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Forecast
% change over same period year before unless otherwise noted

2011 2012 2013
2011 2012

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

INTERNATIONAL ECONOMY Forecast Forecast

 Gross domestic product
  United States 1.8 2.2 2.0 1.6 2.0 2.4 2.1 2.3 1.8
  Japan –0.7 2.3 1.2 –0.7 –0.6 2.8 3.3 1.7 1.7
  United Kingdom 0.7 –0.2 1.2 0.6 0.7 –0.1 –0.5 –0.1 0.0
  Euro area 1.5 –0.5 0.3 1.3 0.6 0.0 –0.4 –0.7 –0.6
    Germany 3.1 0.8 1.1 2.7 1.9 1.2 1.0 0.5 0.6
    France 1.7 0.1 0.4 1.5 1.2 0.4 0.3 –0.1 –0.2
 Consumer prices
  United States 3.1 2.1 1.9 3.8 3.3 2.8 1.9 1.7 2.1
  Japan –0.3 0.0 0.1 0.2 –0.3 0.3 –0.1 –0.2 0.0
  United Kingdom 4.5 2.6 1.9 4.7 4.7 3.5 2.7 2.4 1.8
  Euro area 2.7 2.5 2.1 2.7 2.9 2.7 2.5 2.5 2.4
    Germany 2.3 2.1 1.7 2.4 2.4 2.1 2.1 2.1 1.8
    France 2.1 2.3 1.9 2.1 2.4 2.3 2.3 2.3 2.1

SPANISH ECONOMY Forecast Forecast

 Macroeconomic figures
  Household consumption –0.8 –1.6 –1.3 –0.2 –2.4 –1.5 –2.2 –1.5 –1.1
  Government consumption –0.5 –4.7 –9.7 –2.7 –1.1 –3.6 –3.0 –4.8 –7.5
  Gross fixed capital formation –5.3 –9.8 –5.6 –4.2 –6.0 –7.7 –9.4 –11.5 –10.5
    Machinery and capital equipment 2.5 –6.3 –1.7 3.4 –1.6 –6.0 –7.0 –7.6 –4.8
    Construction –9.0 –12.4 –7.5 –8.0 –8.6 –9.5 –11.8 –14.3 –14.0
  Domestic demand 
   (contribution to GDP growth) –1.9 –3.9 –3.8 –1.8 –3.1 –3.3 –3.9 –4.3 –4.2
  Exports of goods and services 7.7 2.0 3.8 7.6 5.8 2.8 3.3 0.9 1.2
  Imports of goods and services –0.8 –6.1 –3.5 –1.2 –4.9 –5.9 –5.4 –7.4 –5.7
  Gross domestic product 0.4 –1.4 –1.5 0.6 0.0 –0.6 –1.3 –1.6 –2.1
 Other variables
  Employment –1.7 –4.5 –3.2 –1.6 –2.9 –3.6 –4.6 –5.3 –4.6
  Unemployment (% labour force) 21.6 24.9 26.3 21.5 22.9 24.4 24.6 25.0 25.4
  Consumer price index 3.2 2.5 2.4 3.1 2.8 2.0 2.0 2.8 3.4
  Unit labour costs –1.4 –2.4 0.7 –1.6 –1.5 –1.5 –2.1 –3.0 –2.8
  Current account balance (% GDP) –3.7 –2.6 –0.7 –2.7 –2.8 –5.5 –1.0 –2.0 –1.8
  Net lending or net borrowing   
   rest of the world (% GDP) –3.4 –2.1 –0.1 –2.4 –2.3 –5.3 –0.5 –1.4 –1.2
  General government financial  
   balance (% GDP) –9.4 –8.2 –6.2 –6.8 –14.8 –5.9 –11.3   

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 1.23 0.88 0.75 1.47 1.25 1.00 1.00 0.75 0.75
  10-year US bonds 2.77 1.79 1.72 2.42 2.03 2.02 1.81 1.62 1.70
  10-year German bonds 2.65 1.62 2.45 2.30 1.98 1.88 1.50 1.42 1.70
 Exchange rate
  $/Euro 1.39 1.29 1.30 1.41 1.35 1.31 1.28 1.25 1.29

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
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Contents House prices seem to be picking up in the United States. Rises have also been 
seen in Germany. However, the trend in real estate prices is still downward in the 
industrialized countries of the West. This reflects the bursting of a bubble that 
particularly affected Ireland, Spain, the United States and United Kingdom and 
that has had, or is still having, devastating consequences in terms of growth and 
employment. 

After this latest experience, the effects of a burst real estate bubble have become even 
clearer, if possible: prolonged economic crises with serious financial repercussions. 
Property prices plummet, households see their wealth diminish in comparison with 
their debt, financial institutions weaken, unemployment spreads and it becomes 
increasingly difficult to meet mortgage payments.

Moreover, real estate bubbles are usually accompanied by a sharp rise in household 
debt (mortgages but also personal loans and credit card debt). In the bursting phase, 
the extent of this debt weighs heavily on household spending decisions for a period of 
time that can be very long, especially if no measures are taken to speed up the process 
(creditors writing off losses, restructuring debts, reduction of the financial sector).

Asset bubbles become a serious financial risk when banks are highly exposed to 
them. Balance sheets are contaminated by unpaid loans, the institutions’ solvency is 
called into question and credit shrinks. In the current crisis, some attempts made by 
authorities to stabilize financial risk have hindered the countries themselves, creating a 
damaging link between bank and sovereign risk.

As pointed out in one of the boxes in this Monthly Report, the adjustment in Spain’s 
real estate sector is coming into its fifth year. House prices have fallen to 2004 levels 
in nominal terms and the number of new homes started is one tenth of the figure for 
2006, when building was at its peak. In spite of this severe correction, the situation 
has probably yet to bottom out. There is still an oversupply in the form of property 
on sale, although this is distributed very unevenly throughout the country, with a 
preponderance of tourist residences. Concerning demand, a diminishing population 
and an economy in recession are not encouraging sales to pick up. The affordability 
of housing for an average household (the price related to income) has substantially 
improved thanks to falling prices and interest rates. Nevertheless, this has been offset 
by the drop in disposable household income, tightening up of credit conditions and 
tax hikes. 

The regulatory changes introduced in 2012 should help the sector to exit the tunnel 
of real estate shock. The initial aim is to boost the rental market, whose current 
importance is abnormally small in comparison with other countries around us. 
Eliminating tax incentives for property ownership should also contribute towards a 
more efficient, dynamic rental market, while the creation of an asset management 
firm to handle problematic real estate assets aims to sort out the balance sheets of 
bailed-out financial institutions to help restructure the system. Should this bank be 
properly set up and managed over the coming months, this will be a step forward 
in the quest for a sustainable recovery in the real estate market and the economy in 
general.
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Slight improvement in global 
economic expectations

In this final part of the year, some  
factors are contributing to a relative 
improvement in the world’s growth  
prospects and to restoring some investor 
confidence. Although they continue to 
show weaknesses, leading business 
indicators seem to have interrupted their 
decline of the last few months. On the 
other hand, the support provided by the 
respective central banks for the economies 
of the United States and Europe are in 
addition to agreements between political 
leaders in the euro area to boost the 
credibility of the aim to achieve a stable 
monetary and fiscal union. However, there 
are several aspects that will capture the 
attention of the markets until the end of 
the year. Of note among these are the US 
presidential elections and fiscal imbalance, 
as well as particularly important European 
meetings in terms of the future of the euro 
area. The next few weeks will also be 
crucial in Spain, waiting to see whether the 
government will finally ask the European 
rescue fund for a second bail-out plan.

Activity has livened up in the United 
States, as shown by the gross domestic 
product (GDP) figures for the third 
quarter. The economy grew by 0.5% 
quarter-on-quarter, 2.3% year-on-year, 
thanks to the push from private 
consumption, the inventory cycle and 
investment in construction. We therefore 
predict growth of 2.1% for 2012 as a 
whole. However, the outlook for the 
coming quarters is somewhat slighter,  
as we expect growth for the whole of 2013 

to barely reach 2%. The risks to this 
forecast are downwards. Firstly, due  
to the imbalance in the public accounts, 
where a legislative agreement looks likely 
between Republicans and Democrats to 
limit the reduction in growth caused by 
the planned fiscal adjustment for 2013  
to 1% of GDP. Secondly, the forecast 
assumes that employment will continue 
to recover at its present rate, something 
that is not entirely certain. Lastly, a third 
risk is still the possible deterioration in  
the euro area’s economy, which would 
weaken demand for exports and make 
global financial conditions tougher.

In China, GDP grew by 7.4% year-on-
year in the third quarter of the year, 
below the figure of 7.6% for the previous 
quarter but in line with consensus 
forecasts. Similarly, in quarter-on-quarter 
terms and according to official sources, 
growth improved from 1.5% in the first 
quarter, the lowest level for the year,  
to 2.2% in the third. This figure is 
reasonably positive and is in addition  
to other recent indicators that point to  
a certain upswing for the Asian giant.  
In fact, September’s leading supply 
indicators have improved, as is the case  
of the Purchasing Managers’ Index for 
manufacturing or industrial production. 
In short, the fiscal stimuli launched in  
the second quarter and improved exports 
have diminished fears of a hard landing 
for the Asian economy and we expect the 
upswing to continue in the fourth quarter 
and beyond, supported by investment 
plans in infrastructures and by new 
structural measures to boost domestic 
demand and services. 

ExECutivE SummaRy

Global activity advances 
moderately.

the united States awaits 
the outcome of its 
presidential elections.

Growth is slowing up  
in China but the outlook  
is positive.
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In the euro area, after GDP shrank by 
0.2% in the second quarter, the most 
recent leading business indicators point  
to a similar drop for the third. Demand 
indicators for this period show signs of 
weakness. The latest World Economic 
Outlook by the International Monetary 
Fund has revised downwards its  
2012 growth forecasts for GDP by  
0.1 percentage points, to –0.4%, and by  
0.5 percentage points for 2013, to 0.2%. 
This report identifies the euro area as  
the main source of weakness in the global 
economy and therefore urges European 
leaders to implement, as soon as possible, 
the agreed policies to achieve greater 
economic and financial integration.  
In fact, the Fund warns that the most 
immediate risk is still tardy or inadequate 
political agreements, which could 
aggravate the euro area crisis even further.

In this respect, advances might have  
been seen in the institutional sphere in 
October. At the European summit held  
in the middle of the month, one of the 
primordial aspects in resolving the 
sovereign debt crisis was debated: namely 
banking union. The first step towards  
this is to create a single supervisory 
mechanism for banking as a whole, a role 
that will be carried out by the European 
Central Bank (ECB). Although initially  
it had been agreed that the banking 
supervisor would be fully operational  
by the beginning of next year, it will now 
probably be started up during 2013. In 
any case, December’s European Council 
must approve the single supervisory 
mechanism for the euro area’s banking 
system, as well as the conditions to 
directly recapitalize banks via the 
European Stability Mechanism (ESM). 
With regard to stronger fiscal governance, 
the plan is to pass two new bills that focus 
on the budget plans of member states.  
To this end, additional requirements 
would be established to ensure improved 

management and closer monitoring  
of national budgets. 

As has become typical over the last few 
months, the trend in the sovereign debt 
markets has been affected by the outcome 
of events in the euro area and by the  
effect of central bank announcements  
on investor expectations. In the case  
of peripheral Europe, the most notable 
aspect has been the sovereign risk premia 
of Spain and Italy continuing to get  
back to normal. In the Spanish case, the 
guarantee that the ECB will intervene in 
the secondary public debt markets, with  
a prior request for a preventative line of 
financing from the ESM and compliance 
of a strict fiscal conditionality, has been 
sufficient reason start pushing down 
yields on Spanish bonds (10-year bonds 
fell to 5.35%, the lowest level since April). 
This circumstance, as well as the financial, 
fiscal and structural reforms undertaken 
by the authorities and access to foreign 
capital markets, have encouraged the 
main rating agencies to keep their ratings 
for Spanish debt at investment grade.  
The Treasury has taken advantage of this 
situation to issue more bonds at a lower 
cost than on previous occasions and with 
a growing degree of acceptance among 
international investors. 

On the other hand, the euro’s average 
exchange rate has remained at around 
1.30 dollars. This circumstance, which 
represents a slightly undervalued dollar 
compared with the equilibrium level 
according to purchasing power parity,  
can be explained by several different 
aspects. One of these is the effect of the 
Fed’s ultra-lax monetary policy, which is 
keeping the currency at an artificially low 
level. The risks of a break-up in monetary 
union have also diminished in Europe 
thanks to the guarantees provided by  
the ECB and to the political and financial 
events of the last few weeks.

the euro area becomes a 
drag on the world economy.

the European Council 
pushes forward with 
banking union and fiscal 
discipline.

Spain benefits from a 
relaxation in risk premia.
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As was to be expected, the trend in equity 
has also been determined by changes 
occurring in the world economic and 
financial scenario. The incipient revival of 
the US economy, the political agreements 
reached within the euro area regarding 
economic and monetary union, the 
visibility of future solutions for Greece 
within the euro and Spain’s favourable 
credit rating are all elements that have 
helped to stabilize expectations. 

It’s true that these factors have boosted 
investor confidence and increased  
their preference for greater risk but  
this sentiment has yet to be passed on 
completely to the capitalization of the 
main stock market indices. There are 
aspects, mostly of a political nature  
(the Presidential elections in the United 
States, the changes at the top of the 
Chinese Communist Party) and economic 
(the US fiscal cliff) that threaten the 
sustainability of this rise in equity  
in the short term. 

With regard to the Spanish economy,  
the National Institute of Statistics stated 
that activity continued to contract in  
the third quarter, albeit at a slower rate 
than expected. GDP fell to a quarter- 
on-quarter rate of 0.3%, which would 
place the annual rate of change at –1.6%, 
compared with the –2.1% forecast by 
analysts. This improved performance  
by activity in the third quarter can be 
explained by the increase in household 
consumption, whose quarter-on-quarter 
growth rate between July and September 
came close to 0.1%. 

This upswing in private consumption  
is due to consumers bringing some 
purchases forward to the months of July 
and August given the rise in value added 
tax (VAT) as from 1 September. The 
general index for retail trade posted  
a 1.6% annual change in August, a 

considerable increase compared with the 
underlying trend observed this year so far. 
Of note is the rise in sales of household 
capital goods and consumer durables. 
Vehicle registrations also posted a  
3.4% increase in August. However, in 
September, after the rise in VAT, there 
was a very sharp fall of –36.8%. This 
indicates that third quarter’s upswing  
in consumption was temporary and a 
relapse is therefore expected in private 
consumer spending in the fourth quarter 
of the year.

The improved performance by the 
economy in the third quarter therefore 
does not point to any change in trend  
in the short term. Rather the contraction 
is expected to speed up in what remains  
of the year and probably during the first 
quarters of 2013. From then on, a slow 
but gradual recovery in the economy is 
expected, which would consolidate in 
2014. The situation of economic weakness 
for the euro area and for the world 
economy in general is not going to help 
stabilize growth in Spain. The creation  
of a banking union, closer controls  
on national budgets and the bank 
restructuring being carried out should 
boost confidence and make it easier for 
governments and companies to access 
external financing. However, the slow 
progress being made does not point to 
financing for the peripheral countries in 
the euro area getting back to normal any 
time soon. While this does not happen, 
national governments must make the 
necessary effort to sort out their finances 
and adopt the structural reforms that  
can help them to consolidate the gains  
in competitiveness achieved during  
this recessionary period and lay the 
foundations for a sustainable and 
balanced economic recovery.

30 October 2012

the euro remains stable 
while stock markets enjoy 
notable gains.

Spain’s greater activity in 
the third quarter is boosted 
by purchases being brought 
forward to avoid the vat 
effect...

...but efforts must continue 
to sort out public finances 
and further structural 
reforms.
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CHRONOLOGy
2011
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.

September  6
27

The European Central Bank approves a programme to purchase short-term sovereign debt under certain conditions. 
The government passes its Draft Bill for the 2013 General Budget.

aGENDa
November December
 5

 6
 7
 8
13
15

21
23
27
30

Registration with Social Security and registered 
unemployment  (September).
Presidential elections in the United States.
 Industrial production index (September).
Governing Council European Central Bank.
CPI (October).
Quarterly national accounts (third quarter).
 EU GDP flash estimate (third quarter).
EU HICP (October).
 International trade (September).
Producer prices (October).
 Government revenue and expenditure (October).
 Advance CPI (November).
 Balance of payments (September).

  4

 5
 6
11
13
14

20
21

28

Registration with Social Security and registered 
unemployment  (October).
Industrial production index (October).
Governing Council European Central Bank.
Fed Open Market Committee.
CPI (November).
EU HICP (October).
Labour costs.
Government revenue and expenditure (November).
International trade (October).
 Producer prices (November).
Balance of payments (October).
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imF forecasts: weak growth  
in need of assistance

In its World Economic Outlook for 
October, the International Monetary 
Fund (IMF) sees greater risks to world 
growth than had been expected in April’s 
report and July’s review. The slowdown 
will be sharper in 2012 and 2013’s 
recovery will be weaker than expected. 
The reason for this is the persistent 
weakness in the financial system and a 
fiscal consolidation that, according to  
the Fund, is having a greater effect than 
originally thought on the growth of 
advanced economies. This greater 
weakness on the part of advanced 
economies also entails an increase  
in uncertainty. The policies adopted  

to date by advanced economies have not 
managed to dispel this uncertainty 
which, in turn, is affecting the emerging 
economies by reducing trade flows and 
increasing financial tensions. The exit  
to this crisis largely depends on this 
uncertainty diminishing and adequate 
policies being adopted.

Global growth for 2012 has slowed down 
to 3.3%, lower than July’s forecast, while 
better growth of 3.6% is expected for 
2013. The recovery is uneven. According 
to the Fund, the advanced economies will 
grow by 1.3% in 2012, a weakness that 
will also continue into 2013 with an 
expected advance of 1.5%, clearly lower 
than what had been predicted at the 
beginning of the summer. For their part, 

iNtERNatiONaL REviEw

the imF forecasts 3.3% 
global growth for 2012  
and 3.6% for 2013 while 
downside risks increase.

NOTE: 2012 and 2013 are forecasts. 
SOURCE: International Monetary Fund.

Advanced economies Emerging economiesGlobal total

Year-on-year change in gross domestic product

A SHARPER SLOWDOWN THAN EXPECTED
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emerging economies have also seen their 
expectations diminish although their 
growth will still be relatively more robust 
in 2012 and 2013, with rates of 5.3% and 
of 5.6%, respectively.

This forecast is based on two crucial 
assumptions being met: one regarding 
Europe and the other the United States. 
The European assumption is that 
European politicians are capable of 
adopting policies that gradually reduce 
the financial tensions existing in the 
periphery of the euro area. In this respect, 
the European Central Bank has already 
made its contribution by creating a new 
public debt purchase programme in order 
to ensure that low official interest rates 
are passed on to financing costs for  
the euro’s peripheral countries. But the 
path for banking union still needs to be 

determined and a route map must be 
agreed for greater fiscal integration in the 
euro area. The second assumption is that 
US politicians will be able to avoid  
the tax hikes and spending cuts (fiscal 
adjustment) contained in the 2013 budget 
act. These agreements should include an 
increase in the legal ceiling for public debt 
and the establishment of a credible path 
of fiscal consolidation for the US 
economy.

The downside risks have increased. 
According to the Fund, the euro area 
crisis is the greatest risk for world growth, 
with a possibility of Europe not meeting 
its assumption that is difficult to 
calculate. The US assumption might also 
not be met, which would push the United 
States back into recession. In addition,  
0the effectiveness of the expansionary 

the capacity to adopt 
policies to control the euro 
crisis and avoid a double 
dip recession in the uS 
economy is crucial.

imF FORECaStS

Annual change as percentage (*)

GDP Consumer prices Unemployment rate (**)

2012 2013 2012 2013 2012 2013

 United States 2.2 2.1 2.0 1.8 8.2 8.1

 Japan 2.2 1.2 0.0 –0.2 4.5 4.4

 China 7.8 8.2 3.0 3.0 4.1 4.1

 Germany 0.9 0.9 2.2 1.9 5.2 5.3

 France 0.1 0.4 1.9 1.0 10.1 10.5

 Italy –2.3 –0.7 3.0 1.8 10.6 11.1

 United Kingdom –0.4 1.1 2.7 1.9 8.1 8.1

 Spain –1.5 –1.3 2.4 2.4 24.9 25.1

 Euro Area –0.4 0.2 2.3 1.6 11.2 11.5

 Advanced economies 1.3 1.5 1.9 1.6 8.0 8.1

 Developing countries 5.3 5.6 6.1 5.8 ... ...

 Latin America 3.7 4.1 6.4 5.9 ... ...

 Eastern and Central Europe 1.9 2.9 6.2 4.5 ... ...

