 3.1 2.5 –8.7 3.4 –1.6 –6.0 –7.0 –11.4 –10.3
    Construction –9.8 –9.0 –11.4 –8.0 –8.6 –9.5 –11.8 –12.5 –11.7
  Domestic demand 
   (contribution to GDP growth) –0.6 –1.9 –4.0 –1.8 –3.1 –3.3 –3.9 –4.5 –4.5
  Exports of goods and services 11.2 7.7 2.0 7.6 5.8 2.8 3.3 0.7 1.1
  Imports of goods and services 9.3 –0.8 –6.1 –1.2 –4.9 –5.9 –5.4 –7.4 –5.7
  Gross domestic product –0.3 0.4 –1.5 0.6 0.0 –0.6 –1.3 –1.8 –2.3
 Other variables
  Employment –2.6 –1.7 –4.1 –1.6 –2.9 –3.6 –4.6 –4.5 –3.9
  Unemployment (% labour force) 20.1 21.6 24.8 21.5 22.9 24.4 24.6 24.8 25.4
  Consumer price index 1.8 3.2 2.2 3.1 2.8 2.0 2.0 2.5 2.7
  Unit labour costs –2.0 –1.4 –2.4 –1.6 –1.5 –1.5 –2.1 –3.0 –2.8
  Current account balance (% GDP) –4.5 –3.9 –2.6 –2.9 –2.8 –5.5 –2.1 –1.5 –1.3
  Net lending or net borrowing   
   rest of the world (% GDP) –4.0 –3.4 –2.1 –2.4 –2.3 –5.3 –1.6 –0.9 –0.7
  General government financial  
   balance (% GDP) –9.3 –8.9 –6.3 –6.2 –12.7 –5.5    

FINANCIAL MARKETS Forecast Forecast

 International interest rates
  Federal Funds 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25
  ECB repo 1.00 1.26 0.88 1.50 1.31 1.00 1.00 0.75 0.75
  10-year US bonds 3.20 2.77 1.75 2.42 2.03 2.02 1.81 1.58 1.60
  10-year German bonds 2.77 2.65 1.54 2.30 1.98 1.88 1.50 1.35 1.44
 Exchange rate
  $/Euro 1.33 1.39 1.25 1.41 1.35 1.31 1.28 1.22 1.18

AC
FINANCIAL ACTIVITY Million euros 

Total customer funds 248,326
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Profit attributable to Group 975

STAFF, BRANCHES AND MEANS OF PAYMENT  

Staff 28,529

Branches 5,196

Self-service terminals 8,011

Cards (million) 10.3

COMMUNITY PROJECTS: BUDGET FOR ACTIVITIES IN 2012 Million euros 

Social 331

Science and environmental 68

Cultural 69

Educational and research 32

TOTAL BUDGET 500
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Banking union in the euro area

Contents At the end of June, European leaders undertook to create a banking union and facilitate 
bail-out funds to directly recapitalize banks, should they need it. The European 
Commission will soon present its proposal regarding a European supervisory 
mechanism as part of the development of a route map to strengthen monetary union, 
which must be urgently studied by the Council of the European Union before the 
end of 2012. The aim of this integrated financial framework is to put right one of 
the greatest structural deficiencies in the institutional system for European financial 
stability. Will Europe’s actions meet the expectations raised?

The European Central Bank defines financial integration as a situation whereby there 
are no frictions that discriminate between economic agents in their access to capital 
and their investment opportunities, particularly on the basis of their location. Under 
this conception, financial integration has a peculiar effect in the case of the euro area 
as bank intermediation on a national basis predominates in this financial market. Over 
the two decades prior to the start of the crisis, the focus adopted prioritized efficiency 
over stability, trusting that market mechanisms would function properly. The main 
two elements of the institutional framework were free trade and establishment and the 
creation of the euro (eliminating exchange risk and simplifying transactions); always 
in line with the notion that bank control and supervision and deposit guarantees 
would be based on the bank’s country of origin.

European bank integration gradually gained ground, in terms of financial flows 
between countries and even in supranational mergers and acquisitions. Particularly of 
note was the fast integration of equity and bond markets but this was also notable in 
areas of banking, especially wholesale financing markets (interbank, securitization, 
etc.) and, to a lesser extent, in retail markets for loans and deposits. The serious, 
persistent crisis erupted within a climate that was complacent regarding this strategy, 
starting in the United States in 2008 and getting worse since 2009 with the problems of 
Greece and then other peripheral countries. The dynamics of financial integration 
came to an abrupt halt and have subsequently gone backwards. The shortfalls and 
dysfunctions of the existing institutional system suddenly came to light. Authorities’ 
responses, given as they went along, often merely accentuated this fragmentation. The 
epicentre of these problems lies in the core of Europe’s financial system: banks.  
The fact that the framework of supervision, recovery and resolution on which banking 
operates is national in scope rather than European has been a decisive factor in the 
withdrawal of banks to within their own borders.

The current crisis has made this system unviable. Bank control and supervision by 
the country of origin is of no use when a large bank encounters difficulties, due to 
its effects on other banking systems. Many countries lack the resources to bail out 
their main banks. The perverse link generated between bank risk and sovereign 
risk ultimately complicates any resolution to the crisis. Financial support for Spain 
in recapitalizing its banks reflects some of these problems and its implementation 
is closely related to the regulations on banking union that are being forged. The 
proposals of the EU Presidency, Commission, Eurogroup and the European Central 
Bank must set a course that helps to restore financial stability and relieves the pressure 
on European monetary union.
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Decisive months for the euro  
area crisis

The summer months have passed in  
the midst of a tense wait regarding the 
impending decisive events for the crisis  
in the euro area. Greece and Spain are  
the main focuses of attention. Greece  
has requested more time to apply the 
adjustments and reforms it is committed 
to making, but its European partners  
will not announce their decision until  
the end of September. Spain is pending 
the implementation of the terms and 
conditions established for the already 
agreed bank bail-out, with a schedule  
that also speeds up as from September. 
Moreover, the difficulties of Spain’s 
economy in reducing its public deficit 
have also become evident, forcing the 
adoption of further adjustment measures. 

At a macroeconomic level, the slowdown 
in the pace of global output and the 
deterioration in growth prospects for the 
next two years have been countered by 
announcements that central banks might 
employ further expansionary measures to 
sustain and, if possible, boost the 
weakened economic and financial pulse 
overall. Both the Federal Reserve of the 
United States and the Bank of England 
have suggested they might implement 
further rounds of quantitative easing, 
while the European Central Bank (ECB) 
has made it clear it will play an active  
role in resolving the debt crisis. These 
announcements have served to partly 
restore the confidence of financial 
markets, which have corrected previous 
declines over the last few months, albeit 
within a general tone of volatility. 
Commodities such as oil and precious 
metals have also been affected while 

others, such as base metals, which are 
more closely related to the real cycle, 
reflect the slowdown in the large Asian 
economies.

Nonetheless, the most recent indicators 
point to a moderate upswing in activity  
in the United States and some emerging 
economies. The US economy is recording 
a stronger third quarter than the second, 
which should help growth in gross 
domestic product (GDP) for the whole  
of 2012 to exceed 2%. After a strong start 
to the year, in which economic progress 
was boosted by abnormally benign 
weather, activity fell into several months 
of lethargy. This slowdown in the second 
quarter was, however, somewhat less than 
predicted, while the latest indicators for 
income, consumption and the foreign 
sector point to a slight revival in activity 
in the second half of the year. The risks 
for the current economic scenario in the 
US are the possible effects of a worsening 
sovereign debt crisis in the euro area and 
the lack of budget agreement by 1 January 
2013, which would result in automatic 
fiscal contraction as the fiscal cuts from 
the Bush era would have lapsed. It is 
estimated that this phenomenon could 
affect US GDP via a drop in spending  
and a higher tax burden.

In Asia, Japan’s stagnant exports are 
catching the attention, recording a trade 
deficit, unheard of in its recent history, 
and reaching the cumulative figure of  
4.8 trillion yen over 12 months up to  
June (1.0% of GDP). GDP for the second 
quarter slowed up slightly with an 
advance of 0.3% quarter-on-quarter, 
although compared with the same period 
in 2011 the advance was 3.6%, due to base 
effects because of the tsunami in March 

ExECutivE summary

the euro area’s sovereign 
debt crisis continues to 
monopolize attention.

slowdown in global output 
and signs of possible 
monetary policy action.

activity in the united 
states seems to pick  
up while Japan posts  
an unusual trade deficit.
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2011. Private consumption which, 
atypically for Japan, had been the driving 
force behind growth in the first quarter, 
remained practically at a standstill, while 
capital goods investment switched its past 
drops for an advance of 1.5% quarter-on-
quarter. 

China’s growth also moderated, with its 
GDP growing by 7.6% year-on-year in the 
second quarter of 2012, the lowest rate of 
expansion for the last three years and a 
figure below the 8.1% of the first quarter 
and consensus forecasts. In spite of the 
weakness of a large number of business 
indicators for July, some signs can now  
be seen of some stability in domestic 
demand and we expect that the 
continuing expansionary monetary 
measures and new fiscal initiatives will 
support growth during the second half  
of the year.

However, the euro area is facing a double-
dip recession. GDP shrank by 0.2% in the 
second quarter after zero growth in the 
previous period. With this figure, year-
on-year growth has entered negative 
terrain and is now at –0.4%. The reasons 
for such anaemic economic activity lie in 
the sovereign debt crisis of the peripheral 
countries and in the uncertainty regarding 
how this crisis can be resolved, which are 
hindering confidence. 

The fall in GDP is sharper in the 
peripheral countries due to their fiscal 
consolidation efforts, within an 
environment of growing lack of 
confidence on the part of consumers  
and entrepreneurs in the economy’s 
immediate future. Regarding the core 
countries, Germany stands out with  
0.3% growth quarter-on-quarter, placing 
the year-on-year growth in German  
GDP at 1.0%, which nevertheless has not 
prevented growing pessimism regarding 
its immediate negative prospects. For its 
part, France has seen three consecutive 
quarters of almost zero growth. Outside 
the euro area, the United Kingdom 

surprised with a sharper drop in GDP 
than expected, namely –0.5% quarter- 
on-quarter, this being its third quarter of 
negative growth. The risks for Europe’s 
economic outlook are still downward, 
with leading indicators pointing to  
a further decline in the euro area’s 
economic growth during the third 
quarter. 

Nonetheless, Europe’s situation is still 
monopolized by the debt crisis, which in 
September will be affected by a substantial 
agenda of meetings and events: the ECB 
Governing Council in the first week of the 
month, the presentation of the banking 
union proposal by the European 
Commission (EC) on the 11th, the 
decision by Germany’s Constitutional 
Court regarding appeals opposing the 
fiscal pact and bail-out fund on the 12th, 
elections in the Netherlands on the same 
date and ECOFIN and Eurogroup 
meetings in the middle of the month. 
Moreover, as has already been mentioned, 
eyes will also be on the report on Greece 
presented by the «troika» (EC, ECB and 
the International Monetary Fund) as well 
as Spain’s possible request for a bail-out. 

The trend in debt markets in July and 
August has been affected by the outcome 
of events in the periphery of the euro area 
and doubts regarding world growth. At a 
European level, investors have followed 
the Spanish economy very closely. The 
political support received at the meeting 
of European leaders at the end of June 
and the ratification of the Memorandum 
of Understanding for the bail-out to  
help Spain’s banks, together with the new 
plan of fiscal reforms promoted by the 
government did not help to ease tension 
on Spanish sovereign bonds. Nervousness 
regarding Spain was fuelled by doubts  
as to whether, with all the known 
measures and the prevailing institutional 
framework, the country would be able  
to escape its vicious circle of debt, 
adjustments and recession. This 
sentiment reached its peak when, in July, 

the Chinese economy  
slows down its growth and 
the euro area falls further 
into recession.

the decline is more 
accentuated in Europe’s 
peripheral countries, 
affected by the need  
for fiscal adjustment. 

Financial markets  
are concerned about 
developments in the euro 
area crisis.
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several autonomous communities 
announced their intention to appeal  
for financial assistance from the central 
government, a circumstance that led to a 
sharp rise in the yields on Spanish bonds. 
In particular, 10-year bonds reached their 
highest level since the euro came into 
force, namely 7.62%. Yields have fallen 
over the subsequent weeks, although there 
are still doubts regarding the sustainability 
of public debt and access to financing in 
foreign capital markets. This drop in the 
risk premium seems to be related to the 
possibility of the government asking for  
a second bail-out of greater scope, aimed 
directly at containing the cost of public 
debt and backed by action by the ECB. 

In fact, the efforts made by Spain’s public 
sector in the first half of the year have  
not been enough to correct the budget 
imbalance. The adverse economic context 
and high financing costs have made it 
difficult to consolidate the national 
accounts. As a consequence, on 10 July 
the Ministers of the Economy and 
Finance of the 27 Member states agreed  
to moderate the correction required in 
Spain’s deficit established by the stability 
programme. In particular, they raised the 
target deficit for 2012 by one percentage 
point, placing it at 6.3% of GDP, and 
extended to 2014 the period given to 
reduce the deficit below 3% of GDP.  
In exchange, the government has passed  
a far-reaching adjustment package to 
ensure the new fiscal target is achieved. 

One of this package’s main measures  
is a tax hike. As from 1 September, value 
added tax has risen, special taxes have 
been increased, mainly on hydrocarbons, 
corporation tax has been modified and 
tax deductions for purchasing housing 
have been eliminated as from 2013. With 
regard to public expenditure, December’s 
bonus payment has been eliminated and 
aid for dependency has been reduced,  

as well as employment policies and 
unemployment benefit. Moreover, 
spending cuts in different public 
administrations will also play an 
important role. According to the budget 
plan presented to the European 
Commission on 3 August, these measures 
will lead to total savings of more than  
102 billion euros between 2012 and 2014. 

The aim of these measures is to redress 
the public deficit but their immediate 
effect on activity will be negative. The 
Spanish economy is going through a 
double-dip recession in 2012 after briefly 
overcoming that of 2008-2009. According 
to the National Institute of Statistics,  
in the second quarter GDP fell by 0.4% 
compared with the previous quarter, 
thereby experiencing its fourth quarter  
of negative growth. This places the  
GDP year-on-year growth rate at –1.3%. 
Foreign demand maintained its positive 
contribution to GDP growth but domestic 
demand slumped to almost 4%. As  
a consequence, employment in the 
economy fell at a year-on-year rate of 
4.6%, a reduction of more than 800,000 
full-time jobs in one year. 

Although the immediate macroeconomic 
outlook is clearly adverse, it is worth 
noting some key aspects such as the fall in 
unit labour costs, the pronounced growth 
in productivity, the progress made by 
exports of goods to countries outside the 
euro area and also the good performance 
by the balance of services. If the 
agreements regarding the bank bail-out 
and support for Spain’s public debt are 
effective, the relaxation of financial 
conditions, application of the reforms 
undertaken (particularly in the labour 
market) and development of further 
structural reforms will gradually help  
to clarify the economic panorama.

28 August 2012

the risk premium is 
contained, pending  
possible action by the ECB.

Brussels moderates the  
rate of correction required 
for spain’s public deficit.

Double-dip recession  
for the economy in 2012.
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CHrONOLOGy
2011
august 16

19

30

The leaders of Germany and France, Angela Merkel and Nicolas Sarkozy, propose that the euro area’s institutions 
should be reinforced by a series of mechanisms to improve coordination of economic policy.
The government approves a package of economic policy measures, advancing the payment of corporate tax for large 
firms, rationalizing pharmaceutical expenditure and a temporary reduction in VAT for new housing.
The Congress agrees to reform the Constitution to introduce the principle of budgetary stability.

september 22 The Spanish government ratifies Royal Decree-Law 13/2011, which re-establishes wealth tax for 2011 and 2012.
October 26 The euro summit agrees to launch a new aid programme for Greece, with a write-down of 50% of the debt for private 

investors, to substantially enlarge the lending capacity of the EFSF and to raise the Core Tier 1 capital ratio of banks to 9%.
November  3

20
The European Central Bank lowers its official interest rate to 1.25%. 
The Partido Popular wins the general elections with an absolute majority.

December  8

30

The European Central Bank lowers the official interest rate to 1.00% and announces two extraordinary auctions of 
liquidity at 36 months, a widening of the assets accepted as collateral and a reduction in the reserve ratio.
The government approves a package of economic policy measures that includes spending cuts and tax hikes.

2012
January 25 Social agents sign a wage moderation agreement valid from 2012 to 2014.
February  3

10
The government approves a Decree-Law to sort out the financial sector.
The government approves a Decree-Law of urgent measures to reform the labour market.

march  2

14
30

Twenty-five European Union countries sign the Treaty on Stability, Coordination and Governance to strengthen 
fiscal discipline.
The Eurogroup approves the financing of Greece’s second adjustment programme.
The government approves the proposal for its 2012 Budget, which contains a total adjustment of 27.3 billion euros.

april  2 The government approves a pharmaceutical co-payment scheme for pensioners and a rise in university fees to cut 
10 billion euros from healthcare and education.

may  11 The government agrees to raise provisions for banks’ non-problematic real estate assets to ensure the financial 
system is robust.

June 25

29

The government asks the Eurogroup for financial aid for Spanish banks after independent auditors estimate capital 
requirements of up to 62 billion euros in the most adverse scenario.
Cyprus asks the euro area for financial aid and, two days later, also asks for aid from the International Monetary Fund.
The European Council and the Eurogroup adopt relevant measures to redirect the euro crisis.

July  5
13

20

The European Central Bank lowers its official interest rate to 0.75%. 
The government approves a large adjustment package, with savings estimated at 65 billion euros up to 2014 by means 
of various fiscal measures and spending cuts.
The government announces the liberalization of railway transport as from July 2013.

august  3
22

The government approves its budget plan for 2013 and 2014 to meet its fiscal consolidation commitments. 
Russia joins the World Trade Organization.

aGENDa
september October
 4

 6
 7
12
14

21
25

28

Registration with Social Security and registered 
unemployment (August).
Governing Council of the European Central Bank.
Industrial production index (July). 
CPI (August). Fed Open Market Committee.
Quarterly labour cost survey (second quarter).
EU HICP (August). 
International trade (July). 
Government revenue and expenditure (August).
Producer prices (August). 
Flash CPI (September). Balance of payments (July).

  2

 4
 5
11
16
18
24
25
26

30

31

Registration with Social Security and registered 
unemployment (September).
Governing Council of the European Central Bank.
Industrial production index (August). 
CPI (September).
EU HICP (September). 
International trade (August).
Fed Open Market Committee.
Producer prices (September).
Labour force survey (third quarter).  
GDP flash estimate of the United States (third quarter).
Flash GDP (third quarter). Government revenue and 
expenditure (September). Flash CPI (October).
Balance of payments (August).
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the united states: precarious 
stability

The US economy expects a stronger third 
quarter than the second, which should 
help growth in the gross domestic 
product (GDP) for the whole of 2012 to 
remain above 2.0%. After a strong start  
to the year where economic performance 
was encouraged by abnormally benign 
weather, activity fell during some 
lethargic months. Nevertheless, the 
slowdown in the second quarter was 
somewhat less than predicted, while the 
habitual revision of the national accounts 
in July moved growth for 2010 down by 

0.6 percentage points, leaving it at 2.4%, 
and moved growth in 2011 up slightly to 
1.8%. For their part, the latest indicators 
for income, consumption and the foreign 
sector point to a slight increase in activity 
in the second half of year. 

Nevertheless, we must not forget the 
precarious nature of this expansion. 
Fiscal consolidation continues to be  
a pending issue, with a public deficit  
at 8.7% of GDP for all administrations as 
a whole in the first quarter of 2012 and 
with fiscal adjustments expected for 2013 
that, even supposing agreements between 
the Republicans and Democrats in the 

the united states grows by 
2.2% and expects a slightly 
stronger third quarter.

the absence of a credible 
fiscal consolidation plan 
and the slowness in 
employment’s recovery  
are still a burden.

iNtErNatiONaL rEviEw

SOURCES: Federal Reserve and own calculations.

THE UNITED STATES: HOUSEHOLD INCOME PICKS UP

Year-on-year change in consumption and disposable income of households in real terms
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TREND IN UNITED STATES GDP BY COMPONENT

Percentage year-on-year change in real terms

GDP Private consumption

Public consumption Non-housing investment

Imports of goods and servicesExports of goods and services

Housing investment Domestic demand

SOURCES: Bureau of Economic Analysis and own calculations.
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two legislative chambers to mitigate their 
effect, might deduct more than 1.0% from 
growth in GDP next year. The recovery  
in the labour market is also advancing 
too slowly, that of housing is still in its 
early stages and the manufacturing sector 
is faltering. Nonetheless, gross domestic 
product (GDP) in the second quarter 
grew by 0.4% quarter-on-quarter (2.2% 
year-on-year) thanks to a consumption 
that, although it slowed down, proved to 
have a clearly solid base, as well as capital 
goods investment, which accelerated 
more than expected.

With regard to the third quarter, the 
main factor in the revival is the recovery 
made by income in May and June. 
During this period, household disposable 
income grew in real terms at an annual 
rate of 4.0%, above consumption 
spending and doubling the rate of 
growth seen between February and 
April. This recovery in income is already 
having an effect on consumption. Retail 

activity picked up in July after three 
months of decline, with retail sales up 
3.6% year-on-year, if we don’t include the 
fluctuating figures for cars or petrol. 
Consumer confidence also reversed  
its downward trend in July, with the 
Conference Board index up by three 
points, reaching the level of 65.9 points 
and looking like it will continue to rise 
over the coming months. 

This air of improvement also reached  
the labour market. Wages have increased 
considerably since their minimum in 
March, largely explaining the recovery  
in household income, as 65% of this 
comes from payroll. However, a more 
detailed look at the employment figures 
shows that the prospects for the United 
States’ economy continue to be reserved 
and that improvements are due more to 
seasonal fluctuations than to the start  
of a trend towards more robust growth. 
163,000 net jobs were created in July. The 
weakness of the previous three months 

the recovery in household 
income boosts consumption.

Job creation and wages 
improve but the rate is 
slow, while unemployment 
stands at 8.3%.

uNitED statEs: maiN ECONOmiC iNDiCatOrs

Percentage change over same period year before unless otherwise indicated

2010 2011
2011 2012

3Q 4Q 1Q 2Q July August

Real GDP 2.4 1.8 1.6 2.0 2.4 2.2 – ...

Retail sales 5.5 8.0 8.6 7.4 6.6 4.7 4.1 ...

Consumer confidence (1) 54.5 58.1 50.3 53.6 67.5 65.3 65.9 ...

Industrial production 5.4 4.1 3.3 4.1 4.4 4.7 4.4 ...

