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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 2.5 1.8
  Japan –0.7 1.7 0.9 –0.6 –0.6 2.7 3.4 0.2 0.6
  United Kingdom 0.7 –0.2 1.2 0.6 0.7 –0.1 –0.5 –0.1 0.0
  Euro area 1.5 –0.4 0.3 1.3 0.6 0.0 –0.4 –0.6 –0.4
    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 1.1 0.2 0.1 0.1 –0.2
 Consumer prices
  United States 3.1 2.1 1.9 3.8 3.3 2.8 1.9 1.7 2.2
  Japan –0.3 0.0 –0.1 0.2 –0.3 0.3 0.2 –0.3 –0.2
  United Kingdom 4.5 2.7 1.9 4.7 4.7 3.5 2.7 2.4 2.1
  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 1.9
    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 –1.8 –1.7 –0.2 –2.4 –1.3 –2.1 –2.0 –1.7
  Government consumption –0.5 –4.3 –9.2 –2.7 –1.1 –3.7 –2.9 –3.9 –6.7
  Gross fixed capital formation –5.3 –8.9 –4.8 –4.2 –6.0 –7.5 –9.2 –9.9 –8.9
    Machinery and capital equipment 2.5 –6.1 –1.7 3.4 –1.6 –5.5 –6.9 –7.3 –4.5
    Construction –9.0 –11.4 –6.6 –8.0 –8.6 –9.4 –11.5 –12.6 –12.3
  Domestic demand 
   (contribution to GDP growth) –1.9 –3.8 –3.8 –1.8 –3.1 –3.2 –3.8 –4.0 –4.1
  Exports of goods and services 7.7 4.0 9.3 7.6 5.8 2.4 2.9 4.3 6.5
  Imports of goods and services –0.8 –3.7 2.2 –1.2 –4.9 –5.8 –5.1 –3.5 –0.3
  Gross domestic product 0.4 –1.4 –1.5 0.6 0.0 –0.7 –1.4 –1.6 –2.0
 Other variables
  Employment –1.7 –4.4 –3.2 –1.6 –2.9 –3.7 –4.7 –4.6 –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 –2.7 0.7 –1.6 –1.4 –1.7 –3.2 –3.0 –2.8
  Current account balance (% GDP) –3.7 –2.3 0.5 –2.7 –2.8 –5.5 –1.0 –1.3 –1.3
  Net lending or net borrowing   
   rest of the world (% GDP) –3.4 –1.8 1.0 –2.4 –2.3 –5.3 –0.5 –0.7 –0.7
  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 1.95 2.42 2.03 2.02 1.81 1.62 1.69
  10-year German bonds 2.65 1.56 1.82 2.30 1.98 1.88 1.50 1.42 1.43
 Exchange rate
  $/Euro 1.39 1.28 1.30 1.41 1.35 1.31 1.28 1.25 1.28

AC
FINANCIAL ACTIVITY Million euros 
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Profit attributable to Group 975

STAFF, BRANCHES AND MEANS OF PAYMENT  

Staff 28,529

Branches 5,196

Self-service terminals 8,011

Cards (million) 10.3

COMMUNITY PROJECTS: BUDGET FOR ACTIVITIES IN 2012 Million euros 

Social 331

Science and environmental 68

Cultural 69

Educational and research 32

TOTAL BUDGET 500
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Contents Several years ago, immersed in controversy over the geopolitical risks presented by the 
situation in Iraq, the US Secretary of Defence, Donald Rumsfeld, pronounced some 
sentences that are often recalled. He said: «There are known knowns; there are things 
we know that we know. There are known unknowns; that is to say there are things that 
we now know we don’t know. But there are also unknown unknowns – there are 
things we do not know we don’t know». In economic forecasting, it’s appropriate to 
develop a dose of humility and to acknowledge the fact that belief very rarely reaches 
the state of certainty; nevertheless, in any case the idea is to produce a picture that 
helps to present the economic outlook for 2013.

The best-known elements in the scenario are related to structural forces that have been 
in operation for some more time and that, in all likelihood, will continue to be in 
operation for some more time. In general, these are headwinds for developed countries 
and tailwinds for emerging countries. The most important one is the deleveraging in 
which numerous sectors of key advanced countries are still immersed, such as the 
United States, United Kingdom and several member states of the euro area. Households, 
governments and financial institutions must reduce their levels of debt, a fact that puts 
a brake on spending and credit expansion. In the case of Europe’s financial sector, for 
which deleveraging can be carried out more steadily, it’s essential to go on making 
important progress in the reform process, both nationally and at a European level. The 
emerging countries, meanwhile, have low levels of debt and also several ways of 
boosting growth: demographics, the adoption of technological advances, market 
liberalization and an increasingly consolidated political and social stability. Given this 
situation, the main forecasts for growth in gross domestic product (GDP) point to a 
modest figure for developed countries (2.0% for the United States, 0.3% for the euro 
area and –1.5% for Spain) but satisfactory figures for the emerging countries (7.8% for 
China and 3.5% for Brazil).