 Emerging Asia 6.7 7.2 5.0 4.9 ... ...

 World Total 3.3 3.6 4.0 3.7 ... ...

World trade by volume (***) 3.2 4.5

NOTES: (*) Forecasts at Abril 2012. 
(**) As percentage of labour force.
(***) Goods and services.
SOURCE: International Monetary Fund.
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monetary policies adopted could be 
decreasing. In the medium term, the 
persistence of high public debts is another 
significant obstacle to growth. On the 
other hand, current account imbalances 
must continue to decrease, with 
adjustments in deficit countries and 
measures to stimulate domestic demand 
in Germany and China.

the united States: an upswing  
but a precarious horizon

Activity has livened up, as shown by the 
figures for gross domestic product (GDP) 
of the third quarter, published as this 
Report was being written. The economy 
grew by 0.5% quarter-on-quarter, 2.3% 
year-on-year, thanks to the push from 
private consumption and investment  
in construction. We therefore predict 
growth of 2.1% for 2012 as a whole. 
However, the outlook for the next three 
quarters looks weaker, with growth for 
the whole of 2013 barely reaching 2.0%. 

There are also downward risks to this 
forecast, for an economy whose public 
deficit will be 8.7% in 2012 and with 
government debt in excess of the 
country’s GDP. Firstly, this entails  
a legislative agreement between 
Republicans and Democrats to limit  
to 1% of GDP the reduction to growth 
caused by the fiscal adjustment planned 
for 2013. It also needs employment to 
continue recovering at its current pace, 
which is rather optimistic. A third risk  
is still economic relapse in the euro area, 
which would weaken demand for exports 
and tighten up global financial 
conditions, also affecting the United 
States.

The latest indicators already pointed 
towards this improved tone in the third 
quarter. Private consumption is picking 
up, with retail sales that, without the 
volatile cars and petrol, grew by 4.4% 
year-on-year in September, intensifying 
the push in August. Consumption has 
therefore recovered its dynamism from 

uNitED StatES: maiN ECONOmiC iNDiCatORS

Percentage change over same period year before unless otherwise indicated

2010 2011
2011 2012

4Q 1Q 2Q July August September

Real GDP 2.4 1.8 2.0 2.4 2.1 ... 2.3 ...

Retail sales 5.5 8.0 7.4 6.6 4.7 4.0 5.0 5.4

Consumer confidence (1) 54.5 58.1 53.6 67.5 65.3 65.4 61.3 70.3

Industrial production 5.4 4.1 4.1 4.4 4.8 4.3 2.6 2.8

Manufacturing (ISM) (1) 57.3 55.2 52.4 53.3 52.7 49.8 49.6 51.5

Housing construction 5.7 4.5 25.1 22.5 28.5 18.6 30.5 34.8

Unemployment rate (2) 9.6 9.0 8.7 8.3 8.2 8.3 8.1 7.8

Consumer prices 1.6 3.2 3.3 2.8 1.9 1.4 1.7 2.0

Trade balance (3) –494.7 –559.9 –559.9 –571.0 –568.8 –565.7 –565.1 ...

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

Nominal effective exchange rate (4) 75.3 70.9 72.3 72.8 73.9 75.2 74.2 72.6

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.

the united States grows  
by 2.3% year-on-year, 
helped by the upswing  
in consumption and 
construction.

Retail and consumer goods, 
consumer confidence and 
business activity are all 
rising, but not income.



NOVEMBER 2012 9  THE SPANISH ECONOMY MONTHLY REPORT

the first quarter, when it was helped by 
abnormally benign weather conditions. 
It’s not clear whether this push from 
consumption will continue, however, as  
it is largely due to a fall in the savings rate. 
In August, household income fell in real 
terms by 0.4 percentage points compared 
with July, which already showed signs  
of stagnation. 

This good performance in the third 
quarter has also been reflected in 
consumer and business sentiment. The 
Conference Board consumer confidence 
index picked up strongly in September, 
going from 61.3 to 70.3 points, a figure 
that, except for two isolated months,  
has not been seen since the start of 2008. 
For its part, while the Institute for Supply 
Management (ISM) manufacturing index 
saw a moderate rise and reached the level 
of 51.1 points, the ISM for services, which 
account for 83.6% of the total number of 
private sector jobs, exceeded expectations 
with the general index reaching 55.1 points 
and with a business activity component 

that rose to 59.9 points, a level that 
historically corresponds with GDP 
growth of close to 4.0%.

The housing market was the other 
support for this revival in activity. Prices 
are rising gradually but steadily, with  
the Case-Shiller index for existing home 
prices posting its sixth consecutive 
increase in July, accumulating gains  
of 4.0% since January. This appreciation 
in real estate should boost private 
consumption due to the wealth effect and 
also because, as the value of homes 
increases compared with the outstanding 
debt on them, this helps the refinancing 
of mortgages. Most mortgages in the 
United States have a fixed interest rate. 
The third round of quantitative easing 
undertaken by the Federal Reserve in 
September aims to continue reducing the 
mortgage interest rate so that households 
can refinance their mortgages at lower 
rates, with a lower monthly payment  
and therefore increasing their disposable 
income which should, in turn, have an 

THE UNITED STATES: THE DRIVING FORCE OF CONSUMPTION

Real retail sales without vehicles or petrol

NOTE: (*) Data adjusted by the consumer price index without energy or foods.
SOURCES: Department of Trade and own calculations.

Base 100 = December 2007 (*)
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effect on consumption. The figures for 
the last week in September give cause  
for optimism as the amount of 
refinancing deals reached its highest level 
since April 2009. 

Construction is also contributing to 
growth. In September, 872,000 new 
homes were started, in annual terms,  
a 15% increase compared with August. 
The current level almost doubles the 
minimum of 478,000 homes started in 
April 2009. Although the sector is still 
much diminished compared with the 
economy as a whole, far from the level 
that might be considered normal for the 
US economy (1.6 million), construction  
is likely to continue gaining ground 
throughout 2013.

However, the great burden for the US 
economy is still its labour market. In 
September, this grew by 114,000 net jobs 
and the unemployment rate fell from 
8.1% to 7.8%. Nevertheless, the real 

situation is worse than suggested by these 
figures. After the exception of the first 
quarter, the monthly average number  
of jobs created in the last 6 months is 
106,000, below the figure of 153,000 
which was the average in 2011. At this 
rate, the level of employment in January 
2008, prior to the start of the Great 
Recession, won’t be reached until 2016. 
Similarly, this forecast does not take into 
account the 8.5 million under-employed, 
workers who are involuntarily working 
part-time and who will absorb part  
of the new jobs as they are created, 
thereby delaying a reduction in the 
unemployment rate. This results in a 
situation of persistence that is reflected  
in the high proportion of people who 
have been unemployed longer than  
6 months which, at 40.1%, almost doubles 
the peak of the last crisis. This persistence 
increases the number of discouraged 
workers who leave the job market. 
Together with demographic factors,  
this has led to a fall in the participation 

NOTE: (*) A level of 50 means that there are as many optimistic answers as pessimistic. 
SOURCES: Institute for Supply Management and own calculations.

THE UNITED STATES: ENTREPRENEURS START TO BELIEVE IN THE RECOVERY

ISM index levels (*)
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the housing sector also 
contributes to growth  
with rising prices and more 
dynamic construction.

the recovery in employment 
slows down. 
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rate (the proportion of people aged 16 or 
more who form part of the labour force 
and are working or looking for work), 
which went from 66.0% at the start of 

2008 to 63.6% in September 2012. This 
lower participation rate has helped the 
unemployment rate to fall more than 
would be expected at the current pace  

SOURCES: Department of Commerce and own calculations.

THE UNITED STATES: CONSTRUCTION CONFIRMS ITS INCIPIENT RECOVERY

Homes started in annual terms
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THE UNITED STATES: WITH A LOWER ACTIVITY RATE, A LOWER UNEMPLOYMENT RATE

Rate of unemployment and activity rate (*)

NOTE: (*) Activity rate: labour force (employees plus job seekers) compared with the population aged 16 and over. Unemployment 
rate: unemployed/labour force. 
SOURCES: Bureau of Labor Statistics and own calculations.
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of job creation, as discouraged people  
are not counted as unemployed. The  
risk is that this situation might end up 
becoming structural, since the chances  
of finding employment decrease the 
longer someone has been unemployed, 
eventually reducing the production 
potential of the US economy. 

The prospect of permanently weak 
employment, together with the 
moderating trend shown by prices, 
encouraged the Fed to start its third 
round of quantitative easing in 
September, aware that insufficient 
growth is a greater risk than inflationary 
tension. Price rises are being limited by 
the low capacity utilization, which more 
than compensates the possible upward 
push from the appreciation in 
commodities which, on the other hand, 

already seems to have run out of  
steam. The consumer price index (CPI) 
continued to pick up, rising by 2.0%  
year-on-year in September (1.7% in 
August), influenced by base effects in  
oil prices which should change tune over 
the coming months. For its part, the core 
CPI, which excludes energy and food 
prices, remained almost the same at 2.0% 
year-on-year, 1.8% without the effects  
of owners equivalent rents.

Looking at the foreign sector, August’s 
trade deficit for goods and services rose 
to 44.22 billion dollars due to the increase 
in energy costs. However, the deficit that 
excludes oil and derivatives fell to 20.75 
billion dollars. The negative part was the 
decline in exports for the second month 
in a row, the result of weak global 
demand. 

the CPi and core CPi rise  
by a moderate 2.0%.

the trade balance increases 
due to oil prices while 
exports weaken.

uS housing: light at the end of the tunnel

If we had to suggest a starting point of the Great Recession, few would doubt that it all began in the US real estate 
sector with the subprime mortgage crisis. Paradoxically, when many economies are still suffering the effects of 
the crisis, and with countries such as Spain and Italy continuing to decline in 2013, US housing is now on the 
road to recovery. This was already being said in 2010. But the green shoots of housing at that time turned out to 
be deceptive. However, this time is different. This box will attempt to show why, this time, the real estate sector’s 
recovery, although gradual and modest, will be more sustainable and longer lasting than the last one.

The background: a very low starting point and green shoots that withered

The US housing crisis was unprecedented. Since the 1960s, when the most significant statistics started to be 
gathered, there hadn’t been any similar drop, not even close. According to the Case-Shiller index, existing home 
prices dropped by 31.8%, between April 2006 and April 2009 and by 35.9% in real terms. Similarly, investment in 
construction fell by 57.5% from the beginning of 2006 to the beginning of 2010, deducting 3.5 percentage points 
from total GDP. However, the most disastrous consequence was job losses. The construction sector lost 2.25 
million jobs in the crisis, 25.6% of those lost in the economy as a whole. Moreover, construction employment is 
still anchored at rock bottom, without taking part in the slight recovery occurring in general. 

With the recession, a vicious circle was set up between falling house prices and employment. Rising 
unemployment led to a slowdown in the creation of households and an increase in doubtful loans which ended 
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up in foreclosures due to default. Fewer households and more foreclosed homes swelled the number of 
unoccupied houses, creating an oversupply. This stopped prices from recovering and left the sector almost 
paralyzed. The persistence of low property prices hindered household consumption via the wealth effect and 
prevented many mortgages from being refinanced at a lower interest rate, as they were in a situation of negative 
equity.

State aid for house purchases and the payment of credits brought a brief, moderate recovery in prices and sales 
that became known as the «green shoots». The Case-Shiller price index rose by 4.7% between April 2009 and 
May 2010 and property sales saw a sharp upswing in November 2009, coinciding with the end of state aid, 
which had pushed them up to almost pre-crisis levels. But investment in construction was still stuck at rock 
bottom, oversupply persisted and the «green shoots» withered. Prices embarked on a gradual but uninterrupted 
downward slide that lasted until February 2012, with the Case-Shiller index losing 42.1% compared with its 
peak of April 2006, in real terms.

2012: light at the end of the tunnel

The recovery in the real estate sector arrived in 2012. Improvement is gradual and not very intense but it’s sustained. 
The Case-Shiller index accumulated growth of 3.9% between February and July. Sales of existing homes, which 
account for 90% of the total, have increased by 10.2% since the start of the year and, unlike the time of the «green 
shoots», supply is also moving. New homes started in August were 29.1% above the level for the same period a year 
ago and developer sentiment is more optimistic than a few months ago. It must be said, however, that growth rates 
are still moderate and the starting point is low. For example, residential investment for the second quarter of 2012 
reached 2.4% of the economy as a whole, higher than the minimum rate of 2.2% in the third quarter of 2011 but 
far from the average of 4.1% in the 1990s. However, even with this modest intensity, cumulative residential 

THE UNITED STATES: NOT SUCH A LONG WAIT ANYMORE TO SELL A HOME

Average of months needed to sell a second-hand home

SOURCES: US Census and own calculations.
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investment has risen by 12.4% since the start of 2011 and has been contributing positively since then to growth in 
the economy. The key question is whether this recovery will continue.

A recovery that will continue?

The answer is that the recovery in US housing is very likely to continue, providing the economy doesn’t go 
through a double dip recession. The reasons for this continuation are the improved balance between supply and 
demand. The real obstacle to the sector’s recovery in this crisis has always been the persistent oversupply of 
property. But the evidence points to this oversupply diminishing in 2012 so far. The best indicator of this is the 
reduction in the number of months it takes to sell a property, the result of dividing the supply of available homes 
for sale by the number of homes sold in one month. In August 2012, it took 6 months to sell a property, far below 
the figure of 10 months required throughout 2011 and the 16.6 months needed in July 2010, when the crisis took 
housing to its lowest point. The situation should continue to improve until it reaches 4.5 months on average, as 
in the period 1999-2005. 

What is the reason for this fall in oversupply? Firstly, it should be noted that, in this crisis, construction has 
adjusted more rapidly than in previous episodes. The consequence is that, since December 2008, somewhat fewer 
than half the homes were started than would be the normal figure without bubbles or crisis. Secondly, the number 
of foreclosures has dropped, reducing one source of homes for sale. A third factor is that many of the homes on 
sale have reconverted to rented property. Fourthly, the sustained increase in sales has also been helped by more 
reasonable prices. The ratio of existing home prices (according to the index of the National Association of Realtors) 
to mean household income is back at its normal levels. This relationship had remained practically constant 
between 1980 and 2000. The bubble caused real estate to appreciate by 40% compared with income but the constant 

THE UNITED STATES: PRICES HAVE RETURNED TO THE FOLD 

Second-hand house prices divided by mean household income (*)

NOTE: (*) Average over last 12 months. Base 100 = Average period 1980-2000.
SOURCES: National Association of Realtors, �omson Reuters Datastream and own calculations.
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Japan: the foreign sector  
becomes a burden

Japan still has growth prospects of close 
to 2.3% for the whole of 2012, higher than 
most advanced economies, but the largest 
part of this growth comes from strong 
results in the first quarter. Since then, 
activity has gradually moderated and  
the forecast for the whole of 2013 is that 
the economy will grow by a scant 1.2%, 
which will leave unfinished the 
reconstruction after the catastrophe  
of March 2011. Private consumption ran 
out of steam in the first quarter, losing 
additional government support. But it is 
the foreign sector that, throughout 2012, 
has seen a more notable deterioration, 
with an uninterrupted series of deficits 
since March 2011, which could result in  
a current account deficit. With public 
debt reaching 230% of GDP, limiting 
expansionary fiscal policies, the Bank of 
Japan is planning a round of quantitative 

easing in an attempt to weaken the yen 
and improve the trade balance, which had 
been a pillar for Japanese growth until 
very recently.

The cause of this deterioration in trade  
is twofold. Firstly, exports are being hit  
by weak global demand and 
competitiveness has been lost due to  
the strong yen and costs resulting from 
energy bottlenecks. Exports fell by 18.6% 
between March and August 2012. While 
sales to the United States are bearing up 
better than the overall situation, those to 
Europe have fallen by 22.3%. The problem 
lies, however, in the drop in exports to 
emerging economies, where Japan is 
suffering from a loss of competitiveness 
and the emergence of new rivals, added  
to the Senkaku islands conflict with 
China, its main customer. Exports to  
the rest of Asia, which account for more 
than half the total, have therefore fallen 
by 16.2% since March, with most of this 

falls have completed the return journey and property is once again affordable for many families. Demographic 
trends should also help this drop in oversupply to continue. The formation of many young households has been 
delayed due to the economic crisis. We can suppose that more households will be formed in the coming years by 
way of compensation, with the consequent rise in demand for housing. 

The main scenario is therefore one of a gradual but sustained recovery. There are two risks for this scenario, 
however. Firstly, a double dip recession in the United States could increase doubtful loans and postpone the 
formation of households. The second risk is the hidden fund of properties owned by people who, discouraged by 
low prices, had withdrawn the properties they had on sale from the market. In any case, the imbalances that were 
damaging the real estate market have significantly diminished. It can therefore be said that the real estate market 
is no longer so much of a weakness and, should this recovery continue, it would gradually become a strength for 
the US economy.

This box was prepared by Jordi Singla
International Unit, Research Department,”la Caixa”

Japan slows down and 
expects a weak 2013,  
with anaemic private 
consumption and a foreign 
sector in deficit.
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loss concentrated in July and August. 
What is significant is the fact that  
exports to Africa have halved, 
accompanied by large falls in sales  
to India and Brazil.

This drop in exports is in addition to 
high energy costs, exacerbated by the 
nuclear switch-off. The cost of oil and  
gas imports over the last six months 
compared with the average for 2010 has 

Loss of competitiveness 
due to the strong yen and 
high energy costs expand 
the trade deficit.

NOTE: (*) Moving average of 12 months.
SOURCES: Japan’s Ministry of Finance, Trade and Industry and own calculations.

JAPAN: A RISING ENERGY BILL

Imports of oil and natural gas compared with exports (*)
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Percentage change over same period year before unless otherwise indicated

2010 2011
2011 2012

3Q 4Q 1Q 2Q July August September

Real GDP 4.6 –0.7 –0.7 –0.6 2.8 3.3 – ... –

Retail sales 2.5 –1.2 –1.0 0.8 5.2 3.1 –0.7 1.7 ...

Industrial production 16.6 –2.3 –0.6 0.0 2.7 5.1 –2.2 –4.7 ...

Tankan company Index (1) 0.0 –1.3 2.0 –4.0 –4.0 –1.0 – –3.0 –

Housing construction 2.7 2.6 8.0 –4.8 3.6 6.7 –9.5 –5.4 ...

Unemployment rate (2) 5.1 4.6 4.4 4.5 4.5 4.4 4.3 4.2 ...

Consumer prices –0.7 –0.3 0.1 –0.3 0.3 0.2 –0.4 –0.5 ...

Trade balance (3) 7.9 –1.6 1.3 –1.6 –3.7 –3.7 –4.1 –4.1 ...

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

Nominal effective exchange rate (5) 106.0 113.5 115.5 118.6 116.5 116.2 119.6 119.4 118.6

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.
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risen by 35% and 65%, respectively. While 
imports of oil and gas represented 15.7% 
of total exports throughout 2003, in the 
twelve months up to August 2012 they 
reached 32.8%. 

The latest indicators do not improve  
this outlook. Deflation continues, with 
August’s CPI falling by 0.4% year-on- 
year and core inflation, the general index 
without foods or energy, down by 0.6%, 
in line with the drop in automobile sales 
in September. Business sentiment also 
continues to be negative, as shown by  
the drop in the Bank of Japan’s Tankan 
index for large manufacturers. Similarly, 
industrial production, which is 
particularly closely related to exports and 
the economy’s performance as a whole  
in Japan, continued to fall in August, 
accumulating a loss of 5.6% since March.

China: visible signs of improvement

The GDP of the second economic power 
in the world grew by 7.4% year-on-year  
in the third quarter of 2012, less than the 
7.6% of the previous quarter but in line 
with consensus forecasts. Similarly, in 
quarter-on-quarter terms and according 

to official sources, growth has improved 
from the figure of 1.5% in the first 
quarter, the year’s lowest level, to 2.2%  
in the third. This reasonably figure and 
other positive recent indicators point  
to a certain upswing for the Asian giant.

In this context, the slowdown in the  
CPI over the last few months, from an 
inflation rate of around 6.5% during the 
first half of the year to 1.9% in September, 
much lower than the government target 
of 4%, gave the central bank room for 
further monetary relaxation to boost the 
economy’s incipient recovery. In addition, 
the moderation in food prices, one of the 
government’s priorities, allows further 
expansionary measures to be taken. We 
therefore expect the central bank to lower 
the official interest rate by 25 basis points 
to 5.75% before the end of the year.

The indicators for domestic demand 
continue to show signs of relative 
strength, boosted partly by the fiscal 
stimuli started in the second quarter. 
Specifically, retail sales grew by 14.2% 
year-on-year in September, once again 
within the range of 13%-14% of the last 
few months. Equally solid, the cumulative 
figure for urban investment in fixed 

Deflation continues while 
industrial production falls.