Manufacturing (ISM) (1) 57.3 55.2 52.1 52.4 53.3 52.7 49.8 ...

Housing construction 5.7 4.5 5.9 25.1 22.5 28.5 21.5 ...

Unemployment rate (2) 9.6 9.0 9.1 8.7 8.3 8.2 8.3 ...

Consumer prices 1.6 3.2 3.8 3.3 2.8 1.9 1.4 ...

Trade balance (3) –494.7 –559.9 –533.6 –559.9 –573.7 –573.7 ... ...

3-month interbank interest rate (1) 0.3 0.3 0.3 0.5 0.5 0.5 0.4 ...

Nominal effective exchange rate (4) 75.4 70.9 69.8 72.4 72.9 73.9 75.2 74.5

NOTES: (1) Value.
(2) Percentage of labour force.
(3) Cumulative figure for 12 months in goods and services balance. Billion dollars.
(4) Exchange rate index weighted for foreign trade movements. Higher values imply currency appreciation.
SOURCES: OECD, national statistical bodies and own calculations.
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Entrepreneurs are still 
cautious, particularly  
in their employment plans.

Construction and house 
prices improve more  
than expected.

has therefore disappeared but the pace of 
recovery is still not enough. Since March 
2010, four million jobs have been created 
out of the 8.8 million lost during the 
crisis, which means that, should things 
continue as they are, it would take more 
than two years to reach the level of 
employment of January 2008, the point 
when the labour market started its 
deteriorate. The unemployment rate rose 
minimally, to 8.3%, and it won’t be easy 
for it to leave this level due to the high 
proportion of long-term unemployed who 
are more difficult to relocate, as well as  
a significant number of under-employed, 
with close to nine million workers 
working part-time involuntarily and  
who should absorb a large part of the jobs 
being created. All this means that wage 
growth is unlikely to continue as, in a 
typical expansion, wage rises are 
preceded by an increase in employment 
and the number of hours worked, 
reducing the supply of unused workers. 

This caution can be seen in the 
perception of entrepreneurs. The activity 

indices of the Institute for Supply 
Management (ISM) are more indicative 
of modest growth than vigorous 
expansion. The ISM manufacturing 
index for July remained almost 
unchanged at a level of 49.8 points, while 
the ISM for services saw a slight rise to 
52.6 points. The employment component 
of both also showed further signs of 
weakness, indicating that entrepreneurs 
continue to be reticent when hiring  
new staff.

In spite of these corporate doubts and  
the slow trend in employment, the recent 
performances by construction, prices  
and the foreign sector raise hopes of a 
stronger economy for the second half of 
the year. The latest indicators for the real 
estate sector suggest a genuine recovery, 
although this still has a long way to go. 
The Case-Shiller index for second-hand 
homes in May exceeded expectations  
and accumulated its third consecutive 
increase, moving away from the 
downward slide that had predominated 
2011. The volume of transactions  

SOURCES: Department of Commerce and own calculations.

THE UNITED STATES: CONSTRUCTION, AN EMBRYONIC RECOVERY
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will continue to fluctuate due to the 
persistence of oversupply, although the 
non-performing loans that had fuelled 
this excess fell in the second quarter. 
Similarly, on the supply side, new homes 
started rose by 21.5% compared with the 
same period a year ago. The level of 
746,000 homes, in annual terms, scarcely 
reaches half what was being built before 
the bubble, making it clear that there’s 
still a long way to go, but the upward 
trend of the last few months seems to be 
well-established and building permits, an 
early indicator for construction, increased 
considerably by 29.5% year-on-year, as 
well as developer sentiment continuing  
to improve. One matter still to be resolved 
by the sector is, however, the need to 
provide a solution for the millions of 
homes suffering from negative equity. 

Prices are also helping, with a moderation 
that leaves room for further quantitative 
expansion by the Fed which, given the 
better tone of the third quarter, might  
be delayed until the end of the year. This 
benign environment for prices will be 
disturbed by the recent rise in oil and 
food prices but the tendency to moderate 
should prevail, set by the remaining 
components. The consumer price index 
(CPI) rose by 1.4% year-on-year in July 
(1.7% in June), influenced by base effects. 
As from September, however, the trend 
should change because of the 
aforementioned rising oil prices and the 
effects the mid-West drought will have  
on food prices. However, in July the core 
CPI, which excludes energy and food 
prices, looked more favourable, up 2.1% 
year-on-year and indicating a downward 
trend that should continue over the 
coming months, given the low utilization 
of production capacity. 

With regard to the foreign sector, June’s 
figures were good and augur a positive 
contribution to growth in the third 

quarter, reversing the burden represented 
by the sector in the second quarter. June’s 
trade deficit for goods and services fell  
to 42.9 billion dollars, 10.7% less than  
the previous month. Although imports 
dropped, this improvement can also be 
explained by exports speeding up to 7.1% 
year-on-year, affected less than expected 
by the weakness in the euro area.

Japan: an inopportune trade deficit

GDP in the second quarter slowed up 
slightly with an advance of 0.3% quarter-
on-quarter, although the base effects  
due the tsunami in March 2011 took 
quarter-on-quarter growth to 3.6%.  
By component, this slowdown supposes  
a certain return to normality. Private 
consumption which, atypically in Japan, 
had been the engine behind growth in  
the first quarter, remained practically at a 
standstill, while capital goods investment 
swapped its past declines for a 1.5% rise 
quarter-on-quarter. The public and 
foreign sectors slowed down considerably, 
thereby contributing to the deceleration.

The energy shortages due to the nuclear 
stoppage, and aggravated by the recent 
rise in oil prices, are causing bottle necks 
in production. This has two 
consequences. Firstly, it compromises 
growth, affecting industrial production 
and exports, which have been the main 
engine for growth over the last few years. 
In spite of its slight upswing in June, the 
recovery in the industrial production 
index has come to a standstill at 6.0%, 
below the level of February 2011, prior  
to the catastrophe. It’s the same situation 
for exports, which have remained at 
18.9% below the figure for 2008, the year 
prior to the crisis of 2009 which reduced 
trade flows the world over. Secondly, the 
stagnation in exports has resulted in a 
trade deficit, unheard of in Japan’s recent 

the CPi stands at 1.4% 
while the core index 
moderates to 2.1%.

the trade balance  
improves noticeably  
thanks to renewed 
dynamism in exports.

Japan grows by 3.6%; the 
second half of 2012 will be 
affected by the slowdown.
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history, reaching 4.8 trillion yen over  
the course of 12 months up to June (1.0% 
of GDP). The persistence of this deficit 
compromises the positive nature of the 
current account balance, whose 
cumulative surplus over 12 months went 
from 20.7 trillion yen in 2007 to 4.4 
trillion in June 2012. This represents a 
risk to the huge government debt, which 
is currently 230% of GDP, introducing 
the possibility of a need for external 

financing. Hence the latest fiscal  
savings measures which the government 
approved at the end of June, with a sales 
tax that, from the current rate of 5.0%, 
will go up to 8.0% in April 2014 and 10% 
in 2015.

This tax hike coincided with demand 
indicators that confirmed a slump in 
consumption and a return to lethargic 
domestic demand. While retail sales 

TREND IN JAPAN’S GDP BY COMPONENT

Percentage year-on-year change in real terms

GDP Private consumption

Public consumption Gross fixed capital formation

–0.5
–0.2

0.4 0.9

3.7
3.3

2.8

1.8
1.7

1.6

2.3
2.0

0.7
–0.2

–0.6

3.6 4.0

4.9

2011 2012
2010 2011

4.6

–0.7

–0.1

–1.7
–0.7

–0.6

2.8
3.6

2.6

0.1

2.2
2.0

0.2
0.9

Imports or goods and servicesExports or goods and services

SOURCES: Institute of Economic and Social Investigation and own calculations.

24.5

–0.1

11.2

6.36.8

–5.3

1.0

–2.5

1.2

8.7

9.9

4.0

5.4
6.0

6.8
8.4

2011 2012
2010 2011

2011 2012
2010 2011

2011 2012
2010 2011

2011 2012
2010 2011

2011 2012
2010 2011

1Q 2Q 1Q3Q 4Q 2Q 1Q 2Q 1Q3Q 4Q 2Q

1Q 2Q 1Q3Q 4Q 2Q 1Q 2Q 1Q3Q 4Q 2Q

1Q 2Q 1Q3Q 4Q 2Q 1Q 2Q 1Q3Q 4Q 2Q

stoppages in industrial 
production and exports 
reduce growth and lead  
to a trade deficit.
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the CPi falls by 0.1%  
and underlying inflation  
by 0.6%.

slowed down in June, prices have 
confirmed the continuation of the 
deflationary trend. June’s CPI fell by  

0.1% year-on-year and core inflation,  
the general rate without foods or energy, 
dropped by 0.6%.

JaPaN: maiN ECONOmiC iNDiCatOrs

Percentage change over same period year before unless otherwise indicated

2010 2011
2011 2012

3Q 4Q 1Q 2Q July

Real GDP 4.6 –0.7 –0.7 –0.6 2.8 3.6 –

Retail sales 2.5 –1.2 –1.0 0.8 5.2 3.1 ...

Industrial production 16.6 –2.3 –0.6 0.0 2.7 5.1 ...

Tankan company Index (1) 0.0 –1.3 2.0 –4.0 –4.0 –1.0 –

Housing construction 2.7 2.6 8.0 –4.8 3.6 6.7 ...

Unemployment rate (2) 5.1 4.6 4.4 4.5 4.5 4.4 ...

Consumer prices –0.7 –0.3 0.1 –0.3 0.3 0.2 ...

Trade balance (3) 7.9 –1.6 1.3 –1.6 –3.7 –3.7 ...

3-month interbank interest rate (4) 0.39 0.34 0.34 0.3 0.3 0.3 0.3

Nominal effective exchange rate (5) 106.0 113.5 115.5 118.6 116.5 116.2 119.6

NOTES: (1) Index value.
(2) Percentage of labour force.
(3) Cumulative balance for 12 months. Trillion yen.
(4) Percentage.
(5) Index weighted for foreign trade movements. Higher values imply currency appreciation. Average in 2000 = 100.
SOURCES: OECD, national statistical bodies and own calculations.

JAPAN: AN UNUSUAL TRADE DEFICIT

Trade balance and exports (*)

NOTE: (*) Total over the last 12 months.
SOURCES: Japanese Ministry of the Economy, Trade and Industry and own calculations.
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China: improvement is expected  
for the second half of the year

In spite of the weakness of a large part of 
the business indicators in July, signs are 
starting to be seen of some stability in 
domestic demand. Within this context, 
the International Monetary Fund has 
slightly lowered its growth forecasts for 
the Asian giant to 8% in 2012 and 8.5%  
in 2013, a little above our main scenario, 
which predicts growth of 7.7% and 8.3% 
in 2012 and 2013, respectively. 
Nonetheless, we expect the continuation 
of expansionary monetary measures and 
the new fiscal initiatives to boost growth 
during the second half of the year.

The slowdown in the CPI, namely from 
3.0% year-on-year in May to 1.8% in July, 
largely helped by the food component 
which accounts for more than one third 
of the general price index and which 
moderated its growth from 6.4% in  
May to 2.4% in July, will permit greater 
relaxation of monetary policy. Along 
these lines is the unexpected lowering  
of the official interest rate for one-year 
loans, the second cut in less than two 
months, which was reduced by 31 basis 
points to 6.0%. Over the second half of 

the year we expect a further reduction  
in the interest rate and up to three 
reductions of around 50 basis points in 
the cash reserve ratio.

Similarly, there is still support for growth 
from policies to increase the relative 
weight of domestic consumption and  
the services sector, public investment  
in infrastructure and promotion of  
the construction of affordable housing, 
among other measures.

Although there was a weak tone in general, 
some leading indicators remained stable. 
In particular, industrial production grew 
by 9.2% year-on-year in July, only 0.3 
percentage points below the average for 
the second quarter. Also the production 
of cement and steel remained stable, 
while electricity consumption picked  
up slightly from its sharp drop in June. 
Concerning demand, retail sales in 
nominal terms grew by 13.1% year-on-
year in July, below the 13.9% of the 
second quarter. At this point, it should be 
noted that the indicator for retail sales is 
an imperfect measurement of household 
consumption as it does not include the 
consumption of services (except for 
catering) but does include sales to firms 

Expansionary policies 
continue to boost growth.

China’s low inflation,  
1.8% in July, facilitates  
an unexpected cut in  
the official interest rate  
to 6%.

CHiNa: maiN ECONOmiC iNDiCatOrs

Percentage change over same period year before, unless otherwise indicated

2010 2011
2011 2012

3Q 4Q 1Q 2Q July

Real GDP 10.4 9.2 9.1 8.9 8.1 7.6 –

Industrial production 15.7 13.7 13.8 12.8 11.6 9.5 9.2

Electrical power generation 14.0 10.9 10.8 8.9 6.5 1.3 2.3

Consumer prices 3.3 5.4 6.3 4.6 3.8 2.9 1.8

Trade balance (*) 184 156 170 156 159 182 175

Reference rate (**) 5.81 6.56 6.56 6.56 6.56 6.31 6.00

Renminbi to dollar 6.8 6.5 6.4 6.4 6.3 6.3 6.4

NOTES: (*) Cumulative balance for 12 months. Billion dollars.
(**) Percentage at end of period.
SOURCES: National Statistics Office, Thomson Reuters Datastream and own calculations.

weakness and stability,  
the dual nature of business 
indicators in July.
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and government. The sale of furniture 
and decorative elements, significantly 
related to household consumption, 
remained stable. For its part, cumulative 
investment in fixed capital from January 
to July grew strongly by 20.4%, compared 
with 21% for the cumulative figure up  
to June. 

Lastly, exports were a disappointment 
due to the increasing debt crisis in 
Europe. July’s exports increased a mere 
1.0% year-on-year in current terms, way 
below the figure of 9.2% for the first half 
of 2012, while imports grew by 5.7% year-
on-year compared with an average of the 
6.6% for the six first months of the year. 
This placed the trade surplus at 25 billion 
dollars. Given the fragility of exports, the 
government will continue to resist 
appreciation of the renminbi-dollar 
exchange rate. A resistance that is also 
encouraged by the fact that, over the last 
few months, the dollar has risen non-stop 
against many other currencies.

In short, although we are still within  
an economic slowdown, we expect the 
expansionary monetary and fiscal 
measures implemented by the 

government to start pushing up growth  
in the second half of the year, mitigating 
fears of a hard landing for China.

Brazil: it’s not for the want of stimuli

After a disappointing first quarter and 
without very good signs for the second, 
the Brazilian authorities are still looking 
for the defibrillator that can revive 
growth. The latest attempt consists of  
a new package of stimuli valued at  
53 billion euros (133 billion reals), 
announced in August, and more are 
expected.

This new programme aims to take the 
Amazonian giant out of its economic 
lethargy based on an investment plan  
that will have financial backing from the 
National Development Bank (BNDES) 
but which will also involve the private 
sector via licences. This programme will 
be implemented over the next 25 years, 
although half the budget will be spent in 
the first five and licences will be granted 
in September 2013. The plan is to lay 
more than seven thousand kilometres of 
roads and ten thousand of railway lines, 

trade disappointment, with 
exports growing just 1%.

BraZiL: maiN ECONOmiC iNDiCatOrs

Percentage change over same period year before unless otherwise indicated

2010 2011
2011 2012

3Q 4Q 1Q 2Q July

Real GDP 7.6 2.7 2.2 1.4 0.8 ... ...

Industrial production 10.6 0.4 0.5 –1.7 –3.5 –4.5 ...

Consumer confidence (*) 159.7 156.4 153.2 155.2 164.3 163.5 ...

General unemployment rate (**) 6.7 6.0 6.0 5.2 5.8 5.9 ...

Consumer prices 5.0 6.6 7.1 6.7 5.8 5.0 5.2

Trade balance (***) 20.1 29.8 30.5 29.8 29.1 23.9 23.7

Interest rate SELIC (%) 10.00 11.79 12.00 11.00 9.75 8.50 8.00

Reales to dollar (*) 1.78 1.63 1.88 1.86 1.83 2.01 2.06

NOTES: (*) Value.
(**) Percentage of labour force.
(***) Cumulative balance for 12 months. Billion dollars.
SOURCES: Instituto Brasileiro de Geografia e Estatística, Banco Central do Brasil and own calculations.

Brazil will invest 53.5 billion 
euros in infrastructures.
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including the already projected high 
speed train that is to link Río de Janeiro 
with São Paulo. Similarly, apart from  
the plan already announced, President 
Rousseff herself presented additional 
actions related to ports and airports.

If the new plan is implemented properly, 
it could result in huge benefits, although 
not necessarily immediately. Everyone 
knows that one of the greatest structural 
weaknesses of the Brazilian economy is 
its lack of good transport infrastructures 
and, although the measures announced 
are merely a first step in the right 
direction, they could lay the foundations 
for greater advances that are vital to boost 
potential economic growth in the 
medium and long term. Similarly, some 
of the infrastructures programmed are 
crucial to ensure that the 2016 Olympics 
in Rio are held without any great 
setbacks. 

Nonetheless, in the short term, the 
stimuli planned on the monetary front 
will have a greater effect. At its next 
meeting at the end of August, we expect 
the Monetary Policy Committee to 
continue reducing interest rates with 
another reduction in the SELIC rate  
of 50 basis points, which would leave  
the official interest rate at 7.5%, a new 
historical minimum. Price trends are not 
disturbing the expansionary nature of 
monetary policy too much: although 
year-on-year inflation picked up slightly 
in July, we expect it to remain relatively 
moderate until mid-2013, when we expect 
most of the recently implemented 
measures to become fully effective, 
pushing up inflationary pressure. 

Nonetheless, in spite of the arsenal of 
stimuli implemented over the last year 
and those expected over the next few 
weeks, the Brazilian economy is more 
than likely to grow less than 2% in 2012 
(we predict 1.6%). A figure that, like the 

medal tally achieved at London 2012, is 
quite disappointing for the next Olympic 
host and which, undoubtedly, must 
improve if Rousseff wants to assure her 
place in the 2014 elections. 

mexico: complete confidence

Boosted by industry and services, the 
Mexican economy grew by 4.1% year-on-
year in the second quarter of 2012, 0.9% 
compared with the previous quarter. 
Cumulative growth therefore stood at 
4.3% of GDP over the first half of the 
year, exceeding our expectations and 
leading us to raise our growth forecast for 
2012 from 3.5% to 3.9%. This admirable 
figure for the second Latin American 
economy within a clearly adverse external 
environment reaffirms the strength of its 
foundations and allows it to face the rest 
of 2012 from a relatively comfortable 
position, even though a gradual 
moderation in the pace of activity  
is expected. 

Things don’t look too complicated in the 
area of prices either. In spite of notorious 
economic vigour and a recent rise in 
agricultural prices which is also deemed 
to be temporary, the persistent external 
weakness will end up having an effect on 
the domestic economy, which will help  
to contain inflationary pressures. So, if 
the peso remains relatively stable and the 
pace of activity does not slow down more 
than expected, we don’t expect Banxico 
to interrupt its monetary pause until well 
into 2013.

Within this context, the confidence of 
Mexican consumers in their economy is 
still at record highs not seen since before 
the crisis. Nonetheless, as the governor  
of Banxico warned only recently, there is 
now a greater risk of lower growth given 
the global slowdown, especially because 
of the difficulties encountered by the 

the effectiveness  
of these measures depends 
on their correct and swift 
implementation.

we expect a reduction  
in Brazilian reference rates 
at the end of august.

the mexican economy 
resists the global slowdown 
and grows by 4.1% in the 
second quarter.

we still do not expect any 
changes in monetary policy 
until well into 2013.
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United States in consolidating a 
sustained, energetic recovery. Because  
of this, the governor himself pressurized 
Mexican authorities to promote the 
programme of pending structural 
reforms to boost the growth potential  
of the Mexican economy. In this respect, 
it would be useful to resolve, as soon  
as possible, the procedures required  
for the new government to start to  
govern officially and as normally  
as possible.

Oil prices on the up again

Oil has returned to its upward trend. 
Between 20 July and 21 August, the price 
of crude went up by 8.1%, reaching 
115.30 dollars per barrel (Brent quality, 
for one-month deliveries). Oil is 
therefore now 7.7% higher than its level 
at the start of the year and is 7.2% more 
expensive than a year ago, which will 
surely start to reverse the downward 
trend that had predominated over the 
last few months in the CPI of most 
economies.

The latest geopolitical tensions in the 
Middle East have brought about an 
abrupt turnaround in oil prices. Even 
taking into account the fact that the latest 
price rises involve a large speculative 
component, supply and demand 
conditions are providing more support 
for oil than for basic metals, which are 
suffering from the slowdown in the large 
Asian economies.

The rest of the commodities performed 
unevenly. While the CRB index rose 
slightly by 1.7% between 20 July and  
21 August, base metals continued to be 
affected by China’s slowdown. Iron lost 
12.0%, at its lowest for the last three years, 
and steel was down 9.6%. The losses for 
nickel and aluminium were more modest, 
around 1.0%, while copper was up a 
minimal 0.8%. In the opposite direction, 
precious metals rose given the expectations 
of further monetary expansion from the 
Fed. Gold was up by 3.7% and silver by 
6.8%. Among foods, of note was the sharp 
drop in the price of coffee and sugar. For 
its part, cocoa reached a peak while wheat 
took a short break after its sharp rise  
in July, caused by the US drought.

mExiCO: maiN ECONOmiC iNDiCatOrs

Percentage change over same period year before unless otherwise indicated

2010 2011
2011 2012

3Q 4Q 1Q 2Q July

Real GDP 5.6 3.9 4.2 3.9 4.6 4.1 ...

Industrial production 6.2 4.0 3.5 3.7 3.1 3.6 ...

Consumer confidence (*) 86.3 91.7 93.7 90.3 94.1 96.4 98.9

Leading business index (*) 117.1 117.1 122.8 123.8 124.3 126.1 ...

General unemployment rate (**) 5.4 5.2 5.7 4.8 5.0 4.8 ...

Consumer prices 3.9 3.2 3.4 3.5 3.9 3.9 4.4

Trade balance (***) –3.0 –1.5 –1.8 –1.5 –1.6 –1.3 ...

Official Banxico rate (%) 4.50 4.50 4.50 4.50 4.50 4.50 4.50

Mexican pesos to dollar (*) 12.33 11.90 13.78 13.94 12.81 13.43 13.27

NOTES: (*) Value.
(**) Percentage of labour force.
(***) Cumulative balance for 12 months. Billion dollars.
SOURCES: Banco de México and own calculations.

Oil reaches 115 dollars  
per barrel in an abrupt 
turnaround in trend.