The «known unknowns» consist of already identified risk factors that could make us 
deviate from these figures, for better or for worse. The list is long but the most 
important are related to the actions of economic and institutional policy, as well as to 
calibrating their effects. In the United States, the imminent event is the requisite 
agreement between Democrats and Republicans to avoid the so-called «fiscal cliff» 
which would plunge the country into a double-dip recession. In the euro area, the 
debate on the dilemma between austerity and stimulus will continue to dominate fiscal 
policy decisions. Unfortunately, the fact that economists are limited in their ability to 
give satisfactory answers regarding this issue merely accentuates doubts concerning 
the ultimate macroeconomic impact. One second large source of risk in the euro area 
is how quickly EMU will be re-established in the areas of banking, fiscal and, 
ultimately, political union. Although it’s unlikely for it to be a triumphant march, the 
euro area seems to be firmly back on the track towards integration. With regard to 
Spain, one crucial factor is meeting, as strictly as possible, the announced budgetary 
adjustment commitments and thereby regaining the confidence of the community of 
international investors. Pleasant surprises in this area would benefit the country as a 
whole, on top of the notable advances already observed in correcting imbalances in the 
balance of payments and competitiveness.

By definition, the list of the «unknown unknowns» will only become available once the 
year has ended. We can merely hope that, unlike recently, this will be dominated by 
good news.
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Diminishing sources of concern

November was a month of transition.  
At times, the threat of uncertainty has 
returned to darken the mood of global 
investors but not quite so strongly as in 
other tempestuous episodes over the last 
few years. For example, stock markets  
and other risk assets have looked weak 
but there have been no huge slumps and, 
at the first sign of good news, prices have 
shown a notable capacity to rally. This 
performance suggests that the sources  
of concern are being favourably resolved.

The first comes from the United States, 
where the closeness of the end of the 
expansionary fiscal measures approved  
in the Bush era, the «fiscal cliff», has led  
to fears of the possible recession facing  
the already vulnerable North American 
economy. However, the re-election  
of President Obama, winning more 
comfortably than expected, has made  
it easier to reach the desired agreement 
between Democrats and Republicans.  
The outcome of the elections has stabilized 
the political panorama and unblocked the 
debate on reducing the deficit that, now 
with a more favourable bias towards the 
Democratic Party, is focusing more on 
increasing revenue than cutting costs. 

At the same time, economic activity 
continues to develop at a moderate rate, 
although the first effects of the different 
monetary actions are now starting to be 
seen. Specifically, household spending 
and their propensity to consume speeded 
up in the third quarter. An improvement 
has also been seen in construction and 
real estate activity, in the form of higher 
prices for homes and sales and purchases. 
These advances have been accompanied 
by a moderate fall in unemployment and 

an upswing in consumer prices, resulting 
from higher energy costs. In the financial 
area, there have been improvements 
particularly in the expansion of bank 
credit, a fall in mortgage interest rates  
and in lower yields on Treasury bonds. 

The other two sources of concern are 
located in the euro area. On the one hand, 
the European Commission has confirmed 
its forecast that the region will experience 
several quarters of contracting GDP. In 
the third quarter this remained practically  
at a standstill, with a decline of 0.1% 
quarter-on-quarter, but both supply  
and demand indicators available for the  
fourth quarter have deteriorated slightly. 
Nonetheless, the Commission points  
to two elements warranting moderate 
optimism. Firstly, the advances being 
made in economic policy, such as  
banking union and the announcement  
of Outright Monetary Transactions by  
the European Central Bank, have made 
more pessimistic scenarios less likely. 
Secondly, the efforts being made in  
fiscal consolidation and in correcting 
imbalances are helping to improve the 
competitiveness of periphery countries. 

In addition, within the context of the 
region’s debt crisis, the front created  
by Greece’s urgent need for liquidity  
has highlighted the technical and  
political difficulties in achieving 
categorical solutions. Given this situation, 
the absence of any big shocks in the 
markets would suggest that investors  
trust the ability of authorities to handle 
the risks and to continue making  
headway with the existing challenges.  
If, as is expected, this is actually  
confirmed over the next few weeks,  
risk assets shouldn’t find it difficult  
to rally again.

ExECutivE summary

the «fiscal cliff» centres 
economic policy debate  
in the united states.

the EC postpones the euro 
area’s recovery for a few 
more quarters.

the fall in long-term 
interest rates reactivates 
demand for corporate 
bonds.
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In spite of the ups and downs in the  
euro area crisis and the situation of  
world growth, corporate bonds seem to 
be the star asset in 2012. In their incessant 
search for better returns, investors, both 
institutional and individuals, have found 
both returns and risk more attractive 
in corporate bonds than in shares. Since 
September, this has been helped by the 
increasingly lax monetary strategies of  
the United States and the euro area. The 
fall in long-term interest rates generated 
by the Fed’s purchases of sovereign bonds 
and mortgage-backed securities, together 
with the measures announced by the  
ECB in September, have pushed capital 
flows strongly towards this kind of asset, 
speeding up global demand for all kinds 
of corporate bonds.

In Asia, of note is the weakening of the 
Japanese economy, which has gone from 
being the economy with the highest 
growth among advanced countries to the 
brink of recession. Japan’s economy has 
steadily deteriorated throughout 2012 but 
GDP figures for the third quarter came as 
a shock to already negative expectations, 
falling by 0.9% quarter-on-quarter and 
leaving year-on-year growth at a minimal 
0.2%. This correction was particularly due 
to a slump in exports, which had been the 
traditional engine for growth up to the 
crisis in 2008. 