CHiNa: maiN ECONOmiC iNDiCatORS

Percentage change over same period year before, unless otherwise indicated

2010 2011
2011 2012

3Q 4Q 1Q 2Q July August September

Real GDP 10.5 9.3 9.1 8.9 8.1 7.6 – 7.4 –

Industrial production 15.7 13.7 13.8 12.8 11.6 9.5 9.2 8.9 9.2

Electrical power generation 14.0 10.9 10.8 8.9 6.5 1.2 2.3 2.6 1.2

Consumer prices 3.3 5.4 6.3 4.6 3.8 2.9 1.8 2.0 1.9

Trade balance (*) 184 156 170 156 159 182 175 184 198

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

Renminbi to dollar 6.8 6.5 6.4 6.4 6.3 6.3 6.4 6.4 6.3

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

China’s GDP grows by 7.4% 
in the third quarter, in line 
with the consensus.
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is there a property bubble in China?

China admirably withstood the Great Recession that hit the global economy in 2008-2009. However, the weakness 
of the United State’s recovery and the euro area’s recent relapse are starting to take their toll and, in 2012, for the 
first time in more than ten years, the Asian giant will grow below 8%. Within this context of economic slowdown, 
one cause for concern is the real estate sector, in particular the risk of a bubble bursting that would bring the 
country’s activity to an abrupt halt.(1)

However, has there really been a rise in Chinese house prices that can be classified as a bubble? In spite of the 
limited amount and reliability of official indicators on the real estate sector, most studies suggest that we cannot 
speak of a widespread real estate bubble in China but rather of localized bubbles in the cities of Shanghai, 
Shenzhen and Hangzhou, all on the south-east coast of the country, as well as in the capital, Beijing (see map).

In this respect, and according to data from the Institute of Real Estate Studies of Tsinghua University, prices in 35 
of the largest cities grew by around 225% in real terms during the period 2000-2010, equivalent to an average 
annual rise of 8.5%. In a country whose GDP has grown by 10% annually over the last thirty-five years, 8.5% real 
growth in house prices does not seem extraordinary. Similarly, during 2011 and the first half of 2012 these prices 

capital from January to September rose 
by 20.5%, 0.3 percentage points  
more than the cumulative figure up  
to August.

The leading supply indicators in 
September have also improved. The 
purchasing managers’ index (PMI) for 
manufacturing rose slightly to 49.8 
points, coming close to the expansionary 
zone indicated by 50 points. Industrial 
production grew by 9.2% year-on-year  
in September, more than August’s figure 
of 8.9% although here the real situation  
is less clear as electricity consumption,  
a more credible measure of the country’s 
industrial production according to some 
analysts, grew at a lower rate than 
August’s figure.

On the foreign front, September’s exports 
grew by 9.9% year-on-year in current 

terms, far above the 2.7% of the previous 
month, reinforcing the growing optimism 
surrounding China. Improvement has 
been concentrated in the markets of the 
United States and South East Asia. For 
their part, imports grew by 2.3% year- 
on-year, compared with the 2.7% drop  
in August, placing the trade surplus  
at 27.67 billion dollars. 

In short, the fiscal stimuli started in  
the second quarter and the improvement 
in exports have reduced fears of a hard 
landing for the Asian economy. We 
expect this upswing to continue in the 
fourth quarter and beyond, supported  
by the infrastructure investment plans 
and new structural measures to boost 
domestic demand and services. However, 
the economic and political focus of the 
country’s new leadership will be key  
in this respect. 

September’s leading 
indicators are relatively 
strong.

(1) This article is based on the ”la Caixa” Working Paper 04/2012, «¿Hay burbuja inmobiliaria en China?».

Exports push forward with 
a solid 9.9% year-on-year  
in September.
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stopped rising and even fell, picking up again slightly over the last few months. However, this trend hides substantial 
differences between some large coastal cities, where the increases have been substantial, and other smaller, inland 
cities with lower growth.

Various factors help to explain why house prices in the large coastal cities have risen so fast: the big increase in 
household income; urbanization and migration from rural areas to cities; the strong fiscal stimulus and relaxation 
in credit conditions during the Great Recession of 2008-2009; the role of local governments in selling licences for 
land and the demand for land by public corporations and, finally, the role played by the low interest rate and lack 
of alternative investment options in the country.

The large metropolises have seen higher rates of economic growth than the rural areas. Whereas city incomes 
doubled those of rural areas at the beginning of the 1980s, the difference is now around 3.5. This disparity is even 
larger in the case of the big coastal cities in the south-east of the country, which have emerged as the motors of 
growth for the economy as a whole over the last thirty years.

Secondly, the urbanization process that started in 1978, through which more than 300 million people have moved 
to the cities from rural China, has boosted demand for real estate in these large cities. In the last few years, the 
coastal cities in country’s south-east have become the main destinations for rural immigrants.(2)

THE LARGE COASTAL CITIES OF THE SOUTH-EAST AND BEIJING, UNDER PRESSURE

SOURCE: Own calculations.
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(2) See Chan, Kam Wing, «China, Internal Migration», in Immanuel Ness and Peter Bellwood (eds.), The Encyclopedia of Global Migration, 
Blackwell Publishing (to be published in 2013).
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Strong fiscal stimuli and the relaxation of credit conditions at the end of 2008 are also very likely to be behind the 
large increase in prices in 2009, which was more generalized throughout the country. With the aim of combating 
the effects of the global financial and economic crisis, the Chinese government announced a fiscal stimulus of 586 
billion dollars (7% of annual GDP) for the period 2009-2010 and significantly relaxed restrictions to growth in 
credit, pushing this variable up to extremely high levels, with total credit growing by 32% in 2009, far above the 
15% average annual growth during the last five years.

Fourthly, and as is happening in other countries, revenue obtained from licences for urban land is the main source 
of income for many municipalities, accounting for around 50% of their entire revenue. In the case of the Asian 
giant, this dependence is related to the limited capacity of local governments to levy taxes, powers that are highly 
concentrated in the hands of the central government. This situation, in combination with the strong fiscal stimulus 
of 2009 aimed largely at investment in infrastructures managed by local governments, led to a sharp rise in land 
prices and, consequently, the price of real estate.

The role of the public sector as a buyer of urban land has also played its part in determining prices. In particular, 
there is evidence that large state corporations have acquired land at higher than market prices. Some studies have 
estimated, for example, that public corporations of the Beijing area pay 27% more per square metre of land.(3) Their 
privileged access to credit through state banks, behaviour that is not always based on purely commercial criteria 
and personal relations that link managers of public corporations with members of the local government are just 
some of the explanations provided for these higher bids being offered by such companies.

Lastly, the low real interest rate on deposits, very often in negative figures, and the lack of alternative investments 
mean that the housing market is practically the only investment option for small savers.

Whether there is a bubble in China or not affects the likelihood of the real estate sector suffering an abrupt halt. 
But what would be the effect of this halt on the country’s economic activity, should it occur?

By way of example, taking into account the fact that residential investment accounts for around 12% of GDP, a 
slowdown in its real growth rate to, for example, 6% from the figure of 22.5% recorded in 2011, would «directly» 
reduce GDP growth by 2 percentage points. Moreover, we must also consider the effects on household consumption 
and the country’s total imports. In particular, the fall in imports as a result of a drop in residential investment 
would adjust the slowdown by 0.5 points (as approximately 20% of this investment is in imported materials). On 
the other hand, the impact on consumption will mainly depend on how much household wealth would be 
destroyed by a hypothetical fall in house prices and the relationship between this wealth and consumption. So, as 
the real estate wealth of households accounts for 150% of GDP and the wealth elasticity of demand is between 1% 
and 3% (according to different studies), a 10% fall in house prices would result in a reduction of consumption that 
would deduct between 0.15 and 0.45 points from growth in GDP (0.3 percentage points if we take the average). 
This would ultimately lead to a slowdown of around 1.8 points in China’s growth and therefore a deceleration of 
about 0.3 points in world growth. According to this scenario, China would record growth of around 6%, a figure 
that, although it may not sound alarming, would make it difficult to absorb rural labour migrants, aggravating 
social tensions.

(3) See Wu, Jing, Joseph Gyourko and Yongheng Deng, «Evaluating conditions in major Chinese housing markets», Regional Science and Urban 
Economics, volume 42, issue 3, May 2012, pages 531-543.



NOVEMBER 2012 21  THE SPANISH ECONOMY MONTHLY REPORT

Brazil: recovery with feet of clay

Winds of change are finally being felt  
in Brazil. After a disappointing first  
half of the year in terms of growth, 
macroeconomic indicators are pointing 
to a tepid upswing in activity since June, 
auguring growth in GDP of around 1.0% 
in the third quarter (4.0% annualized 
quarter-on-quarter). Nonetheless, there 
are still doubts regarding the solidity of 
this upswing and whether it will continue 
without the support of stimuli. 

With regard to demand, retail sales  
do seem to be fundamentally resistant, 

supported by a highly favourable labour 
market, moderate growth in credit and 
continuing confidence among Brazilian 
consumers in their economy. On the 
supply side, leaving services to one  
side, the recovery in industry continues  
to look lukewarm, concentrated in those 
sectors that have benefitted the most 
from fiscal leveraging. Over the coming 
months, we expect this recovery to heat 
up, boosted by a weak real and the recent 
introduction of new protectionist 
measures. However, the trend is likely  
to be gradual and contained, as the  
sector will still be hindered in 
competitiveness terms, as well as having  

This box was prepared by Clàudia Canals
International Unit, Research Department, ”la Caixa”

In short, the exorbitant rise in house prices has not been uniform or widespread in China but has been concentrated 
in a few of the country’s large cities, principally Shanghai, Shenzhen, Hangzhou (on the south-east coast) and 
Beijing. In spite of this, and given the sector’s economic weight, its affect on social discontent and the relevance of 
these large cities in economic, demographic and real estate terms, it’s important not to lose sight of the risk 
entailed by a real estate boom. Recent examples of other countries are a case in point.

activity looks like picking 
up in the Brazilian economy 
in the third quarter.

BRaZiL: maiN ECONOmiC iNDiCatORS

Percentage change over same period year before unless otherwise indicated

2010 2011
2011 2012

3Q 4Q 1Q 2Q July August September

Real GDP 7.5 2.7 2.2 1.4 0.7 0.5 ... ... ...

Industrial production 10.6 0.4 0.4 –1.9 –3.5 –4.4 –4.1 –2.0 ...

Consumer confidence (*) 159.7 156.4 153.2 155.2 164.3 163.5 160.6 156.3 158.3

General unemployment rate (**) 6.7 6.0 6.0 5.2 5.8 5.9 5.4 5.3 ...

Consumer prices 5.0 6.6 7.1 6.7 5.8 5.0 5.2 5.2 5.3

Trade balance (***) 20.1 29.8 30.5 29.8 29.1 23.9 23.7 23.0 22.5

Interest rate SELIC (%) 10.00 11.79 12.00 11.00 9.75 8.50 8.00 7.50 7.50

Reales to dollar (*) 1.78 1.63 1.88 1.86 1.83 2.01 2.06 2.03 2.03

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.
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a still overvalued currency and anaemic 
foreign demand. 

Prepared to dispel all doubts, Brazil’s 
economic authorities remain firm in  
spite of the slowdown, introducing 
further measures to boost domestic 
expenditure. At its meeting in October, 
and as expected, the Monetary Policy 
Committee agreed to lower the official 
interest rate by a further 25 basis points, 
placing it at an all-time low and warning 
of its intention to keep it at this level for  
a prolonged period of time. Brazil’s 
central bank also reduced its reserve 
requirements in order to lower financing 
costs, stimulate credit and provide banks 
with more liquidity. This is particularly 
important for small and medium-sized 
enterprises, which are suffering the most 
from shrinking margins and tougher 
regulations. 

Nonetheless, the expansionary bias of 
these economic policies is resulting in 
increasingly serious inflationary risks. 
Far from moderating their upward trend, 
prices have accelerated their deviation 

from the core target of 4.5% and are likely 
to end up above this level both in 2012 
and 2013. Risks that, moreover, are 
aggravated by the determination of 
Brazil’s authorities to keep the exchange 
rate above 2 reals per dollar. In spite of 
these risks, we don’t expect any change in 
the official interest rate, at least not until 
the end of 2013. If inflation did deviate 
too far, the authorities would probably 
choose to allow the real to appreciate  
or would resort to macroprudential 
measures. 

mexico: off on another... reform

The leading indicator for activity which 
indicates the monthly growth in GDP 
once again exceeded expectations by 
rising 4.2% (year-on-year) in July in spite 
of a slowdown in August, with growth of 
3.6%. In any case, the Mexican economy 
is still looking good and appears to be 
essentially resistant to the persistent 
global weakness. The fact that net  
exports are still contributing a significant 
share to growth also demonstrates how 

we expect the expansionary 
tone of monetary policy 
and exchange interventions 
to continue, in spite of  
the pressures on prices.

the mexican economy 
continues to advance  
at a good pace.

mExiCO: maiN ECONOmiC iNDiCatORS

Percentage change over same period year before unless otherwise indicated

2010 2011
2011 2012

3Q 4Q 1Q 2Q July August September

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 4.4 3.8 ...

Consumer confidence (*) 86.3 91.7 93.7 90.3 94.1 96.4 98.9 97.6 94.0

Leading business index (*) 117.1 117.1 122.8 123.7 124.3 126.2 127.7 127 ...

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

Consumer prices 3.9 3.2 3.4 3.5 3.9 3.9 4.4 4.6 4.8

Trade balance (***) –3.0 –1.5 –1.8 –1.5 –1.6 –1.3 –0.6 –0.7 1.1

Official Banxico rate (%) 4.50 4.50 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 13.21 12.87

NOTES: (*) Value.
(**) Percentage of labour force.
(***) Cumulative balance for 12 months. Billion dollars.
SOURCES: Banco de México and own calculations.
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competitive its industry is compared with 
other countries.

The cause and effect of this solidness is 
the excellent tone of the labour market.  
In September, unemployment fell again  
to 5.0%, below the figure for August and 
the forecast by most analysts. This all 
encourages optimism regarding the 
economic prospects of the second Latin 
American economy in the short term.  
At the same time, and after an excessive 
moratorium, the reform process is 
gaining momentum, fanning optimism 
concerning the country’s growth 
potential in the medium and long term. 

After more than a decade debating  
and delaying changes in the country’s 
economic structures, a new spirit of 
cooperation is taking shape between the 
two main parties, the incumbent PAN 
and the party that will soon take over,  
the PRI, to boost this reform process. 
This greater teamwork is already 
producing its first fruits. At the end of 
September, Congress approved the 
proposed labour reform, whose aim is  
to increase flexibility and modernize  
the now obsolete labour legislation. This 
proposal is currently pending approval  
by the Senate but the bulk of the evidence 
available suggests it will be the first of 
several other reforms on the way. It’s 
therefore no surprise that the President 
elect, Enrique Peña Nieto, emphasized  
his reformist intentions throughout his 
campaign. The next reform to come 
about could be fiscal, very necessary  
due to the excessively oil-dependent tax 
revenue and taking into account the fact 
that, in 2013, corporation tax will be 
lowered from 30% to 29%, with the 
consequent impact on revenue. 

In the area of prices, inflationary 
pressures look likely to have peaked 
without any second-round effects being 

perceived, at least for the time being. This 
and the new round of quantitative easing 
in the United States, which should help  
to contain inflationary pressures via a 
relative appreciation of the peso, leads  
us to maintain our prediction that 
Banxico will not change the tone of its 
monetary policy until mid-2013, in spite 
of having warned of greater caution after 
its last meeting. 

Oil remains stable and metals fall

Oil has stabilized after the previous 
month’s drop. Between 20 September  
and 22 October, the price of crude rose  
by a minimal 0.7%, remaining at 109.80 
dollars per barrel (Brent quality, for one-
month deliveries). Oil is therefore 2.5% 
higher than at the start of the year but has 
lost 1.1% compared with its level a year 
ago, a trend that should continue over the 
coming months due to base effects and 
which should be reflected in the CPI of 
the main economies.

The low growth of advanced economies 
has been passed on to emerging countries 
to some extent, leading to a worldwide 
drop in demand for commodities. The 
International Energy Agency expects  
the trend in world oil demand to remain 
almost flat while, in September, the 
World Steel Association revised its April 
forecast for global steel demand in 2012, 
down by 1.5%.

The trend in the rest of commodities was 
marked by metals starting to fall again, 
reflecting the slowdown in China, the 
world’s main buyer. The CRB index  
fell by 1.9% between 20 September and  
22 October. Aluminium and nickel prices 
dropped by 7.8% and 7.5%, respectively. 
The fall in copper was a more moderate 
3.8%. Although iron remained unaffected 
by this general tone due to the 

the reform process  
is gaining momentum.

metals start to fall again 
due to the slowdown  
in China.

Oil prices fall below  
110 dollars per barrel and 
are lower than last year’s 
levels.
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idiosyncratic way it is quarted, the general 
perception is still downward. Once the 
influence of the Fed’s quantitative easing 
had passed, precious metals joined this 

fall with gold losing 2.1%, down to  
1,726 dollars per ounce. In foods, wheat 
and sugar saw minimal gains, while 
coffee lost 7.7%.

TREND IN VARIOUS COMMODITIES (*)

NOTE: (*) Figures for last day of month (last date October 22).
SOURCES: �e Economist, �omson Reuters Datastream and own calculations.
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the downward trend continues

The adoption of unconventional 
monetary measures by the European 
Central Bank (ECB), such as its 
programme of Outright Monetary 
Transactions, has helped to substantially 
relieve tensions in the sovereign debt 
markets for some countries. However,  
in spite of this greater stability in the 
financial markets, this has yet to be 
reflected in the euro area’s better 
economic performance as a whole.  
In fact, the decline in economic activity 
in the third quarter of 2012 is expected  
to affect not only peripheral countries  
but also the countries in the centre. 

After gross domestic product (GDP) 
shrank by 0.2% in the second quarter,  
the most recent leading business 
indicators point to a similar drop for the 
third. The index of economic sentiment 
in September continued its downward 
trend and stood at 85 points, clearly 
below its historical average. This fall  
was caused by weaker confidence in the 
sectors of services, retail and consumer 
goods and, to a lesser extent, industry. 

Somewhat more favourable was the  
view of entrepreneurs in construction, 
who were less pessimistic than in August. 
Similarly, the purchasing managers’ index 
(PMI) for manufacturing increased in the 

Economic weakness will 
remain in the second half  
of the year.

EuROPEaN uNiON

NOTE: The value of 50 marks the division between economic contraction and expansion. 
SOURCE: Bloomberg.
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Consumer confidence  
falls again in the month  
of September.

the imF lowers its growth 
forecasts.

month of September, reaching a value of 
46.1 points, its highest figure in 6 months. 
Nonetheless, this index is still below  
50 points, the value as from which there  
is usually a contraction in activity.

Demand indicators for the third quarter 
are also showing signs of weakness. 
Consumer confidence fell between June 
and September by more than 6 points, 
reaching levels similar to those of June 
2009. On the other hand, retail sales 
offered some respite as they were up  
by 0.1% in the month of August, with 
their contraction in year-on-year terms 
standing at –1.3%. Of note was the 
month-on-month rise in sales in 
countries such as Luxembourg (2.9%), 
Portugal (2.8%), Slovenia (2.2%) and 
Spain (2.1%), the latter probably due to 
purchases being brought forward before 
the expected VAT hike.

Within this context, the last World 
Economic Outlook of the International 
Monetary Fund (IMF) for October 

revised downwards its GDP growth 
forecasts by 0.1 percentage points for 
2012 to –0.4% and by 0.5 percentage 
points for 2013 to 0.2%. This report 
identifies the euro area as the main 
source of weakness in the global 
economy and therefore urges European 
leaders to implement the agreed policies 
as soon as possible in order to achieve 
greater economic and financial 
integration. In fact, the IMF warns that 
the most immediate risk is still tardy or 
insufficient political agreement, which 
could make the euro area crisis worse. 

In short, the capacity of European 
leaders to resolve the sovereign debt 
crisis effectively will be a decisive  
factor in achieving a gradual recovery  
in economic activity in 2013. With a 
view to the future, it’s crucial to lay  
the foundations for a more integrated 
economic, fiscal and financial union 
that can withstand shocks. Only then 
can we expect balanced, sustained 
economic growth over the long term.

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 August September

GDP 2.0 1.5 1.3 0.6 0.0 –0.4 ... ...

 Germany 4.0 3.1 2.7 1.9 1.2 1.0 ... ...

 France 1.6 1.7 1.5 1.2 0.4 0.3 ... ...

 Italy 1.8 0.6 0.4 –0.5 –1.4 –2.6 ... ...

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

Retail sales 0.9 –0.6 –0.5 –1.4 –1.1 –1.7 –1.3 ...