Geopolitical tensions push 
up oil prices while metals 
feel the effects of China’s 
slowdown.
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TREND IN VARIOUS COMMODITIES (*)

NOTE: (*) Figures for last day of month (last date August 21).
SOURCES: �e Economist, �omson Reuters Datastream and own calculations.
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EurOPEaN uNiON

activity: the euro area slides  
towards a double-dip recession 

The figures for the second quarter have 
confirmed expectations. The euro area’s 
gross domestic product (GDP) shrank  
by 0.2% quarter-on-quarter after zero 
growth the previous quarter. This means 
that year-on-year growth has now entered 
negative terrain and stands at –0.4%. The 
reasons for such anaemic economic activity 
lie in the sovereign debt crisis of the 
peripheral countries and in the uncertainty 
regarding how this crisis can be resolved, 
which are hindering confidence. 

The drop in GDP is more accentuated  
in countries on the periphery than in the 
centre (see the graph below). Given that 

these are subject to fiscal consolidation 
plans, public spending is being cut. 
Moreover, financial institutions, firms 
and households are deleveraging their 
balance sheets, something that is acting 
as a brake on the dynamism underlying 
economic activity. Although the 
breakdown by component has yet to  
be published, the bulk of the evidence 
available suggests that domestic demand 
in these countries is shrinking 
significantly. Only the foreign sector  
is contributing positively to growth.

Regarding the countries in the centre, 
Germany stands out with 0.3% growth 
quarter-on-quarter, placing the year-on-
year growth in German GDP at 1.0%. 
This positive performance reinforces  

the slowdown in the  
euro area’s activity is  
an indication of recession.

Growth in euro area GDP and contribution by main countries, quarter-on-quarter

GERMANY WITHSTANDS THE EUROPEAN RECESSION

%

SOURCES: Eurostat and own calculations.
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Germany withstands  
the European recession.

Growth forecasts are 
lowered for the euro area.

the country’s role as the engine of Europe 
and its resistance to being dragged into 
recession. The same cannot be said  
for France, which has now seen three 
consecutive quarters of almost zero 
growth. The United Kingdom surprised 
with a sharper drop in GDP than 
expected, namely –0.5% quarter-on-
quarter, this being its third quarter  
of negative growth.

The risks for the euro area’s economic 
outlook are still downward. Leading 
indicators point to a further decline in the 
euro area’s economic growth during the 
third quarter. The purchasing managers’ 
index (PMI) for July remains at a very low 
level, clearly below 50 points, the figure  
as from which activity contracts. It is also 
important to note the drop in the index 
for Germany and France, indicating that 
the weakness in activity is spreading to 
core countries in the third quarter. 
Germany’s business confidence index, 
Ifo, fell to 103.3 points in July (105.2 
points in June), suggesting that the 
slowdown in German activity could  
be significant over the coming months.

Looking at demand, July’s consumer 
confidence indicator stood at its lowest 
level for the last three years. Retail sales 
fell by 1.0% year-on-year in June. The 
decreases in these indicators point to 
private consumption also being affected 
over the coming months. 

In its updated report on the outlook  
of the world economy for July, the 
International Monetary Fund has kept its 
growth forecast for the euro area at –0.3% 
for 2012 but has lowered its forecast for 
2013 from 0.9% to 0.7%. The survey 
carried out by the European Central 
Bank on experts in economic forecasting 
for the third quarter in 2012 shows that, 
on average, GDP growth forecasts have 
been lowered. Specifically by 0.1 
percentage points to –0.3% for 2012  
and more drastically for 2013 by 0.4 
percentage points to 0.6%. The main 
reasons given for such revisions are  
the intensification of measures to  
correct budgets in some euro area 
countries and the greater uncertainty  
as to how the sovereign debt crisis might 
be resolved.

EurO arEa: KEy ECONOmiC iNDiCatOrs

Percentage change compared with same period the previous year, unless otherwise stated

2010 2011
2011 2012

3Q 4Q 1Q 2Q July

GDP euro area 1.9 1.5 1.3 0.7 0.0 –0.4 ...

 GDP Germany 3.6 3.1 2.7 1.9 1.2 1.0 ...

 GDP France 1.6 1.7 1.5 1.2 0.3 0.3 ...

 GDP Italy 1.8 0.5 0.4 –0.5 –1.4 –2.5 ...

 GDP Spain –0.3 0.4 0.6 0.0 –0.6 –1.3 ...

Retail sales  0.9 –0.6 –0.5 –1.3 –1.0 –1.7 ...

Consumer confidence (*) –14.2 –14.6 –15.9 –20.6 –20.0 –19.7 –21.5

Industrial production 7.4 4.7 3.9 –0.2 –1.8 –2.4 ...

Economic sentiment (*) 100.5 101.0 98.4 93.6 94.1 91.1 87.9

Ifo business climate index (*) 107.8 111.3 109.7 106.9 109.2 107.3 103.3

NOTE: (*) Value.
SOURCES: Eurostat, European Central Bank, European Commission and own calculations.
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If negative growth is recorded in the third 
quarter, this will confirm that the euro 
area has entered recession. This is 
occurring within a context of a world 
economic slowdown that is harming 
European exports. Only with stronger 
European integration and by resolving 

the sovereign debt crisis will we see a 
return to positive growth figures. Beyond 
the short term, we expect the euro area’s 
economy to gradually recover, although 
the exit to this recession might be slower 
than in previous recoveries. 

European financial integration: before, during and after the crisis

In 1990, the European Commission presented a report,(1) under the suggestive title of «One market, one money», 
that outlined the path to follow in order to implement the euro. Together with other fronts of action for the 
European Union, the intention was none other than to further European integration, starting with the monetary 
aspect, going on to financial markets and finally reaching economic and social dimensions. The euro officially got 
underway in 1999. The widespread impression during its first decade of existence was one of satisfaction, with 
notable advances being observed in the integration of financial markets. However, the galloping crisis over the last 
few years has turned the situation on its head and the spectre of irreversible financial fragmentation has become a 
cause for great concern, given that it could jeopardise the whole of the European Union project.(2)

The concept of financial integration is quite complex and difficult to measure.(3) The ECB defines it as a situation 
in which there are no frictions that discriminate, particularly based on location, between economic agents in 
terms of access to capital and their investment possibilities. More operational approaches identify financial 
integration with the fulfillment of the single price law (e.g. companies with the same relevant characteristics 
should be offered the same interest rate for the bonds they issue or their bank loans, irrespective of their 
country of origin), as well as a considerable or growing presence of cross-border flows or holdings of financial 
assets (e.g. pension funds that invest in shares from other countries or banks with asset and/or liability 
transactions abroad).

According to this notion, the effects of financial integration take on a particular tone in the case of the euro area 
considering two of its distinctive traits: this is a non-optimal monetary area and its financial system is based on 
banks. Firstly, well-structured financial integration that manages to boost financial development helps to improve 
the efficiency of the economic system and thereby the standard of living of its citizens. In fact, this is true for most 
international processes of this nature, as numerous theoretical and empirical studies have shown over the years.(4) 
In Europe’s case, it is believed(5) that financial integration provides national economies with flexibility and, at the 
same time, market discipline, as well as their mutual convergence and synchronization. But to achieve this it is 

(1) «One Market, One Money. An Evaluation of the Potential Benefits and Costs of Forming An Economic and Monetary Union», European 
Economy, No. 44, 1990.
(2) In Gual, J., «European Integration at the Crossroads», ”la Caixa” Economic Papers, No. 8, 2012 there is an extensive discussion of financial and 
bank integration together with fiscal integration, economic policies and political union.
(3) Every year the ECB publishes the report entitled «Financial Integration in Europe», which provides an exhaustive review of integration in a 
wide range of markets. In parallel, the European Commission also produces, every year, its «European Financial Stability and Integration 
Report».
(4) See a brief, up-to-date review in Beck, T., «Finance and Growth: Lessons From the Literature and the Recent Crisis», LSE Growth 
Commission, 2012. 
(5) See, for example, Lane, P.R., «The Macroeconomics of Financial Integration: A European Outlook», IIIS Discussion Paper No. 265, 2008.
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necessary for the financial integration process to be harmonious, both internally and in its interaction with the 
other economic and institutions policies, at an EU level and also that of the Member states. Secondly, there are the 
effects on stability, its pros and cons. On the one hand, integration provides stabilizing elements such as increasing 
the possibilities for diversifying portfolios as well as sources of financing. On the other, it is a potential source of 
tension due to phenomena such as the greater complexity of financial relations, episodes of a sudden reversal in 
capital flows and cross-border contagion. In addition, proper financial integration is required in order for the 
transmission of monetary policy to work properly, a basic instrument in stabilization.

As in many other areas of public policy in Europe and in the rest of the world, over the two decades prior to the 
outbreak of the crisis, the focus adopted prioritized efficiency over stability, trusting that market mechanisms 
would function correctly. This helps to explain the strategy adopted by authorities to boost financial integration. 
The institutional framework’s two main elements were the Single Market Programme (freedom of movement and 
establishment) and the creation of the euro (elimination of exchange risk and simplifying transactions). Some 
have classified this approach as a «pull strategy» insofar as these two pillars lay the foundations and provide 
incentives for subsequent actions, both by private agents and the regulators themselves, to gradually establish an 
integrated financial system. Alternatively, what might be called a «push strategy» would have consisted of 
introducing, at an EU level and early on, all the system’s institutional and legal pieces to support the markets, 
thereby «forcing» integrating actions on the part of agents. There were certainly some outstanding contributions 
in this respect, such as the Financial Services Action Plan (coordination of standards and various financial 
institutions) and the harmonization of microprudential bank regulation (the directives implementing the Basel 
agreements on banks’ capital requirements) but other, very important elements were missing, as would be realised 
later. In any case, for years the results were satisfactory, with a considerable advance in financial integration in 
most markets. Of note was the fast integration of the securities and bond markets but this was also remarkable in 
areas of banking, particularly in wholesale financing markets (interbank, securitization, etc.) and, to a lesser 
extent, in the retail markets of loans and deposits.

The serious and persistent crisis erupted within a complacent climate in terms of this strategy, the problems 
starting in 2008 in the United States and worsening as from 2009 with Greece and then other peripheral 
countries. The process of building up financial integration came to an abrupt halt and has subsequently gone 
backwards. First of all, the insufficiencies and dysfunctions of the existing institutional system came to light. 
Moreover, the decisions made by the authorities as they went along often merely accentuated fragmentation. 
The epicentre of these problems lies at the core of Europe’s financial system: banks. The fact that the safety net 
for banks is national in scope rather than European has been a determining factor in the withdrawal of banks 
to within their own borders. Deposit guarantee schemes are different and separate for each country. Similarly, 
bank bail-outs have operated on a national scale barring exceptional cases (such as Dexia and Fortis), which 
have required bilateral agreements between the governments affected, although they are still far from being a 
collective solution. The ECB’s function as a lender of last resort has also stumbled against the fatal problem of 
the absence of any central fiscal authority with sufficient power to withstand its risks. Consequently, part of the 
liquidity has been provided under the ELA regime (Emergency Liquidity Assistance), through which the central 
bank of the country in question assumes the risk involved. These kinds of developments have given risen to a 
severe process of disintegration or segmentation of markets, especially noticeable in banks’ wholesale financing 
markets (money and bond markets) and, by extension, in the sovereign debt market, creating a perverse 
feedback loop.
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Many observers believe that this regression is evidence of the failure of the integration strategy adopted for the last 
twenty years, classifying it as naive or simply wrong in its technical design.(6) A more benevolent view believes that 
it was a pragmatic, subtle option given the political reticence to accepting the fiscal implications of implementing 
a bank safety net at a European level. In this respect, it can be said that the strategy has worked, resulting in an 
emergency situation that would be the only way to make the powers that be take politically compromising 
decisions. Both interpretations might possible be valid. Whatever the case, there is now the urgent need to act. In 
fact, the authorities have already reacted by formulating new proposals: the so-called «banking union», whose 
main elements(7) are analysed in the rest of the boxes in this issue. The hope is that these reforms will act as a 
catalyst to once again move towards integration, correcting the errors or dysfunctions of the past and reinforcing 
the positive lessons learned. Political determination and technical skill will be crucial to overcome the trap we 
have slipped into of «one money, several markets».

This box was prepared by Avelino Hernández
Financial Markets Unit, Research Department, ”la Caixa”

(6) In fact, there were several prior warnings of the weaknesses of the model adopted, for example in Dermine, J., «European Banking 
Integration: Don’t Put the Cart Before the Horse», Journal of Financial Markets, Institutions and Instruments, Vol. 15 (2), 2006.
(7) These elements are, on the one hand, those that make up the safety net (in particular deposit guarantee schemes and the mechanisms to 
recover from and resolve bank crises) and, on the other, those that help to control bank behaviour (regulation and supervision).

SOURCE: European Central Bank.

THE INDICATORS FOR PRICES AND QUANTITIES SHOW CLEAR SEGMENTATION IN THE INTERBANK MARKET
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NOTE: Unit labour cost gures are since 2000 for Ireland, up to 2011 IV for Portugal and from 2001 to 2011 I for Greece. 
SOURCES: Eurostat, European Commission opinion surveys, OECD and own calculations.

EL EMPLEO DE LA ZONA EURO CAMINO HACIA UNA RECAÍDA EN TANTO QUE SE REEQUILIBRA LA COMPETITIVIDAD ENTRE PAÍSESEmployment indicators Average annual growth in unit labour costs compared 
with the euro area
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EURO AREA EMPLOYMENT, HEADING FOR RELAPSE WHILE COMPETITIVENESS BETWEEN COUNTRIES EVENS OUT

Labour market:  
the decline continues

The deterioration in economic activity 
and great uncertainty is keeping the 
labour market lethargic, which is 
continuing to decline gradually. 

Employment in the euro area fell by 0.2% 
in the first quarter of 2012 in quarter-on-
quarter terms, a very similar drop to the 
one recorded during the last two quarters 
of 2011. The largest countries of the euro 
area with data available for the second 
quarter - Germany, Italy and Spain - saw 
a percentage change year-on-year of 1.2%, 
0.0% and –4.8% respectively. In fact, 
although Germany continued to create 
jobs, in Spain job losses became more 
acute and Italy saw a slight drop in its 
rate. This suggests that the situation of 
the labour market for the euro area as  
a whole has probably worsened a little 
more in the second quarter.

At the same time, the hours worked  
in the economy as a whole rose by 0.1% 
quarter-on-quarter in the first quarter, 
slightly recovering compared with  
the fall of 0.5% in the previous period. 
Nonetheless, in year-on-year terms the 
rate of deterioration in employment in 
terms of total hours worked was higher 
than the deterioration in the number of 
people. This is because, initially, firms 
resort to varying hours as a means of 
adjusting to the situation in the economy, 
keeping their workers in reserve. When 
this formula is no longer viable, firms 
also reduce their workforce. In 2009,  
at the peak of the recession, the rate  
of job losses in terms of people was 1.8% 
compared with the previous year, while 
the decline in the total hours worked 
stood at 3.4%. During this second phase 
of weakness in economic activity, the  
loss in employment is following the same 
pattern, the contraction being more 
intense in terms of hours at first and,  

Employment falls by 0.2% 
during the first quarter  
of 2012.



24 SEPTEMBER 2012 THE SPANISH ECONOMY MONTHLY REPORT

if economic weakness continues, then 
subsequently in terms of people.

On the other hand, June’s unemployment 
rate remained stable at 11.2% after its 
May figure was revised upwards by  
0.1 percentage points. This makes an 
increase of 1.2 percentage points in 
comparison with the figure a year ago 
and therefore remains at its highest rate 
since 1995. The divergence between 
countries is very wide, from Austria’s 
minimum, with an unemployment rate  
of 4.5%, to Spain’s 24.8%. 

The outlook for the coming months  
is not encouraging. The European 
Commission’s opinion indicators 
regarding expectations for job creation 
over the next three months point to 

further job losses, at an accelerated  
rate, both in industry and services.  
The findings of the latest survey by the 
European Central Bank on economic 
forecasting experts in July also show  
that unemployment forecasts have been 
raised, by 0.2 and 0.5 percentage points 
for 2012 and 2013, placing the figure  
at 11.2% and 11.4%, respectively. 

The figures for labour costs are somewhat 
more optimistic as indicators point  
to some signs of correction in the 
imbalances being carried out by euro  
area countries that have joined financial 
aid programmes. If we compare 
developments in the average annual 
growth differentials for unit labour costs 
compared with the euro area, between 
1999 and 2007, before the crisis, and since 

EurO arEa: KEy iNDiCatOrs FOr tHE LaBOur marKEt

Percentage change compared with same period the previous year, unless otherwise stated

2010 2011
2011 2012

3Q 4Q 1Q 2Q July

Employment 

 People –0.6 0.1 0.2 –0.2 –0.4 ... ...

 Hours 0.1 0.1 0.2 –0.2 –0.7 ... ...

Expectations for job creation (*)

 Manufacturing –7.7 2.6 1.6 –3.7 –3.7 –7.1 –11.0

 Services 1.5 6.3 6.2 3.2 3.0 –2.9 –3.3

Labour costs by country

 Euro area –0.8 0.8 1.2 1.4 ... ... ...

 Germany –1.0 1.3 1.6 2.1 1.5 ... ...

 France 0.7 1.6 1.9 2.1 2.6 ... ...

 Italy –0.5 0.9 1.3 1.2 2.2 ... ...

 Spain –2.6 –1.9 –1.6 –2.4 1.0 ... ...

Unemployment rate by country (**) –2.5 ... ...

 Euro area 10.1 10.2 10.2 10.6 10.9 11.2 ...

 Germany 7.1 6.0 5.9 5.6 5.6 5.5 ...

 France 9.7 9.6 9.6 9.8 10.0 10.0 ...

 Italy 8.4 8.4 8.6 9.2 10.0 10.7 ...

 Spain 20.1 21.7 22.1 23.0 23.8 24.6 ...

NOTES: (*) Net balance (difference between positive and negative responses, as a percentage). European Commission survey on expectations for job creation over the next three 
months. Values range from –100 (all respondents choose the negative option) to +100 (all choose the positive option).
SOURCES: Eurostat, European Central Bank, European Commission, OECD and own calculations.

Opinion indicators expect 
job losses to continue over 
the coming months.
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2008 up to the first quarter of 2012, it  
can be seen that, in Ireland, Spain and 
Portugal for example, a significant 
proportion has been recovered of the 
losses in competitiveness recorded 
previously (see the above graph). Greece 
is probably also carrying out this process 
although we only have comparable data 
up to the first quarter of 2011. Part of the 
adjustment observed to date results from 
job losses in low performing sectors, 
particularly in Spain and Ireland and,  
to a lesser extent, in Portugal and Greece, 
which has increased productivity overall. 
However, another part probably also 
reflects the structural measures adopted 
in order to facilitate the link between 
wage costs and the financial situation  
of firms. 

Prices: still stable

According to Europe’s statistics office, 
Eurostat, the harmonized index of 
consumer prices (HICP) for July in  
the euro area held steady at 2.4% in  
year-on-year terms, the same figure  
as for May and June. Core inflation, i.e. 
excluding energy and unprocessed  
food, increased by 0.1 percentage points 
to 1.9% year-on-year.

The groups with the greatest positive 
impact on the percentage change in  
the HICP have been package holidays, 
with 13.5% year-on-year growth,  
hotels (6.6%), air transport (11.3%)  
and transport fuel (0.5%). The rise in  
the first groups can be put down mainly 
to the tourist season. However, in air 
transport and fuel the main reason was 
the halt in the moderation of oil prices  
as from June.

On the other hand, several items in the 
shopping basket offset these previous 
groups, thereby avoiding a rise in 
inflation. Among these, clothing, with  
a –14.5% year-on-year change, pushed  
the HICP percentage change down by  
0.7 percentage points and footwear 
(–11.9%) a further 0.2 percentage points. 
In both cases, the reason was the sales 
season.

The figures for the euro area’s consumer 
price index hide a certain degree of 
heterogeneity between the main 
countries. In Germany and France 
inflation remains stable around 2% and 
is expected to continue at this level over 
the coming months. In Spain, however, 
and although it is currently at a similar 
level, inflation will rise significantly 

inflation in the euro area 
remains anchored at 2.4%.

EurO arEa: HarmONiZED iNDEx OF CONsumEr PriCEs (HiCP)

Percentage change compared with same period the previous year, unless otherwise stated

2010 2011
2011 2012

3Q 4Q 1Q 2Q July

Euro area

 HICP 1.6 2.7 2.7 2.9 2.7 2.5 2.4

 Core HICP 1.0 1.7 1.7 2.0 1.9 1.8 1.9

Harmonized index of consumer prices for the main countries

 Germany 1.1 2.5 2.7 2.7 2.4 2.1 1.9

 France 1.7 2.3 2.3 2.6 2.6 2.3 2.2

 Italy 1.7 2.9 2.6 3.8 3.6 3.6 3.6

 Spain 2.0 3.1 2.9 2.7 1.9 1.9 2.2

SOURCE: Eurostat.
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over the next few months due to the 
hike in value added tax announced  
for September.

Italy, whose inflation rate is already 
relatively high at 3.6%, might suffer from 
a further rise although this is still quite 
uncertain. In Italy the VAT rate has been 
21.0% since September last year, when it 
was raised by one percentage point, and 
the Italian government has announced 
another hike of two percentage points  
for October this year. However, in July  
it announced a series of cuts in public 
spending totalling 4.5 billion euros, 
which would make it possible to delay 
this rise to 2013.

In any case, over the next few months  
two large groups will emerge among  
the countries of the euro area. While the 
figures recorded in Germany and France 
will be close to their current rates, Italy 

and Spain will post higher inflation rates 
compared with Europe’s hard core. 

These are some of the reasons given  
by the European Central Bank to argue  
that the euro area’s inflation will remain 
below 2% over the coming year. Although 
the central bank assumes that future  
risks to price trends are both upward and 
downward, it stresses the need for fiscal 
consolidation in some countries and 
indirect tax hikes pose a risk to its 
prediction.

Foreign sector: the current  
deficit continues to improve

In the second quarter of 2012, the euro 
area’s current balance improved by 0.4 
percentage points, reaching a surplus of 
0.5% of its gross domestic product (GDP). 
This increase is largely due to the good 

inflation differentials 
between countries  
are notable.

the euro area’s current 
deficit increases to 0.5%  
of GDP in the second 
quarter of 2012.