Given this situation, the position of  
the Prime Minister, Yoshihiko Noda,  
of the Democratic Party, has become 
unsustainable and he has been forced to 
bring forward the elections to December 
2012. The probable winner will be Shinzo 
Abe, of the Liberal Democratic Party, 
which had almost dominated the country 
from 1955 to 2009. It is expected that Abe, 
a well-known fan of supporting growth, 
will encourage the Bank of Japan to follow 
more expansionary monetary policies. 

In China, however, the new leaders  
are coming on the scene at the precise 
moment when the latest macroeconomic 
indicators confirm the Asian power’s 

activity is speeding up again. According  
to predictions, Xi Jinping took over from 
Hu Jintao as the future President of China 
during the 18th National Congress of the 
Communist Party. Together with him,  
Li Keqiang, number two and future 
Premier replacing Wen Jiabao, and another 
five members of the Communist Party, 
will make up the Standing Committee 
that will govern the fate of the world’s 
second economy over the next ten years.

Given the conservative nature of the  
new executive, we don’t expect any great 
innovations in how the Asian giant acts. 
Economic measures will continue to be 
governed by the principle of gradual 
changes towards a more balanced model 
of growth in the medium term. Within 
this context of moderate reactivation, the 
1.7% inflation figure for October has been 
taken very positively, substantially lower 
than the official target of 4% as this makes 
it easier for expansionary policies to 
continue if the situation so requires.

Brazil, the other large emerging economic 
power, is already using expansionary 
policies to a great degree. In fact, when 
she passed through Spain, Brazil’s 
President, Dilma Rousseff, warned of  
the risk of austerity policies as the only 
way to exit the crisis in the euro area.  
The Brazilian authorities, given that they 
have some margin, have not been sparing 
in their use of stimuli to support the 
economy during the months of 
slowdown. Although the hoped-for 
upswing is still resisting, the first signs  
of improvement, at present slight, can 
already be seen. Lacking data on GDP 
growth for the third quarter, the index  
of economic activity would place this 
advance at around 1% compared with  
the previous quarter, higher than the 
figure of 0.4% quarter-on-quarter for  
the second quarter.

The Spanish economy, which has now 
seen five quarters of negative growth,  
has less margin to carry out expansionary 
policies. However, the rate of contraction 

the deterioration in  
the Japanese economy  
is bringing about political 
change.

China’s new government 
takes possession with a 
continuing approach.

First signs of economic 
revival in Brazil.



4 DECEMBER 2012 THE SPANISH ECONOMY MONTHLY REPORT

for GDP improved by 0.1 percentage 
points in the third quarter and stood  
at –0.3% quarter-on-quarter. The decline 
was again considerable but less than 
expected by the consensus of analysts, 
forecasting a fall of 0.8%.

On the one hand, the contribution of 
domestic demand to growth was slightly 
more than expected as the VAT hike on  
1 September made households and firms 
bring forward their purchases planned for 
subsequent months. This effect, however, 
is temporary and will probably affect 
GDP negatively in the fourth quarter. 
After the new taxes came into force, retail 
sales speeded up their decline to –10.1%. 
A similar pattern can be seen in vehicle 
registrations: after a 3.4% rise year- 
on-year in August, a drop of –36.8% and 
of –21.7% was recorded in the months  
of September and October respectively.

Another factor that explains the smaller 
drop in GDP in the third quarter is the 
strength of exports, up by 4.8%, their best 
figure for the last decade. This was a result 
both of the good performance by exports 
of services as well as, especially, goods, 
reflecting the significant effort being 
made by Spanish firms to internationalize 
their operations. However, the wind isn’t 
blowing in favour of this sector either. 
European demand will remain weak in 
the fourth quarter and will once again test 
the capacity of firms to react and find new 
destinations with greater potential.

Over the next few months, the 
restructuring of the banking sector  
will enter its definitive phase. Once the 
restructuring and recapitalization plans  
of institutions helped by the Fund for 
Orderly Bank Restructuring (FROB)  

have been approved, they will start to 
receive aid from the European rescue 
funds, totalling 37 billion euros.

For its part, on 14 November the 
government approved legislation to lay 
the legal foundations to constitute the 
Management Company of Assets from 
Bank Restructuring (Sareb). Once Sareb  
is fully operational, early in December, 
the banks aided by the FROB will be able 
to start transferring their assets. The 
maximum legal size of Sareb is 90 billion 
euros, a capacity that is deemed large 
enough to hold the problematic assets  
of banks receiving state aid.

The most sensitive issue is still the transfer 
value of the assets. In this respect, the 
Bank of Spain estimates that the average 
discount on the gross book value will be 
63% for repossessed assets and 46% for 
loans. With these values, Sareb’s ROE  
is expected to reach 15% in the long term 
in a conservative scenario.

It’s vital to regain confidence and relax 
financial conditions to improve growth 
prospects. In this respect, the advances 
being made in restructuring the banking 
sector are helping banks to depend less  
on financing from the European Central 
Bank at the same time as improving  
the confidence of international investors 
in Spain’s banking system. This process, 
however, must be accompanied by 
significant progress in the agenda for the 
construction of Europe. Once again, very 
high expectations have been raised by the 
European Council summit in December. 
We hope that, this time, they won’t  
be disappointed.