Consumer confidence (*) –14.2 –14.6 –15.9 –20.6 –20.0 –19.7 –24.6 –25.9

Industrial production 7.4 4.7 3.9 –0.2 –1.8 –2.4 –2.8 ...

Economic sentiment (*) 100.5 101.0 98.4 93.6 94.1 91.1 86.1 85.0

Ifo business climate index (*) 107.8 111.3 109.8 106.9 109.2 107.3 102.3 101.4

NOTE: (*) Value.
SOURCES: Eurostat, European Central Bank, European Commission and own calculations.
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Percentage change from the maximum to the minimum for each period

EMPLOYMENT HAS REACTED VERY DIFFERENTLY TO THE FALL IN GDP

SOURCES: Eurostat, European Commission and own calculations.
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Leading indicators point  
to further job losses.

the euro area’s economic crisis  
takes its toll on the labour market

August’s unemployment rate remained 
constant at 11.4%, with a figure from  
July that was revised upwards by 0.1 
percentage points, thereby continuing  
at its highest level since 1995. This figure 
was 4 percentage points above the figure 
for March 2008, the cyclical minimum 
that occurred before the start of the 
financial crisis. Differences in the 
unemployment rates between countries 
are still very wide, from Austria’s 
minimum of 4.5% to Spain’s 25.1% and, 
for the moment, there’s no sign of these 
differences narrowing. 

This is reflected in the European 
Commission’s opinion indicators for 
September on the intention to generate 
jobs over the next three months for the 
euro area as a whole. These suggest a 
further contraction in employment, 
particularly in the sector of industry, 

whose figure fell by 0.6 percentage points 
to 13.3 negative points, a level it hadn’t 
reached since March 2010. However, 
although all show a clearly negative trend, 
the divergence of this variable between 
countries is substantial. Germany is in a 
more favourable situation than the rest of 
the euro area economies, although since 
May it has also started to post negative 
values, a value as from which jobs are 
normally lost. 

To be able to analyse the differences in 
the labour situation between countries  
in more detail, we need to compare how 
their labour markets respond to changes 
in economic activity. Within this 
context, it can be seen in the graph below 
that the differences in job losses between 
the cyclical maximum and minimum 
point are highly significant. This  
spread is partly the result of the  
different intensities in the recessionary 
processes of each country. However, this 
explanation is not enough to justify the 

the euro area’s 
unemployment rate stands 
at 11.4%.
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fact that, for example, the number of jobs 
fell by 1% in Austria and by 7% in Spain 
during the crisis of 2008 (blue points), 
although they saw similar falls in GDP, 
close to 5%. 

Therefore, as highlighted in a study by 
the European Central Bank («Euro area 
labour markets and the crisis», Structural 
Issues Report, ECB, September 2012),  
the nature of the disturbance and not 
only its gravity might have affected how 
the fall in GDP is passed on to the labour 
market. So those countries that, in 2008, 
underwent the bursting of the real estate 
bubble and, during previous years, had 
experienced growth in credit and 

significant current account deficits, saw 
a greater fall in employment. However, 
those countries that started their 
recessionary phase due to the worldwide 
slump in trade experienced a more 
temporary shock involving fewer job 
losses. 

At the same time, other institutional 
components in each country’s labour 
market might have also affected how 
much employment adjusted in the 
recession. In this respect, those countries 
that, for example, had a larger 
proportion of temporary contracts 
before the crisis recorded a relatively 
higher rate of job losses. 

EuRO aREa: KEy iNDiCatORS FOR tHE LaBOuR maRKEt

Percentage change compared with same period the previous year, unless otherwise stated 
Seasonally adjusted employment and unemployment figures

2010 2011
2011 2012

3Q 4Q 1Q 2Q July August September

Employment 

 People –0.5 0.3 0.3 –0.1 –0.5 –0.6 ... ... ...

 Hours 0.0 0.2 0.2 –0.1 –0.7 –0.8 ... ... ...

Expectations for job creation (*)

 Manufacturing –7.7 2.6 1.6 –3.7 –3.7 –7.1 –11.0 –12.7 –13.3

 Services 1.5 6.3 6.2 3.2 3.0 –2.9 –3.6 –4.1 –4.2

Unit labour costs by country

 Euro area –0.7 0.9 1.1 1.5 1.5 1.4 ... ... ...

 Germany –1.0 1.3 1.6 2.2 2.5 2.5 ... ... ...

 France 0.7 1.6 1.8 2.1 2.2 1.8 ... ... ...

 Italy –0.5 0.9 1.3 1.3 1.1 1.6 ... ... ...

 Spain –2.0 –1.5 –1.6 –1.4 –1.5 –2.2 ... ... ...

Unemployment rate by country (**)

 Euro area 10.1 10.2 10.2 10.6 10.9 11.3 11.4 11.4 ...

 Germany 7.1 6.0 5.8 5.7 5.6 5.5 5.5 5.5 ...

 France 9.7 9.6 9.6 9.8 10.0 10.3 10.6 10.6 ...

 Italy 8.4 8.4 8.5 9.2 10.0 10.6 10.7 10.7 ...

 Spain 20.1 21.7 22.1 23.0 23.8 24.6 25.0 25.1 ...

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).
(**) Percentage of labour force.
SOURCES: Eurostat, European Central Bank, European Commission, OECD and own calculations. 

the adjustment  
in employment during  
the crisis - more intense  
in those countries with  
a real estate bubble.
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inflation in the euro area 
remains anchored at 2.6%.

Stable inflation in the euro area

The harmonized index of consumer 
prices (HICP) for September in the euro 
area posted growth of 2.6% in year-on-
year terms, repeating the figure posted 
the previous month. For its part, core 
inflation, excluding food and energy, 
grew at a year-on-year rate of 1.6%,  
0.1 percentage points less than in  
August. The most inflationary items  
in September were clothing, footwear 
and transport fuel.

In the case of clothing, with a 14.0% 
month-on-month rise, it has increased 
the year-on-year rate of change of the 
general CPI by 0.7 percentage points.  
The change in season and presentation  
of new collections lie behind this rise  
in prices. For the same reason, footwear 
contributed almost 0.2 percentage  
points to the year-on-year increase in  
the general CPI. Lastly, it’s worth noting  
the 0.1% percentage point contribution  
to inflation of spending on transport  
fuel in September.

These rises have been offset by  
the reduction in the sub-index of 
telecommunication prices (0.05 
percentage points), restaurants and cafés 

(0.05 percentage points), due to the  
end of the holiday season. But, especially, 
because of the fall of 0.1 percentage points 
in the year-on-year change in the general 
CPI of three kinds of spending: air 
transport, hotels and package holidays,  
all three cases being affected by the end  
of the tourist season.

Geographically, while Germany’s 
inflation fell by 0.1 percentage points  
to 2.1% and that of France fell by 0.2 
percentage points to 2.2%, in the case  
of Italy and Spain inflation rose to 3.4% 
and the 3.5% respectively. Spain’s rise was 
higher, specifically 0.7 percentage points, 
due to the rise in value added tax.

This situation should remain stable over 
the next few months. The rise in duties 
and taxes in Mediterranean countries,  
in an attempt to meet the targets for 
reducing the public deficit, stop price 
levels from reflecting the weak tone of 
demand. Inflation in these countries is 
not due to pressure from demand or 
higher labour costs but reflects rising  
oil prices and especially higher taxes. 
Evidently, within a situation where Italy 
and Spain must gain competitiveness, 
maintaining a positive inflation 
differential compared with France and 

EuRO aREa: HaRmONiZED iNDEx OF CONSumER PRiCES

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

2010 2011
2011 2012

3Q 4Q 1Q 2Q July August September

Euro area

 HICP 1.6 2.7 2.7 2.9 2.7 2.5 2.4 2.6 2.6

 Core HICP 1.0 1.7 1.7 2.0 1.9 1.8 1.9 1.7 1.6

Harmonized index of consumer prices 
 for the main countries

 Germany 1.1 2.5 2.7 2.7 2.4 2.1 1.9 2.2 2.1

 France 1.7 2.3 2.3 2.6 2.6 2.3 2.2 2.4 2.2

 Italy 1.7 2.9 2.6 3.8 3.6 3.6 3.6 3.3 3.4

 Spain 2.0 3.1 2.9 2.7 1.9 1.9 2.2 2.7 3.5

SOURCE: Thomson Reuters Datastream.
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Germany complicates their 
macroeconomic adjustments. However, 
the differential shouldn’t widen 
significantly and, on the other hand,  
is temporary. 

Exports of goods lead the 
improvement in the current surplus

The euro area’s current account balance 
posted another surplus in August. With 
this, the cumulative balance over the 
first eight months of the year rose  
to 33.26 billion euros, a figure that 
contrasts with the deficit recorded in  
the same period a year ago, namely  
37.93 billion euros. Most of this 
improvement, specifically 85%, is due  
to the good performance of the balance 
of goods. After seven consecutive 
months of surpluses, the cumulative 
balance of goods between January and 
August reached 47.51 billion euros.

This took place within a context of 
improving budget flows. Exports of 
goods grew by 9.1% year-on-year in this 
period, 5.2 percentage points above the 
figure for imports. As can be seen in the 
graph below, this rise in exports remains 
in line with the direction of growth of the 
last year and a half. Undoubtedly, gains in 
competitiveness during this period have 
played an important role in the positive 
performance by exports. Since December 
2009, the competitiveness index for the 
euro area, measured via the differences  
in inflation with the rest of the world, 
improved significantly.

A breakdown by geographic area shows 
that this increase has not been uniform 
across all the euro area’s trading partners. 
Of note among those regions with the 
greatest dynamism in purchasing goods 
from the euro area are Russia and Latin 
America, with growth of around 17%. 
The United States, one of the main 

GAINS IN COMPETITIVENESS BOOST GOODS EXPORTS

Cumulative exports over the last twelve months and harmonized indicator 
of competitiveness (average 12 months)

SOURCE: European Central Bank.
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the current account 
surplus reaches 33.26 
billion euros in the first 
eight months of 2012.
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Growth in exports to China 
slows up in august and 
rises by 2.5% year-on-year.

tensions ease in the 
financial markets.

trading partners, follows behind these 
regions, with exports to the US rising  
by 14.0% in the same period. However, a 
certain slowdown can be seen in exports 
to China, in line with the Asian giant’s 
slower growth in economic activity. 
Specifically, exports in August rose  
by just 2.5% year-on-year, far below  
the 10.1% growth of the first six months 
of the year.

Looking to the future, exports from the 
euro area are likely to slow down over  
the last quarter of the year. The upswing 
in the nominal effective exchange  
rate in September and weak demand  
of European countries outside the euro  
area would support this scenario. 
However, we don’t expect this lower 
dynamism in exports to be an impossible 
obstacle to keeping the upward trend in 
net lending for the euro area as a whole. 
The probable fall in imports, within a 
context of lower consumption in the euro 

area and growth in the surplus of the 
services and income balances will lead to 
further advances of the current surplus.

Public sector and governance

The programme of sovereign debt 
purchases designed by the European 
Central Bank for those euro area 
countries that request it, provided they 
comply with certain conditions, has 
managed to ease tensions in the financial 
markets over the last two months. 
Thanks to this, political leaders embarked 
on the European Council in mid-October 
with fewer emergencies than on previous 
occasions, which allowed them to focus 
all their efforts on advancing towards 
banking and fiscal union.

In fact, it was agreed that, before the  
end of the year, the single supervisory 
mechanism would be designed for the 

FOREiGN SECtOR

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

2010 2011
2011 2012

2Q 3Q 4Q 1Q 2Q July August September

Euro area

 Imports 21.6 14.0 14.1 11.4 6.4 4.0 1.3 2.5 1.3 ...

 Exports 20.1 13.3 13.5 10.0 9.3 8.7 8.2 11.1 10.4 ...

 Trade balance (1) 0.7 –9.2 –16.6 –21.6 –9.2 9.5 39.1 51.9 64.2 ...

Current balance (2)

 Euro area –0.1 0.0 0.0 –0.2 0.0 0.1 0.6 0.7 0.8 ...

  Germany 6.0 5.7 6.0 5.9 5.7 5.7 6.1 6.2 6.3 ...

  France –1.6 –2.0 –2.1 –2.2 –2.0 –1.9 –2.0 –2.0 –2.0 ...

  Italy –3.5 –3.3 –3.8 –3.7 –3.3 –2.6 –1.8 –1.7 –1.5 ...

  Spain –4.5 –3.5 –4.2 –3.8 –3.5 –3.3 –3.2 –2.8 ... ...

Euro/dollar exchange rate (3) 1.33 1.40 1.37 1.45 1.43 1.35 1.32 1.26 1.23 1.26

Nominal effective exchange rate of the euro (4) 103.68 103.40 102.6 105.3 103.6 102.1 99.4 95.30 95.20 97.20

NOTES: (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 currency has appreciated.
(4) Change weighted by foreign trade flows. Higher figures indicate the currency has appreciated. 
SOURCE: Eurostat, European Commission, national statistical bodies and own calculations.
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the public deficit of the 
euro area as a whole falls  
to 4.1% of GDP.

France and italy will 
present a public deficit 
below 3% of GDP in 2013.

euro area’s banking system, as well as the 
conditions for the direct recapitalization 
of banks via the European Stability 
Mechanism (ESM). With regard to the 
strength of fiscal governance, the aim  
is to pass two new bills, known by the 
name of the two-pack. Both laws focus 
on supervising the budgets of member 
states. To this end, additional 
requirements will be established that 
ensure improved management and  
closer supervision of budget spending  
for members of the euro area, being more 
demanding in those countries under the 
Excessive Deficit Procedure supervised 
by the European Commission. 

All this within a context of consolidation 
that, as can be seen in the graph below, 
has reduced the deficit of the euro area 
as a whole by 2.6 percentage points 
between March 2010 and March 2012, 
totalling 4.1% of the gross domestic 
product (GDP).

The 2013 budgets approved over the last 
month by some member states point to 
this trend continuing during the coming 
year. According to official forecasts,  
both France and Italy will end 2013 with 
deficits that will meet the Maastricht 
criterion. In the French case, this is a 
correction in the deficit of 1.5 percentage 
points compared with the level predicted 
for 2012, reaching 3.0% of GDP. In Italy, 
the correction of the deficit will be less, 
namely one percentage point, but enough 
to end the year with a deficit of 1.6%.  
In this respect, it’s important to note  
the capacity of the Italian public coffers  
to adjust in 2012 as, in spite of the high 
interest burden of its debt, the bulk of  
the evidence available suggests that it will 
achieve its target public deficit.

However, significant differences can  
be seen in the strategy followed by both 
countries to correct their public accounts. 
Practically two thirds of the adjustment 

TWO YEARS SINCE THE START OF FISCAL CONSOLIDATION

Budget flows in percentage of GDP

SOURCE: European Central Bank.
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there are differences in the 
strategies to redirect 
deficits in different 
countries.

Spain and Portugal expect 
to achieve a public deficit 
of 4.5% of GDP in 2012.

agents prefer more liquid 
assets.

to be carried out by France is through 
increases in revenue, mainly via income 
and corporation tax. In Italy, on the other 
hand, the vast majority of the reduction 
will be achieved through spending cuts, 
of note being the lower expenditure on 
public employment and by centralizing 
the expenditure management of public 
administrations.

These differences can also be seen in  
the budgets passed by Spain and 
Portugal. Both countries will implement 
significant adjustment measures for 
2013, amounting to 2.5% of GDP and 
3.2% of GDP respectively. In Portugal, 
practically 80% of this will come from 
revenue measures, while in Spain it will 
largely be achieved through spending 
cuts. These efforts will be partly offset  
by the decline in the economic cycle that, 
in both cases, will place the public deficit 
at 4.5% of GDP.

towards stable, efficient  
banking union

Credit conditions and the trend in 
savings continue to reflect the difficulties 
being experienced by the euro area’s 
economy. With regard to monetary 
assets, the trend is still for agents to  
hold more liquid assets. In this respect, 
short-term deposits continue to rise  
in detriment of other assets with longer 
term maturities. This can be put down  
to the fact that deposits at different 
maturities offer very similar interest rates 
and, given the current uncertainty, 
agents prefer those assets that can  
be easily converted into money.

This can be seen in the figures for 
August, where sight deposits were up  
by 5.0% compared with the same period  
a year ago, maintaining the upward trend 

started last April. On the other hand, less 
liquid deposits continue their downward 
trend. Short-term deposits, excluding 
sight deposits, grew by 0.8%, a figure 
that’s much lower than the growth posted 
in previous months. For their part, 
negotiable instruments (which are the 
least liquid) have contracted by half a 
percentage point compared with the 
previous year, a fall that contrasts with 
the 4.3% rise of the previous month. 

Regarding the trend in credit, figures 
show that private sector financing 
continues to fall. On the one hand, 
financing to non-financial firms in 
August fell by 0.5% compared with 
August 2011, while household financing 
posted a slight advance of 1.0%. The  
lack of confidence of economic agents, as 
well as uncertainty remaining high, are 
hindering demand for credit. At the same 
time, the supply of credit is still limited  
in some euro area countries due to banks 
adjusting their balance sheets.

The figures related to the trend in credit 
have led to the International Monetary 
Fund (IMF) issuing another warning. 
Last April, the IMF published in its 
Global Financial Stability report a 
forecast regarding the trend in credit  
for the countries on the periphery of the 
euro area. This proposed three possible 
scenarios for the credit situation: weak, 
normal and good. Although, in March, 
all the evidence pointed to the trend 
remaining in the normal scenario, we are 
actually in the weakest one. This outcome 
highlights the greater deterioration in 
access to financing on the part of the 
private sector.

In this respect, the IMF repeats that  
it’s vital to advance towards banking 
union, as agreed at October’s European 
Council. Of the four pillars to banking 
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union (common regulation, single 
supervisor, resolution mechanisms and 
common guarantee fund), the most 
advanced flank is that of supervision. 
European leaders established that, next  
1 January, the legal framework would  
be approved for banking supervision 
and the Single Supervisory Mechanism 
(SSM) is expected to become operational 
during 2013. The existence of this 
institution is a necessary condition  
for the European Stability Mechanism 
(ESM) to be able to directly recapitalize 
banks, something that would help to 
break the link between bank debt and 
sovereign debt. However, some central 
countries, led by Germany, have 
misgivings regarding the ESM directly 
recapitalizing banks before the SSM  
is effectively operational. Moreover,  
they have also questioned whether 

recapitalization should cover losses  
that existed before the SSM was set up.

At the same time, advances continue to 
be made on other fronts to reform the 
regulatory framework for the banking 
sector. On 2 October the Liikanen Report 
was presented, on the request of the 
European Commission. This report has 
been drawn up by professionals of 
renowned prestige in the business and 
academic world and is presided over by 
the director of Finland’s central bank, 
Erkki Liikanen. The most relevant 
suggestion has been the legal separation 
of higher risk banking activities from the 
rest of the activities carried out by banks. 
The aim pursued is to protect the essential 
activities of deposits and the provision of 
financial services, vital for an economy to 
function, from other high risk activities. 

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 August September

Private sector financing (1)  

 Non-financial firms –1.0 2.0 2.3 1.9 0.7 0.2 –0.5 ...

 Households (2) 2.7 2.8 2.7 2.2 1.9 1.3 1.0 ...

Deposits (1) 

 Sight deposits 8.8 1.3 0.9 0.9 1.7 2.3 5.0 ...

 Other short-term deposits –5.2 2.7 3.3 2.2 2.9 2.7 0.8 ...

 Negotiable instruments –9.1 –5.4 –5.2 –3.0 0.5 2.8 –0.5 ...

Money market interest rate (%)

 ECB repo 1.0 1.3 1.42 1.42 1.00 1.00 0.75 0.75

 3-month Euribor rate 0.8 1.4 1.57 1.54 1.14 0.71 0.38 0.28

 12-month Euribor rate 1.3 2.0 2.15 2.08 1.76 1.32 0.94 0.80

Interest rate for loans and deposits (%)

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

 Loans to households to acquire housing (4) 2.7 3.3 3.4 3.5 3.4 3.2 2.9 ...

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

there are still doubts 
regarding bank 
recapitalization.

the Liikanen Report 
proposes that high risk 
banking activities should 
be split off.
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Emerging Europe: financial relief, 
macroeconomic weakness 

Emerging Europe continues to present 
two very different faces: while it has  
been going through a relatively calm 
time since the summer in terms of the 
financial stress resulting from the euro 
area’s sovereign debt crisis, the trend in 
data for activity has yet to improve to any 
notable extent. 

Looking more closely at the first of these 
two situations, namely financial calm, 
and as can be seen in the graph below, the 
different decisions and announcements 
that have been made at an EU level since 
last July (announcements of unlimited 
intervention but with conditionality  
in the secondary debt market by the 
European Central Bank; the German 
Constitutional Court upholding the 
European Stability Mechanism; more 
specific details regarding banking union) 
have played a decisive role in reducing 

financial stress on the financing terms  
for sovereign debt in emerging Europe. 