FOrEiGN sECtOr

Percentage change compared with same period the previous year, unless otherwise stated

2010 2011
2011 2012

3Q 4Q 1Q 2Q July

Euro area

 Imports 21.6 14.0 11.4 6.3 3.9 0.9 –

 Exports 20.1 13.3 10.0 9.3 8.6 8.0 –

 Trade balance (1) 0.7 –9.2 –21.6 –9.2 9.4 40.1 –

Current balance (2)

 Euro area –0.1 0.0 –0.3 0.0 0.2 0.5

  Germany 6.0 5.7 5.9 5.7 5.7 6.0 –

  France –1.6 –2.0 –2.2 –2.0 –1.9 –2.0 –

  Italy –3.5 –3.3 –3.7 –3.3 –2.6 –1.9 –

  Spain –4.5 –3.5 –3.8 –3.5 –3.3 – –

Euro/dollar exchange rate (3) 1.33 1.39 1.41 1.35 1.31 1.28 1.23

Nominal effective exchange rate of the euro (4) 103.7 103.4 103.6 102.1 99.4 98.2 95.3

NOTAS: (1) Cumulative balance over 12 months. Billion euros.
(2) Cumulative balance over 12 months as percentage of GDP for the last 4 quarters.
(3) Higher figures indicate the euro has appreciated.
(4) Change weighted by foreign trade flows. Higher figures indicate the currency has appreciated. 
SOURCE: Eurostat.
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performance of the trade balance, 
boosted both by the good rate of exports 
and the slowdown in imports. With 
regard to the latter, we expect weak 
domestic demand in the euro area to 
maintain this downward trend recorded 
over the last few months, even reaching  
a negative rate. 

In fact, imports of goods grew by 0.9% 
year-on-year during the second quarter 
this year. This figure is 3.0 percentage 
points below the increase of the first 
quarter and is close to 13 points lower 
than the growth recorded a year ago. For 
its part, the growth in exports was 8.0% 
year-on-year, a level similar to the one 
recorded during the first quarter of 2012. 
Undoubtedly, the euro’s depreciation 
against the main international currencies 
is helping to maintain this dynamism.

A more detailed analysis shows that  
this trend has remained in the main 
countries of the euro area, with further 
improvements in their current balance. 
However, there are very significant 
differences between the members of the 
Monetary Union. By way of example,  
the Netherlands and Germany reported 
notable current surpluses during this 
period, namely 9.3% and 6.0% of their 
GDP respectively. On the other hand, 
Greece and Portugal maintained sizeable 
external imbalances, namely 8.9% of 
GDP for Greece and 3.8% of its GDP  
in the case of Portugal.

Although this divergence is still high,  
we can see that it has narrowed gradually 
over the last four years. In this respect,  
of note is the significant correction in the 
external imbalance recorded in the 
peripheral countries of the euro area; 
Spain, Ireland Greece and Portugal. As 
can be seen in the graph below, since 
December 2008 the improvement in the 
current balance of these four countries 

exceeds 6 percentage points. This is the 
opposite in Finland and Austria, although 
their external balances are still at a 
sustainable level.

Looking to the future, the trend in the 
current balance of the different countries 
will largely depend on the geographical 
distribution of their exports. The lethargy 
of the euro area’s domestic demand will 
have more of an effect on those countries 
with a higher concentration of their 
exports aimed at the EU market. In fact, 
in aggregate terms, exports to outside the 
euro area have grown more than trade 
between EU countries. Specifically, 
cumulative exports between April 2011 
and March 2012 to countries outside the 
euro area grew by 9.0% compared with 
the same period a year ago, while exports 
rose by 5.6% year-on-year within the 
European market.

Public sector and governance: 
september is crucial for the euro 
area’s future

September has arrived and, with it, full 
political agendas for European leaders. 
Efforts will focus on stabilizing tensions 
in the euro area, both at a fiscal and bank 
level. However, this is no easy task. The 
high degree of heterogeneity between  
the different countries of the Monetary 
Union makes it difficult to implement 
effective policies that satisfy most of  
the European partners.

The latest public debt figures for the first 
quarter of the year reflect this divergence 
between euro area countries. The public 
debt of the euro area as a whole represents 
88.2% of its gross domestic product 
(GDP). This level is relatively comfortable 
when compared with other developed 
countries such as the United States and 
Japan, whose public debt at the end of 

Exports to countries 
outside the euro area  
grow by 9.0% year-on-year.

significant differences can 
be seen between countries’ 
current balances.

the euro area’s public debt 
increases to 88.2% of GDP.
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2011 stood at 102.8% and 229.9% of GDP 
respectively. However, the differences 
between member states of the euro area 
are significant.

In particular, in the first quarter of the 
year the public debt of Finland and the 
Netherlands reached 48.7% and 66.8% of 
their GDP respectively. In the same order, 
the public debt for Germany and France 
stood at 81.6% and 89.2% of GDP, 
although with visibly different trends. 
German debt remained almost constant 
while French debt rose by 3.2 percentage 
points compared with 2011 and passed 
the target debt figure established for the 
year as a whole. For their part, in Greece, 
Italy, Portugal, Ireland and Belgium 
public indebtedness exceeds their gross 

domestic product. In the Spanish case, 
the public debt ratio reached 72.1%  
of GDP in the first quarter of the year.  
A level that, although comparatively 
small, is expected to grow dramatically 
throughout 2012. The approval of a 
package of state aid to the banking sector, 
which will probably total around 60 
billion euros, is one of the main factors 
behind this rise.

In this respect, since the financial crisis 
erupted, the relationship between 
sovereign risk and bank risk in euro area 
countries has intensified considerably.  
As can be seen in the graph above, bank 
liabilities in the hands of the public sector 
account for 4.1% of the euro area’s GDP. If 
we also include contingent guarantees; i.e. 

HIGH BANK RISK IN THE HANDS OF THE PUBLIC SECTOR IN SOME EURO AREA 
COUNTRIES

State aid to the banking sector

SOURCE: Eurostat.
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coverage by the public sector of part of 
the banking system’s debts in the case of 
failure, this figure rises to 11.0% of GDP. 
Once again, the differences between 
countries are large. For example, Ireland’s 
public sector aid to its financial sector has 
pushed up the country’s public debt by 
29.5 percentage points, compared with 
the almost zero impact this has had in 
countries such as Italy and France.

Within this context, it is crucial to break 
the relationship between bank and 
sovereign risk and, to this end, it is vital 
to create a European supervisory and 
regulatory system. In this respect, the 
European Council meeting in September 
has generated a lot of anticipation as it is 
expected to provide some details on the 
specifics.

There are other events in September that 
will also set the tone for the crisis. Of 
particular importance is the outcome of 
the various meetings to be held by the 
Greek Prime Minister, Antonis Samaras, 
with the main European leaders in an 
attempt to extend the deadlines for the 
country’s fiscal consolidation. A request 
that seems unlikely to be accepted 
considering the doubts in some countries 
concerning Greece’s solvency. This is the 
case of the Netherlands, where 
euroscepticism has predominated the 
campaign for the general elections on 12 
September and whose outcome is 
therefore very important. Also of vital 
importance is the ruling to be given by 
the German Constitutional Court on the 
appeal contesting the fiscal pact and the 
European Stability Mechanism (ESM). 

Progress towards banking 
union is expected at the 
next ECOFiN meeting in 
september.

the crisis resolution framework: a first step towards banking union

One of the most promising bank reform initiatives is the creation of the so-called crisis management mechanisms. 
Essentially, the idea is to create a regulatory framework that helps the process of orderly bankruptcy for a bank 
which, due to the characteristics of the financial system, requires more time and resources than a traditional 
bankruptcy. The aim is to adapt the process so that a resolution authority can rule that an institution is no longer 
viable before its insolvency is reflected on its balance sheet and, from then on, supervise a process that leads to the 
orderly wind-down of the institution’s assets or, in the best case scenario, the creation of a new institution with the 
still viable part of the business.

A good crisis management framework should minimize the cost for society of bank bankruptcy, without this 
jeopardizing financial stability. To achieve this, the framework needs to contain four basic elements.

Firstly, some preparatory work in financial institutions is needed, particularly in systemic ones, to ensure that, 
should the need arise, they can be wound down at a minimal cost and without harming the system’s stability. This 
work includes drawing up living wills with information on the procedures that should be followed to achieve this, 
as well as possible reorganizations of groups that are too complex, in order to make them easier to dismantle.

Secondly, there should be a resolution authority capable of ruling that an institution is not viable, ensuring the 
continued provision of basic services (deposits and the payment system) and appropriately distributing losses 
among the shareholders and creditors. To this end, the authority should be able to replace the management team, 
sell or recapitalize the institution without shareholder consent and restructure its debt. Basic services could 
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continue to be provided by a bridge institution created with viable parts of the business and that would subsequently 
be sold, or by using a good bank - bad bank model. However, the crucial and most delicate element is the so-called 
bail-in tool, whose aim is to involve creditors in such losses. This instrument helps to establish a write-down of the 
principal the institution’s creditors are entitled to receive or, alternatively, to turn this into shares in order to 
recapitalize the institution. This should increase creditor sensitivity to the cost of failure and, consequently, 
encourage them to monitor the risk being taken by the institution more closely.

The third element is related to the financing of institutions under resolution. The orderly wind-down of a financial 
institution usually requires an injection of funds, for example to ensure the bridge institution has liquidity while 
its sale is being finalized. Maintaining a resolution fund, financed ex ante by institutions as a whole, is a good 
solution that ensures the necessary resources are immediately available. On the other hand, the deposit guarantee 
scheme (DGS) must also contribute resources to the resolution process, as part of the liquidity is required to 
maintain banking operations for the institution’s depositors. The most suitable system would be to establish a 
contribution equivalent to the loss that would be suffered by the DGS if an ordinary bankruptcy took place. Lastly, 
if these resources are not enough, the authority should establish a mechanism to recover any injection of public 
money ex post. The aim of this is to ensure that taxpayers contribute as little as possible.

The last element in a good crisis management framework is the design of the intervention procedure. It is vital to 
detect any weakness in institutions early enough to correct these and avoid tensions emerging in the system. Given 
the amount of information at its disposal, the supervisor is in the best position to fulfil this role and should have 
sufficient powers to carry out early intervention at the merest sign of weakness (see the diagram below). If these 
weaknesses get worse in spite of intervention, then it becomes vital to prevent situations of excessive uncertainty 

DIAGRAM OF HOW THE CRISIS MANAGEMENT MECHANISM WORKS

SOURCE: Author.
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that stop the financial system from operating properly, as well as determining whether the institution can be 
viable on its own within a reasonably short period of time. For this task, it might be a good idea to employ a 
resolution authority other than the supervisor, as there is the risk that the latter might delay taking a decision too 
long, either because its frequent interaction with the institution leads it to be too indulgent or because it prefers not 
to recognize its errors in the previous phase.

Based on these elements, in July the European Commission presented its proposal for a crisis management 
framework(1) which has been interpreted as a first step towards banking union. However, in spite of the 
harmonization this entails and the elements of coordination between Member states it introduces, the current 
proposal is not enough to achieve such a union. As an illustration, consider the case when a Member state has used 
up its entire resolution fund. The proposal forces the funds from the rest of the countries to loan it some of their 
resources. However, this does not break the link between bank risk and sovereign risk as the cost of the resolution 
continues to be met by the Treasury of the Member state while the latter cannot recover this cost via further 
contributions from its financial system. Another example of the proposal’s shortfalls is the rule regarding 
intragroup cross-border financial aid. Member states will have to allow institutions that belong to a cross-border 
group to provide financial aid to parts of the group in another Member state, although they will require 
authorization from the national supervisor to do so. Consequently, the coordination problems between countries 
that have worsened the crisis of some groups have not been entirely eliminated, as the proposal continues to leave 
the door open to protectionist attitudes, such as ringfencing assets.

True banking union will not be achieved without a single resolution fund, possibly linked to a single deposit 
guarantee scheme, and supported by some kind of solidarity mechanism between countries to provide public 
resources should this be required. Logically, in this case it would be impractical to maintain national resolution 
authorities as we must not forget that these would have the power to decide how losses are shared between 
shareholders of the domestic bank, creditors and European taxpayers. However, the creation of a Europe-wide 
resolution authority is a complex matter. On the one hand, it will entail Member states giving up some sovereignty 
in the area of redistribution and collection. On the other, the aim of early intervention in institutions close to 
bankruptcy will necessarily mean that decisions will have to be taken quickly based on imperfect information and 
with great repercussions, both in political and economic terms. This will require certain ex post control, perhaps 
political, of the authority’s decisions, which means it might not be a good idea to add this function to the supervisory 
role recently assigned to the European Central Bank.

Given the above, it does not look like banking union will be achieved in the short run. Nonetheless, the bail-out of 
Spain’s banks could end up laying the foundations for a European resolution authority. Ultimately, the bail-out 
entails a decision regarding which European mechanism should be used to inject funds in banks, and a large 
number of the conditions imposed are in line with the principles of the crisis management mechanism proposed 
by Brussels. Perhaps this might provide the elements and experience required to draw up a route map in order to 
progress towards banking union with firm steps.

This box was prepared by Sandra Jodar-Rosell
Economic Analysis Unit, Research Department, ”la Caixa”

(1) EU framework for bank recovery and resolution, Proposal for a Directive, COM(2012) 280/3. At the time of writing this box, the Spanish 
government is in the phase of preparing a new crisis resolution framework for Spain’s financial system that responds to this Directive’s principles.
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savings and financing:  
the ECB comes to the fore

On 2 August, the Governing Council  
of the European Central Bank (ECB) 
marked a turning point in this 
institution’s desire to intervene in  
the sovereign debt crisis. The ECB  
is concerned by the distortions in the 
price of debt for some countries whose 
risk premia partly reflect their possible 
withdrawal from the euro and make it 
difficult for monetary policy to work.  
In this respect, it has shown itself 
prepared to adopt extraordinary 
measures to maintain unity for the single 
currency, although its actions depend on 
the countries in question requesting aid 
from the European funds (EFSF/ESM) 
and accepting the associated conditions. 

The tensions in some sovereign debt 
markets and the adjustment of banks’ 
balance sheets have affected the financing 
terms of non-financial sectors. However, 
Eurosystem intervention to relieve these 
tensions has meant that access to credit 
has not been drastically limited for the 
euro area as a whole. In particular, credit 
to non-financial firms posted a fall of 
0.3% year-on-year in June for the euro 
area. Credit to households continued to 
slow down in June, growing by just 1.1% 
year-on-year.

The findings of the survey on bank  
loans for the second quarter of 2012 show 
even tougher criteria are being applied by 
financial institutions to approve loans to 
firms and households. This trend was less 
favourable than expected in the survey 

EurO arEa: FiNaNCiNG aND DEPOsits OF NON-FiNaNCiaL sECtOrs

Percentage change compared with same period the previous year, unless otherwise stated

2010 2011
2011 2012

3Q 4Q 1Q 2Q July

Private sector financing (1)  

 Non-financial firms –0.9 2.0 2.3 1.9 0.7 0.2 ...

 Households (2) 2.7 2.8 2.7 2.3 1.8 1.3 ...

Deposits 

 Sight deposits 9.1 1.2 0.8 1.0 1.5 2.2 ...

 Other short-term deposits –5.6 2.6 3.4 2.3 2.7 2.8 ...

 Negotiable instruments –7.7 1.1 2.7 3.5 3.1 4.4 ...

Money market interest rate (%)

 ECB repo 1.00 1.30 1.50 1.30 1.00 1.00 0.75

 3-month Euribor rate 0.80 1.39 1.56 1.50 1.04 0.70 0.66

 12-month Euribor rate 1.35 2.01 2.12 2.05 1.67 1.29 1.22

Interest rate for loans and deposits (%)

 Credit to non-financial firms (3) 2.2 2.8 2.9 3.0 2.7 2.6 ...

 Loans to households to acquire housing (4) 2.7 3.3 3.4 3.5 3.4 3.2 ...

 Household deposits up to 1 year 2.1 2.6 2.7 2.8 2.9 2.7 ...

NOTES: (1) Data adjusted for seasonal and calendar effects, sales and securitization.
(2) Includes non-profit institutions providing domestic services.
(3) Loans of more than one million euros at variable interest and fixing date up to one year based on the reference rate.
(4) Loans at variable interest and fixing date up to one year based on the initial rate. 
SOURCES: European Central Bank and own calculations.

the ECB maintains that  
the euro is irreversible.

Deleveraging continues  
for firms and households.
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carried out three months ago, possibly 
due to high uncertainty and the decline 
in economic activity of the euro area. 

At the same time, there was also a 
significant fall in demand for credit  
by non-financial sectors, although at  
a slower pace than in the first quarter. 
According to the financial institutions 
surveyed, this fall in demand for credit  
by firms was mainly due to a reduction  
in fixed capital investment. In the coming 
quarters, demand factors are expected  
to continue the squeeze on credit to firms 
and households.

Loans to firms and households saw a 
reduction in interest rates in the first half 
of 2012 for the euro area as a whole. The 
interest rate for loans to non-financial 
firms went from 3.0% at the end of 2011 
to 2.6% in June. However, this trend in 
interest rates is largely due to the 
reduction in the reference rates after the 
ECB lowered the official interest rates  
by 25 basis points in July. If we look at  
the spread between interest rates for loans 
and money market rates, we can see that 
the latter have risen significantly during 
the first half of 2012. For example, the 
spread for loans to non-financial firms 
has gone from 1.5% at the end of 2011  
to 2.1% in June.

It should be noted that the trend in credit 
conditions is highly disparate depending 
on the country in question. In particular, 
those countries most affected by the 
sovereign debt crisis have seen a sharper 
squeeze on credit and much tougher 
conditions to obtain a loan. These 
differences have reached such an extent 
that the ECB has indicated the need for 
extraordinary monetary policy measures 
in order to even out financial conditions 
within the euro area. But the ECB cannot 
get rid of these tensions on its own. For 
these to disappear once and for all, more 

progress needs to be made with sorting 
out national accounts, structural reforms 
and the construction of European 
institutions. Only then can the euro  
be sure to survive.

Emerging Europe: deterioration  
in activity but financial relief

Throughout 2012 two concerns have 
caught the attention regarding growth 
prospects in emerging Europe. The first, 
the effects the euro area’s lower growth 
might have on the region’s activity.  
The second, the intensity of financial 
repercussions caused by the euro area’s 
sovereign debt crisis. After passing the 
mid-point of the year, the trend in the 
first of these fronts, that of activity, has 
undoubtedly become worrying. However, 
the second, the one related to financial 
stress, has been partly mitigated, as can 
be seen in the obvious relaxation of risk 
premia since the beginning of June.  
The joint outcome of these trends is that 
growth prospects for 2012 and 2013 have 
been eroded but to no great extent. 

The starting point for this revision is 
provided by the GDP growth figures  
for the second quarter. In spite of their 
preliminary nature and the fact that the 
figures for Poland are still not available, 
accounting data quarter-on-quarter 
confirm that the region is still moving  
at two different speeds: that of the 
economies with very weak growth  
and that of those enjoying a relatively 
dynamic pace of growth. 

In the first of these situations are the 
Czech Republic (which has now seen 
three consecutive quarters with quarter-
on-quarter drops in GDP), Hungary (two 
quarters of quarter-on-quarter drops in 
GDP) and Romania (which, in spite of 
positive growth in the second quarter, has 

the ECB reduces official 
interest rates by 0.25%...

...but the interest rate 
spread for loans to firms 
and households  
has widened.

the impact of the euro 
area’s drop in activity and 
the financial debt crisis 
continue to concern 
emerging Europe...
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seen six months of drops in GDP). In the 
second, Slovakia (up 0.7% quarter-on-
quarter in GDP in the second quarter,  
a practically identical figure to the one for 
the previous three quarters) and Poland 
(expected to grow by around 0.4% in the 
second quarter).

Two factors tend to be shared by the 
group of low-growth economies: the 
existence of close commercial and 
financial ties with the euro area and  
an effort to maintain an economic policy 
that is not very expansionary. In spite of 
this coincidence, the reasons underlying 
this choice of economic policy are 
diametrically opposed. Hungary is 
attempting to redress its public deficit to 
ensure future multilateral financial aid 
that will help it avoid external financing 
difficulties. Romania, however, remains 
under the conditions established by  
its current programme with the 
International Monetary Fund (IMF)  
and the European Union (EU). Lastly,  
the Czech Republic has chosen orthodox 

fiscal policy as a voluntary strategy to 
maintain its international credibility 
among the best of the region. The 
differences between both situations are 
highlighted in how international 
investors perceive the risk involved. 
While the Czech Republic’s risk premium 
(measured as the cost of covering a three-
year bond non-payment) is below 75 basis 
points, it is within the zone of 400 basis 
points in Hungary and 300 basis points  
in Romania.

In spite of these relatively high levels  
in the case of Hungary and Romania,  
it should be noted that the sharp rises  
and falls in risk premia for the peripheral 
countries of the euro area have not 
stopped country-risk from falling slightly 
in the Hungarian and Romanian 
economies. This is largely due to the role 
played by financial aid from the IMF/EU 
as an anchor for confidence (effective or 
expected aid, as is the case). In Hungary, 
negotiations for financial aid from the 
Fund began in mid-July. The next round 

EMERGING EUROPE WILL GROW LESS THAN EXPECTED

Real growth (*)
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...although there is less 
financial stress since  
the beginning of June.

in the second quarter 
there’s a clear distinction 
between weak economies 
such as the Czech republic, 
Hungary and romania...
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will be held in September and the aid is 
expected to become effective during the 
last quarter. These expectations have 
helped to reduce the financial stress  
on the Hungarian economy. In the 
Romanian case, international confidence 
has been tested by the Parliament 
removing the country’s President. In spite 
of the doubts expressed by the EU on the 
constitutional validity of this procedure, 
the fact that the country has remained 
faithful to its conditions established by 
the IMF programme has calmed the fears 
of international investors.

With regard to the second group, the  
one made up of Slovakia and Poland,  
an analysis provides a counterpart to the 
developments we have just mentioned. 
Slovakia has ties with Germany and other 
central economies in the EU that are as 
close as those with the Czech Republic. 
However, to date, the start-up of certain 
automobile production projects and a 
moderately anti-cyclical fiscal policy have 
helped the country enjoy an excellent 
activity rate. Even more different is the 
case of Poland, whose domestic demand 

continues to show a cycle that is notably 
detached from the adverse external 
environment. 

Based on this situation, in general  
the third quarter is expected to see an 
additional but moderate worsening  
of activity, a trend that seems to be 
incipiently confirmed by the economic 
sentiment figures for July. Nonetheless,  
if the financial trend observed so far 
continues (i.e. risk premia continue  
their downward slide in Hungary and 
Romania and remain contained in the 
rest of the region’s economies) and the 
outlook we foresee for the euro area is 
confirmed (a gentle recovery as from the 
beginning of 2013), the five economies 
will probably have touched bottom 
between this third quarter and the  
last one of 2012. As from mid-2013,  
the upward cycle of emerging Europe 
should be more appreciable. At a 
quantitative level, this scenario would 
bring average growth in the order of 1.2% 
in 2012 and 2.1% in 2013 (moderately 
lower than the rates we expected before 
the summer).