30 November 2012

vat moderates the fall  
in private consumption.

the nationalized banks will 
start to transfer their assets 
to sareb in December.

Economic recovery depends 
on renewed confidence and 
more relaxed financial 
conditions.



DECEMBER 2012 5  THE SPANISH ECONOMY MONTHLY REPORT

CHRONOLOGY
2011
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.

November 26 The Eurogroup agrees to release 43.7 billion euros of aid for Greece and takes measures to guarantee the sustainability 
of its debt by improving conditions for loans and buying back bonds.

AGENDA
December January
 4
 
 5
 6
11
13
14

20
21

28

Registration with Social Security and registered 
unemployment (November).
Industrial production index (October).
Governing Council European Central Bank.
Fed Open Market Committee
CPI (November).
EU HICP (November).
Labour costs (third quarter).
Government revenue and expenditure (November).
International trade (October).
Producer prices (November).
Balance of payments (October).

 10
11
15
16
24
29
30
31

Governing Council European Central Bank. 
Industrial production index (November).
CPI (December).
EU HICP (December). 
Labour force survey (fourth quarter).
Fed Open Market Committee.
GDP quarterly flash estimate (fourth quarter).
Balance of payments (November).
HICP flash estimate (January).
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The United States: lukewarm 
expansion but with fewer risks 

After the upswing of the third quarter, 
with gross domestic product (GDP) 
advancing by 2.5% year-on-year, the two 
biggest uncertainties hovering over the 
US economy are the «fiscal cliff» and the 
slow recovery of the labour market. The 
re-election of President Obama, winning 
more comfortably than had been 
expected, makes it easier to reach the 
desired agreement between Democrats 
and Republicans to reduce the 
recessionary effects of the «fiscal cliff», 
which entails automatically raising taxes 
and cutting spending as from 1 January 
2013. The outcome of the elections has 
stabilized the political panorama and 

unblocked debate on reducing the  
deficit that, now with a somewhat more 
favourable bias towards the Democratic 
Party, is focusing more on increasing 
revenue than cutting costs. 

The Presidential proposal therefore 
includes a tax hike of 836 billion dollars 
over 10 years, of which only 56 billion 
will correspond to 2013. The tax 
exemptions for payroll and 
unemployment benefit that expire at  
the end of the year are also likely to  
be extended. This probable agreement 
reduces the downside risks for our 
growth forecast of 2.0% for the whole of 
2013 and postpones fiscal consolidation 
for a future date. However, the increase  
in public debt, which could reach 111%  

The United States grows by 
2.5% year-on-year, pending 
an agreement that limits 
the «fiscal cliff».

The outcome of  
the elections makes  
an agreement more likely 
but fiscal consolidation  
is postponed for the future.

INTERNATIONAL REVIEW

SOURCES: BEA, Federal Reserve and own calculations.

THE UNITED STATES: HOUSEHOLD DELEVERAGING CONTINUES APACE

Gross household debt as percentage of disposable income

94 95 96 97 98 99 00 01 02 03 04 05 06 07 08 09 11 1210
80

90

85

95

100

105

110

115

120

125

130
%



DECEMBER 2012 7  THE SPANISH ECONOMY MONTHLY REPORT

TREND IN UNITED STATES GDP BY COMPONENT

Percentage year-on-year change in real terms

GDP Private consumption

Public consumption Non-housing investment

Imports of goods and servicesExports of goods and services

Housing investment Domestic demand

SOURCES: Bureau of Economic Analysis and own calculations.
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Hurricane sandy will  
affect consumption but 
confidence continues  
to improve.

Business people are still 
moderately optimistic.

of GDP by the end of 2013, is offset by 
private deleveraging. Household debt 
continued to fall in the third quarter  
of 2012 to 109.2% of disposable income, 
lower than the record high of 129.3% of 
September 2009.

The medium-term effects of hurricane 
Sandy will be limited but preliminary 
employment data show a short-term 
impact that is greater than expected. 
November will be the lowest point but  
the real effect on economic activity will 
be decided in the sales campaigns for 
Thanksgiving and Christmas. Retail  
sales in October already showed the first 
signs of Sandy, down on September and 
pushing cumulative year-on-year growth 
from 4.3% to 2.7%. This decline was  
also due to September having been an 
abnormally good month for sales, partly 
due to the launch of the iPhone 5. On  
the positive side, the Conference Board 
consumer confidence index followed its 
upswing in October with another rise, up 
to the level of 72.2 points. Although this 

is still below the historical average,  
close to 100 points, other more recent 
confidence indicators, such as the one  
by Michigan University, point towards 
this improvement continuing. 

Business sentiment looked hesitant  
in October with an Institute for Supply 
Management (ISM) activity index that, 
for manufacturing, remained at 51.7 
points and fell unexpectedly to 54.2 
points for services. However, these levels 
continue to be in line with a growth  
in the economy as a whole of 2.5%,  
clearly above its current rate.