At the time of writing this report, most 
financial analysts believe that the risk 
premium levels of these countries are  
an accurate reflection of their 
macroeconomic fundamentals (growth 
prospects, levels of deficit and public debt, 
etc.). This means that the hypothetical 
contagion, which in any case was never 
excessive outside the situations of 
Hungary and Romania, of financial 
tensions in the peripheral markets of  
the euro area has almost disappeared. 

We should also mention that this 
relaxation in financial stress can  
also be seen in other risk assets, such as 
currencies. The appreciation of national 
currencies has been particularly intense 
in Hungary, boosted by the expectation  
of a financial agreement with the 
International Monetary Fund. This 
prospect is largely due to the fact that the 

SOURCE: �omson Reuters Datastream.
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in emerging Europe,  
the most recent figures 
point to clear financial 
improvement but not  
to any notable recovery  
in activity.

Country-risk has shifted 
considerably in the region.
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budget forecast for 2013 is an appreciable 
advance towards correcting public 
imbalances and eliminates some 
measures considered by international 
bodies as difficult to accept. The 
appreciation of Romania’s currency has 
been much more contained, however, 
where the central bank is intervening  
to put a stop to this.

In spite of this financial relief, the  
latest developments in the area of 
macroeconomic activity point to this 
weak tone growing in the third quarter. 
The indicator that best reflects the trend 
in gross domestic product as a whole, 
namely economic sentiment, suggests 
that growth will slow down again in the 
third quarter. From July to October 2012, 
economic sentiment for the average of the 
five economies we normally cover in this 
report (Poland, Hungary, Romania, the 
Czech Republic and Slovakia) fell in the 
order of three percentage points to 89 
points. These levels would be equivalent 
to regional growth in the zone of 1%  
year-on-year, very low for the countries  
in question. Although the economic 
sentiment indicator could be overvaluing 
the extent of the slowdown, it’s true that 
the third quarter will have been weaker  
in macroeconomic terms.

As from this low point, is the fourth 
quarter going to be the turning point  
in the cycle? In spite of the somewhat 
sombre data at present, certain leading 
indicators are helping to modify an 
excessively rigorous interpretation  
that states this situation will continue.  
For example, the composite leading 
indicator of the Organization for 

Economic Cooperation and Development 
(OECD) shows a trend towards 
stabilization in Poland, the benchmark 
economy of the region, in its figures for 
August. This would point to economic 
activity in Poland bottoming out towards 
the beginning of 2013. In addition, the 
production component forecast by the 
economic sentiment indicator for 
September shows a recovery that could  
be a sign of production picking up again 
towards the end of 2012. The only 
plausible factor to justify this 
improvement would come from a certain 
recovery in exports to the euro area. 

In short, at present it’s difficult to 
categorically confirm or reject that 
activity bottomed out in the third quarter 
and will recover in the fourth. Firstly,  
this is due to the fact that we have 
accumulated too few positive figures to be 
able to state, unequivocally, that the weak 
trends have come to an end. The drop in 
activity seems to be bottoming out rather 
than it actually picking up again. But 
moreover, the nature of this incipient 
improvement, based on developments 
outside the region (remember - resulting 
from a hypothetical improvement in the 
euro area and a reduction in the global 
aversion to risk), forces us to be cautious. 
The lack of local elements of 
improvement (such as an appreciable 
upswing in domestic demand) leaves the 
continuation of the recovery in the hands 
of the cyclical trend of the euro area’s 
central economies (which are not 
expected to see any clear growth until 
some time in 2013) and dependent on  
the sovereign debt crisis continuing  
to improve gradually.

Economic sentiment points 
to activity continuing to 
weaken in the third quarter.

Some leading indicators 
point to economic weakness 
bottoming out towards  
the end of 2012.

to date, there is little 
evidence to revise upwards 
our growth forecasts for 
2012 and 2013.
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a more stable tone with the support 
of the central banks and all eyes on 
governments

International financial markets are facing 
the end of this year in a reasonably stable 
climate, not a very frequent circumstance 
over the last few years. The main backing 
comes from the central banks, both in 
developed and in emerging countries, 
which have adopted clearly expansionary 
monetary measures as well as those to 
support the markets. Also of help are  
the slow but significant steps being taken 
by political leaders in the euro area 
regarding the objective to forge monetary 
union with the right foundations. In  
the macroeconomic sphere, leading 
indicators for activity also seem to have 
halted their downward slide started a few 
months ago. In short, there are a series  
of factors that have brought about an 
improvement in global growth prospects 
and a partial recovery in investor 
confidence, showing a greater 
predisposition towards taking risks with 
their portfolios. However, there are still a 
lot of elements left to resolve, particularly 
concerning the actions taken by political 
bodies. Before the end of the year, several 
important events will capture the 
markets’ attention. Of note are the 
presidential elections in the United States 
and, immediately afterwards, the 
handling of the so-called fiscal cliff, the 
congress of the Chinese Communist 
Party and also two European summits  
of huge relevance to draw up the road 
map towards fiscal and political union. In 
Spain, the next few weeks are also crucial, 

waiting to see whether the government 
will finally ask the European rescue fund 
for a second bail-out plan. The outcome 
of these events will determine whether 
the calm climate continues, which seems 
more likely, or the bitterly remembered 
turbulence will return.

awaiting the results of  
the quantitative measures  
of monetary policy

The weak global economy and 
persistence of financial fragility has  
led to monetary authorities increasingly 
adopting expansionary monetary 
measures over the last few months. The 
most prominent took place in September, 
led by the Federal Reserve of the United 
States and by the ECB whereas in 
October it was the central banks of 
various emerging countries that 
continued this process. The common 
goal is to promote a benign financial 
environment that helps to revive growth.

In the euro area, the European Central 
Bank (ECB) agreed, at its October 
meeting, to keep the reference interest 
rate at 0.75%. Its Governing Council 
judges this level to be appropriate as it 
believes that recovery is the most likely 
scenario, although acknowledging that 
there is still a large number of risks 
hovering over the region, particularly  
the threats resulting from tensions in  
the financial markets of some peripheral 
countries and those caused by rising 
energy prices and indirect taxes. Given 

the financial environment 
improves thanks to support 
from central banks.

Decisive political events 
will take place in the last 
part of the year.

the ECB keeps its official 
interest rate at 0.75%.

monetary and capital markets

FiNaNCiaL maRKEtS
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the ECB will only buy up 
debt from countries that 
have requested assistance 
from the ESm.

the ECB will take on  
the role of the euro area’s 
single bank supervisor.

the Fed defends its 
strategy and keeps  
its course.

this situation, those in charge at the 
institution recognize that, in the short 
term, growth in the euro area will 
remain weak and inflation somewhat 
above target but that the pulse of 
economic activity will improve and 
inflation will moderate over the coming 
quarters. Consequently, they have 
concluded that the interest rate should 
remain unaltered.

However, the discourse of the ECB’s 
President, Mario Draghi, toughened  
up when talking about the latest of the 
unconventional measures to be adopted 
by the bank. At its September meeting, 
the Council agreed to start up its 
Outright Monetary Transactions (OMT) 
programme. This provides for direct 
intervention by the bank in secondary 
markets of public debt from countries  
in the euro area but always under strict 
conditions. What is true is that, since 
this plan was announced, tensions have 
lessened in the financial markets of the 
region’s periphery, as well as investors’ 
fear of scenarios including a break-up  
of the single currency area. However, 
Draghi sent a clear message that it would 
be a grave error to relax too much and 
pointed out that the OMT programme 
will only be effective if euro area 
member states are firmly committed  
to correcting fundamental imbalances. 
He stated that the different governments 
must carry out the financial, fiscal and 
structural reforms required to regain 
sustainable macroeconomic 
foundations. In addition, the ECB 
President also said that the institution  
is prepared to start up the OMT albeit 
with the proviso that any country 
requesting aid must accept the 
conditionality contained in a programme 
with the European bail-out fund (ESM). 
Once this requirement has been met, the 
ECB will decide when and how long it 

will buy up bonds from the country in 
question. The central bank will also 
withdraw aid from any member state 
that does not meet the agreed 
conditions. 

The European Council meeting held  
in October also debated one of the 
primordial elements to resolve the euro 
area crisis: banking union. The first step 
towards this is the creation of a «single 
supervisory mechanism» for banking as  
a whole, a role that will be carried out  
by the ECB under the approval of all 
member states. Although initially it had 
been interpreted that the single bank 
supervisor should be in place for the end 
of this year, finally it has been specified 
that its legal framework must be approved 
by this date but won’t be effectively set  
up until sometime in 2013.

In the United States, the monetary policy 
of the Federal Reserve (Fed) has entered  
a phase of continuation, waiting to see 
the results of its latest measures. As 
announced last September, and within 
the context of economic lethargy the 
country is going through, the institution 
undertakes to set up its monetary action 
to ensure the twofold aim of boosting the 
labour market and safeguarding price 
stability. To this end it is using two tools. 
The first is the projection that interest 
rates will be kept at extraordinarily low 
levels (0%-0.25%) until mid-2015. The 
second is the implementation of a new 
round of quantitative easing 
(Quantitative Easing 3, QE3). On this 
occasion, the Fed’s purchase plan will 
focus on acquiring mortgage-backed 
securities. Although it’s still too early  
to evaluate the effects of this measure  
on the real estate market and credit 
conditions, certain encouraging signs 
have been seen since it was announced 
on 14 September. Firstly, mortgage rates 
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mortgage interest rates fall 
in the united States and 
house sales increase.

Bernanke believes that  
a weak dollar benefits 
world growth.

have slid downwards even as the rates for 
Treasury bonds have increased slightly. 
Secondly, the market for refinancing 
mortgages has revived. Lastly, the 
number of second-hand property sales  
in September rose by more than 10% in 
year-on-year terms. Meanwhile, inflation 
expectations of the participants in the 
markets (measured using the spread 
between yields on regular bonds and 
inflation-linked bonds) remain anchored. 
The dollar exchange rate hasn’t seen any 
great changes either.

However, Ben Bernanke has had to come 
out in defence of the measures adopted by 
the institution he governs. Over the last 
few weeks several governors of the central 
banks of emerging countries have 
criticised the negative effects the Fed’s 
policies might have on their currencies 
and economies. Given this circumstance, 
Bernanke has argued that the Fed’s 
adaptable policy is ideal, pointing out that 
the recent movements of capital towards 
emerging countries are due more to 
renewed enthusiasm on the part of 
investors and to improved economic 

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

 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 0.75 0.28 0.81 0.25 0.42 0.19 0.50 0.68 0.00

 September 0.75 0.22 0.68 0.25 0.36 0.19 0.50 0.60 0.05

 October (1) 0.75 0.20 0.64 0.25 0.32 0.19 0.50 0.53 –0.01

NOTES: (1) October 23.
(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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the central banks of 
emerging countries have 
room to increase monetary 
stimuli.

growth prospects than to the monetary 
actions of developed countries.  
Bernanke also sees advantages in  
the lax monetary policy insofar as 
attempting to stimulate the US economy 
through spending also helps the world 
economy. 

In the area of the emerging countries, 
October saw several episodes of 
increasing monetary laxness. The central 
banks of the emerging countries are 
attempting to underpin the rate of 
activity and stimulate domestic demand. 
To this end, they are resorting to cuts in 
official interest rates and are employing 
administrative or quantitative measures. 
In some countries, fiscal policy is also 
being used for the same ends. The results 
are starting to be seen. In fact, some 
central governors of these countries  
are starting to think about an end to the 
cycle of interest rate cuts so as not to 
encourage future inflationary pressures. 
This would be the case of Brazil’s central 
bank, which has announced a period  
of impasse after cutting interest rates  
to 7.25%.

Within this context, interbank interest 
rates have continued immersed in their 
downward adjustment started months 
ago. Encouraged by the announcements 
made by the central banks of the euro 
area and of the United States, interest 
rates have fallen to record lows in the 
case of the Euribor, or have remained 
close to them, as in the case of the  
Libor interest rate in dollars. This trend 
is also due to improvements in credit  
and liquidity risk premia for peripheral 
Europe, the financial restructuring  
of problematic credit institutions and  
the reduction in the use of the 
Eurosystem by the bank sector to prop 
up liquidity.

truce in the euro area’s peripheral 
debt markets

As has become typical over the last few 
months, the trend in the sovereign debt 
markets has been affected by the 
outcome of events in the euro area  
and by the effect of central bank 
announcements on investor 
expectations. In the case of peripheral 
Europe, the most notable aspect has been 
the sovereign risk premia of Spain and 
Italy continuing to get back to normal. 
For Spain, the possibility of being able to 
rely on the ECB acting in the secondary 
markets if things get ugly (with a prior 
request for a preventative line of 
financing from the ESM and compliance 
of strict fiscal conditionality) has been 
enough to push down the yield on 
Spanish Treasury bonds. Specifically,  
the yield on the 10-year bond fell to 
5.35%, its lowest level since April. This 
circumstance, as well as the financial, 
fiscal and structural reforms promoted 
by the government and improved access 
to foreign capital markets, have led the 
main rating agencies to keep Spain’s debt 
rating at investment grade (Standard and 
Poor’s lowered the rating but left it above 
«junk» and Moody’s refused to lower it 
to this dangerous level). The Treasury 
has taken advantage of this situation  
to carry out further emissions of  
bonds at a lower cost than on previous 
occasions and with a high degree of 
acceptance among international 
investors. The most important news  
in this respect is that, through the 
different Treasury issuances, 94%  
of the government’s expected financing 
requirements have already been met for 
2012. However, there are several reasons 
why this fall in interest rates on Spanish 
debt might not be definitive. Particularly 
the unknown factors regarding budget 

Rating agencies keep 
Spain’s credit rating  
at investment grade.

Support from the ECB helps 
to lower the risk premia  
for peripheral Europe.
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German debt continues  
to offer very low yields.

spending, the deterioration still being 
seen in Spain’s economic figures and also 
the reticence shown by Germany and 
other countries to the ESM injecting 
capital directly into financial institutions 
as a backdated measure (i.e. for cases 
arising before the common supervisor 
was set up). 

Meanwhile, the debt of countries with 
the best credit rating, Germany and 
United States, has accumulated a slight 
upswing in yield, although always within 
exceptionally low levels and within a 
context of limited volatility. In the case  
of German sovereign debt, as the risks  
of a break-up in monetary union and  
the debt restructuring the peripheral 
countries have started to diminish, the 
price of long-term German bonds has 
lost positions. This has helped to narrow 
the spread between Spanish and German 
bonds. From now on, the key factors 
appear to be: the search for solutions so 

that Greece can remain in the euro, how 
the Spanish economy and its public debt 
develop and how negotiations proceed  
to re-establish monetary union  
(adding banking, fiscal and political 
components). If common sense rules  
in the questions to be cleared up in the 
political arena, the outcome will be a 
consolidation of the trend towards a 
lower peripheral sovereign risk premium 
and a slight upward propensity in 
internal yields on German debt.

The yield on US debt has also risen 
modestly. The Fed’s commitment and 
guarantee that its actions will always be 
focused on promoting economic growth 
within an environment of price stability 
has improved expectations for the 
economic performance of the United 
States in the long term. This 
improvement has brought about an 
upswing in yield to levels close to 1.80% 
but it is unlikely to rise much further, 

TENSIONS RELAX FOR PERIPHERAL RISK PREMIA

Spread between Spanish and Italian 10-year bonds and the German bund

SOURCE: Bloomberg.
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the euro benefits from the 
diminishing risk of break-
up for monetary union.

precisely because of the Fed’s acquisitions 
in the bond markets. In any case, the 
market trend for US debt could alter if 
the country’s authorities do not manage 
to handle the «fiscal cliff» effectively 
before January 2013.

volatility in foreign exchange 
markets drops to a very low level

Prolonging the tone set in August, the 
exchange rate for the euro has remained 
at 1.30 dollars. This level represents a 
slight undervaluation for the dollar 
compared with the equilibrium level 
according to purchasing power parity  
and can be justified by two main factors. 
One is the effect of the Fed’s ultra-lax 
monetary policy, which is keeping dollar 
interest rates at artificially low levels. 
Risks of a break-up in monetary union 

in Europe have also diminished thanks 
to the guarantees offered by the ECB  
and to political events over the last few 
weeks.

Within a broader context, the dollar’s 
depreciation is also having an effect  
on its exchange rate with currencies 
from the emerging countries. As some 
governors of the central banks of these 
countries had warned, most of their 
countries’ currencies have started  
to appreciate. In the case of Asian 
currencies, the Chinese Yuan has 
reached its highest value against the 
dollar since 1993. The situation is similar 
in the case of the main Latin American 
currencies, with the exception of the 
Brazilian real, whose appreciation has 
been offset by the reduction in official 
interest rates and government 
interventions. 

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

 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 1.33 2.16 6.86 5.85 1.55 0.80 1.46 0.52

 September 1.44 2.18 5.94 5.09 1.63 0.78 1.73 0.54

 October (*) 1.58 2.24 5.58 4.83 1.77 0.79 1.86 0.50

NOTE: (*) October 23.
SOURCE: Bloomberg.
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Corporate bond markets  
are still buoyant.

the corporate bonds issued 
by companies from Europe’s 
periphery are welcomed  
by the market.

Corporate bonds gain positions

Corporate bond markets have continued 
to take advantage of the relative 
improvement in expectations dominating 
the world’s financial markets. As in the 
previous month, in October private debt 
activity was characterized by two aspects. 
The first, the fall in spreads of the main 
indices. The second, the continuing large 
volumes of emissions and purchases.  
In the first nine months of the year, the 
global volume of corporate bonds issued 
was 6% higher than the figure for the 
same period a year ago. In the United 
States, improved monetary conditions 
related to the Fed’s QE as well as the 
recovery in sustainable growth prospects 
have pushed private investors to look for 
assets with a more aggressive yield and 
risk profile, such as high yield bonds. 
Many firms, taking advantage of this 

renewed appetite for risk, have intensified 
the rate they issue debt and at very low 
financing costs, in some sector even 
surpassing the financing requirements 
and therefore accumulating liquidity. 

However, the most significant news 
comes from the euro area. Europe’s 
primary market continues to benefit 
from the window of opportunity opened 
up by the ECB after its meeting on  
6 September. On that occasion, in 
addition to committing itself to 
providing financial support to economies 
in difficulty, the institution also relaxed 
rules on the collateral banks can discount 
at the ECB. In fact, given the improved 
expectations of success for the euro area’s 
monetary and fiscal union, companies 
have resorted to these markets in search 
for financing under affordable 
conditions. During October, this trend 

ExCHaNGE RatES OF maiN CuRRENCiES

October 24, 2012

Exchange rate
% change (*)

Monthly Over December 2011 Annual

Against US dollar

 Japanese yen 79.8 2.4 3.6 4.6

 Pound sterling 0.627 –1.6 2.6 –0.2

 Swiss franc 0.935 –0.1 –0.3 5.8

 Canadian dollar 0.992 1.4 –2.9 –1.2

 Mexican peso 12.986 0.6 –7.3 –3.0

Against euro

 US dollar 1.294 0.0 0.2 7.1

 Japanese yen 103.2 2.4 3.4 –2.8

 Swiss franc 1.210 0.0 –0.6 –1.4

 Pound sterling 0.811 1.6 –2.8 –7.4

 Swedish krona 8.653 2.0 –3.1 –5.3

 Danish krone 7.459 0.0 0.4 0.2

 Polish zloty 4.137 –0.3 –7.9 –5.3

 Czech crown 24.98 0.1 –2.4 0.5

 Hungarian forint 281.2 –0.5 –12.0 –4.9

NOTE: (*) Plus sign indicates appreciation of dollar (first group) or euro (second group).
SOURCE: Bloomberg.
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Spain’s main financial 
institutions keep their 
investment grade rating.

improved economic and 
financial conditions boost 
the stock markets.

consolidated, of note being the rise in 
emissions by companies from peripheral 
countries and their good acceptance by 
international investors. In this section we 
must also mention the revision carried 
out by Standard & Poor’s and Moody’s  
of the credit rating for Spain’s financial 
system. Both agencies, after announcing 
that they were leaving Spain’s sovereign 
debt rating one notch above «junk 
bonds», have lowered the rating of several 
banks but not as much as had been 
feared. In their opinion, Spain’s three 
main banks deserve an investment grade 
rating, something that provides 
significant support for the senior debt 
spread in the short and medium term.

Corporate earnings dominate  
the mood of stock markets

As was to be expected, the trend in equity 
has also been determined by the changes 
occurring in the world economic and 
financial scenario. The incipient revival 
in the US economy, the stabilization  

of the emerging economies, the first 
political agreements reached in the euro 
area regarding bank, fiscal and political 
union, the prospect of conciliatory 
solutions for Greece within the euro  
and Spain’s favourable credit rating have 
all boosted stock markets. However, the 
improvement in sentiment is still fragile 
and has not been completely passed on  
to the stock markets in the form of a solid 
rise in purchases. In fact, questions still 
hover, mostly of a political nature (the 
presidential elections in the United States 
and the change at the top of the Chinese 
Communist Party) that threaten the 
sustainability of this rally in equity. 