...and the more dynamic 
economies such as Poland 
and slovakia.

Growth is expected to come 
in under forecast, both for 
2012 and 2013.
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awaiting events

The summer has been characterized by a 
tense wait for impending decisions to be 
taken in the euro area crisis. Greece and 
Spain are the main focuses of attention. 
Greece has asked for more time to  
apply the adjustment and reforms it is 
committed to, but its European partners 
will not announce their decision until 
September. Spain is pending the 
implementation of the already agreed 
bank bail-out terms and conditions,  
with a schedule that also becomes more 
intense as from September. The slow 
materialization of the European Council 
agreements of 29 June regarding 
«banking union» and the ECB’s 
reluctance to intervene in sovereign  
debt markets have increased investor 
concerns. There are also the evident 
difficulties of Spain’s economy to reduce 
its public deficit, forcing the adoption of 
further fiscal measures with an uncertain 
effect. As a result of these circumstances, 
global investor attention is focused on 
whether the Spanish government will 
finally ask the European bail-out fund  
for a second and more extensive aid 
programme.

Meanwhile, the slowdown in the pace  
of global economic activity and the 
deterioration in growth prospects  
for the next two years are also hindering 
the financial markets. On the other  
hand, over the last few weeks the hope 
has grown among investors that central 
banks may employ further quantitative 
measures to sustain and, if possible, boost 

the weakened economic and financial 
pulse worldwide. 

monetary authorities are  
shuffling their cards

Central banks play a crucial role in the 
current economic and financial scenario. 
Under the premise of securing financial 
and economic stability, monetary 
authorities are making their policies 
clearly expansionary, based on the use of 
various instruments of an extraordinary 
and innovative nature. At the same time, 
to reinforce the results of their actions 
and ensure they last, central bankers  
are also relentlessly calling for a 
contribution from political leaders in  
the form of ambitious structural reforms 
and far-reaching fiscal adjustments.  
This is clearly the case of the euro area 
and of the United States.

During the months of July and August, 
the actions of the European Central Bank 
(ECB) have occupied a large part of the 
headlines in global financial markets. 
The exceptional rise in the sovereign risk 
premium for several countries on the 
periphery and the deterioration in growth 
prospects for the region have led the ECB 
Council to adopt particularly significant 
measures. Of note among these, firstly,  
is the historical lowering of the official 
interest rate to 0.75% and the deposit 
facility interest rate to 0%. With both 
cuts, the ECB’s aim is to relax general 
monetary and financial conditions, 
improving the efficiency of the 

Greece, spain and the 
slowdown in world  
growth attract the 
attention of the markets.

most central banks  
are relaxing their  
monetary policy.

monetary and capital markets

FiNaNCiaL marKEts
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the ECB will only purchase 
peripheral public debt  
after a prior request from 
the countries to the EFsF.

mechanisms to pass on credit in the euro 
area. By lowering the official interest rate, 
it hopes to reduce financing costs in the 
long and medium term, while the 
reduction in the deposit interest rate aims 
to boost interbank market activity. 

The second significant measure has been 
the announcement of the ECB’s official 
position regarding its intervention in  
the debt markets for peripheral countries. 
This has been a key debating point over 
the last few months and the confused 
communication policy of ECB President, 
Mario Draghi, has had considerable 
impact on global markets. In principle, 
and as part of an unofficial conversation, 
Draghi made the following statement  
on developments in the euro area crisis: 
«Within our mandate, the ECB is ready  
to do whatever it takes to preserve the 
euro. And, believe me, it will be enough». 
Financial markets reacted immediately  
to his words, setting off a process of 

narrowing spreads for Spanish and 
Italian sovereign debt compared with 
Germany. But this optimism didn’t last 
long. After the regular meeting of the 
ECB’s Governing Council, Draghi stated 
that there are strict conditions for the 
ECB’s actions. Specifically, the institution 
will be prepared to buy up countries’ 
sovereign debt provided their 
governments have previously asked for 
help from the current European bail-out 
fund (EFSF/ESM). He also said that, 
should they intervene, the sovereign debt 
purchases would focus on the short part 
of the curve; in other words, maturities  
of between 1 and 3 years. Although  
this has brought about a considerable 
reduction in yields on Spanish and  
Italian 2-year bonds, it has not been well 
received by most observers who believe 
that certain aspects still need to be spelled 
out, such as how much debt would be 
bought and under what terms it will 
interact with the EFSF/ESM.

A MORE FLEXIBLE MONETARY POLICY FOR THE ECB

�e ECB o�cial interest rate and the EONIA rate

SOURCE: Bloomberg.
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the ECB urges European 
governments to continue 
carrying out fiscal and 
structural reforms.

the Fed keeps to its 
monetary strategy with  
the aim of sustaining 
economic growth.

In any case, the ECB continues to 
encourage governments in the euro area 
to adopt the necessary fiscal and 
structural measures to achieve a greater 
degree of stability and competitiveness. 
For its part, the ECB has undertaken  
to collaborate in designing and 
implementing the route map for 
«banking union», which would include 
the creation of a single supervisory  
bank and the possibility of giving  
bail-out funds more flexible powers  
(as concluded in the European Council  
of 28 and 29 June).

In the United States, the Federal Reserve 
(Fed) has kept to its monetary policy after 
the extension of the «Operation Twist» 
announced in June. According to Ben 
Bernanke, the head of the central bank, 
the figures gathered during the first half 
of the year point to domestic economic 
activity slowing up at a faster rate than 
initially estimated. The modest  
advances observed in the main indicators 
(private consumption, investment and 
employment) suggest that the level of 
growth for the next few quarters will 
remain around 2.5%. But those in charge 

sHOrt-tErm iNtErEst ratEs iN NatiONaL marKEts

As annual percentage

Euro area United States Japan United Kingdom Switzerland

ECB
auctions (2)

Euribor (5) Federal 
Reserve 

Board target 
level (3)

3-month
(5)

3-month
(5)

Bank  
of England  
repo rate (4)

3-month
(5)

3-month
(5)

3-month 1-year

2011

 July 1.50 1.61 2.18 0.25 0.26 0.20 0.50 0.83 0.24

 August 1.50 1.54 2.09 0.25 0.33 0.19 0.50 0.89 0.10

 September 1.50 1.55 2.08 0.25 0.37 0.19 0.50 0.95 0.15

 October 1.50 1.59 2.12 0.25 0.43 0.20 0.50 0.99 0.57

 November 1.25 1.47 2.04 0.25 0.53 0.20 0.50 1.04 0.77

 December 1.00 1.36 1.95 0.25 0.58 0.20 0.50 1.08 0.92

2012

 January 1.00 1.13 1.75 0.25 0.54 0.20 0.50 1.08 0.47

 February 1.00 0.98 1.61 0.25 0.48 0.20 0.50 1.06 0.57

 March 1.00 0.78 1.42 0.25 0.47 0.20 0.50 1.03 0.35

 April 1.00 0.71 1.31 0.25 0.47 0.20 0.50 1.01 0.54

 May 1.00 0.67 1.23 0.25 0.47 0.20 0.50 0.99 0.13

 June 1.00 0.65 1.21 0.25 0.46 0.20 0.50 0.90 0.09

 July 0.75 0.39 0.95 0.25 0.44 0.20 0.50 0.74 0.08

 August (1) 0.75 0.34 0.88 0.25 0.43 0.19 0.50 0.70 0.00

NOTES: (1) August 16.
(2) Marginal interest rate. Latest dates showing change in minimum rate: 7-04-11 (1.25%), 7-07-11 (1.50%), 3-11-11 (1.25%), 8-12-11 (1.00%), 5-07-12 (0.75%).
(3) Latest dates showing change: 11-12-07 (4.25%), 22-01-08 (3.50%), 30-01-08 (3.00%), 18-03-08 (2.25%), 30-04-08 (2.00%), 8-10-08 (1.5%), 29-10-08 (1%). 16-12-08 (0%-0.25%).
(4) Latest dates showing change: 10-04-08 (5.00%), 8-10-08 (4.5%), 6-11-08 (3.0%), 4-12-08 (2.0%), 7-01-09 (1.5%), 5-02-09 (1.0%), 5-03-09 (0.50%).
(5) Interbank rate.
SOURCES: National central banks, Bloomberg and own calculations.
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many analysts expect  
the Fed to use other 
monetary stimuli.

China and Brazil lower their 
official interest rates to 
underpin economic growth.

the Euribor falls to its 
lowest level since the euro 
was created.

at the Fed have also identified two clear 
risk factors that might compromise 
growth prospects. One is the worsening 
of the sovereign debt crisis in the euro 
area and the other is known as the «fiscal 
cliff». If the two parliamentary groups 
don’t reach an agreement in this respect, 
on 1 January 2013 there will be automatic 
fiscal contraction as the fiscal cuts from 
the Bush era will have expired. It is 
estimated that this phenomenon  
could lead to a sharp fall in the United 
States’ gross domestic product (GDP), 
channelled via a drop in public 
expenditure and an increase in the tax 
burden.

Based on these factors, the Fed has 
maintained its official interest rate within 
the range of 0%-0.25% to facilitate job 
creation and preserve price stability. The 
institution has also announced that it will 
continue reinvesting principal payments 
from agency debt and agency mortgage-
backed securities, as well as extending  
the average duration for its debt portfolio 
(Operation Twist). However, given the 
obstacles faced by the US economy, in the 
last few weeks the number of voices has 
increased, both within and outside the 
institution, claiming the need for the Fed 
to introduce some additional monetary 
stimulus in the economy. The main 
proposals revolve around the possibility 
of the central bank opting to recompose 
assets via a further extension to its 
Operation Twist or replacing treasuries 
with mortgage bonds. The months of  
July and August have been a fertile field 
for debate and rumour regarding this 
issue. An official statement is expected  
at the meeting of 13 September, which 
will be followed by a press conference  
in which Ben Bernanke might provide 
some more details. 

With regard to the situation in the 
emerging countries, as the months  
go by, the easing of monetary conditions 
is clearly becoming more intense and 
includes more and more countries. 
Economic indicators still show a 
weakening trend while inflation seems  
to be contained (although a problem has 
recently appeared in rising food prices, 
largely due to weather-related issues). 
Within this context, the main aim for 
central banks is to underpin growth, 
primarily by stimulating domestic 
demand, thereby offsetting the negative 
impact on their exports of the economic 
weakness in Europe and the United 
States. During the summer, the central 
banks of China and Brazil applied further 
quantitative easing measures. In China, 
the weakening of the main growth 
variables led its monetary authority  
to lower the official interest rate to 6%,  
as well as the deposit facility rate. In the 
case of Brazil, although this measure had 
largely been ruled out by investors, the 
central bank made its eighth cut in the 
official interest rate, down to 8%.

Within this context, interbank interest 
rates for the euro area have tended to fall 
due to the cut in the official rate made  
by the ECB in July. Specifically, the 
12-month Euribor rate has fallen to 
0.89%, its lowest since the euro was 
created. Similarly, the ECB’s decision to 
stop paying interest on the bank deposits 
it holds has sharpened the fall in the 
EONIA (the Euro OverNight Index 
Average) to 0.11%. 

the yield on spanish debt reaches  
a peak and then relaxes

The trend in debt markets in July and 
August was affected by the outcome of 
events in the periphery of the euro area 
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the yields of the most 
solvent economies fall, 
even to below 0%.

and doubts regarding world growth. At  
a European level, investors have followed 
the Spanish economy very closely. The 
political backing received at the meeting 
of European leaders at the end of June 
and the ratification of the Memorandum 
of Understanding for Spain’s bank bail-
out, together with the new plan of fiscal 
reforms promoted by the government, 
did not manage to ease tensions 
concerning Spain’s sovereign debt. 
Nervousness regarding Spain was fuelled 
by the uncertainty as to whether the 
country, with the announced measures 
and prevailing institutional framework, 
could break free from the vicious circle  
of debt, adjustments and recession. This 
feeling reached its peak when, in July, 
several autonomous communities asked 
the central government for financial aid, 
leading to a sharp rise in the yield on 
Spanish bonds. In particular, the yield  
for 10-year bonds reached its highest  
level since the euro came into force, 

namely 7.62%. In later weeks, and 
although doubts remained regarding  
the sustainability of public debt and 
access to funding in foreign capital 
markets, yields have fallen. This drop  
in the risk premium seems to be related  
to the possibility of the government 
requesting a second and more extensive 
bail-out, aimed directly at containing  
the cost of public debt and supported  
by actions by the ECB. 

At the same time, the debt of AAA-rated 
countries is benefitting the most from the 
credit turbulences in the south of the euro 
area. Needless to say, Germany stands  
out in this case. Since the end of June,  
the yields on German bonds have been  
at a record low, even offering negative 
interest rates on one and two-year bonds. 
Investor preference for high rated assets 
and the deterioration in global economic 
expectations are supporting this 
phenomenon. In the United States, the 

SOURCE: Bloomberg.
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the euro looks weak but 
benefits from a technical 
rebound.

yields offered for its debt have remained 
within the minimum ranges. Factors 
such as the context of weak economic 
growth, the stability of inflationary 
expectations and the possible use of 
monetary stimuli by the Fed are helping 
yields to remain at these exceptionally 
low levels. 

the euro fluctuates violently

The events happening in the euro area 
over the last two months have been 
clearly reflected in the euro’s exchange 
rate. The European currency came close 
to its lowest level against the dollar since 
2010 as a consequence of incessant doubts 
regarding the future viability of European 
Monetary Union. By mid-July it was 
approaching 1.20 dollars. This trend was 
also due to the ECB’s interest rate cut and 

the confirmation of the region’s extreme 
economic weakness. The importance of 
this last aspect has been highlighted by 
the IMF in its last report on the world 
economic outlook and its growth, stating 
that action by Europe’s political leaders  
is key to avoiding a prolonged recession. 
In fact, the euro did not only depreciate 
against the dollar. The exit of capital from 
euro-denominated money market funds 
to other, lower risk assets outside the euro 
area, and the reduction in euro reserves 
of central banks at a global level pushed 
up the value of currencies such as the 
pound sterling, Chinese renminbi and 
Japanese yen. In August, however, the 
euro saw a sharp upswing, so its rate 
against the dollar returned to the zone  
of 1.25. This movement seems to be 
technical in nature, a result of it being 
strongly over-sold and within a context  
of low trading volumes.

LONG-tErm iNtErEst ratEs iN NatiONaL marKEts

10-year government bonds at end of period as annual percentage

Germany France Spain Italy United States Japan United Kingdom Switzerland

2011

 July 2.5 3.2 6.1 5.9 2.8 1.1 2.9 1.4

 August 2.2 2.9 5.0 5.1 2.2 1.0 2.6 1.1

 September 1.9 2.6 5.1 5.5 1.9 1.0 2.4 0.9

 October 2.0 3.1 5.5 6.1 2.1 1.0 2.4 1.0

 November 2.3 3.4 6.2 7.0 2.1 1.1 2.3 0.9

 December 1.8 3.1 5.1 7.1 1.9 1.0 2.0 0.7

2012

 January 1.79 3.05 4.97 5.95 1.80 0.97 1.97 0.72

 February 1.82 2.88 4.99 5.19 1.97 0.96 2.15 0.72

 March 1.79 2.89 5.35 5.12 2.21 0.99 2.20 0.87

 April 1.66 2.96 5.77 5.51 1.91 0.90 2.11 0.72

 May 1.20 2.36 6.56 5.90 1.56 0.82 1.57 0.55

 June 1.58 2.69 6.33 5.82 1.64 0.84 1.73 0.67

 July 1.29 2.06 6.75 6.08 1.47 0.79 1.47 0.48

 August (*) 1.52 2.14 6.55 5.81 1.79 0.86 1.67 0.56

NOTE: (*) August 16.
SOURCE: Bloomberg.
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the possible actions  
to be taken by central 
banks support corporate 
bond markets.

Companies take advantage 
of lower interest rates  
to issue new debt.

more corporate bonds are being 
issued again

Continuing the trend seen in previous 
months, two factors have affected the 
performance of corporate bond markets 
during the summer: developments in  
the sovereign debt crisis of the euro area 
and the revisions of forecasts for world 
economic growth. July and August have 
alternated protagonism and dynamism. 
In July, the increase in doubts regarding 
the sustainability of European Monetary 
Union led to an upswing in credit 
spreads. In August, the expectation that 
the main central banks would take action 
has given way to a phase of relative 
relaxation in risk premia. A large number 
of companies have taken advantage of 
this circumstance to issue bonds, 
supported by the attraction these assets 
offer investors, eager for safety and yields 

higher than those offered by AAA-rated 
sovereign debt. The volume of issuances 
in the United States and in the countries 
of northern Europe has been high, 
considering the period of the year in 
question. Taking advantage of the 
historical fall in interest rates for 
investment grade bonds and the echo  
of this trend in high yield bonds, the total 
volume of bonds issued by developed 
economies since the beginning of the  
year exceeds the total volume issued 
throughout the whole of 2011.

However, the situation is very different in 
the periphery of the euro area. The bond 
market has barely been active, due to two 
aspects: the uncertainty hovering over the 
future of these economies and the sharp 
reduction in ratings for the main firms. 
But the clearest example, once again, can 
be found in the financial sector. The crisis 

ExCHaNGE ratEs OF maiN CurrENCiEs

August 16, 2012

Exchange rate
% change (*)

Monthly Over December 2011 Annual

Against US dollar

 Japanese yen 79.2 0.4 2.9 3.0

 Pound sterling 0.636 0.6 1.2 –4.6

 Swiss franc 0.975 –0.4 3.7 18.3

 Canadian dollar 0.989 –2.6 –3.2 0.7

 Mexican peso 13.124 –0.7 –6.2 6.6

Against euro

 US dollar 1.232 –0.4 4.9 14.5

 Japanese yen 97.6 0.8 –2.1 –13.4

 Swiss franc 1.201 0.0 –1.3 4.5

 Pound sterling 0.784 –0.2 –6.4 –11.7

 Swedish krona 8.245 –4.8 –8.2 –11.7

 Danish krone 7.445 0.1 0.2 –0.1

 Polish zloty 4.073 –2.9 –9.6 –1.8

 Czech crown 24.90 –1.8 –2.8 2.0

 Hungarian forint 278.1 –3.5 –13.3 3.0

NOTE: (*) Plus sign indicates appreciation of dollar (first group) or euro (second group).
SOURCE: Bloomberg.
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uncertainty in the 
periphery of the euro  
area restricts firms’ access 
to financing.

stock markets don’t  
see any great changes.

has led to issuances of senior debt barely 
managing to cover the maturities they are 
meant to cover. Similarly, issuances of 
covered bonds (represented mainly by 
mortgage-backed securities) have fallen 
by 50% since the spring.

On the other hand, the corporate bond 
markets of the emerging economies 
continue to benefit from the great 
resistance of their economies to the 
turbulences observed in the West. The 
continual arrival of foreign capital flows, 
attracted by a combination of good 
returns and safety, is supporting these 
markets. In particular, it’s worth noting 
the spectacular increase in issuances by 
Chinese companies during the first half 
of the year (60% more than the same 
period a year ago). This increase 
highlights the liberalization process 

occurring in these markets and 
companies’ decreasing dependence on 
bank loans.

stock markets go on holiday

In spite of the continued fluctuations  
in the stock markets during the summer 
months, the net balance for the period 
has been slightly positive. Initially, 
confirmation of the slowdown in world 
growth and the deterioration in leading 
business indicators weighed heavily on 
share prices. But the situation improved 
as investors started to value the possibility 
that the central banks of the main 
economies might choose to employ 
further monetary stimuli. However, it 
should be noted that, over the last few 
weeks, stock markets have become 

iNDiCEs OF maiN wOrLD stOCK ExCHaNGEs

August 18, 2012

Index
(*)

% monthly
change

% cumulative
change

% annual
change

New York

 Dow Jones 13,164.8 3.4 7.8 15.4

 Standard & Poor’s 1,405.5 3.8 11.8 17.8

 Nasdaq 3,030.9 4.6 16.3 20.1

Tokyo 9,092.8 4.2 7.5 –0.2

London 5,825.4 2.9 4.5 8.7

Euro area 2,432.9 8.0 5.0 4.7

 Frankfurt 6,957.4 6.0 18.0 16.1

 Paris 3,447.6 8.4 9.1 6.7

 Amsterdam 332.3 5.2 6.3 14.0

 Milan 14,845.4 8.2 –1.6 –6.6

 Madrid 7,263.4 11.2 –15.2 –16.3

Zurich 6,503.7 5.0 9.6 21.0

Hong Kong 19,963.0 4.4 8.3 –1.2

Buenos Aires 2,440.4 2.3 –0.9 –18.2

São Paulo 58,881.7 10.3 3.7 8.4

NOTE: (*) New York: Dow Jones Industrials, Standard & Poor’s Composite, Nasdaq Composite; Tokyo: Nikkei 225; euro area: DJ Eurostoxx 50; London: Financial Times 100; 
Frankfurt: DAX; Paris: CAC 40; Amsterdam: AEX; Milan: MIBTEL; Madrid: Ibex 35 for Spanish stock exchanges; Zurich: Swiss Market Index; Hong Kong: Hang Seng; Buenos 
Aires: Merval; São Paulo: Bovespa.
SOURCE: Bloomberg.
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the corporate earnings 
season meets expectations.

the spanish securities and 
investments Board bans the 
«short» selling of shares.

ibex companies announce 
plans to reduce their debt.

increasingly volatile, due to the great 
uncertainty caused by events in the 
European crisis and the low trading levels 
of the holiday period.

In the area of equity markets, another 
factor that has also boosted stock market 
trends is the corporate earnings season 
on both sides of the Atlantic. In the 
United States, in general terms, 
companies have not disappointed 
investors. They have announced earnings 
in line with expectations, even though 
sales have been affected by the economic 
slowdown in many cases. In the euro 
area, the sovereign debt crisis has started 
to take its toll on the earnings of some 
companies linked to the economic cycle. 
It has mainly been the shares from the 
financial sector that have recorded the 
largest fall in margins, due to their 
exposure to the debt of the region’s 
peripheral countries and tougher 
regulations in the sector. In the case of 
Spanish firms, the quarter-on-quarter 
earnings of Ibex 35 companies have not 
disappointed. The relatively good 
performance by international activity  

has offset the weakness in the domestic 
economy. However, the deterioration  
in the local market, falling house prices, 
poor economic prospects and difficulty 
in accessing financing have led to a wave 
of deleveraging plans in most companies. 
In order to carry this out, companies are 
resorting to selling shares, modifying 
shareholder pay-out policies and 
refinancing the terms of their debt.