October was a good month for 
employment, although this does not alter 
the fact that its recovery is too slow. The 
creation of 171,000 net jobs was endorsed 
by a revision of the number of jobs 
created over the previous two months, 
resulting in 84,000 more net jobs than 
originally estimated. The minimal rise in 
the unemployment rate, to 7.9%, can also 
be interpreted positively as this was due 

uNitED statEs: maiN ECONOmiC iNDiCatOrs

Percentage change over same period year before unless otherwise indicated

2010 2011
2011 2012

4Q 1Q 2Q 3Q October

Real GDP 2.4 1.8 2.0 2.4 2.1 2.5 –

Retail sales 5.5 8.0 7.5 6.6 4.7 4.8 3.8

Consumer confidence (1) 54.5 58.1 53.6 67.5 65.3 65.0 72.2

Industrial production 5.4 4.1 4.1 4.4 4.7 3.3 1.7

Manufacturing (ISM) (1) 57.3 55.2 52.4 53.3 52.7 50.3 51.7

Housing construction 5.7 4.5 25.1 22.5 28.5 27.1 41.9

Unemployment rate (2) 9.6 9.0 8.7 8.3 8.2 8.1 7.9

Consumer prices 1.6 3.2 3.3 2.8 1.9 1.7 2.2

Trade balance (3) –494.7 –559.9 –559.9 –571.0 –568.8 –561.8 ...

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

Nominal effective exchange rate (4) 75.3 70.9 72.3 72.8 73.9 74.0 72.7

NOTES: (1) Value.
(2) Percentage of labour force.
(3) Cumulative figure for 12 months in goods and services balance. Billion dollars.
(4) Exchange rate index weighted for foreign trade movements. Higher values imply currency appreciation.
SOURCES: OECD, national statistical bodies and own calculations.
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NOTE: (*) Share of employed: employed population as percentage of population over 16 years; unemployment rate: unemployed/
labour force.
SOURCES: Department of Labor and own calculations.

THE UNITED STATES: UNEMPLOYMENT IMPROVES MORE THAN EMPLOYMENT

Unemployment rate and share of employed (*)
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Job creation improves, with 
unemployment at 7.9%, but 
the recovery is too slow.

The CPI stands at 2.2% 
while the core CPI remains 
moderate at 2.0%.

to an increase in the participation rate, 
with some discouraged workers re-
joining the labour market on seeing 
better prospects. Nonetheless, with 
October’s rate of job creation, the levels  
of December 2007, prior to the Great 
Recession, would not be reached until 
November 2014. The big problem is  
still the high proportion of long-term 
unemployed, boosted by the slowness  
of the recovery as, the longer people  
are unemployed, the harder it is for  
them to find work. 

The trend in prices, however, is still 
giving the Fed some room to manoeuvre 
with expansionary policies that help  
to prevent this unwelcome structural 
reduction in the level of employment.  
The consumer price index (CPI) 
advanced by 2.2% year-on-year in 
October, 2.0% in September, due to the 
base effects of energy prices. However,  
the core CPI, the general index without 

energy or foods, maintained its rise  
of 2.0% in an environment that is still  
one of moderation due to low production 
capacity utilization. Within this scenario, 
the Federal Reserve has reaffirmed its 
expansionary policies. In September, a 
third round of quantitative easing was 
initiated to support the refinancing of 
mortgages at a fixed rate, a lower rate, 
which leads to lower monthly payments 
and, consequently, more disposable 
income. At the November meeting of  
the Fed Open Market Committee, it was 
proposed to link the continuation of a 
very low official interest rate not so much 
to a timescale but to the trend in prices 
and the unemployment rate, with an 
acceptable level for the latter being 
between 5.25% and 7.0%. 

If the passing of Hurricane Sandy might 
have had negative effects for employment 
in November, the other side of the coin 
will be the construction industry, which 



10 DECEMBER 2012 THE SPANISH ECONOMY MONTHLY REPORT

Construction consolidates 
its recovery although  
still far from its pre-crisis 
levels.

could be seeing a stronger recovery  
than had been expected six months  
ago. Construction activity continued to 
increase in October, with 894,000 houses 
started in annual terms, representing  
an increase of 41.9% year-on-year. 

Similarly, the Case-Shiller index for 
second-hand homes in August had 
accumulated a rise of 4.3% since the end 
of February, in line with the improved 
expectations of developers and the slow 
increase in the volume of sales. The 
reasons behind this improvement in 
construction lie in continued expansion 
and prices returning to reasonable levels. 
The ratio between house prices and 
average household income has returned 
to its predominant level between 1983 
and 2000, after having risen and fallen  
by almost 40.0% in the years of the bubble 
and its subsequent collapse. The sector’s 
recovery should continue in 2013 as 
several households are delaying their 
formation due to the economic crisis. 
Apart from the increase in activity and 
prices, another indicator that shows how 

dynamic the sector is becoming is how 
long it takes to sell a property, which in 
October fell to 5.3 months, a period that 
hasn’t been so short since October 2005.

With regard to the foreign sector, the 
deficit of the balance of goods and 
services decreased more than expected  
in September, down to 41.55 billion 
dollars thanks to the good performance 
of exports, picking up after two months 
of decline. The foreign sector might make 
a positive contribution to GDP growth  
in the fourth quarter, after having been  
a burden in the third. This, together  
with residential investment, would partly 
offset the effects of hurricane Sandy  
on consumption and employment.

Japan: on the brink of recession

In less than half a year, Japan has gone 
from being the economy with the greatest 
growth among the advanced countries  
to being on the brink of recession.  
The economy has declined steadily 

SOURCES: US Census and own calculations.