In the normal course of the stock 
markets, October was largely dominated 
by the start of the corporate earnings 
season on both sides of the Atlantic. The 
consensus of analysts had estimated that, 
during the third quarter, in the United 
States corporate earnings had seen their 
first drop in annualized terms since 2009, 
given the slowdown in global economic 
activity and the affect of the financial ups 

CORPORATE BOND ISSUANCES AT THEIR HIGHEST SINCE 2009

Volume of bonds issued from 1 January to 23 October

SOURCE:  Bloomberg.
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the earnings season  
of the third quarter  
is a mixed bag.

the outlook of the Spanish 
stock exchange will depend 
on the sovereign risk 
premium.

and downs in the euro area. In spite of a 
discouraging start marked by losses and a 
fall in sales, the earnings of US companies 
reported up to the end of October have 
not revealed such a negative scenario as 
expected by analysts. However, in Europe 
the economic situation of the region and 
firms’ difficulties in securing financing 
are having slightly more of an effect  
on earnings than expected.

With regard to Spain, once again the 
Spanish banking sector has been in  
the investors’ firing line. The stress test 
carried out by the consultancy firm  
Oliver Wyman concluded that the sector’s 
capitalization requirements totalled  
52 billion euros. This result, in line with 
what was expected, has served to boost 

the creation of a company to handle the 
assets from bank restructuring (Sareb) or 
what has become known as a «bad bank», 
which should come into operation in 
December. In addition, the Bank of Spain 
has increased the level of banking equity 
to 9%, complying with European 
instructions. In summary, these steps 
have helped to improve the perception of 
the sector among international investors 
after the tough punishment dealt out  
on their stock over the last few quarters. 
However, Spain’s stock market prospects 
are closely linked to the trend in the 
sovereign risk premium, which in turn  
is largely dependent on the government’s 
final decision concerning the official 
request to the permanent bail-out fund 
for a preventative line of credit.

iNDiCES OF maiN wORLD StOCK ExCHaNGES

October 24, 2012

Index
(*)

% monthly
change

% cumulative
change

% annual
change

New York

 Dow Jones 13,102.5 –3.4 7.2 10.0

 Standard & Poor’s 1,413.1 –3.0 12.4 12.7

 Nasdaq 2,990.5 –5.4 14.8 10.8

Tokyo 8,954.3 –1.3 5.9 1.2

London 5,795.5 –0.7 4.0 4.5

Euro area 2,476.5 –3.2 6.9 4.5

 Frankfurt 7,174.6 –3.2 21.6 18.5

 Paris 3,407.5 –2.6 7.8 5.8

 Amsterdam 326.9 –1.5 4.6 6.0

 Milan 15,510.0 –2.3 2.8 –4.4

 Madrid 7,710.2 –5.3 –10.0 –13.9

Zurich 6,619.0 0.3 11.5 14.3

Hong Kong 21,763.4 5.0 18.1 20.7

Buenos Aires 2,369.0 –6.4 –3.8 –17.2

São Paulo 57,690.2 –6.8 1.6 1.4

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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activity continues to contract  
in the third quarter

According to the Bank of Spain’s 
estimates, the Spanish economy 
continued to shrink in the third quarter, 
albeit at a slower rate than expected. It  
is estimated that gross domestic product 
(GDP) fell by 0.4% quarter-on-quarter, 
which would place the annual rate of 
change at –1.7%. These figures contrast 
with the growth forecasts of most 
analysts. For example, at the start of 
September, Consensus Forecast placed 
the year-on-year rate of change in GDP  
at –2.1% for the third quarter of 2012. 

In spite of this relatively better behaviour 
than expected, no change in trend looks 
likely in the short term. Rather the 

contraction is predicted to speed up in 
what remains of the year and probably 
also during the initial quarters of 2013. 
From then on there would be a slow but 
gradual recovery in the economy which 
would consolidate in 2014.

According to the Bank of Spain’s 
estimates, the main factor behind this 
better performance by activity in the 
third quarter is the rise in household 
consumption. The quarter-on-quarter 
growth rate between July and September 
would come close to 0.1%. This upswing 
in private consumption is due to the fact 
that consumers brought forward some 
purchases to the months of July  
and August given the rise in VAT as from 
1 September. In August, the general retail 
sales index posted a –1.5% annual change 

the pace of contraction 
fails to accelerate  
in the third quarter.

Economic activity

SPaiN: OvERaLL aNaLySiS

SOURCES: INE and Ministry of Finance and Competitiveness.
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anticipation of the vat 
hike boosts consumption.

the savings rate falls to 
9.6% of gross disposable 
household income.

at constant prices, a relative increase 
compared with its average growth of 
–4.7% in the year so far. Of note is the rise 
in sales of household capital goods and 
consumer durables. Vehicle registrations 
also rose in August by 3.4%. However,  
in September, after the rise in VAT, there 
was a very sharp fall of –36.8%. This 
shows that the upswing in consumption 
in the third quarter was probably 
temporary and attributable to people 
bringing forward purchases they would 
have made during the following months 
without this hike in taxes. A relapse  
in private consumption is therefore 
expected for the fourth quarter.

In fact, this seems to be suggested by  
the consumer confidence indicator, which 
is still at a very low level. Specifically,  
in September it posted a value of –36.8,  
a similar level to the summer of 2008. 
Moreover, the data on household 
disposable income is not at all 
encouraging in terms of a sustained 
recovery in private consumption. 
According to the non–financial accounts 
for institutional sectors in the second 
quarter of 2012, gross disposable 

household income fell by 3.2% year-on-
year. This is largely due to the reduction 
in income for salaried workers (–3.9%). 
The deterioration in the labour market 
and the rise in inflation suggest that 
household purchasing power will 
continue to fall over the coming quarters. 

On the other hand, the savings rate 
posted a further drop in the second 
quarter, standing at 9.6% of disposable 
income. This represents a cumulative 
drop of 8 percentage points with regard  
to the peak reached in the fourth quarter 
of 2009. This fall in savings is rather 
surprising within a highly uncertain 
situation such as the present, in which we 
would expect it to rise as a precautionary 
measure. The fact that households  
are reducing their savings rate seems  
to reflect their incapacity to save during  
a lengthy period of recession.

According to the Bank of Spain’s 
estimates, the rest of the GDP components 
performed more or less as expected. It is 
estimated that investment in capital goods 
remained unchanged in the third quarter, 
while investment in construction 

HOUSEHOLD DISPOSABLE INCOME AND SAVINGS FALL

Gross disposable income and savings rate

SOURCE: National Institute of Statistics.
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Domestic demand 
moderates its downward 
trend while the foreign 
sector remains the same.

continued its contraction started in the 
third quarter of 2008. Business indicators 
by sector show a better trend in the 
secondary sector than in services. The 
Purchasing Managers’ Index for services 
closed the quarter with a sharp fall,  
going from 44 points in August to 40.2  
in September, clearly below the level  
of 50 points which indicates economic 
contraction. For its part, the PMI for 
manufacturing stood at 44.5 points  
in September, rising slightly compared 
with the previous month. The industrial 
production index fell by 3.2% in August 
compared with the same month last year, 
a smaller drop than in previous months. 
The deterioration in confidence indicators 
for production sectors, such as the 
confidence indicator for industry, suggests 
investment will continue to shrink over 
the coming months.

With regard to the last component  
of domestic demand, namely final 
consumption spending by public 

administrations, this also shrank in the 
third quarter by around 3% quarter-on-
quarter. However, given the difficulty in 
achieving the target deficit set at 6.3% for 
2012, public consumption is expected to 
contract even further during the fourth 
quarter of the year.

On the whole, the Bank of Spain estimates 
that domestic demand had a negative 
contribution to quarter-on-quarter 
growth in GDP of –1.2 percentage points. 
This contribution was 0.2 percentage 
points more positive than the figure 
recorded during the previous quarter, 
indicating that the contraction in 
domestic demand’s weakness had 
stabilized temporarily. On the other hand, 
it is estimated that exports contributed 
positively to GDP by 0.8 percentage 
points, 0.1 percentage points less than the 
previous quarter. This is the continuation 
of the trend starting in 2010 with the 
foreign sector being the only motor for 
growth in the Spanish economy. 

DEmaND iNDiCatORS

Percentage change over same period year before

2010 2011
2011 2012

3Q 4Q 1Q 2Q August September

Consumption 

 Production of consumer goods (*) 0.8 –1.0 0.7 –2.2 –3.7 –4.5 –3.6 ...

 Imports of consumer goods (**) –9.5 –2.2 1.2 0.4 –6.1 –11.3 –16.0 ...

 Car registrations 3.1 –17.7 –0.7 –5.5 –1.9 –13.7 3.4 –36.8

 Credit for consumer durables –12.3 –9.9 –4.4 –10.4 –12.8 –13.6 ... ...

 Consumer confidence index (***) –20.9 –17.1 –15.8 –16.8 –24.6 –29.0 –39.7 –36.8

Investment

 Capital goods production (*) –3.3 0.8 2.6 –4.8 –10.3 –13.9 –7.6 ...

 Imports of capital goods (**) 6.5 –3.1 –1.5 –7.2 –11.5 –11.9 –17.9 ...

 Commercial vehicle registrations 7.0 –6.6 5.8 –15.1 –19.1 –26.6 –26.4 –36.1

Foreign trade (**) 

 Non-energy imports 10.3 1.0 0.8 –3.1 –8.7 –8.5 –11.9 ...

 Exports 15.6 10.1 10.9 5.4 –0.3 2.7 5.2 ...

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 Finance and Competitiveness, European Commission and own calculations. 



NOVEMBER 2012 49  THE SPANISH ECONOMY MONTHLY REPORT

The weakness of the euro area, as well as 
the slowdown in the emerging countries, 
might affect the foreign sector’s capacity 
to reboot the economic recovery. In fact, 
in its Economic Outlook report for 
October, the International Monetary 
Fund predicts a weak euro area in  
2013 and lowers its growth forecasts. 
Specifically, it lowered growth in 2012  
by 0.1 percentage points to 0.4%. The 
greatest changes are in 2013, a year when 
a minimal advance of 0.2% is expected, 
0.5 percentage points less than the 
forecast in July. It also lowered its growth 
forecasts for Spain which, together with 
Italy, brings up the rear of the recovery. 

Specifically, it predicts a 1.5% fall in 2012 
and a 1.3% fall in 2013 for the Spanish 
economy. 

Given this scenario of economic 
weakness in the euro area and in the 
world economy in general, the Spanish 
government needs to push forward  
its agenda of structural reforms to 
consolidate the gains in competitiveness 
achieved during this recession. Only  
with a more competitive production 
system and efficient institutions can  
a sustainable and balanced economic 
recovery be established.

SuPPLy iNDiCatORS

Percentage change over same period year before

2010 2011
2011 2012

3Q 4Q 1Q 2Q August September

Industry
 Electricity consumption (1) 2.7 –1.3 –1.0 –4.1 –1.8 –1.3 –1.5 –1.9

 Industrial production index (2) 0.8 –1.4 –1.4 –5.0 –5.8 –7.1 –3.2 ...

 Confidence indicator for industry (3) –13.8 –12.5 –14.4 –16.5 –14.8 –17.1 –22.2 –19.3

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

 Imports of non-energy intermediate goods (5) 24.6 3.1 0.9 –4.0 –9.6 –7.2 –9.2 ...

Construction

 Cement consumption –15.4 –16.9 –21.8 –26.8 –31.3 –37.8 –33.6 –37.9

 Confidence indicator for construction (3) –29.7 –55.4 –58.6 –53.6 –50.4 –52.2 –64.5 –56.7

 Housing (new construction approvals) –17.3 –14.6 –5.3 –26.1 –35.2 –46.4 ... ...

 Government tendering –38.0 –46.2 –45.2 –59.8 –50.6 –43.6 ... ...

Services

 Retail sales (6) –1.0 –5.4 –4.2 –6.5 –4.9 –6.3 –1.5 ...

 Foreign tourists 1.0 6.5 7.3 6.1 2.6 3.1 5.0 ...

 Tourist revenue inflows 3.9 8.6 8.8 5.7 0.5 –0.1 ... ...

 Goods carried by rail (ton-km) 6.4 2.0 7.7 –9.8 –12.6 –7.6 –7.8 ...

 Air passenger traffic 2.9 6.0 6.2 1.5 –5.4 –4.0 –3.0 –3.5

 Motor vehicle diesel fuel consumption –1.2 –3.7 –3.1 –5.6 –4.5 –5.8 –5.7 ...

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 Finance and Competitiveness and own calculations.

the imF lowers its growth 
forecasts.
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Spain’s real estate sector: when details matter

The adjustment taking place in Spain’s real estate sector is approaching its fifth year. House prices have accumulated 
a 25% drop in nominal terms and reverted to 2004 levels. In real terms, once we take the increase of the cost of 
living into account, this fall rises to 32%. The adjustment in real estate activity is also substantial. Housing starts 
have currently dropped to one tenth of their maximum values obtained during the 2006 peak. This is the largest 
correction in the sector since statistics started and, even so, there are still few signs of this process coming to an 
end. However, a detailed analysis of the main factors behind this drop, both on the demand and the supply side, 
as well as the key regulatory changes that will occur, provide some highly relevant aspects for the sector’s future.

In terms of demand, there are two reasons that explain its weakness: new demographic trends and the double dip 
recession. During the last expansionary cycle, the population increase was exceptional and, as can be seen in the 
graph below, this helped to push up house prices. This process was spurred on by the baby boomers reaching the 
age of emancipation. However, this trend has completely changed its direction. In addition to the progressively 
ageing population, a significant amount of inhabitants have emigrated abroad. Specifically, the 25 to 39 age group, 
the most likely to buy a house, has fallen by 281,463 people during the first nine months of 2012. According to 
forecasts by the National Institute of Statistics (INE), this trend will continue between 2012 and 2014 and the 
cumulative drop might actually exceed one million inhabitants. 

Housing affordability shows some relatively encouraging progress, despite the relapse in economic activity over 
the last few quarters. The fall in house prices has exceeded that in gross disposable income of households, so that 
the affordability ratio (computed as house prices as a percentage of gross disposable income of the average 

DEMAND FACTORS WILL CONTINUE TO PUSH DOWN HOUSE PRICES 

Relationship between the change in population and that 
of house prices during the last expansionary phase (*) Housing affordability

NOTE: (*) GER, JAP, NETH: 1995-2008; UK, IRE: 1995-2007;
USA: 1995-2006; SP: 1996-2007; FRA, ITA: 1997-2007.
SOURCES: UN, �omson Reuters Datastream and own calculations.

NOTE: (*) Gross disposable household income.
SOURCES: Bank of Spain, INE, Ministry of Public Works and own calculations.
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(1) Another factor that might push up the equilibrium level would be a reduction in the average surface area of houses, as the affordability ratio 
keeps this constant over time, specifically at 93.75 m2.

household) has improved considerably. For instance, the years of income required to meet the cost of a home has 
fallen from 7.7 in 2007 to 6.0 years currently.

Despite this considerable correction, the effort to acquire a home is still relatively high compared to historical data. 
For example, if prices stabilize at around 5.4 times the gross household income, the cumulative fall in house prices 
would be 33.4%. This implies an additional fall in the price of 10.6%. This drop takes into account an increase in 
household income in the medium term. Moreover, both lower interest rates and the rise in mortgage maturities 
observed over the last fifteen years are helping to raise the affordability ratio to higher levels than those observed 
between 1995 and 2001.(1) Then, house prices were the equivalent of approximately 4 years’ gross household 
income. In order to reach this number, an additional adjustment in house prices of 31.7% would be required. In 
this case, the cumulative drop in house prices would reach 50%. 

A detailed analysis of the supply also offers significant distinctions. According to the Ministry of Public Works, 
the stock of completed but unsold housing in December 2011 was 676,038 units. A figure that is approximately 
equivalent to six times the cumulative transactions between July 2011 and June 2012. As is well-known, oversupply 
is notable. But there are important differences around the country. In 2011, those coastal provinces with a high 
relative weight of tourism had an average stock equivalent to 11.0 years of annual transactions, a figure that has 
even grown over the last few years (see the graph below). However, in the rest of the provinces, the length of time 
needed to empty the stock was significantly lower, specifically 4.8 years. These figures are clearly above the 

NOTE: (*) Stock of houses to be sold / transactions in the last year. 
SOURCES: Ministry of Public Works and own calculations.
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This box was prepared by Joan Daniel Pina
European Unit, Research Department, ”la Caixa”

(2) For more information, see Ortega et al., House purchase versus rental in Spain. Bank of Spain (2011).

historical ones, traditionally below one year of annual sales. Therefore several years of adjustment are still required. 
However, given the significant regional differences, the recovery in some zones will start before the sector as a 
whole has sold all its oversupply. Fortunately, these are the areas where there is most real estate activity.

The third and last key factor in the development of the real estate sector is related to the regulatory changes made 
throughout 2012. These are: the creation of a company to manage toxic assets transferred from bailed-out banks 
(discussed on page 69), the end of the tax allowance for house purchases and the new rental act. With regard to the 
last two aspects, we expect them to boost Spain’s rental market, whose current importance is relatively small.(2) In fact, 
at the end of 2011, the percentage of Spanish households in rental accommodation was 17.3%, 12 percentage points 
lower than the European average. This differential can be partly explained by the incentives given for leveraged 
house purchases, specifically the 15% tax deduction on annual mortgage payments. Following the recommendations 
of the European Commission, the government will eliminate this measure as from 1 January 2013, which will 
reduce the demand for home ownership in favour of rental, an additional factor that will push down house prices.

In short, the adjustment taking place in real estate supply and demand is not trivial, particularly in such a 
heterogeneous and fragmented market as housing that is also subject to significant regulatory changes. However, 
a detailed analysis reveals that the sector’s adjustment is now closer to the end and, in fact, some zones will soon 
start to see some light. The adjustment pending is still considerable but it seems as if the real estate sector now has 
its feet closer to the ground.
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the labour market is still depressed 

The low level of economic activity is 
having hitting the labour market hard.  
In fact, September’s figures show that 
employment’s rate of fall accelerated 
again and leading indicators don’t point 
to any improvement in the employment 
situation either over the coming months.

According to September’s figures, the 
number of people registered as employed 
with Social Security fell by 86,174, the 
largest decline in this month for the  
last three years. The rate of fall in 
employment therefore intensified further 
by 0.1 percentage points, up to 3.6% year-
on-year. The downward trend in the total 
number of registered employed has 
continued for the third quarter as a 

whole. This is reflected in the decline  
of 0.4 percentage points, down to –3.9%, 
of the quarter-on-quarter annualized 
change in the seasonally adjusted data. 

The labour market situation is likely  
to continue to get worse in the fourth 
quarter. Although this is partly due to  
the end of the typically favourable season 
made up of some of the months in the 
second and third quarters of the year,  
the trend in the services sector seems to 
corroborate this negative trajectory. The 
graph below shows that, in the month  
of September, employment in services, 
the sector with the largest number of 
employed, fell substantially, worsening  
its rate of decline by 0.1 percentage points 
to 1.9% year-on-year. This was the case 
even after seasonally adjusting the figures 

the rate of fall for all  
those registered as 
employed sharpens  
to 3.6% year-on-year.

Labour market

JOBS CONTINUE TO BE LOST IN ALL SECTORS

Monthly change in the number of employed registered 
with Social Security (*)

Monthly change in the number of registered unemployed (*)
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Leading indicators point  
to further job losses.

the rise in registered 
unemployment stands  
at 11.3% year-on-year.

and, consequently, not all the jobs lost  
in this sector were due to the end of the 
tourist season. 

Another sign that the labour market will 
probably see its deterioration increase  
is provided by the employment figures  
for the industrial sector, down again  
in September. The rate of fall for 
employment in this sector speeded up  
by 0.1 percentage points, standing at  
6.0% year-on-year. At the same time,  
the adjustment in employment in 
construction continued as a consequence 
of this sector’s bad performance in 
activity terms. The confidence indicator 
for construction stood at 57 negative 
points in September, more than fifteen 
lower than the average for the last four 
years. This worsening of the labour 
situation overall can also be seen in  
the results from September’s survey by 

the European Commission on the 
intention to hire workers over the next 
three months. These findings point to 
employment shrinking further, especially 
in the services sector, whose index 
dropped by 12 points and stood at  
–12.6, a negative level that was only 
exceeded in February 2009. 