Tensions due to uncertainty regarding the 
Spanish economy’s capacity to meet the 
requirements imposed by Brussels have 
been the main limitation to the Ibex 
improving. Highly significant events, 
such as the approval of the 
recapitalization plan for the financial 
sector by Eurogroup and the ratification 
of Spain’s rating at BBB+ by Standard & 
Poors have barely had any positive effect 
on the index. Given this circumstance, 
and in order to hinder opportunistic 
short-term investors, at the end of July  
the Spanish Securities and Investments 
Board (CNMV) imposed a ban on the 
«short» selling of shares.

First steps towards European unification of deposit guarantee schemes

Deposit Guarantee Schemes (DGS) are a mechanism of financial stability whose main aim is to protect depositors 
through a guarantee on cash deposits and securities(1) held with financial institutions. At a European level, any 
deposit holder would currently recoup up to 100,000 Euros of their deposits or financial instruments should their 
financial institution fail. In addition, DGSs usually have the power to intervene in institutions should this offer a 
cheaper solution than returning deposits, so that they must be completely coordinated with bank intervention and 
resolution mechanisms.

(1) In Spain, the Fondo de Garantía de Depósitos de Entidades de Crédito covers depositors (natural or legal persons) with balances in credit held 
on account and nominative deposit certificates. It also covers securities and instruments that investors have entrusted to a credit institution for 
their deposit or registration or to carry out an investment service. This scheme covers the non-restitution of securities or instruments belonging 
to the investor affected but in no case does it cover losses in the value of the investment or any credit risk. For more details on guaranteed deposits 
and/or securities, consult the website of the Fondo de Garantía de Depósitos de Entidades de Crédito (www.fgd.es).



SEPTEMBER 2012 45  THE SPANISH ECONOMY MONTHLY REPORT

Therefore, guarantee schemes are a key element for any financial system because they are a last resort guarantee 
for all depositors but, as they are not accompanied by strict supervision or market discipline, incorrect incentives 
might be established for institutions.

There are great national latitudes in the current European Directive that governs DGSs.(2) In Europe, there are 
around 40 guarantee schemes that cover different groups of depositors and deposits, up to different levels, and 
impose different financial obligations on institutions. Some are financed ex ante, i.e. via periodic contributions 
from institutions to the fund that manages the assets, while others are financed ex post, only when the fund 
requires resources in order to act. But all schemes share the fact that they are implicitly supported by their national 
Treasury should private funds not be enough to cover all depositors.

There is therefore a clear link between bank risk and sovereign risk in this respect. The structure and financing of 
DGSs are fundamental, together with bank supervision and resolution mechanisms, in the attempt to achieve 
greater banking union at a European level that breaks this link, helps Europe to exit the crisis and makes the zone 
more stable in order to prevent future crises.

Already along these lines, in July 2010 the European Union proposed a new DGS Directive which, among other 
things, requires that, within 10 years, all countries have a fund financed ex ante with up to 1.5% of the deposits 
insured; ex post contributions could represent a further 0.5% of these deposits. Moreover, the door has been opened 
to alternative financing methods, such as debt or loans between funds from different countries, although the 
precise circumstances or conditions have yet to be determined. Lastly, the Directive also proposes that, at the end 
of 2013, the deposit payment period should be reduced to just 7 days (compared with the current period of 20 days).

However, several key questions have still to be answered: what degree of DGS centralization must be achieved? 
How should they be financed? And, if necessary, how would the transfer of resources between schemes be 
managed? The answer to these questions differs, depending on whether we consider the medium/long-term or 
think short-term, in which urgent measures need to be taken to solve the pressing problems of the current crisis.

A complete centralization of DGSs at a European level is the only solution that would definitively break the link 
between bank risk and sovereign risk, at the same time as improving the management of joint funds (economies 
of scale). However, for countries this would mean their absolute loss of sovereignty in supervising and taking 
decisions on banking policy, in order to avoid negative incentives. In short, this solution would represent a step 
towards a model similar to that of the United States, where there is a single guarantee scheme, the FDIC. Moreover, 
it might require progress towards some kind of fiscal integration or to establish very clearly how and when 
extraordinary contributions should be made (how they should be distributed between countries, subsequent 
recovery, etc.) to ensure there is a back-stop or implicit guarantee that covers depositors under any circumstance.

Arriving at this solution is neither easy nor fast as it requires negotiations and very clear definitions regarding the 
contributions and role of each institutions and/or country. Because of this, in the short term an intermediate 
solution will have to be employed between the unsustainable current situation of diverse national schemes and 
complete integration. In this intermediate situation, national guarantee schemes would be maintained while, at 
the same time, a transfer system or supranational guarantee scheme would be set up.

(2) Directive 1994/19/EC of the European Parliament and of the Council, of 30 May 1994, amended by Directive 2009/14/EC with regard to 
coverage level and payout delay.
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To this end, firstly it is essential to harmonize criteria at a national level: type of financing, criteria to calculate 
contributions made by institutions, guaranteed deposits, level of insurance, etc. As established by the new 
European Directive, financing should be ex ante in all countries, although this does not exclude the possibility of 
extraordinary ex post contributions. On the other hand, contributions can be made by institutions based on their 
deposit market share (as is currently the case in Spain) or, as seems more reasonable, based on the institution’s level 
of risk (as proposed by the new European Directive). This latter approach avoids institutions with lower risk 
paying the price for institutions that have taken on greater risks but, on the other hand, makes this regulation 
more procyclical.

Secondly, it is necessary to establish how funds can be coordinated at a European level. One alternative would be 
to define a model for loans between national DGSs, as proposed by the Directive. But this method will not be 
effective in the case of Europe-wide crises or co-related crises between countries. Moreover, it might be problematic 
for countries that enter the crisis later and need to resort to the scheme once loans have been made and have not 
yet been recovered. It would be very complex to establish which fund must make the loan or how it should be 
shared out among countries and under which criteria.

It seems more feasible to set up a supranational guarantee scheme compatible with current national schemes, 
which only acts when a national fund has run out of resources. The phase of defining the financing and powers of 
this scheme would be very important. In this respect, a very clear definition would be required beforehand of the 
criteria and conditions for its use and for returning funds, in order to avoid negative subsidies and incentives. In 
short, this option would appear desirable insofar as it would be the start of the first few steps towards creating a 
single European DGS, with very well-defined contributions from each institution and/or country.

Lastly, it should be stressed that, irrespective of how these schemes are set up and financed, it is necessary to very 
clearly define when they can be used. The recent proposal by the European Directive on crisis management and 
resolution establishes mechanisms for early intervention and resolution of institutions with problems in order to 
find a cheaper and less traumatic solution for the system than having to replace client deposits (see the box «The 
crisis resolution framework: a first step towards banking union»). Therefore, the two systems (deposit guarantee 
scheme and resolution fund) will have to be coordinated before establishing to what extent restructuring of an 
institution avoids having to replace deposits and, consequently, determining the level of financing required for the 
deposit guarantee scheme.

This box was prepared by Anna Mialet Rigau 
Economic Analysis Unit, Research Department, ”la Caixa”
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Economic activity

sPaiN: OvEraLL aNaLysis

the recession intensifies

Tension in the public debt markets has 
intensified since mid-May. Spain’s risk 
premium compared to German bonds 
has increased over this period and went 
above 600 points in July. Given this 
worsening of the crisis, important 
decisions have been taken regarding 

economic policy. First was the approval  
of a line of credit from European bail-out 
funds of up to 100 billion euros to help 
restructure Spain’s banking sector. 
Subsequently, the announcement  
of a new package of fiscal adjustment 
measures by the government,  
increasing the probability of meeting its 
commitment to reduce the fiscal deficit. 

the sovereign debt crisis 
intensifies.

suPPLy iNDiCatOrs

Percentage change over same period year before

2010 2011
2011 2012

3Q 4Q 1Q 2Q July

Industry

 Electricity consumption (1) 2.9 –1.1 –1.1 –4.0 –1.9 –1.3 –2.4

 Industrial production index (2) 0.8 –1.4 –1.4 –5.0 –5.8 –7.0 ...

 Confidence indicator for industry (3) –13.8 –12.5 –14.4 –16.5 –14.8 –17.1 –18.6

 Utilization of production capacity (4) 72.0 73.3 73.3 72.7 72.5 73.4 71.6

 Imports of non-energy intermediate goods (5) 24.6 3.1 0.9 –4.0 –9.6 –7.2 ...

Construction

 Cement consumption –15.4 –16.7 –21.0 –26.8 –31.3 –37.8 ...

 Confidence indicator for construction (3) –29.7 –55.4 –58.6 –53.6 –50.4 –52.2 –45.4

 Housing (new construction approvals) –17.3 –14.6 –5.3 –26.1 –35.2 ... ...

 Government tendering –38.0 –46.2 –45.2 –59.8 –50.6 ... ...

Services

 Retail sales (6) –1.0 –5.4 –4.2 –6.5 –4.9 –6.3 ...

 Foreign tourists 1.0 6.8 8.0 6.1 2.6 3.1 4.4

 Tourist revenue inflows 3.9 8.6 8.8 5.7 0.5 ... ...

 Goods carried by rail (ton-km) 6.4 2.0 7.7 –9.8 –12.6 –7.6 ...

 Air passenger traffic 2.9 6.0 6.2 1.5 –5.4 –4.0 –2.5

 Motor vehicle diesel fuel consumption –1.2 –3.7 –3.1 –5.6 –4.2 ... ...

NOTES: (1) Adjusted for number of working days and temperature.
(2) Adjusted for public holidays.
(3) European Commission survey: difference between percentage of positive and negative replies.
(4) Business survey: percentage of utilization inferred from replies.
(5) By volume.
(6) Index (without petrol stations) deflated and corrected for calendar effects.
SOURCES: Red Eléctrica Española, OFICEMEN, AENA, National Institute of Statistics, Bank of Spain, European Commission, Ministry of Public Works, Ministry of Industry, 
Commerce and Tourism, Ministry of the Treasury and own calculations.
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the foreign engine might 
weaken within a context  
of a slowdown in Europe 
and the world in general.

Within this context, it is no surprise 
that economic activity continued  
to shrink over the second quarter. 
Specifically, according to the leading 
figures provided by the Spanish 
statistics institute (INE), gross domestic 
product (GDP) fell by 0.4% compared 
with the previous quarter, thereby 
recording a third quarter of negative 
growth. This places the GDP year- 
on-year growth rate at –1.0%. The 
breakdown by component is still not 
available but, according to the Bank  
of Spain’s estimates, this fall in GDP  
is fundamentally due to weak domestic 
demand, with a contribution of –1.2 
percentage points in the second quarter. 
However, net foreign demand provided 
a positive contribution to GDP of 0.8 
percentage points. So the trend that 
started in the third quarter of 2008 
continues, namely domestic demand 
shrinking and net exports expanding. 

This performance by the foreign sector  
is helping to improve the current account 
balance. However, there are risks to the 
foreign engine continuing to offset the 
drop in Spain’s GDP. Year-on-year 
growth in the euro area’s GDP entered 
negative terrain in the second quarter and 
the bulk of the evidence available suggests 
that it will continue to fall in the third. 
Given this situation, Spain’s exports  
could be seriously affected as Europe is  
its main trading partner. The generalized 
slowdown in the world economy adds  
to the risk of a decline. 

On the domestic front, several factors 
have contributed to the growing 
weakness in private demand. Increasing 
financial turbulence in the second 
quarter has added uncertainty to an 
economic scenario that was already very 
weak and has affected the confidence  
of economic agents, who are postponing 

ECONOMIC SENTIMENT POINTS TO A DROP IN GDP

Quarter-on-quarter GDP growth and index of economic sentiment

SOURCES: National Institute of Statistics and European Commission.
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their consumption and investment 
decisions. 

One way of illustrating this rise in 
uncertainty is by looking at the range  
of opinions regarding the future 
performance of Spain’s economy. We 
have constructed an uncertainty index 
based on the spread in growth forecasts 
for the Spanish economy made by a group 
of experts and presented by Consensus 
Forecasts. Specifically, we have calculated 
the standard deviation of one-year 
growth forecasts and have normalized 
these figures to correct the effect that 
uncertainty regarding next year’s growth 
rate diminishes as the year progresses. 
The below graph shows a sharp rise in  
the uncertainty index over the last few 
months. 

Another factor affecting the weaker 
economic tone is the difficulty 
encountered by Spanish financial 
institutions to secure financing on 
wholesale markets. This has forced banks 

to be more demanding when granting 
credit to firms and households. In turn, 
this speeds up the deleveraging of non-
financial sectors and refrains the 
potential growth of Spain’s economy. 

This all points to household consumption 
continuing to fall over the coming 
months. The consumer confidence index 
fell to –29.2 points in July (–25.1 points  
in June) while retail sales in June recorded 
a fall of 4.8% year-on-year. This situation 
is not helped by the persistent weakness 
in the labour market either, as it reduces 
households’ disposable income. 
Moreover, the hike in value added tax 
(VAT) as from 1 September will 
significantly raise prices and 
consequently limit households’ 
purchasing capacity.

In the case of companies, the 
unfavourable economic climate has 
adversely affected their investment 
decisions. The Bank of Spain estimates 
that investment in capital goods in the 

Private consumption lacks 
support.

GROWING UNCERTAINTY HELPS TO WEAKEN ACTIVITY

Index of uncertainty

NOTE: Spread between growth forecasts for the Spanish economy at one year from Consensus Forecasts, normalized by the 
monthly mean. Moving average 3 months.
SOURCES: Consensus Forecasts and own calculations.
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second quarter fell by 2.2% quarter-on-
quarter, as well as predicting contraction 
in the rest of the investment components. 
No change in trend is expected for the 
next few months. The index of economic 
sentiment fell to 87.7 points in July, its 
lowest figure since 2009. The purchasing 
managers’ index (PMI) for July stood at 
42.3, thereby posting 15 months below  
50 points, the value as from which 
activity shrinks.

Unlike in previous recessions, public 
consumption and investment won’t be 
able to offset the drop in private demand. 
To give a recent example, in the 2008-
2009 recession the public sector made  
a positive albeit modest contribution  
to growth in GDP. However, the public 
sector’s level of debt makes it unlikely  
that the public sector can act as a stimulus 
in this recession. In the first quarter of 
2012, public consumption had a negative 
contribution of –0.1 percentage points 

and the Bank of Spain predicts that this 
contribution was even more negative  
in the second quarter. Moreover, due to 
the extent of fiscal adjustment that must 
be carried out in 2012 as a whole, a 
significant contraction in public spending 
and investment is expected for the second 
half of the year. 

The measures announced by the 
government in July are a step in the right 
direction in order to meet the deficit 
targets agreed with the European 
Commission. On the one hand, fiscal 
measures have been approved with the 
aim of increasing government revenue 
while attempting to minimize their effect 
on economic activity. The decision has 
therefore been taken to raise indirect 
taxes (a VAT increase) and reduce Social 
Security contributions, which should 
stimulate job creation. On the other hand, 
measures have been taken to contain 
spending, such as cutting civil servant 

DEmaND iNDiCatOrs

Percentage change over same period year before

2010 2011
2011 2012

3Q 4Q 1Q 2Q July

Consumption 

 Production of consumer goods (*) 0.8 –1.0 0.7 –2.2 –3.7 –4.6 ...

 Imports of consumer goods (**) –9.5 –2.2 1.2 0.4 –6.1 –11.3 ...

 Car registrations 3.1 –17.7 –0.7 –5.5 –1.9 –13.7 –17.2

 Credit for consumer durables –12.3 –9.9 –4.4 –10.4 –12.8 ... –

 Consumer confidence index (***) –20.9 –17.1 –15.8 –16.8 –24.6 –29.0 –29.2

Investment

 Capital goods production (*) –3.3 0.8 2.6 –4.8 –10.3 –13.8 ...

 Imports of capital goods (**) 6.5 –3.1 –1.5 –7.2 –11.5 –11.9 ...

 Commercial vehicle registrations 7.0 –6.6 5.8 –15.1 –19.1 –26.6 –21.9

Foreign trade (**) 

 Non-energy imports 10.3 1.0 0.8 –3.1 –8.7 –8.5 ...

 Exports 15.6 10.1 10.9 5.4 –0.3 2.7 ...

NOTES: (*) Adjusted for public holidays.
(**) By volume.
(***) European Commission survey: difference between percentage of positive and negative replies.
SOURCES: ANFAC, National Institute of Statistics, Bank of Spain, Ministry of the Treasury, European Commission and own calculations. 
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wages and reducing unemployment 
benefit after six months. Moreover,  
an ambitious plan of reforms has been 
announced, running over several years, 
as well as liberalizing several economic 
sectors that, to date, had enjoyed certain 
restrictions to free competition. For 
example, the liberalization of retail 
opening hours and professional services. 

In the medium and long term, these 
measures should contribute positively to 
the economy’s growth. On the one hand, 
fiscal consolidation will assure the 
sustainability of Spain’s public debt and 
improve confidence both at home and 
abroad. On the other hand, the structural 
reforms will improve efficiency. However, 
they will probably lead to contraction in 
the short term. The impact of these new 
measures, which will be concentrated in 
the second half of 2012, is in addition to a 
context of generalized economic decline. 
Given this new scenario, the growth 
prospects for 2012 and especially for 2013 
have been revised downwards. 

In July, the International Monetary  
Fund lowered its growth forecast for the 
Spanish economy on two occasions. First, 

in the update of its report on the outlook 
of the world economy for July, it revised 
Spain’s growth from 0.4% to –1.5% for 
2012, and from –0.7% to –0.6% for 2013. 
At the end of July, after taking the new 
adjustment measures into account, GDP 
growth was lowered again to –1.7%  
in 2012 and –1.2% in 2013. 

Even the Spanish government has 
revised its macroeconomic estimates 
downwards and has lowered its growth 
forecast for GDP in 2013 from 0.2% to 
–0.5%. Along these lines, we have also 
revised our growth forecasts for Spanish 
GDP down to –1.5% in 2012 and –1.5%  
in 2013.

Spain is facing a decisive second half  
of the year to resolve the debt crisis.  
The government’s ability to quickly and 
effectively implement the adjustments 
announced will be a key factor in 
determining a prompt solution to the 
crisis. The ability of European leaders to 
make fast progress in fiscal and banking 
union will also be crucial. Only then  
will we be able to embark upon a process 
of sustained recovery for the Spanish 
economy.

widespread downward 
revision of growth 
forecasts.
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No respite in the labour market

The outlook for the labour market in  
the third quarter is not very encouraging, 
as highlighted by the most recent data  
for July. In fact, although the total people 
registered as employed with Social 
Security increased by 4,896, this was the 
lowest rise for this month since the series 
started. This figure becomes a fall of 
almost 68,000 if we take seasonal factors 
into account. The increase was quite a lot 
smaller than expected and the rate of fall 
in the number of registered employed 
worsened by 0.3 percentage points to 
3.4% year-on-year. Over the next few 
months employment is expected to fall 
further, coinciding with the end of the 
summer season. The expected squeeze  
in economic activity won’t help the labour 

market either. The year therefore  
ended in December with a drop in the 
number of registered employed of at least 
3.0% year-on-year. 

Registered unemployment also 
performed badly in July as, although it 
fell by 27,814 people to a total of 4,587,455, 
taking seasonal effects into account  
the number of unemployed actually 
increased by 54,000, 12.4% more than  
in the same month of 2011. At the end  
of 2012 the year-on-year growth rate for 
registered unemployment will probably 
be close to 10%.

July’s figures therefore represent a 
significant deterioration in the labour 
market after a second quarter that  
was already quite negative. In fact, the 

Job figures remain very 
weak in July.

Labour market

SOURCES: Ministry of Labour and Immigration, Public Employment O�ces and own calculations.

THE LABOUR MARKET SHOWS NO SIGN OF IMPROVING IN THE THIRD QUARTER
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the LFs confirms a negative 
balance for the labour 
market in the second 
quarter of 2012.

employment figures from the labour  
force survey (LFS) for the second quarter 
of the year also show a clear drop in 
employment. According to the LFS,  
the number of employees fell by 15,900 
people, pushing the year-on-year drop  
in employment up by 0.9 percentage 
points to 4.8%. This contrasts with the 
rise of 151,300 in the number of employed 
during the same period a year ago. After 
the sharp contraction in employment 
recorded in the second quarter of 2009, 
namely 145,800 people, this is the worst 
result since 1992. 

By group, restaurants and catering 
continued to withstand the fall, with  
a similar increase in absolute terms to 
that of the same period a year ago. This 
confirms the good performance of the 
tourism industry, which is helping to 
contain the fall in economic activity. 
Hotels and restaurants therefore created 
130,000 jobs from April to June in 2012. 
However, this increase was not enough  
to completely offset the spread of the 
recession to most other branches of 
activity. In this respect, of note are the job 
losses in public administration, totalling 

EstimatED EmPLOymENt

Second quarter 2012

No. of
employees

(thousands)

Quarterly change Accumulated change Annual change %  
shareAbsolute % Absolute % Absolute %

By sector

 Agriculture 732.3 –43.9 –5.7 –76.1 –9.4 –8.9 –1.2 4.2

 Non-farm 16,685.0 28.0 0.2 –314.1 –1.8 –876.8 –5.0 95.8

  Industry 2,438.2 –21.1 –0.9 –88.1 –3.5 –139.5 –5.4 14.0

  Construction 1,192.9 6.2 0.5 –84.0 –6.6 –237.3 –16.6 6.8

  Services 13,053.9 42.9 0.3 –142.0 –1.1 –500.0 –3.7 74.9

By type of employer

 Private sector 14,376.2 47.1 0.3 –295.2 –2.0 –709.3 –4.7 82.5

 Public sector 3,041.1 –63.0 –2.0 –95.0 –3.0 –176.4 –5.5 17.5

By work situation

 Wage-earners 14,397.3 –13.9 –0.1 –431.9 –2.9 –895.1 –5.9 82.7

  Permanent contract 10,990.8 4.4 0.0 –133.9 –1.2 –398.8 –3.5 63.1

  Temporary contract 3,406.5 –18.3 –0.5 –297.9 –8.0 –496.4 –12.7 19.6

 Non-wage-earners 3,012.4 –2.5 –0.1 43.7 1.5 10.2 0.3 17.3

  Entrepreneurs with employees 924.9 15.0 1.6 21.3 2.4 –27.8 –2.9 5.3

  Entrepreneurs without employees 1,959.9 –16.9 –0.9 24.7 1.3 54.2 2.8 11.3

  Family help 127.6 –0.6 –0.5 –2.3 –1.8 –16.2 –11.3 0.7

 Other 7.6 0.5 7.0 –2.0 –20.8 –0.8 –9.5 0.0

By time worked

 Full-time 14,817.0 –110.2 –0.7 –532.0 –3.5 –898.0 –5.7 85.1

 Part-time 2,600.3 94.3 3.8 141.8 5.8 12.3 0.5 14.9

By sex

 Males 9,496.7 –30.6 –0.3 –308.9 –3.2 –570.1 –5.7 54.5

 Females 7,920.5 14.6 0.2 –81.4 –1.0 –315.7 –3.8 45.5

TOTAL 17,417.3 –15.9 –0.1 –390.2 –2.2 –885.7 –4.8 100.0

SOURCES: National Institute of Statistics and own calculations.
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almost 41,000 people, as a consequence of 
the economic adjustment which involves 
substantial cuts in government spending. 
Almost 120,000 jobs have been lost in this 
group over the course of the last year, 
compared with 26,400 jobs created  
in 2011 as a whole. 