THE UNITED STATES: IT’S NO LONGER SO HARD TO SELL A HOUSE
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Japan declines in the third 
quarter due to a slump in 
exports and investment.
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throughout 2012 but GDP figures for  
the third quarter came as an unpleasant 
surprise for expectations that were 
already low, with a drop of 0.9% quarter-
on-quarter, leaving the year-on-year 
growth at a minimal 0.2%. This 
correction was particularly due to a 
slump in exports, the traditional engine 
for growth until the 2008 crisis. Sales 
abroad fell by 5.0% quarter-on-quarter 
and affected capital goods investment, 
which dropped by 3.2%.

Given this situation, the position of the 
Prime Minister, Yoshihiko Noda, of the 
Democratic Party, became unsustainable 
and he has been forced to bring forward 
the elections to December 2012. The 
probable winner will be Shinzo Abe of 
the Liberal Democratic Party, which had 
almost dominated the country from 1955 
to 2009. It is expected that Abe, a well-
known fan of supporting growth, will 
encourage the Bank of Japan to follow 
more expansionary monetary policies. 

TREND IN JAPAN’S GDP BY COMPONENT

Percentage year-on-year change in real terms

GDP Private consumption
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The expected change  
in Prime Minister in 
December could facilitate 
more expansionary 
monetary policy.
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The competitiveness of Japanese exports 
has been affected compared with other 
emerging economies in the region due to 
energy shortages as a result of the nuclear 

stoppage, creating bottle necks in 
production and pushing up costs.  
This has hit growth and, at the same 
time, has compromised the positive 

JAPAN: 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 4.6 –0.7 –0.6 –0.6 2.7 3.4 – 0.2 –

Retail sales 2.5 –1.2 –1.0 0.8 5.2 3.1 –0.7 1.7 0.4

Industrial production 16.6 –2.3 –0.6 0.0 2.7 5.1 –2.2 –4.7 –6.8

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 15.6

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

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

Trade balance (3) 7.9 –1.6 1.3 –1.6 –3.7 –3.7 –4.1 –4.1 –5.1

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.

JAPAN: EDGING CLOSER TO THE RED

Current account balance. Monthly �gures in annual terms (*)

NOTE: (*) Moving twelve-month average.
SOURCES: Japanese Ministry of the Economy, Trade and Industry and own calculations.
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balance of the current account balance, 
which in September had a deficit for  
the first time since records began and 
whose cumulative surplus over the last  
12 months went from 24.5 trillion yen  
in December 2007 to 5.0 trillion in 
September 2012. 

The latest indicators point towards a 
none-too promising fourth quarter.  
Price trends confirm that deflation will 
continue. September’s CPI fell by 0.2% 
year-on-year and core inflation, the 
general index without foods or energy, 

dropped by 0.6% while prices in Tokyo, 
which act as a leading indicator because 
they’re from October, fell again. Similarly, 
industrial production, which in Japan is 
very closely related to exports and the 
development of the economy as a whole, 
underwent a sharp correction in October, 
accumulating a drop of 9.5% compared 
with March. This weakness in industry 
can be seen if we consider that, in 
October, it had only recovered 25.0% 
from the minimum levels caused by  
the tragedy of March 2011.

Outlook for the emerging countries in 2013: relatively clear skies  
and agreeable temperatures

The economic-financial conditions look favourable in 2013 for the group of emerging countries, unlike the 
unpleasant atmosphere forecast for the United States, the paralysing cold of Japan and persistent storms in the 
euro area. Should this actually come about, it will continue the pattern these countries have already been following 
for more than a decade: fast economic growth, stable financial conditions and high yields on financial assets. 
Logically, this group of countries is notably heterogeneous and some problematic cases do exist, but the outlook is 
positive on the whole.

The convulsive phase of the 1990s is well behind them, with its stream of contagious crises: the collapse of the 
Mexican peso in 1997; the speculative attack on the Thai baht in 1998, sending strong shockwaves throughout 
Asia; the devaluation and default of Russia’s government, also in 1998; Brazil’s real taking a dive in 1999 and, to 
top it all, the devaluation, strict bank restrictions and default of Argentina in 2001. Since this last date, the 
economies and capital markets of the emerging countries have experienced a boom that has only been interrupted, 
temporarily, by the crisis after the Lehman Brothers crash. An examination of the factors leading to this situation 
helps to throw some light on the prospects for 2013. For explanatory purposes, it’s useful to group these into two 
categories: internal factors and external factors, which interact in a complex way although, in general, they 
mutually reinforce each other.

Internal factors refer to developments in the economic, social and political fundamentals of the emerging countries 
per se, while external factors relate to developments in economic, monetary and financial conditions and the 
investment climate of developed countries and, by extension, the world. Particularly important among these 
external factors are «global liquidity» and «global risk aversion». From the point of view of capital flows towards 
emerging markets, internal variables are often classified as pull factors whereas external factors are often classed 
as push factors. 