For its part, unemployment figures 
showed a rise in September of 79,645 
people, with the State Employment 
Service recording 4,705,279 people 
unemployed, 11.3% more than the same 
month in 2011. Nonetheless, the rate  
of increase for unemployment fell this 
month by 0.7 percentage points, contrary 
to what would have been expected given 
the acceleration in job losses. This might 
partly reflect the dejection of many job-
seekers who, given the scant possibility of 
finding work, have postponed registering 

EmPLOymENt iNDiCatORS

Percentage rate of change over same period year before

2010 2011
2011 2012

3Q 4Q 1Q 2Q July August September

Persons registered with Social Security (1)

 Sectors of activity

  Industry –4.8 –2.7 –2.4 –3.3 –4.2 –5.2 –5.8 –5.9 –6.0

  Construction –13.4 –12.2 –13.0 –14.9 –16.4 –17.3 –17.6 –17.8 –17.6

  Services 0.0 0.2 0.3 –0.3 –0.9 –1.6 –1.8 –1.8 –1.9

 Job situation

  Wage-earners –1.8 –1.4 –1.3 –2.1 –2.9 –3.7 –3.9 –3.9 –4.0

  Non-wage-earners –2.8 –1.2 –1.0 –1.0 –1.3 –1.3 –1.3 –1.4 –1.5

 Total –2.0 –1.3 –1.2 –1.9 –2.6 –3.2 –3.4 –3.5 –3.6

Persons employed (2) –2.8 –1.1 –1.1 –1.0 ... ... – – –

Jobs (3) –2.5 –1.7 –1.6 –2.9 –3.6 –4.6 – – –

Hiring contracts registered (4)

 Permanent –6.4 –9.6 –8.4 –22.8 –19.3 –5.7 1.4 –6.5 –6.4

 Temporary 3.8 1.0 0.9 –1.2 –6.7 –4.8 0.2 –3.5 –11.3

 Total 2.8 0.1 0.2 –3.0 –7.8 –4.8 0.2 –3.7 –10.9

NOTES: (1) Average monthly figures.
(2) Estimate by Labour Force Survey.
(3) Equivalent to full-time work. National Accounting estimate; data adjusted for seasons and public holidays.
(4) At the Public State Employment Service.
SOURCES: National Institute of Statistics, Ministry of Labour and Social Services, Public State Employment Service and own calculations.
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Salaried workers in  
the public sector shrink  
by 5.6% from a peak in  
the third quarter in 2011.

as unemployed. In this case, the smaller 
increase in unemployment would be due 
to a reduction in the employment supply, 
or labour force, and not because more 
jobs have been created.

Unlike the recession of 2008-2009,  
when job losses were concentrated in  
the private sector, since the double dip 
recession started in 2011 the adjustment 
in employment has also hit the public 
sector. This is an important aspect that 
can be observed through the data from 
the labour force survey. Within this 
context, it should be noted that the  
this crisis as a whole is characterized  
by an initial phase of relatively sharper 
contraction lasting six quarters, between 
the third quarter of 2008 and the fourth 
quarter of 2009, with an average rate of 
fall in GDP of –0.8% quarter-on-quarter 
and when policies were implemented to 
boost domestic demand. Then came six 
more quarters of very weak growth, from 

the first quarter of 2010 to the second 
quarter of 2011, after which the relapse  
in economic activity occurred, coinciding 
with policies to cut public spending. 

The data therefore show that the total 
number of salaried workers in the public 
sector grew significantly during the first 
phase of the recession and did not start  
to shrink until the double dip arrived. 
This contrasts with the employment 
trend in the private sector, which has lost 
jobs since the recession started. Between 
the second quarter of 2008 and the third 
quarter of 2011, salaried workers in the 
public sector grew by 9.5% while in the 
private sector they fell by 5.6%. On the 
other hand, since the relapse, the rates  
of contraction for salaried workers have 
been 5.6% and 2.1% for the public and 
private sector, respectively. In the two 
crises as a whole, the relative weight of  
the private sector compared with the  
total shrank from 82.5% to 78.9%.

EL EMPLEO DE LA ZONA EURO CAMINO HACIA UNA RECAÍDA EN TANTO QUE SE REEQUILIBRA LA COMPETITIVIDAD ENTRE PAÍSESTrend in employment by nature of the employer

THE ADJUSTMENT IN THE NUMBER OF PUBLIC SECTOR WORKERS ARRIVES WITH FISCAL ADJUSTMENT POLICIES 
AND IS CONCENTRATED AMONG TEMPORARY WORKERS
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REGiStERED uNEmPLOymENt By SECtOR, SEx aND aGE

September 2012

No. of 
unemployed

Change over 
December 2011

Change over same  
period year before %  

share
Absolute % Absolute %

By sector

 Agriculture 160,790 14,829 10.2 23,398 17.0 3.4

 Industry 526,703 17,233 3.4 42,228 8.7 11.2

 Construction 757,488 –18,440 –2.4 25,051 3.4 16.1

 Services 2,882,154 269,625 10.3 391,382 15.7 61.3

 First job 378,184 –287 –0.1 –3,484 –0.9 8.0

By sex

 Males 2,323,688 113,950 5.2 252,178 12.2 49.4

 Females 2,381,591 168,970 7.6 226,357 10.5 50.6

By age

 Under 25 years 466,783 6,222 1.4 10,237 2.2 9.9

 All other ages 4,238,496 276,698 7.0 468,298 12.4 90.1

TOTAl 4,705,279 282,920 6.4 478,535 11.3 100.0

SOURCES: Ministry of Labour and Immigration, Public State Employment Service and own calculations.
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the hike in vat affects inflation

The upswing in the year-on-year rate  
for the consumer price index (CPI)  
has finally been confirmed, mainly  
due to the rise in value added tax (VAT). 
September’s CPI increased by 1% month-
on-month while its year-on-year change 
rose by 0.7 percentage points compared 
with the previous figure for August,  
up to 3.4%. This is its highest level since 
May 2011. Core inflation, excluding fresh 
foods and energy, also increased by  
0.7 percentage points, reaching year- 
on-year growth of 2.1%.

Of particular note among those groups 
with the greatest effect in monthly terms 

on the general index were clothing and 
footwear, up 4.1% month-on-month  
and with a positive repercussion of  
0.3 percentage points on the general CPI. 
This rise reflects the behaviour of prices 
after the end of the sales season and the 
start of the winter season. Transport  
also contributed 0.3 percentage points  
to the rise in the CPI, mainly a result  
of fuels and oils which are still being 
affected by high oil prices. 

With regard to the housing group, with  
a month-on-month growth of 1.3%, this 
contributed 0.2 percentage points to the 
increase in the general CPI. In this case  
it was because of the rise in prices for 
electricity, gas, water supply and heating fuel.

the rise in vat pushes  
up inflation.

Prices

THE VAT HIKE PUSHES UP INFLATION

Year-on-year change in CPI

SOURCE: National Institute of Statistics (INE).
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Only hotels, cafeterias and 
restaurants and the heading 
of leisure and culture record 
falls in price.

Higher prices for drugs and other 
pharmaceutical products continues  
to pressurize the medicine heading, 
posting a month-on-month increase  
of 4%, so its year-on-year change is  
still around 10%, as well as adding  
0.1 percentage points to the general CPI. 
The group of communications made the 
same contribution, up by 2.5% month- 
on-month due to an increase in the 
price of telephone services.

These increases were partially offset  
by a fall in price for two types of 
expenditure. The first was hotels, 
cafeterias and restaurants, whose 
monthly change of –0.9% was due  
to lower hotel prices at the end of the 
holiday season. The second group was 
leisure and culture, with a month-on-
month fall of 1.1%, due mainly to lower 
prices for package holidays, typical  
at this time of year. In both cases they 

CONSumER PRiCE iNDEx By COmPONENt GROuP

September 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 102.8 0.2 0.5 1.5 1.7 2.3 2.3

 Alcoholic beverages and tobacco 107.5 3.5 0.3 3.0 5.3 9.3 6.5

 Clothing and footwear 95.6 3.9 4.1 –12.1 –12.2 –0.1 0.2

 Housing 107.8 0.1 1.3 5.1 6.5 7.2 7.2

 Furnishings and household equipment 100.9 0.3 0.8 0.1 –0.1 1.0 0.9

 Health 110.6 0.1 4.0 –0.5 13.1 –1.1 10.5

 Transport 108.0 0.6 1.6 4.8 7.1 7.9 7.2

 Communications 97.4 0.1 2.5 –1.0 –1.6 –1.2 –2.3

 Recreation and culture 101.7 –2.4 –1.1 0.5 0.4 0.0 1.2

 Education 103.0 0.6 0.9 0.7 1.0 2.3 3.1

 Restaurants and hotels 101.4 –1.1 –0.9 1.7 1.4 1.4 0.9

 Other goods and services 102.9 0.1 0.9 2.2 2.2 2.8 2.6

By group

 Processed food, beverages and tobacco 103.6 0.8 0.5 2.4 2.1 4.1 2.9

 Unprocessed food 103.2 0.3 0.4 0.3 2.4 1.3 2.8

 Non-food products 103.5 0.1 1.1 0.8 2.0 3.1 3.6

 Industrial goods 104.8 1.0 2.3 0.1 2.4 4.6 5.4

  Energy products 114.6 0.8 2.1 9.9 13.0 15.9 13.4

  Fuels and oils 114.3 1.1 2.0 10.1 12.4 16.4 12.9

  Industrial goods excluding energy products 100.8 1.1 2.4 –3.6 –1.9 0.4 2.0

 Services 102.2 –0.7 0.0 1.6 1.6 1.6 1.8

 Underlying inflation (**) 102.0 0.2 0.9 0.0 0.5 1.7 2.1

GENERAl INDEX 103.5 0.2 1.0 1.0 2.1 3.1 3.4

NOTES: (*) Base 2011 = 100.
(**) General index excluding energy products and unprocessed food.
SOURCE: National Institute of Statistics.



NOVEMBER 2012 59  THE SPANISH ECONOMY MONTHLY REPORT

the general CPi, corrected 
for constant tax rates,  
has a year-on-year change 
of 1.4%.

Firms don’t pass on  
the whole vat hike  
to end prices.

reduced the general CPI in September 
by 0.1 percentage points.

In spite of these reductions, the resulting 
rise in the CPI for September is a 
consequence of a widespread increase  
in prices for most groups. And this  
has occurred because the hike in VAT 
implemented since the 1 September has 
been passed on to end prices. Within a 
situation of weak economic activity, some 
sectors have decided to pass on part of the 
VAT hike to their end prices for goods 
and services.

What would be the rise in prices once 
corrected for this taxation effect? It is 
obvious that, within a situation of very 
weak household spending capacity,  
firms must bear part of the rise in taxes. 
Regarding this aspect, the National 
Institute of Statistics (INE) has brought 
out a Consumer Price Index at Constant 
Taxes (IPC-IC in Spanish). As indicated 
by the INE itself, this index aims to 
discount, from the variation in prices, 
the part due to amendments in taxes 
levied on consumption. 

This new index will coincide with  
the general CPI except when there has 
been a change in taxes that affects its 
calculation. Among these: VAT, the tax 
on fuel, tobacco tax, vehicle registration 
tax and the tax on insurance premiums.

The IPC-IC for September in Spain was 
1.4% year-on-year; i.e. having neutralized 
the effect of taxation changes, the 
percentage variation in inflation is lower 
than the general CPI. Evidently, this 
calculation does not take into account  
the effect of the variation in business 
margins. However, it provides a good  
idea of the price variation in Spain 
without the increases in different taxes 
and rates on the prices of goods and 
services that make up the household 
shopping basket.

In other words, these rises in Spain’s CPI 
do not reflect a general trend in prices 
within a context of a weak economy  
but are being affected by a series of 
administrative decisions that are pushing 
up the price level at which supply and 
demand meet in the different markets.

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 0.6 1.1 2.7

September 0.2 1.0 3.1 1.0 2.1 3.4

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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Has the entire increase in VAT been 
passed on to consumers? The month- 
on-month change in September’s IPC-IC 
was –0.9%; this would normally indicate 
that not all the increase in taxes has  
been passed on to end consumers. 
Consequently, in September, part of the 
change in VAT has been absorbed by 
companies themselves, by cutting their 
margins.

Last month, we already took this VAT 
hike into account when adjusting our 
forecasts for the CPI, so we maintain  
our CPI forecast of 2.5% for the year as  
a whole. Over the last few months of the 
year, the figures posted for the year-on-
year rate of change in inflation should  
not move very far from 3.5%.

we maintain our CPi 
forecast for the whole  
of the year at 2.5%.
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the foreign sector brings good news

If we were to look back over the reports  
of the last few months, we would see that 
the foreign sector is the only one to have 
brought, periodically, good news on the 
economic situation. And this is even truer 
than ever this month. In fact, the foreign 
sector’s good performance in July placed 
the current balance at a positive level  
for the first time in fourteen years, 
specifically with a surplus of 499.6 
million euros. The good performance 

shown by the balance of goods and 
services lies behind this improvement. 
We expect this contribution to continue 
and help to post further surpluses for the 
remainder of the year. The data available 
for August’s trade balance and the 
dynamism of tourist visits during the 
third quarter of the year are in line with 
this forecast.

With regard to August’s trade deficit, this 
decreased by 36.1% compared with the 
same month last year. This improvement 

in July, the current balance 
posts its first surplus in the 
last 14 years.

Foreign sector

FOREiGN tRaDE 

January-August 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 42,124 15.2 24.8 9,897 14.1 6.8 –32,227 23.5

 Consumer goods 37,296 –4.9 22.0 46,367 2.2 31.7 9,071 124.3

  Food 10,423 –0.4 6.1 18,648 10.8 12.8 8,225 178.9

  Non-foods 26,873 –6.5 15.8 27,719 –2.9 19.0 846 103.1

 Capital goods 9,845 –11.4 5.8 11,801 –3.9 8.1 1,956 119.9

 Non-energy intermediate goods 80,375 –4.5 47.4 78,097 5.3 53.4 –2,278 97.2

By geographical area

 European Union 84,464 –5.4 49.8 92,086 –0.6 63.0 7,622 109.0

  Euro area 68,041 –6.1 40.1 73,084 –1.1 50.0 5,042 107.4

 Other countries 85,177 4.1 50.2 54,076 13.1 37.0 –31,101 63.5

  Russia 5,432 –12.0 3.2 1,920 18.3 1.3 –3,512 35.4

  United States 6,512 –6.7 3.8 5,896 7.3 4.0 –616 90.5

  Japan 1,981 –7.5 1.2 1,408 22.4 1.0 –574 71.0

  Latin America 14,900 35.8 8.8 9,323 14.8 6.4 –5,577 62.6

  OPEC 21,584 19.0 12.7 7,031 28.7 4.8 –14,553 32.6

  Rest 34,768 –7.0 20.5 28,498 9.7 19.5 –6,270 82.0

TOTAl 169,641 –0.8 100.0 146,161 4.1 100.0 –23,479 86.2

SOURCES: Ministry of the Economy and own calculations.
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Exports to countries 
outside the euro area rise 
by 14.5% year-on-year.

Foreign tourist arrivals 
reach a record high in the 
third quarter.

took place within a context of an upswing 
in exports that, after remaining almost  
at a standstill in April, gradually 
increased their pace of growth to 7.4% 
year-on-year.

A breakdown of these exports by 
geographical area reveals significant 
differences between sales of Spanish 
products within and outside the euro 
area (see the left-hand graph). Exports  
to the euro area were down 0.2% year- 
on-year in August compared with a 
14.5% rise in those destined for countries 
outside the Monetary Union during  
the same period. In fact, this greater 
dynamism in demand from countries 
outside the euro area is not a new 
phenomenon. As can be seen in the right-
hand graph, the proportion of exports  
to countries outside the euro area to total 
exports has risen almost uninterruptedly 
since 2005 and is now close to 50%. This 
trend is due to the greater weakness in 
European demand over the last few years 
and the strategy of opening up export 
sectors to new markets.

But the correction in the trade deficit has 
also been boosted by the fall in imports, 
down 3.1% year-on-year in August. 
Particularly significant was the fall in the 
non-energy component in August, namely 
11.8% compared with the same month in 
2011. Weak domestic demand at the end 
of the year and the start of the next will 
undoubtedly maintain this trend.

Another factor that helped to adjust the 
external imbalance in the third quarter  
is tourism. The number of foreign  
tourist visits in the third quarter of 2012, 
totalling 21.8 million, represented a new 
record high. Should the pace of growth  
in tourist numbers continue over the last 
few months of the year, the cumulative 
figure for 2012 as a whole will come close 
to 58.5 million, becoming the second best 
year since data were available.

The good figures recorded for the balance 
of goods and services allows us to be 
relatively optimistic regarding the 
correction in the current balance. 
Between January and July there was  

SALES TO COUNTRIES OUTSIDE THE EURO AREA BOOST SPANISH EXPORTS AND HOUSEHOLD SAVINGS

Contribution to the year-on-year change in exports Relative weight of exports outside the euro area

SOURCE: Customs.
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an adjustment of 0.7 percentage points. 
This rate could speed up over the next 
few months. This would mean that the 
forecast for the current deficit for the 
whole of 2012, namely 2.6% of the gross 
domestic product (GDP), would have  
to be revised slightly downwards. 

Within this context of a fall in net 
borrowing, we expect the net debt 
position of the Spanish economy 
compared with the rest of the world to 
diminish. This variable, which represents 
the stock of liabilities minus assets with 
other countries, reached a peak in 2009  

of 93.7% of Spain’s GDP. Since then,  
the lower current deficits recorded and 
the positive impact of valuation effects 
(including variations in asset and liability 
instrument prices and the exchange rate) 
have helped to reduce the country’s debt 
position by 3.1 percentage points up to 
the end of June 2012. Of note, however,  
is the change in external financing 
instruments. The Bank of Spain’s debt 
position increased considerably due to 
extensive use of Eurosystem funds, a 
source of financing that, over the last 
year, has mainly replaced portfolio and 
short-term investment.

Spain’s net debt position 
with the rest of the world 
falls to 93.7% of GDP.

BaLaNCE OF PaymENtS

July 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 –16,773 –23.9 –34,452 8,041 –18.9

 Services

  Tourism 17,459 1.8 30,910 1,756 6.0

  Other services 3,076 216.3 5,739 4,268 290.1

  Total 20,535 13.3 36,649 6,024 19.7

 Income –14,953 –2.4 –25,739 –2,165 9.2

 Transfers –6,193 –0.3 –5,887 1,648 –21.9

 Total –17,383 –31.7 –29,429 13,548 –31.5

Capital account 2,491 –23.5 4,722 –654 –12.2

Financial balance

 Direct investment 7,381 – 12,053 23,893 –

 Portfolio investment –83,353 – –106,278 –145,130 –

 Other investment –159,403 – –232,233 –290,583 –

 Total –235,376 – –326,458 –411,820 –

Errors and omissions –5,402 305.6 –7,821 –7,409 –

Change in assets of Bank of Spain 255,669 – 358,986 406,335 –

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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the public sector, further  
from its target deficit

There are significant challenges facing 
the government in designing the 2013 
Budget. It’s no easy task to strike a 
balance between adjusting public 
accounts, an essential condition to ensure 
the sustainability of public debt and 
helping, as much as it can, the Spanish 
economy to exit the recession as soon  
as possible.

The economic context for the Budget 
presentation was not very favourable 
either. 2011’s public deficit has been 
revised upwards by 0.4 percentage points 
to 9.4% of gross domestic product (GDP), 
due to losses being recognized for aid 
given to the banking sector. Moreover, 
spending by the different public 

administrations is also failing to show 
many signs of improvement. Between 
January and August, the central 
government accumulated a deficit of 
50.13 billion euros, 4.8% of GDP. Two 
references are important to put this figure 
in context: last year, in the same month of 
August, the accumulated deficit was 3.8% 
of GDP. The trend is therefore somewhat 
worse this year. 

The other reference to take into account 
is the state’s target deficit for 2012: 4.5%  
of GDP. Last year, between September 
and December, the central government 
deficit increased by 1.3 percentage points 
of GDP and ended up at 5.1% of GDP. 
This year the deterioration is likely to be 
significantly less during the last quarter 
due to the rise in tax revenue from value 
added tax (VAT) and the elimination of 

the government presents 
the Budget for 2013.

Public sector

SOURCE: IGAE.

THE CENTRAL GOVERNMENT DEFICIT FAILS TO ADJUST

Cumulative deficit of the central government for the year (National Accounts system)
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the central government 
deficit reaches 4.8% of  
GDP in the first eight 
months of 2012.

target deviations push up 
our deficit forecast to 8.2% 
of GDP this year.

the government estimates 
that the impact of the 
measures approved will 
total 25 billion euros.

the Christmas bonus payment. According 
to the government’s estimates, these 
measures would reduce the deficit by  
0.7 percentage points of GDP. This is 
unlikely to be enough, however,  
to achieve the target deficit.