A drop in employment in industry  
can also be seen in the LFS data for the 
second quarter of the year, specifically 
21,000 people, highlighting the fact that 
industry is also suffering considerably 
from the recession. Similarly, the branch 
of trade also presented worse figures than 
for the same period a year ago, losing 
more than 44,000 jobs.

For its part, according to the LFS, the 
total number of unemployed increased  
by 53,500, representing a 17.8% rise  
year-on-year and bringing the total up to 
5,693,100. As the labour force grew, rather 
unexpectedly, by 37,600 people, the 

unemployment rate increased by almost 
0.2 percentage points to 24.6%. This 
percentage is a record high (see the graph 
below). Moreover, given the recessionary 
situation of the economy and the debt 
crisis that is having a far-reaching effect 
on the peripheral countries, the outlook  
is for unemployment to continue rising 
throughout the coming year, albeit more 
moderately. 

A little less gloomy is the trend in the 
employment rate as, although this has 
fallen increasingly since the start of the 
recession, it now stands at more than  
5 percentage points above the record  
lows seen in previous crises. To some 
extent, this relieves the dramatic view  
of the labour market offered by the  
rising unemployment rate. Although  
the employment rate might go on falling 
if the economic situation continues to 
worsen, it is highly unlikely to return  
to such low levels as seen in the past.

Job creation in hotels and 
restaurants in the second 
quarter partly offsets the 
bad performance by the 
rest of the branches  
of activity.

the unemployment  
rate increases to 24.6%.

HUGE JOB LOSSES IN PUBLIC ADMINISTRATION

Quarter-on-quarter change in employment by activity branch Year-on-year change in employment by activity branch

SOURCES: National Institute of Statistics and own calculations.
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LaBOur FOrCE, EmPLOymENt aND uNEmPLOymENt By autONOmOus COmmuNity

Second quarter 2012

In work force Employed Unemployed Unemploy-
ment rate

(%)Total
(thousands)

Annual 
change

% annual 
change

Total
(thousands)

Annual 
change

% annual 
change

Total
(thousands)

Annual 
change

% annual 
change

Andalusia 4,018 51 1.3 2,655 –133 –4.8 1,363 184 15.6 33.9

Aragon 656 5 0.7 534 –4 –0.8 122 9 7.7 18.6

Asturias 484 –1 –0.1 382 –19 –4.8 102 19 22.5 21.0
Balearic Islands 612 19 3.2 482 4 0.9 130 15 12.6 21.3

Canary Islands 1,119 4 0.3 748 –35 –4.5 371 39 11.7 33.1

Cantabria 277 0 –0.1 229 –7 –3.1 48 7 17.6 17.4

Castile-Leon 1,184 0 0.0 950 –41 –4.1 234 41 21.1 19.8

Castile-La Mancha 997 –6 –0.6 710 –62 –8.0 286 55 24.0 28.7

Catalonia 3,742 –84 –2.2 2,921 –215 –6.8 822 131 18.9 22.0

Valencian Community 2,493 –8 –0.3 1,817 –92 –4.8 676 84 14.2 27.1

Extremadura 492 –4 –0.8 328 –53 –14.0 164 50 43.1 33.4

Galicia 1,310 –1 –0.1 1,034 –58 –5.3 276 56 25.6 21.1

Madrid Community 3,410 –1 0.0 2,767 –100 –3.5 643 98 18.1 18.9

Murcia 745 10 1.4 550 –5 –0.9 195 15 8.5 26.2

Navarre 311 1 0.2 260 –11 –4.0 51 11 28.1 16.4

Basque Country 1,038 –15 –1.4 886 –44 –4.7 151 29 23.4 14.6

La Rioja 156 0 0.3 120 –9 –7.2 35 10 38.3 22.7

Ceuta and Melilla 68 4 6.9 44 –3 –6.0 24 7 43.1 35.1

Total 23,110 –26 –0.1 17,417 –886 –4.8 5,693 859 17.8 24.6

SOURCES: National Institute of Statistics and own calculations.
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upward pressure

In July, the year-on-year rate for the 
consumer price index (CPI) stood at 
2.2%, 0.3 percentage points more than  
the figure posted for the previous month. 
The month-on-month rate for prices 
shrank by 0.2%, repeating the change  
for the month of June. For its part, core 
inflation, i.e. excluding fresh foods and 
energy, increased by 0.1 percentage points 
to 1.4%. Among the groups with the 
greatest positive effect on the month’s 
figures were medicine, transport, housing 
and the component of leisure and culture. 

With regard to the group of medicine,  
its monthly change was 9.7%, due  
mainly to the rise in prices for drugs  
and other pharmaceutical products, as a 
consequence of the change in co-payment 

rules. Although the group of medicine 
only accounts for 3.1% of the CPI’s  
basket of goods, the change in the specific 
rules for financing medicine has led  
to a 0.3 percentage point increase in the 
general CPI’s rate of change for July. This 
increase has been even greater in those 
autonomous communities where an 
additional, regional surcharge has also 
been implemented. For example, in 
Catalonia the month-on-month increase 
for this component was 17.6%.

The transport component, whose annual 
change has risen by 0.9 percentage points 
over June, has placed growth at 3.8%. 
This increase is mainly due to rising fuel 
and oil prices and also, albeit to a lesser 
extent, because of the subgroup of air 
transport, which has risen more than in 
July last year. As can be seen in the graph 

the CPi increases  
by 0.3 percentage points 
and stands at 2.2%.

Prices

SOURCE: Bloomberg.
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rising oil prices and co-
payment for pharmaceutical 
products put a stop  
to the downward trend  
for inflation...

...while clothing and 
footwear, household items 
and communications offset 
the rise in inflation.

above, in July there was an increase in  
oil prices that has pushed up transport’s 
contribution by 0.2 percentage points 
with regard to July’s variation in the CPI. 

On the other hand, we mustn’t forget the 
component of housing, which accounts 
for 12.0% of the consumer basket of 
goods and which, with a monthly rise of 
1.5%, has affected the general CPI rate by 
almost 0.2 percentage points. The main 
cause of this increase are rising electricity 
and gas prices as well as heating fuel, 
although the increase has been smaller  
in this last case. 

It should be noted that the increase in 
electricity prices aims to reduce the tariff 
deficit caused by the difference between 
what consumers pay on their bills and  
the cost recognised by the electricity 
companies. The electricity tariff had been 
frozen over the last decade, irrespective of 
the declared energy costs. The increase in 
oil prices over the last few years towards  
a new historical average lies behind this 

tariff deficit. In other words, the rising 
trend in oil prices over the last few 
decades is now starting to be felt by  
the CPI. 

Lastly, the group of leisure and culture 
has posted a month-on-month growth 
rate of 2.0% due to higher package 
holiday prices, quite typical at this time  
of year. This has added almost  
0.2 percentage points to the CPI.

However, three groups have pushed  
down the general index, offsetting the 
rise caused by the above-mentioned 
components. The first is clothing and 
footwear, down 12.2% month-on-month, 
as is typical for prices during the sales 
season. The second group is household 
items, decreasing by 1.1% month-on-
month due to lower prices for household 
textiles and furniture. Finally, 
communication, with a monthly fall of 
1.8%, particularly due to lower telephone 
service charges.

PHARMACEUTICAL CO-PAYMENTS AND OIL PUSH UP INFLATION

Year-on-year change in CPI

SOURCE: National Institute of Statistics.
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the vat hike is likely  
to push up the CPi.

Over the coming months, the greatest 
impact will come from the reform of 
value added tax (VAT) which comes into 
force on 1 September. In summary, the 
low VAT rate will rise from 8% to 10% 
and the general rate from 18% to 21%. 
Some products and services have also 
been reclassified so that, instead of 
charging the lowest rate, they will now 
have to charge the general rate. If this 
hike is passed on to consumers in its 
entirety, and assuming there is no drop  
in consumption, the impact will be 

somewhat more than two percentage 
points. 

One useful comparison in terms of how 
far this tax hike would be passed on to 
consumers would be to assume a similar 
situation to that of July 2010; in this case, 
the impact would be approximately 0.8 
percentage points. However, there is one 
difference compared with the VAT hike 
in 2010, namely that it was announced 
long in advance so that companies could 
bring forward their price increases.

CONsumEr PriCE iNDEx By COmPONENt GrOuP

July 2012

Indices
(*)

% monthly change % change over
previous December % annual change

2011 2012 2011 2012 2011 2012

By type of spending

 Food and non-alcoholic beverages 101.9 0.2 –0.2 1.1 0.8 2.4 1.8

 Alcoholic beverages and tobacco 107.0 2.0 0.2 –0.4 4.8 5.6 9.5

 Clothing and footwear 92.9 –12.0 –12.2 –14.6 –14.7 0.0 0.2

 Housing 106.1 1.1 1.5 5.2 4.8 7.4 5.4

 Furnishings and household equipment 100.0 –0.8 –1.1 –0.2 –1.0 1.1 0.3

 Health 107.1 –0.1 9.7 –0.1 9.6 –0.7 6.6

 Transport 104.2 0.6 1.5 4.4 3.3 7.7 3.8

 Communications 95.0 –1.0 –1.8 –1.0 –4.1 –1.2 –4.6

 Recreation and culture 101.8 2.3 2.0 1.5 0.4 –0.1 0.3

 Education 102.1 0.0 0.0 0.1 0.1 2.3 2.8

 Restaurants and hotels 101.5 0.7 0.6 2.0 1.5 1.7 0.8

 Other goods and services 101.5 –0.2 –0.2 2.0 0.8 3.0 1.4

By group

 Processed food, beverages and tobacco 102.9 0.6 0.0 1.4 1.4 3.4 3.2

 Unprocessed food 101.9 0.1 –0.4 –0.1 1.1 1.6 2.0

 Non-food products 101.7 –0.8 –0.3 0.6 0.3 3.2 2.0

 Industrial goods 101.8 –2.2 –1.0 –0.6 –0.5 4.6 3.1

  Energy products 108.9 1.6 3.2 9.9 7.4 16.0 7.8

  Fuels and oils 107.5 1.8 3.1 10.0 5.7 16.5 6.3

  Industrial goods excluding energy products 98.9 –3.8 –2.9 –4.4 –3.8 0.4 1.0

 Services 101.6 0.6 0.5 1.7 1.0 1.7 1.0

 Underlying inflation (**) 100.9 –0.9 –0.7 –0.5 –0.5 1.6 1.4

GENERAL INDEX 101.9 –0.5 –0.2 0.7 0.5 3.1 2.2

NOTES: (*) Base 2011 = 100.
(**) General index excluding energy products and unprocessed food.
SOURCE: National Institute of Statistics.
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we increase our inflation 
forecast for this year  
from 1.8% to 2.2%.

These two calculations provide us with 
an estimate of the possible range of 
impact of the VAT hike on the consumer 
price index. 

It is very difficult to anticipate the final 
effect as household spending will not  
be immune to the rise in prices caused  
by this fiscal measure. On the other  
hand, although firms would like to pass 
on the whole increase to consumers, the 
currently weak economy stops them from 
doing so, in case they lose market share  
to their rivals. Although, certainly, for 
some business sectors their margins have 
fallen to such an extent that they cannot 
withstand a further squeeze. In other 
words, firms are facing a complicated 
situation in terms of their pricing policy.

In any case, and in spite of the 
uncertainty regarding the final outcome 
of this measure, prudence forces us to 
take note of this effect and revise our 

inflation forecasts for the whole of this 
year, which we have increased from 1.8% 
to 2.2%. It is therefore likely that year-on-
year inflation will come close to 3.0%  
in the months of October and November. 
This «step up» will mean that inflation, 
which has hovered around 2% this year, 
will remain one percentage point higher 
until the effect of the tax hike on CPI 
gradually adjusts. 

Obviously, if this forecast turns out to  
be accurate, it would have two negative 
effects on Spain’s economy. Firstly, higher 
inflation means a reduction in household 
disposable income within a context where 
wages will not be able to grow at the same 
rate. Secondly, Spain’s inflation would  
be higher than Europe’s and it would 
therefore lose competitiveness. In both 
cases this effect would be temporary and 
could be handled, but the consequences 
would not be positive.

CONsumEr PriCE iNDEx

2011 2012

%
monthly
change

% change 
over December 

2010

%
annual
change

%
monthly 
change

% change 
over December 

2011

% 
annual 
change

January –0.7 –0.7 3.3 –1.1 –1.1 2.0

February 0.1 –0.6 3.6 0.1 –1.0 2.0

March 0.7 0.1 3.6 0.7 –0.3 1.9

April 1.3 1.4 3.8 1.4 1.1 2.1

May 0.0 1.3 3.5 –0.1 0.9 1.9

June –0.1 1.2 3.2 –0.2 0.7 1.9

July –0.5 0.7 3.1 –0.2 0.5 2.2

August 0.1 0.8 3.0

September 0.2 1.0 3.1

October 0.8 1.8 3.0

November 0.4 2.2 2.9

December 0.1 2.4 2.4

SOURCE: National Institute of Statistics.
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trade with countries outside the Eu 
continues to improve the trade 
balance

The foreign sector’s good performance 
once again prevented a greater slump  
in Spain’s economy in the second quarter  
of 2012. According to the Bank of Spain’s 
estimates, foreign demand’s contribution 
to quarter-on-quarter growth in the  
gross domestic product (GDP) was  
0.8 percentage points, 0.6 percentage 

points more than in the previous  
quarter. This greater contribution can  
be explained by the fall in imports and  
the slight recovery in exports.

Within this context, in June the 
cumulative trade deficit for the last twelve 
months fell to 3.8% of GDP, almost  
6 percentage points below the maximum 
reached in 2008. Of note was the sharp 
correction in the non-energy component 
in this period which, for the first time 

Exports contribute  
0.8 percentage points  
to growth in the second 
quarter.

Foreign sector

FOrEiGN traDE 

January-June 2012

Imports Exports Balance
Export/
Import
rate (%)Million

euros
% annual

change
by value

%
share

Million
euros

% annual
change
by value

%
share

Million
euros

By product group

 Energy products 31,372 13.9 24.4 7,072 11.8 6.4 –24,300 22.5

 Consumer goods 27,828 –5.2 21.6 35,618 1.2 32.4 7,791 128.0

  Food 7,654 –0.1 6.0 14,294 9.0 13.0 6,640 186.8

  Non-foods 20,174 –7.0 15.7 21,324 –3.5 19.4 1,150 105.7

 Capital goods 7,628 –10.2 5.9 9,061 –2.4 8.2 1,434 118.8

 Non-energy intermediate goods 61,789 –5.0 48.0 58,223 4.8 52.9 –3,566 94.2

By geographical area

 European Union 65,025 –5.9 50.6 70,565 –0.2 64.2 5,540 108.5

  Euro area 52,457 –6.5 40.8 55,978 –1.5 50.9 3,521 106.7

 Other countries 63,590 3.7 49.4 39,409 10.5 35.8 –24,181 62.0

  Russia 3,970 –16.6 3.1 1,392 19.9 1.3 –2,578 35.1

  United States 5,098 –3.7 4.0 4,285 1.0 3.9 –813 84.1

  Japan 1,574 –5.1 1.2 1,039 18.3 0.9 –535 66.0

  Latin America 11,162 35.9 8.7 6,880 15.1 6.3 –4,283 61.6

  OPEC 15,868 18.9 12.3 5,178 30.8 4.7 –10,690 32.6

  Rest 25,919 –7.6 20.2 20,636 6.1 18.8 –5,283 79.6

TOTAL 128,616 –1.4 100.0 109,974 3.4 100.0 –18,642 85.5

SOURCES: Ministry of the Economy and own calculations.
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since 1986, was back in positive  
terrain and stood at 3.32 billion euros.  
The Spanish economy’s increased 
competitiveness and weak domestic 
demand are the main factors behind  
this adjustment.

In fact, the different competitiveness 
indicators have clearly improved over the 
last few years. For example, Spain’s unit 
labour costs have fallen by 13.3% more 
than in the rest of developed countries 
since 2008. Most recently this trend has 
been strengthened by the euro’s loss in 
value against the rest of international 
currencies. This sustained the good 
performance by Spanish exports in June, 
up by 5.1% year-on-year in spite of the 
weakness in the world economy and 
particularly the countries in the euro 
area. In fact, cumulative exports over  
the first six months of the year to member 
states of the Monetary Union, the main 
destination for Spanish exports, fell by 
1.5% compared with the same period a 

year ago. A performance that contrasts 
significantly with the strong growth 
recorded in other regions such as Latin 
America, Asia and Africa, namely 15.1%, 
18.1% and 26.9% respectively.

As can be seen in the graph above, 
although the relative weight of trade with 
these three regions is quite small, their 
high demand in the first half of 2012 
turned them into the main engine of 
Spanish sales abroad. Specifically, they 
jointly contributed 3.5 percentage points 
in this period. This growth was partly 
hindered by the negative contribution of 
exports to the euro area of 0.8 percentage 
points. A figure that contrasts with  
last year, when the contribution was  
5.1 percentage points.

In the case of imports, weak domestic 
demand is the other factor helping the 
external imbalance to gradually correct 
itself. In the month of June, imports fell 
for the sixth consecutive month, down 

Exports to the euro area  
fall by 1.5% year-on-year 
during the first half  
of 2012.

weak domestic demand 
keeps the squeeze  
on imports.

THE WEAKNESS OF THE EUROPEAN ECONOMY HINDERS GROWTH IN EXPORTS

Contribution to the year-on-year change in nominal exports

SOURCE: Customs Department.
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the number of foreign 
visitors picks up during  
the summer months.

1.4% year-on-year. The sharp fall in non-
energy imports, specifically automobiles 
and capital goods, were the main causes.

We expect these underlying factors  
in the correction of the trade deficit to 
remain over the short and medium term. 
In turn, this will be reinforced by further 
increases in the service balance surplus 
which, in May, rose to 36.5 billion euros. 
The positive figures from tourism 
published recently are in line with this 
prediction. In fact, after a momentary 
drop in April, the number of foreign 
tourists rose significantly over the 
following three months. Specifically,  
in July, the number of foreign visitors 
increased by 4.4% year-on-year, up to  

7.7 million visitors, a figure never before 
recorded.

Given this situation, we expect Spain’s 
current deficit to speed up its rate of 
correction over the next year, reaching 
0.7% of GDP in 2013. A figure that, 
should it be achieved, would represent  
an adjustment in the current deficit  
of almost 10 percentage points since  
the maximum recorded in 2008. 

But this improvement could be countered 
by a larger decline in the income balance 
than expected. In May, the cumulative 
deficit for the last twelve months stood at 
25.6 billion euros. Although this has seen 
three consecutive months of falls thanks 

BaLaNCE OF PaymENts

May 2012

Cumulative for year Last 12 months

Balance 
in million 

euros
% annual

change
Balance 

in million 
euros

Annual change

Absolute %

Current account balance

 Trade balance –13,357 –23.8 –35,548 9,876 –21.7

 Services

  Tourism 9,817 0.5 30,655 2,463 8.7

  Other services 2,185 – 5,824 5,001 –

  Total 12,001 22.9 36,478 7,464 25.7

 Income –9,881 –4.6 –25,630 –3,296 14.8

 Transfers –5,641 10.2 –6,426 648 –9.2

 Total –16,877 –27.4 –31,125 14,692 –32.1

Capital account 1,702 –31.0 4,724 –544 –10.3

Financial balance

 Direct investment 6,709 – 10,403 22,965 –

 Portfolio investment –65,545 – –97,387 –146,892 –

 Other investment –104,350 – –164,193 –180,953 –

 Total –163,186 – –251,177 –304,879 –

Errors and omissions 1,748 –59.7 –6,337 –11,689 –

Change in assets of Bank of Spain 176,613 – 283,916 302,421 –

NOTE: The figure resulting from the sum of current account balance, capital account balance and financial balance is compensated 
by the change in assets of Bank of Spain plus errors and omissions.
SOURCES: Bank of Spain and own calculations.
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to lower interest payments, tension in 
Europe’s sovereign debt markets points  
to the income balance deteriorating  
again in the summer.

In fact, these turbulences have greatly 
altered the Spanish economy’s external 
sources of financing. As can be seen  

in the financial account, most capital 
secured in May came from the 
Eurosystem, with a rise of 26.76 billion 
euros compared with the previous 
month. This has replaced capital from 
other, traditionally more important 
sources, such as portfolio investment  
or short-term investment.

the income deficit is 
expected to grow during 
the second half of the year.
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a new adjustment plan under  
the shadow of a bail-out

The efforts made of public 
administrations during the first half of 
the year have not been enough to correct 
Spain’s fiscal imbalance. The adverse 
economic context and high financing 
costs have made it difficult to consolidate 
the national accounts. As a consequence, 
on July the 10th the Ministers of the 
Economy and Finances of the 27 European 
Union countries (ECOFIN) agreed to 
soften the correction in the Spanish 
deficit set by the stability programme.  
In particular, they raised the target deficit 
for 2012 by one percentage point, setting 
it at 6.3% of gross domestic product (GDP) 
and extending until 2014 the period to 
reduce the deficit below 3.0% of GDP.

On the other hand, the executive has 
approved an extensive package of 
adjustments to ensure the new fiscal 
target is met. Of note is the hike in 
indirect taxes. The reduced rate and 
normal rate for value added tax  
(VAT) have been raised, as from  
September the 1st, by 2 and 3 percentage 
points respectively, to 10% and 21%. 
According to government estimates, this 
increase, and the reclassification of a large 
group of products from the reduced rate 
to the normal rate, will bring 2.3 billion 
euros during the last four months of 2012  
and around 10 billion for each of the next 
two years.