The improvement of fundamentals in the emerging countries is already a well-established process that will 
continue over the coming years. The most relevant signs of this are high GDP growth, the greater relative weight 

the current account balance 
posts its first ever deficit 
in september.
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of domestic demand, a more equal distribution of income, greater social cohesion and more stable political 
frameworks. 2013 looks like confirming these trends, successfully concluding the tough test set by the western 
financial crisis starting in 2007 and its subsequent Great Recession. The emerging countries have managed to sail 
these rough seas through a combination of agility and firmness, establishing a good basis for the coming year. On 
the one hand, cycle management policies have been successful, both in handling monetary and fiscal instruments 
and also in macroprudential terms (regulation of the financial system, capital controls, etc.). Emerging countries 
responded to the tremendous negative shock in 2008-2009 with highly expansionary policies, forceful enough to 
vigorously reactivate their growth in 2010-2011. The signs of overheating that soon became evident led to a careful 
application of restrictive measures in order to ensure a soft landing. And this is what has actually happened in 
2012, while the seeds were being sown for further reactivation via more expansionary policies, this time more 
moderate but longer term and still with an additional wide margin. Crucial countries such as China and Brazil are 
already starting to see evidence of their economies speeding up. On the other hand, most emerging countries have 
steadily strengthened their economic systems, spreading structural reforms, liberalizing markets and keeping a 
close eye on the solidity of financial institutions as well as the sustainability of public accounts, etc. Within this 
context, the emerging countries as a whole could easily achieve growth in GDP next year of around 5.5%, one 
percentage point higher than the average for the last four decades.

For their part, the push factors are looking equally favourable for the emerging markets. As is common knowledge, 
the central banks of developed countries have responded to the crisis with ultra-expansionary monetary policies. 
Official interest rates in the United States, Europe and Japan have effectively been at zero for some time now and 
will remain there, not only during 2013 but for longer, bringing down the yields on monetary assets. Moreover, the 
various quantitative easing programmes instigated by central banks have brought internal yields on sovereign 
bonds and other investment grade assets down to exceptionally low levels, encouraging international investors to 

GROWING RELATIVE WEIGHT OF THE EMERGING COUNTRIES IN THE WORLD ECONOMY
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look for more profitable alternatives (search for yield). The expansion in the monetary base has been huge and, 
although the broadest aggregates (e.g. M3) have grown moderately, the conditions of global liquidity are and 
certainly will continue to be lenient throughout 2013. Traditionally, the emerging markets have benefitted greatly 
from such situations and this time shouldn’t be any exception.

Closely linked to liquidity, the appetite for risk will also boost the emerging markets. In fact, a far-reaching 
transformation has taken place in this area over the last two years that backs up this prediction. For decades, 
they had exhibited highly procyclical behaviour: a sharp rise in capital inflows and rapid revaluations whenever 
the global appetite for risk increases, subsequently disappearing when this falls. The last three years, in which 
we have seen keen emotional fluctuations in international markets (related to the euro area crisis and other 
sources of tension), have highlighted an improvement in investors’ perceived risk for emerging assets as a 
whole. In part due to their own merit, given the aforementioned advances in terms of fundamentals, but also 
because of the global phenomenon of a dearth of safe assets, resulting from the tough crises affecting the 
mortgage-backed securities, bank and sovereign assets of many advanced countries. The result is that emerging 
assets have moved up several positions in the international safety and quality rankings, now occupying 
comfortable positions that make them less vulnerable to the recurring mood swings of investors, who should 
now start to contain themselves anyway.

However, within this scenario of high growth, better perceived quality and abundant liquidity, we should not 
lose sight of the inevitable threats. The biggest hazard would be another severe external shock such as that of 
2008, the most likely candidate being the tribulations in the euro area. The impact of this could be significant but 
it probably won’t happen. These two terms are reversed when we talk about the possibility of a weak country in 
the emerging group stumbling. Countries such as Argentina, Vietnam and Hungary are among the most 
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China: gradual improvement

The new Chinese leaders have come  
on the scene at the precise moment when 
the latest macroeconomic indicators 
(industrial production, investment and 
exports) confirm activity has speeded  
up (modestly) in China.

As expected, Xi Jinping took over from 
Hu Jintao as the future President of China 
during the 18th National Congress of the 
Communist Party. Together with him,  
Li Keqiang, number two and future 
Premier replacing Wen Jiabao, and 
another five members of the Communist 
Party (two members less than in the 
previous legislature) will make up the 
Standing Committee that will govern the 

fate of the world’s second economy over 
the next ten years. Given the conservative 
nature of the new executive, we expect 
continuity in how the Asian giant acts. 
Economic measures will continue  
to be governed by the principle of  
gradual changes towards a more  
balanced model of growth in the  
medium term.

With the change of leadership in the 
background, the latest supply and 
demand indicators show signs of  
relative robustness, largely boosted by 
fiscal instruments (basically to stimulate 
investment projects) and the relaxation  
of monetary policy started in the second 
quarter. On the supply side, of note are 
the industrial production figures which, 

CHiNa: maiN ECONOmiC iNDiCatOrs

Percentage change over same period year before, unless otherwise indicated

2010 2011
2011 2012

4Q 1Q 2Q 3Q October

Real GDP 10.5 9.3 8.9 8.1 7.6 7.4 –

Industrial production 15.7 13.7 12.8 11.6 9.5 9.1 9.6

Electrical power generation 14.0 10.9 8.9 6.5 1.2 2.1 7.1

Consumer prices 3.3 5.4 4.6 3.8 2.9 1.9 1.7

Trade balance (*) 184 155 155 158 181 198 213

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

Renminbi to dollar 6.8 6.5 6.4 6.3 6.3 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.

a gradual upswing in 
China’s pace of activity 
with a change of leadership 
in the background.