Moreover, the National Institute of 
Statistics (INE) announced a 5.4 billion 
loss for bank aid in the second quarter of 
this year, 0.5% of GDP. This will have to 
be accounted for as deficit, following the 
European accounting rules established  
by Eurostat. 

In addition to this effect, the probable 
deficit deviations of the central 
government, autonomous communities 
and Social Security (commented in 
previous issues of the Monthly Report) 
lead us to substantially revise our public 
deficit forecast for this year; from 6.3%  
of GDP we have gone to 8.2% of GDP.

Given this situation, expectation 
surrounding the presentation of the 2013 
Budget is therefore very high. The first  
of the key aspects to be able to evaluate 
this Budget is the macroeconomic 
scenario on which it’s based. Whether  
it will be achieved largely depends on the 
forecasts being fulfilled for spending cuts 
and revenue increases in the coming year. 
In this respect, the confidence shown  
in the economic trend for next year  
has been surprising. Specifically, the 
macroeconomic scenario assumes a  
0.5% fall in GDP. This contrasts with the 
forecasts of the International Monetary 
Fund (IMF) which places GDP growth  
at –1.3% for 2013, or the forecast by the 
consensus of analysts, namely –1.6%.

In any case, significant measures have 
been announced. Of note is the effect the 
VAT hike will still have on the revenue 
expected next year, as well as the  

increase in special tax rates. In the case  
of expenditure, both the spending cuts in 
health and education and in dependency 
benefit will be notable. The correction 
expected in ministerial spending, as a 
result of the drop in real investment and 
capital transfers, is also considerable.

According to the government’s estimates, 
the impact of the adjustments announced 
totals approximately 25 billion euros in 
2013. This should be enough to offset the 
drop in revenue due to economic decline 
and the increase in spending expected  
as a result of rising unemployment and 
higher interest payments, taking the 
deficit to 3.8%, the target set for the 
coming year. However, the Budget 
assumes that the level of revenue and 
spending at the end of 2012 will be 
enough to achieve a 3.5% deficit this  
year, which means that the deficit won’t 
actually decrease but will in fact increase 
by 0.3 percentage points. This is the case 
because the 2012 Budget has been taken 
as a reference, which sets this year’s deficit 
at 3.5%; a level that was subsequently 
revised to 4.5%. 

This uncertain situation, however, has  
not been reflected in the risk premium  
for the time being. Since the European 
Central Bank (ECB) announced the  
start-up of a programme in which it  
can buy the public debt of those countries 
that have accepted the strict, effective 
conditionality related to loans from the 
European Stability Mechanism (ESM), 
the risk premium has fallen notably. The 
figure of 516 points at which, on average, 
the spread between German and Spanish 
ten-year bonds stood in August fell to  
412 points in October. The Treasury has 
taken advantage of this by accelerating  
its debt issuances. However, the high 
volatility in the market might interrupt 
this calm.
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more details published  
on the «bad bank»

The 8th of October saw the start-up of the 
European Stability Mechanism (ESM), 
the European rescue fund that will have  
a lending capacity of up to 500 billion 
euros. Creating this permanent fund  
is a key element in constructing a more 
integrated economic union capable of 
withstanding shocks. However, its start-
up has led to some discrepancies within 
the euro area. In particular, a joint memo 
from the Finance Ministers of Germany, 
the Netherlands and Finland expressed 
their opposition to the ESM being in 
charge of directly recapitalizing banks 
whose problems had arisen prior to the 

start-up of the common bank supervisory 
mechanism. They believe that  
these «legacy assets» should be the 
responsibility of the member states in 
question, a situation applicable to Spain.

For its part, the Spanish government  
is continuing to fulfil the commitments 
acquired through the Memorandum  
of Understanding to restructure Spain’s 
banking sector. Specifically, it has 
published for public debate a draft of  
the Royal Decree implementing the legal 
framework that will govern the Asset 
Management Company (AMC) or «bad 
bank», legislation that will be passed on 
16 November. The company will be called 
Sareb (Sociedad de Gestión de Activos 

Sareb will manage toxic 
bank assets.

Savings and financing

REDUCTION IN THE ECONOMY’S NET BORROWING

Cumulative net lending (+) / borrowing (–) of non-institutional sectors over 
the last four quarters

% GDP

SOURCE: National Institute of Statistics.
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Procedentes de la Reestructuración 
Bancaria) and will have a maximum asset 
volume of around 90 billion euros.  
Most of the assets transferred will come 
from the real estate sector, in the form  
of land or developer loans. One of the 
most relevant issues is also starting to  
be defined: the transfer value of these 
assets, which will be fixed by the Bank  
of Spain and will be equal to the 
economic value minus expected losses 
due to unfavourable price trends, less 
management and administration costs. 
However, the ultimate determination  
of the value and discounts has yet to  
be defined.

In spite of the progress being made in 
sorting out Spain’s banking sector and  
in building banking union at a European 
level, bank funding costs are still high 
and access to credit is still restricted. The 
latest information available for the month 
of August shows that the drop in official 

interest rates, such as the Euribor, is not 
being entirely reflected in financing costs 
borne by households and firms. This is 
the case because interest rate spreads have 
widened. For example, bank loans 
totalling less than one million euros  
to non-financial firms of up to one year 
had an average interest rate of 4.56%  
in August 2011. Given that the official 
interest rate of the European Central 
Bank was 1.50%, the average spread was 
around 3 percentage points. One year 
later, in August 2012, the average interest 
rate for these loans is 5.35% while the 
official ECB rate is 0.75%. This gives  
a spread of 4.60 percentage points, 
substantially higher than last year.

The NPL ratio stood at 10.5% in August, 
reaching a new record high. This rise is 
due both to an increase in doubtful loans 
and also the fall in outstanding loans  
on the balance sheets of financial 
institutions. In fact, private sector 

FiNaNCiNG OF NON-FiNaNCiaL SECtORS (1)

August 2012

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

Private sector 2,054,156 –72,100 –3.6 71.9 

 Non-financial corporations 1,208,677 –46,619 –3.8 42.3 

  Resident credit institution loans (3) 791,767 –49,120 –6.1 27.7 

  Securities other than shares 68,567 3,570 8.6 2.4 

  External loans 348,342 –1,069 –0.4 12.2 

 Households (4) 845,479 –25,481 –3.2 29.6 

  Housing loans (3) 649,856 –17,010 –3.1 22.8 

  Other (3) 192,813 –8,253 –3.7 6.8 

  External loans 2,810 –218 5.2 0.1 

General government (5) 801,522 65,281 13.7 28.1 

TOTAl 2,855,678 –6,820 0.9 100.0 

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.

the NPL ratio stands  
at 10.5% in august.
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financing has continued to fall, down 
3.6% year-on-year. Loans to non-financial 
firms shrank further, by 3.8%, than loans 
to households, by 3.2%. These figures 
confirm that private sector deleveraging 
is continuing. In fact, in aggregate terms 
these sectors are showing net lending. 
According to the quarterly accounts for 
non-institutional sectors, households 
reported net lending of 9.8 billion euros 
in the second quarter, equivalent to 3.6% 
of GDP quarter-on-quarter. For their 
part, non-financial firms recorded net 
lending of 7.5 billion euros in this period, 
representing 2.8% of GDP quarter-on-
quarter, 0.8 percentage points higher  
than the figure recorded a year ago.

A very different view is provided by 
public administrations, which are 
continuing to significantly increase  
their debt. In August, the year-on-year 
growth in bank credit to the public sector 
was 13.7%. Figures from the quarterly 
accounts of non-institutional sectors 

show that, in the second quarter, public 
administrations had a net borrowing of 
29.7 billion euros, 11.0% of GDP quarter-
on-quarter. However, it should be  
noted that the economy as a whole has 
substantially reduced its net borrowing 
compared with the rest of the world. In 
the second quarter of 2012, this totalled 
just 855 million euros, 0.3% of GDP 
quarter-on-quarter. This is a positive 
figure that illustrates the correction of 
imbalances accumulated during the first 
decade after joining the euro.

In summary, to restore the flow of  
credit to the real economy, it’s crucial  
for the bank restructuring process to be 
successfully completed over the coming 
months. In this respect, the start-up  
of the new Sareb should help. At a 
European level, it’s important for 
construction to continue and to dispel 
doubts regarding whether European 
rescue funds should recapitalize banks 
with prior difficulties or not.

BaNK LiaBiLitiES DuE tO COmPaNiES aND HOuSEHOLDS 

August 2012

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

On demand deposits 261,148 –8,563 –3.2 –1,856 –0.7 20.5 

Savings deposits 201,384 –1,565 –0.8 –1,376 –0.7 15.8 

Term deposits 650,569 –47,167 –6.8 –75,636 –10.4 51.1 

Deposits in foreign currency 16,494 –1,225 –6.9 –1,863 –10.1 1.3 

Total deposits 1,129,594 –58,521 –4.9 –80,730 –6.7 88.7 

Other liabilities (*) 144,123 –40,841 –22.1 –40,965 –22.1 11.3 

TOTAl 1,273,717 –99,362 –7.2 –121,696 –8.7 100.0 

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

Net borrowing with the rest 
of the world falls.
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Sareb: the bad bank enters the fray

One of the main commitments undertaken by the Spanish authorities in the Memorandum of Understanding 
regarding conditions for financial sector policy, taken out last July, is the creation of an asset management company. 
This will receive the troubled assets from institutions receiving injections of public capital. Royal Decree-Law 
24/2012, of 31 August, on the restructuring and resolution of credit institutions, created the regulatory framework 
to govern this company. The government has recently published a draft royal decree for public consultation that 
will implement this framework and set up the asset management company for bank restructuring (Sareb in 
Spanish). However, the essential aspects of the asset transfer process will not be determined until the end of 
November. With the caution imposed by these limitations on the information available, this box will carry out a 
preliminary review of the volume of assets that might be transferred to Sareb and the possible impact of its activity 
on Spain’s property market.

The draft royal decree provides for the transfer to Sareb of, principally, foreclosed properties with a net book 
value higher than 100,000 euros, controlling shares in real estate firms and developer loans with a net book value 
higher than 250,000 euros, including credit that is currently up-to-date with its payments. Without including 
shares in real estate firms or the aforementioned lower limits applicable to foreclosed properties and developer 
loans, the volume of assets that could be transferred would be at least 94 billion euros from nationalized 
institutions (see the table below). This amount could rise to 153 billion euros if none of the institutions with 
capital requirements of more than 2% of their risk-weighted assets (RWA), according to the stress tests carried out 
by Oliver Wyman, manages to recapitalize without state aid. By asset type, around 27.7% of the transferred 
portfolio will correspond to real estate or land directly in the hands of Sareb to be sold on the market and the rest 
will be in the form of loans. Of these, approximately 30.5% will be related to completed housing and 21.2% to 
urban land (see the graph below). 

vOLumE aND COmPOSitiON OF tHE aSSEtS tO BE tRaNSFERRED tO tHE aSSEt maNaGEmENt COmPaNy

Gross book value at December 2011, in millions of euros and percentage

SOURCES: Own calculations based on the Oliver Wyman report and annual accounts of the institutions.

Minimum volume Group 2-3 
institutions  

with requirements  
> 2% RWA (B)

Maximum volume

Group 1 
institutions (A) (A)+(B) %

Developer loans 67,023 43,492 110,515 72.3

Problematic 43,364 17,310 60,674 39.7

Performing 23,659 26,182 49,841 32.6

Repossessed assets 26,995 15,395 42,390 27.7

Land 11,944 6,162 18,107 11.8

Under construction 792 658 1,450 1.0

Completed 14,259 8,575 22,835 14.9

Total 94,019 58,887 152,906

Building work 
underway

21.2%

5.6%

12.6%

19.4%

Without real collateral

30.5%

Completed 
housing

Other land

Urban land

10.8%

Others with
real collateral

Composition of developer loans 
by type of collateral
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The acquisition price for these assets will determine the discounts on the original valuation that could be offered 
by Sareb to place the properties on the market. The draft royal decree establishes that assets must be transferred 
based on their long-term economic value, determined by independent experts in the individual stress tests, 
although in no case can the transfer value be lower than any provisions demanded to date.(1) Oliver Wyman 
offers two possible valuations for bank assets depending on the macroeconomic scenario, although only for a 
timespan of two years. Taking these references as the long-term value of the assets is therefore somewhat 
conservative, as the effects of a medium-term economic recovery are not included. The average writedowns 
finally announced by the FROB are based on Oliver Wyman’s base scenario with an additional discount of 11.4% 
to cover the costs and risks of the operation,(2) bringing them close to the adverse scenario (see the table below, 
left-hand panel). An average writedown was therefore established of 45.6% for developer loans and 63.1% for 
foreclosed properties, so that Sareb’s balance sheet would total around 46.42 billion euros if only the nationalized 
institutions transfer their assets, and would reach 75.76 billion euros if all group 2-3 institutions with high capital 
requirements are included. 

The right-hand panel of the table below details the maximum discounts on the original valuation that would allow 
Sareb not to incur losses under each scenario and that are the result of taking the average writedowns on foreclosed 
assets with the writedowns on properties that serve as collateral for the loans transferred to Sareb.(3) According to 
the valuations announced by the FROB, the average discount from peak levels would therefore be 72.7% in the 
case of land and 54.1% for completed constructions.

(1) Specifically, the provisions required in royal decree-laws 2/2012 and 18/2012 are included.
(2) In the case of Ireland, this additional discount was 10%. See European Commission Competition (2011), «The effects of temporary State aid 
rules adopted in the context of the financial and economy crisis», Commission Staff Working Paper.
(3) The discount on the value of the properties serving as collateral takes into account the fact that the loans related to these properties were gran-
ted for 68% of its original valuation on average.

DiSCOuNtS ON BaNK aSSEtS uNDER aLtERNativE SCENaRiOS

Discount on the value 
of bank assets

Discount on original valuation for prices  
of foreclosed properties and as loan  

collateral (*)

Oliver Wyman. 
Base 

scenario
Announced 

for Sareb
Oliver Wyman. 

Adverse 
scenario

Oliver Wyman. 
Base 

scenario 
Announced 

for Sareb
Oliver Wyman. 

Adverse 
scenario

Developer loans 29.4% 45.6% 43.2%

Repossessed assets 56.4% 63.1% 63.9%

Land 73.1% 79.5% 80.2% Land 62.6% 72.7% 73.8%

Building work  
underway 56.8% 63.2% 65.8% Building work  

underway 50.1% 59.9% 59.7%

Completed housing 43.1% 54.2% 50.9% Completed housing 43.0% 54.1% 50.3%

Total 36.9% 48.3% 49.0%

Token entry:  
Minimum size  
of Sareb balance  
sheet (million euros) 56,853 46,422 45,751

NOTE: (*) Implicit drops calculated according to the average loan to value for the property development sector (68%). 
SOURCE: Own calculations based on the Oliver Wyman report and annual accounts of the institutions.

➧
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The price at which Sareb finally offers real estate assets will depend on how much time it has to sell each asset 
category. Although officially it will have 15 years, several factors could accelerate the pace of divestments depending 
on the asset type. Firstly, the company will have to cover its operating and financing costs every year, so the extent 
of these will be a decisive factor. As a reference, in the case of the Irish NAMA, the operating costs forecast for the 
whole life of the company totalled 5.4% of the assets at the time it was set up in 2010, while its financial costs are 
relatively moderate because 95% of its liabilities (state-backed senior debt) pay semi-annual interest equal to the 
Euribor 6-month rate. Secondly, the debt repayment schedule might also affect the sale strategy. For the Irish asset 
management company, such conditions have had a considerable effect as at least 25% of the debt must be repaid 
within four years after the company started up, and 80% after eight years. Lastly, Sareb will probably have to invest 
resources in developing the land and managing the building work underway.

To handle the pressure to sell imposed by these factors, Sareb could resort to earning revenue from the securitization 
of the company’s assets, as well as from managing completed properties, including possibly renting them out, and 
also developer loans. The interest and payments made on healthy credit should also contribute notably to its cash 
flow. To this end, the company will have to establish a suitable system of incentives to ensure that the different 
counterparties involved (developers, institutions transferring assets, etc.) do their utmost to fulfil their 
commitments. In this respect, it might be useful to review debtors’ business plans to verify their viability and 
design actions that ensure their debts are paid back in line with the established timetable for the project as a whole. 
In the case of Ireland, NAMA’s involvement includes the design and approval of the criteria that must be met by 
sales made by its debtors.

Carrying out such tasks successfully would help Sareb to establish a timeframe to sell its properties that is 
compatible with the materialization of their real economic value, also generating sufficient volume of transfers to 
revive the property market. Beyond its contribution to the stability of the Spanish financial system, the 
establishment of a reasonable benchmark for real estate prices, in line with their fundamental determinants, 
would be another key accomplishment in contributing to a sustained economic recovery.

This box was prepared by Sandra Jódar-Rosell
Economic Analysis Unit, Research Department, ”la Caixa”
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Forecast
% change over same period year before unless otherwise noted

2011 2012 2013
2011 2012

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

INTERNATIONAL ECONOMY Forecast Forecast

 Gross domestic product
  United States 1.8 2.2 2.0 1.6 2.0 2.4 2.1 2.3 1.8
  Japan –0.7 2.3 1.2 –0.7 –0.6 2.8 3.3 1.7 1.7
  United Kingdom 0.7 –0.2 1.2 0.6 0.7 –0.1 –0.5 –0.1 0.0
  Euro area 1.5 –0.5 0.3 1.3 0.6 0.0 –0.4 –0.7 –0.6
    Germany 3.1 0.8 1.1 2.7 1.9 1.2 1.0 0.5 0.6
    France 1.7 0.1 0.4 1.5 1.2 0.4 0.3 –0.1 –0.2
 Consumer prices
  United States 3.1 2.1 1.9 3.8 3.3 2.8 1.9 1.7 2.1
  Japan –0.3 0.0 0.1 0.2 –0.3 0.3 –0.1 –0.2 0.0
  United Kingdom 4.5 2.6 1.9 4.7 4.7 3.5 2.7 2.4 1.8
  Euro area 2.7 2.5 2.1 2.7 2.9 2.7 2.5 2.5 2.4
    Germany 2.3 2.1 1.7 2.4 2.4 2.1 2.1 2.1 1.8
    France 2.1 2.3 1.9 2.1 2.4 2.3 2.3 2.3 2.1

SPANISH ECONOMY Forecast Forecast

 Macroeconomic figures
  Household consumption –0.8 –1.6 –1.3 –0.2 –2.4 –1.5 –2.2 –1.5 –1.1
  Government consumption –0.5 –4.7 –9.7 –2.7 –1.1 –3.6 –3.0 –4.8 –7.5
  Gross fixed capital formation –5.3 –9.8 –5.6 –4.2 –6.0 –7.7 –9.4 –11.5 –10.5
    Machinery and capital equipment 2.5 –6.3 –1.7 3.4 –1.6 –6.0 –7.0 –7.6 –4.8
    Construction –9.0 –12.4 –7.5 –8.0 –8.6 –9.5 –11.8 –14.3 –14.0
  Domestic demand 
   (contribution to GDP growth) –1.9 –3.9 –3.8 –1.8 –3.1 –3.3 –3.9 –4.3 –4.2
  Exports of goods and services 7.7 2.0 3.8 7.6 5.8 2.8 3.3 0.9 1.2
  Imports of goods and services –0.8 –6.1 –3.5 –1.2 –4.9 –5.9 –5.4 –7.4 –5.7
  Gross domestic product 0.4 –1.4 –1.5 0.6 0.0 –0.6 –1.3 –1.6 –2.1
 Other variables
  Employment –1.7 –4.5 –3.2 –1.6 –2.9 –3.6 –4.6 –5.3 –4.6
  Unemployment (% labour force) 21.6 24.9 26.3 21.5 22.9 24.4 24.6 25.0 25.4
  Consumer price index 3.2 2.5 2.4 3.1 2.8 2.0 2.0 2.8 3.4
  Unit labour costs –1.4 –2.4 0.7 –1.6 –1.5 –1.5 –2.1 –3.0 –2.8
  Current account balance (% GDP) –3.7 –2.6 –0.7 –2.7 –2.8 –5.5 –1.0 –2.0 –1.8
  Net lending or net borrowing   
   rest of the world (% GDP) –3.4 –2.1 –0.1 –2.4 –2.3 –5.3 –0.5 –1.4 –1.2
  General government financial  
   balance (% GDP) –9.4 –8.2 –6.2 –6.8 –14.8 –5.9 –11.3   

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 1.23 0.88 0.75 1.47 1.25 1.00 1.00 0.75 0.75
  10-year US bonds 2.77 1.79 1.72 2.42 2.03 2.02 1.81 1.62 1.70
  10-year German bonds 2.65 1.62 2.45 2.30 1.98 1.88 1.50 1.42 1.70
 Exchange rate
  $/Euro 1.39 1.29 1.30 1.41 1.35 1.31 1.28 1.25 1.29

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
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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
@laCaixaResearch

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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