Similarly, the hike in special taxes, mainly 
on hydrocarbons, the modification of 
corporation tax and elimination of fiscal 
deductions for purchasing housing as 

from 2013 will also boost revenue.  
With regard to public expenditure, the 
adjustment measures affect public wages, 
eliminating December’s bonus payment, 
and reduce the aid given for dependent 
care, affect employment policies and 
unemployment benefit after the sixth 
months. The spending by the different 
public administrations has also been 
rationalized.

According to the budget plan presented 
to the European Commission on  
August the 3rd, all these new measures 
will provide cumulative savings of more 
than 102 billion million euros between 
2012 and 2014. Of these, 13 billion 
correspond to the current year. Should 
this adjustment be achieved, the public 
deficit would approach the new targets set 
for the current year and next two years, 
namely 6.3%, 4.5% and 2.8% of GDP, 
respectively.

However, it won’t be easy to achieve these 
adjustments in 2012. In fact, the data 
from National Accounts system show that 
the cumulative government deficit for the 
first half of the year reached 4.0% of GDP 
compared with 2.6% a year ago. If we 
exclude advance payments of transfers 
made to other public administrations, 
this figure falls to 2.8% of GDP. The zero 
adjustment is because of the slump in 
indirect revenue and the rise in interest 
payments that have wiped out the cuts 
made to public consumption and 
investment. Nevertheless, the raising  
of the target deficit for Spain for 2012 by 
one percentage point, to 4.5%, means  
that we can be optimistic regarding  
its achievement.

ECOFiN raises the target 
deficit for 2012 to 6.3%  
of GDP.

the government approves 
new fiscal adjustment 
measures...

Public sector

...and estimates cumulative 
savings of more than  
102 billion euros by 2014.
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This enterprise seems to be more 
complicated in the case of Social Security 
and the autonomous communities (A.C.). 
In fact, most of the deficit adjustment  
this year falls to these regions; specifically 
1.9 percentage points out of the 2.6 points 
for the correction of administrations as a 
whole. The publication of the real budget 
figures for the A.C. in the second quarter 
will be crucial to predicting the scope  
of the adjustment in 2012. 

In this respect, the latest news is not 
encouraging. The deficit and high debt 
maturities are undermining the liquidity 
of some A.C. Given the problems they 
face in securing external funding, the 
government has decided to create, in 
September, a fund of 18 billion euros to 
relieve the liquidity tension in the 
autonomous communities. This aid will 
be accompanied by strict financial 
conditions.

But the A.C. are not the only ones facing 
such problems of liquidity. The central 
government’s high maturities, especially 

the more than 31 billion euros in October, 
are raising doubts as to the state of the 
national accounts. As a consequence,  
the interest rate demanded for Spanish 
public debt remains high. Yield on  
10-year bonds is 470 basis points  
above that of their German equivalent. 
These high financing costs weigh heavy 
on fiscal consolidation, particularly  
given the progressive increase in public 
debt, reaching 72.1% of GDP in March 
2012. According to a recent report by  
the International Monetary Fund on  
the Spanish economy, public 
indebtedness will be around 95%  
of GDP in 2014.

Given this situation, increasingly  
more people believe that some kind  
of European aid is inevitable to help  
meet some of Spain’s financing needs.  
A formula agreed between the 
government and European bodies  
would relieve the liquidity tensions of 
administrations, reduce the cost of 
Spanish debt and help advance the 
process of fiscal consolidation.
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a fund is created to  
provide the autonomous 
communities with liquidity.

the imF predicts that public 
debt will approach 95%  
of GDP by 2014.
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the final straight for spain’s banking 
sector reform

The reform of Spain’s banking system, 
which began more than two years ago, 
looks likely to reach its final stages  
this autumn. On 9 July, the Spanish 
government asked for assistance from  
the European rescue fund, requesting a 
maximum of 100 billion euros to reform 
the financial system. The Memorandum 
of Understanding (MoU) signed  
on 20 July details this agreement for 
financial assistance, imposing strict 
conditions and a very demanding 
schedule to receive the aid.

The process of restructuring Spain’s 
banking sector has begun with an 
independent assessment of the portfolios 
held by Spanish banks. In June, the 
results were announced from the top-
down stress tests, concluding that, in an 
adverse economic scenario, these would 
require between 51 and 62 billion euros. 
Bottom-up stress tests are currently  
being carried out whose results will  
be announced in the second half of 
September. These will determine the 
specific capital requirements of each 
bank. 

The MoU protocol states that aid will  
be provided to Spanish banks by groups. 
The first group includes those banks 
already owned by Spain’s Fund for 
Orderly Bank Restructuring or FROB. 
Group 2 will be made up of banks with 
capital requirements recognized in the 
stress tests but that cannot secure this 
capital privately, with the consequent 
need for state aid. The third group will  

be made up of banks that require capital 
but which have credible recapitalization 
plans and propose to obtain the necessary 
capital privately. Lastly, those banks in 
which no capital requirements have been 
identified will make up Group 0. 

According to their need for state aid,  
a precise schedule has been drawn up  
to recapitalize the viable banks and for 
the orderly resolution of the non-viable 
banks in each group. The European 
Commission will approve the 
restructuring and resolution plans for  
the banks in Group 1 in November, while 
those of Group 3 have until June 2013  
to either obtain the capital privately or 
receive the mandatory state capital.

The MoU establishes two fundamental 
conditions. Firstly, any restructuring 
costs must be met by the banks 
themselves as far as possible. This means 
that those banks receiving state aid must 
first pass on any losses to their 
shareholders, and those holding hybrid 
capital and subordinated debt 
instruments will also be required to 
shoulder part of these losses. This is 
called a Debt Restructuring Agreement. 

Secondly, it establishes that the impaired 
assets of banks receiving aid must be 
segregated from their balance sheets  
and transferred to an asset management 
company (AMC), a so-called «bad bank». 
The key lies in determining the value  
of these transferred assets, as this 
determines the losses that must be 
recognized by the banks at the time  
of segregating these assets. 

the mou establishes  
the conditions and 
considerations for  
the bank rescue package.

the capital requirements  
of each bank will be 
announced in september.

savings and financing
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spain’s banks resort to ECB 
loans and their share of the 
Eurosystem total exceeds 
50%.

Doubtful loans reach record 
highs.

Credit to the private sector 
shrinks by 4.1% in June.

Given the uncertainty surrounding the 
capital requirements of Spain’s banks and 
the pending reforms, Spanish banks’ 
access to wholesale markets has been 
limited to the shortest term maturities. 
Spain’s banks have increased their 
dependence on ECB loans (see the above 
graph). In July, net ECB loans to Spanish 
banks totalled 375 billion euros, more 
than half the total ECB net loans for  
the Eurosystem as a whole. This suggests 
that banks are increasingly resorting  
to the ECB to make up for their lack  
of market access. 

The increase in doubtful loans on 
Spanish banks’ balance sheets isn’t 
helping either. In June the non-
performing loan ratio reached 9.42%, 
higher than the previous record of 9.15% 
reached in February 1994. 

Given this deterioration in the banking 
system, together with the decline in 
Spain’s economic activity, it is no surprise 
that bank credit to the private sector  
fell by 4.1% year-on-year in June. This 

represents a cumulative drop in 2012  
of 39 billion euros. 

According to the bank loan survey for  
the second quarter, this fall is mainly due 
to demand factors. Between April and 
June 2012, the number of loan applications  
fell significantly, both for non-financial 
firms and households. Credit to the 
private sector is expected to continue 
falling over the coming quarters, thereby 
continuing the deleveraging of 
households and non-financial firms.

In June, household debt fell by 3.0%  
year-on-year, while the indebtedness of 
non-financial firms fell by 2.2% in June 
compared with the same month in 2011. 
In the case of non-financial firms, it can 
be seen that bank loans, down 5% year-
on-year, are being replaced to some extent 
by other types of debt, for example by 
issuing bonds. Consequently, securities 
other than shares rose by 9.1% year-on-
year. In any case, it should be noted that 
most Spanish firms are small or medium-
sized, so that the extent to which they can 

SOURCE: Bank of Spain.

SPAIN’S BANKS INCREASE THEIR DEPENDENCE ON THE EUROPEAN CENTRAL BANK
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the fall in household 
disposable income  
is dragging down the 
savings rate.

replace the lack of bank credit is very 
limited. 

With regard to deposits, we can see  
a significant change in the preference  
for on demand deposits (+1.8% year-on-
year) in detriment of long-term deposits  
(–8.9% year-on-year). This probably 
reflects households’ great need for 
liquidity due to the effects of the 
economic crisis. According to data from 
the non-financial accounts of the Spanish 
Statistics Institute (INE), in the first 
quarter of 2012 household disposable 
income fell by 1.3% in year-on-year 
terms, almost 2.2 billion euros less than 
the previous year. At the same time, 
household savings reached a negative 

value of 911 million euros in the first 
quarter of 2012, so that the savings rate  
as a moving average over four quarters 
stands at 10.8% of disposable income, 
very far from its peak of 18.5% for the 
fourth quarter of 2009. 

In summary, this September will be 
crucial for the reform of Spain’s banking 
sector. There are many tasks to be carried 
out: finishing the external stress tests, 
determining capitalization requirements, 
creating a bad bank, etc. As the financial 
institutions improve their capitalization 
and liquidity, we expect the banking 
system to gradually return to normal  
and credit to flow again into the real 
economy.

FiNaNCiNG OF NON-FiNaNCiaL sECtOrs (1)

June 2012

Balance Change this year Change over 12 months %
shareMillion euros Million euros % (2)

Private sector 2,088,279 –38,095 –2.5 72.2 

 Non-financial corporations 1,230,783 –24,631 –2.2 42.5 

  Resident credit institution loans (3) 813,214 –27,673 –5.0 28.1 

  Securities other than shares 68,884 3,768 9.1 2.4 

  External loans 348,686 –726 2.6 12.1 

 Households (4) 857,496 –13,465 –3.0 29.6 

  Housing loans (3) 653,974 –12,892 –2.9 22.6 

  Other (3) 200,432 –633 –3.3 6.9 

  External loans 3,089 61 4.6 0.1 

General government (5) 805,204 70,243 13.7 27.8 

TOTAL 2,893,483 32,148 1.6 100.0 

NOTES: (1) Resident in Spain. 
(2) Year-on-year rates of change calculated as effective flow/stock at beginning of period.
(3) Include bank off-balance-sheet securitized loans.
(4) Include those non-profit institutions serving households.
(5) Total liabilities (consolidated). Liabilities among public administrations are deducted.
SOURCES: Bank of Spain and own calculations.
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BaNK LiaBiLitiEs DuE tO COmPaNiEs aND HOusEHOLDs 

June 2012

Balance Change this year Change over 12 months % 
shareMillion euros Million euros % Million euros %

On demand deposits 275,881 6,170 2.3 4,877 1.8 20.7 

Savings deposits 205,806 2,857 1.4 –2,478 –1.2 15.5 

Term deposits 665,724 –32,012 –4.6 –64,984 –8.9 50.0 

Deposits in foreign currency 16,488 –1,230 –6.9 –4,002 –19.5 1.2 

Total deposits 1,163,899 –24,216 –2.0 –66,588 –5.4 87.4 

Other liabilities (*) 167,925 –17,039 –9.2 –27,309 –14.0 12.6 

TOTAL 1,331,824 –41,255 –3.0 –93,897 –6.6 100.0 

NOTE: (*) Aggregate balance according to supervision statements. Includes asset transfers, hybrid financial liabilities, repos and subordinated deposits.
SOURCES: Bank of Spain and own calculations.

towards a supranational bank supervisory scheme

In a very short time, the creation of a Europe-wide bank supervisory system has become one of the main 
priorities on the political agenda. Speed in its design and implementation now seems to be vital to resolve the 
sovereign debt crisis once and for all. Why such haste? And, especially: what are the factors that will determine 
whether this new supervisory model will succeed or fail? 

After 10 years of the single currency, Europe’s banking sector is still fragmented. The creation of the euro 
encouraged capital market integration but maintaining bank supervision at a national level, among other factors, 
has stopped this trend from also occurring at the level of banks. In this respect, the creation of a supranational 
supervisory authority will help to advance the integration process as it would level the playing field for all European 
financial institutions and would also strengthen the independence of supervision. Fortunately or unfortunately, 
the crisis we are going through is speeding up events. In fact, the current urgency to adopt a European supervisor 
is due to the need to break the link between bank and sovereign risk. To achieve such an objective, banks with 
problems must be able to be directly recapitalized by European rescue funds without this affecting the country’s 
level of public debt. However, receiving financial aid always entails conditions and some loss of control. Within 
this context, the need has arisen for a supranational mechanism with the authority to supervise banks that may 
potentially receive such financial aid. This supranational supervisor would have up-to-date information on the 
financial situation of institutions and would also be empowered to impose corrective measures that ensure bank 
solvency without having to attend to individual national considerations.

It should be remembered that, in addition to unified regulation and centralized supervision, in order to 
completely break the destabilizing link between bank risk and sovereign risk, effective centralized mechanisms 
need to be adopted that can prevent and handle bank crises. In other words, banking union also requires an 
integrated deposit guarantee scheme and a common crisis resolution system, aspects that are dealt with in 
other boxes in this Report.
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In spite of the consensus regarding the need to advance towards common banking supervision, the broad features 
of such an initiative have yet to be defined. The institutional design of the European supervisor is very important 
to ensure its effectiveness. 

The first question raised is which institution should take on the work of supervision. The most usual practice is 
for the central bank to assume this role, thereby taking advantage of the synergies generated between supervising 
the banking sector, preserving financial stability and monetary policy. In this respect, the ECB appears to be the 
natural candidate to assume these new powers. 

Recent experience has shown that the gains derived from having the supervisory function integrated within the 
central bank are particularly relevant at times of financial turbulence. For example, the proactive approach of 
the US Federal Reserve after the events of autumn 2008 is attributed partly to its dual function of supervisor 
and monetary authority. The role of supervisor ensures up-to-date, reliable information on financial institutions, 
particularly on the value of assets and their potential losses. On the one hand, this allows the central bank to 
evaluate the solvency and liquidity of financial institutions and thereby better fulfil its function as a lender of 
last resort. On the other, the central bank can assess banks’ stress level, essential for monetary policy to be 
effective.

However, there is a current of opinion against giving this supervisory function to the ECB due to a concern to 
preserve the independence of this institution and the possibility of conflicts between monetary policy objectives 
and surveillance of the banking system. For example, monetary policy decisions could be affected by supervisory 
errors or problems of financial stability. 

The alternative would be to broaden the supervisory powers of the European Banking Authority (EBA), set up 
in January 2011 and based in London. At present, the EBA has limited powers in terms of bank supervision as its 
role focuses on coordinating supervision between the different countries of the European Union. To take 
advantage of the above-mentioned synergies with monetary policy, the EBA should be linked institutionally 
with the ECB, for example following the new supervisory model of the Bank of England’s Prudential Regulation 
Authority (PRA). 

A second question, which isn’t simple either, is the definition of the scope of responsibilities that should be assumed 
by the new supranational supervisor. A similar option to the role currently fulfilled by the EBA would consist of 
«coordinated supervision», in which the European supervisor acts as a coordinator of national agencies, issuing 
common regulations, harmonizing application criteria and resolving any conflicts that may arise. This alternative 
runs the risk of not being enough in circumstances such as the current ones, where agreements need to be adopted 
quickly that are highly complex in technical terms and especially political terms. In this respect, a model of 
«integrated supervision» would be more effective. 

Another crucial element is that of the new European supervisor’s powers. There is consensus that these should 
be structured on three levels. Firstly, responsibility for macroprudential supervision and financial stability. The 
European supervisor should have the authority to promote corrective measures for systemic risks identified by 
the European Systemic Risk Council. It is probably a good idea to set up centralized supervision for all those 
institutions identified as systemic at the level of the euro area, the so-called E-SIFI (European systemically 
important financial institutions). Secondly, the harmonization of microprudential supervision, whose aim is the 
financial soundness of each institution individually. Given that national supervisory authorities have a 
comparative advantage in this area, the challenge lies in harmonizing microprudential supervision at a European 
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level and, at the same time, taking advantage of local knowledge due to their proximity to institutions. In the 
short and medium term, supervision of institutions of essentially national scope, such as D-SIFI (domestic 
systemically important financial institutions) or local institutions will probably continue to be decentralized, 
albeit based on highly harmonized systems and principles. In the long term, it would be desirable for D-SIFI 
supervision to be passed on to the European area since, during the crisis, it has become evident that even medium-
sized institutions can have problems that are too big to be resolved effectively by national authorities. In third 
and last place, the adoption of an arbitration system that can resolve any conflicts that may arise between national 
supervisors. This supervisory system could resemble the distribution of powers in the competition policy 
between European and national institutions.

The bank supervisory systems of many European countries have been considerably criticised for their inability 
to prevent the risks accumulated over the boom years and to resolve the problems during the crisis. Within this 
context, it would be a good idea to thoroughly reform the supervisory system. The challenge of designing a 
supervisory system at a European level is not to be underestimated. European authorities now have the chance 
to adopt an effective supervisory system that balances the benefits of strict bank supervision with the essential 
function of banks as providers of credit for households and firms, thereby avoiding further excesses of credit that 
may lead to financial instability.

This box was prepared by Judit Montoriol-Garriga
European Unit, Research Department, ”la Caixa”
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Forecast
% change over same period year before unless otherwise noted

2010 2011 2012
2011 2012

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

INTERNATIONAL ECONOMY Forecast Forecast

 Gross domestic product
  United States 2.4 1.8 2.3 1.6 2.0 2.4 2.3 2.5 1.9
  Japan 4.6 –0.7 2.5 –0.7 –0.6 2.8 3.6 1.8 1.8
  United Kingdom 2.1 0.7 0.2 0.5 0.6 –0.2 –0.8 1.0 0.7
  Euro area 1.9 1.5 –0.5 1.3 0.7 0.0 –0.5 –0.9 –0.7
    Germany 3.6 3.1 0.8 2.7 1.9 1.2 1.0 0.4 0.6
    France 1.6 1.7 0.1 1.5 1.2 0.3 0.3 –0.1 –0.1
 Consumer prices
  United States 1.6 3.1 2.1 3.8 3.3 2.8 1.9 1.7 2.1
  Japan –0.7 –0.3 0.2 0.2 –0.3 0.3 0.2 0.1 0.3
  United Kingdom 3.3 4.5 2.6 4.7 4.7 3.5 2.7 2.4 1.8
  Euro area 1.6 2.7 2.3 2.7 2.9 2.7 2.5 2.0 1.8
    Germany 1.1 2.3 1.8 2.4 2.4 2.1 2.0 1.8 1.6
    France 1.5 2.1 2.1 2.1 2.4 2.3 2.0 2.0 2.0

SPANISH ECONOMY Forecast Forecast

 Macroeconomic figures
  Household consumption 0.6 –0.8 –1.9 –0.2 –2.4 –1.5 –2.2 –2.1 –1.6
  Government consumption 1.5 –0.5 –4.4 –2.7 –1.1 –3.6 –3.0 –4.2 –7.0
  Gross fixed capital formation –6.2 –5.3 –9.8 –4.2 –6.0 –7.7 –9.4 –11.5 –10.6
    Machinery and capital equipment 3.1 2.5 –8.7 3.4 –1.6 –6.0 –7.0 –11.4 –10.3
    Construction –9.8 –9.0 –11.4 –8.0 –8.6 –9.5 –11.8 –12.5 –11.7
  Domestic demand 
   (contribution to GDP growth) –0.6 –1.9 –4.0 –1.8 –3.1 –3.3 –3.9 –4.5 –4.5
  Exports of goods and services 11.2 7.7 2.0 7.6 5.8 2.8 3.3 0.7 1.1
  Imports of goods and services 9.3 –0.8 –6.1 –1.2 –4.9 –5.9 –5.4 –7.4 –5.7
  Gross domestic product –0.3 0.4 –1.5 0.6 0.0 –0.6 –1.3 –1.8 –2.3
 Other variables
  Employment –2.6 –1.7 –4.1 –1.6 –2.9 –3.6 –4.6 –4.5 –3.9
  Unemployment (% labour force) 20.1 21.6 24.8 21.5 22.9 24.4 24.6 24.8 25.4
  Consumer price index 1.8 3.2 2.2 3.1 2.8 2.0 2.0 2.5 2.7
  Unit labour costs –2.0 –1.4 –2.4 –1.6 –1.5 –1.5 –2.1 –3.0 –2.8
  Current account balance (% GDP) –4.5 –3.9 –2.6 –2.9 –2.8 –5.5 –2.1 –1.5 –1.3
  Net lending or net borrowing   
   rest of the world (% GDP) –4.0 –3.4 –2.1 –2.4 –2.3 –5.3 –1.6 –0.9 –0.7
  General government financial  
   balance (% GDP) –9.3 –8.9 –6.3 –6.2 –12.7 –5.5    

FINANCIAL MARKETS Forecast Forecast

 International interest rates
  Federal Funds 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25 0.25
  ECB repo 1.00 1.26 0.88 1.50 1.31 1.00 1.00 0.75 0.75
  10-year US bonds 3.20 2.77 1.75 2.42 2.03 2.02 1.81 1.58 1.60
  10-year German bonds 2.77 2.65 1.54 2.30 1.98 1.88 1.50 1.35 1.44
 Exchange rate
  $/Euro 1.33 1.39 1.25 1.41 1.35 1.31 1.28 1.22 1.18

AC
FINANCIAL ACTIVITY Million euros 

Total customer funds 248,326

Receivable from customers 182,661

Profit attributable to Group 975

STAFF, BRANCHES AND MEANS OF PAYMENT  

Staff 28,529

Branches 5,196

Self-service terminals 8,011

Cards (million) 10.3

COMMUNITY PROJECTS: BUDGET FOR ACTIVITIES IN 2012 Million euros 

Social 331

Science and environmental 68

Cultural 69

Educational and research 32

TOTAL BUDGET 500

THE SPANISH ECONOMY MONTHLY REPORT

The Monthly Report is for information purposes only and ”la Caixa” assumes no responsibility for any use that may be made thereof. The 
Monthly Report is based on information from sources considered to be reliable. However, ”la Caixa” does not guarantee its accuracy nor 
does it assume any responsibility for any error or omission contained therein. The opinions and predictions given are those of the 
Research Department and may change without prior notice.
© Caja de Ahorros y Pensiones de Barcelona – ”la Caixa”, 2012
The Monthly Report may be reproduced in part provided the source is acknowledged appropriately and a copy is sent to the editor.

”la Caixa” Research on Twitter
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Sign up and follow us on Twitter to get our latest publications and news from our site.
Our aim is to create and spread economic and social knowledge to contribute towards the Spanish and European 
development.
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