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

vulnerable but they are not of the calibre to cause a systemic crisis in this new era where the means of contagion 
have been largely blocked. Another risk is a sustained rise in commodity prices, particularly foods, which might 
destabilize the macroeconomic balance and social peace. The list could go on but it would not sully the good 
prospects for the emerging countries in terms of 2013.
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although still below their pre-crisis  
levels, improved on the third quarter and 
grew by 9.6% year-on-year in October 
compared with 9.1% for the quarter. 
Similarly, electricity consumption,  
a more reliable measure of the country’s 
industrial production according to some 
analysts, confirmed this improvement 
with a substantial advance on September’s 
figures.

The new round of trade data also 
reinforced the positive signs already 
glimpsed in September. In particular, 
exports grew by 11.6% year-on-year,  
far above the 4.5% of the third quarter, 
while imports grew by 2.4% year-on-year 
compared with 1.4% quarter-on-quarter. 
This places the cumulative trade surplus 
over the last twelve months (up to 
October) at 212 billion (3% of GDP) 
compared with 155 billion dollars in  
2011. In spite of the recent improvement 
in the foreign sector, no great changes are 
expected in the weak rate of appreciation 
of China’s currency against the US dollar 
seen over the last few months (around 1% 
up to October).

Within this scenario of a very gradual 
acceleration, October’s inflation figures 
have been taken very positively (1.7% 
lower than the official target of 4%) since 
this makes it easier for expansionary 
policies to continue if the situation so 
requires. Such a moderation in prices and 
good macroeconomic figures have led us 
to revise our forecast for interest rates, as  
we do not expect any further cuts over 
the coming months.

In short, the programme of investment  
in infrastructures and gradual monetary 
relaxation have halted the country’s 
slowdown, dispelling fears of a hard 
landing for the economy. Moreover, the 
resilience of the labour market during  
the months of deceleration, the fact that 
household income is still growing faster 

than inflation, albeit at a more moderate 
rate, and the downward revision in the 
official growth target from 8% to 7.5% 
suggest that the government will continue 
supporting domestic demand but without 
the need to repeat the mass stimuli 
promoted during the world financial and 
economic crisis.

Brazil: slight signs of improvement

When she was passing through Spain, 
Brazil’s President, Dilma Rousseff, 
defended the country’s economic 
dynamism and warned of the risks  
of austerity policies as the only way to  
exit the crisis in the euro area. In fact,  
the Brazilian authorities have not been 
sparing in their use of stimuli to support 
the economy during the months of 
deceleration although, unlike the euro 
area, Brazil had some margin in the fiscal 
area but especially on the monetary front. 
So, among other measures, of note are the 
investment plan worth 53 billion euros 
announced in August and the numerous 
cuts to the official interest rate since 
August 2011, with a cumulative reduction 
of 525 basis points, currently taking the 
SELIC rate to an all-time low of 7.25%.

And although the hoped-for upswing  
is still resisting, the first signs of 
improvement, at present slight, can 
already be seen. Lacking data on GDP 
growth for the third quarter at the time  
of writing this report, the index of 
economic activity, a good indicator of  
the performance of GDP, would place 
growth at around 1% compared with the 
previous quarter, higher than the 0.4% 
quarter-on-quarter of the second quarter. 
If confirmed, this acceleration in the rate 
of activity should be attributed to the 
impact of stimuli on decisive components 
of domestic spending. Nonetheless, the 
foreign sector is also showing some signs 
of improvement and, although October’s 

xi Jinping leads the new 
conservative Chinese 
Politburo.

the 1.7% inflation rate in 
October helps expansionary 
policies to continue.

the numerous stimuli for 
Brazil’s growth are starting 
to have an effect.
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trade surplus decreased due to the fall  
in commodity exports, exports of semi-
manufactured and manufactured goods 
reached their highest level since records 
began, showing signs of improvement in 
the external competitiveness of industrial 
goods. The bulk of the evidence available 
suggests that the brake on the real’s 
appreciation, encouraged by the country’s 
central bank and protectionist policies  
to boost exports, has had a lot to do  
with this. Along the same lines, the 
purchasing managers’ index (PMI) 
calculated by Markit, rose in October  
and went above 50 points, therefore 
suggesting that this expansionary tone 
will continue. 

On the other hand, industrial production 
and the aforementioned index of 
economic activity fell in September after 
three consecutive months of month-on-
month rises. This contrast between the 
different macroeconomic indicators is 
quite frequent in situations of a cyclical 
turning point, when the cycle touches 
bottom and starts to recover. And this is 
precisely what we expect to happen over 
the coming quarters in Latin America’s 

first economy. Nonetheless, the poor 
figures for the first half of the year (0.6% 
year-on-year) would place total growth 
for 2012 as a whole at 1.5%.

mexico: expected moderation

As 2012 advances, the expected Mexican 
moderation is taking place. Latin 
America’s second economy slowed up its 
rate of expansion in the third quarter of 
2012 with an advance of 3.3% year-on-
year compared with 4.4% in the previous 
quarter. In quarter-on-quarter terms, 
growth was 0.5%, lower than the 0.8% of 
the second quarter. The deceleration in 
US industrial production, the country’s 
main trading partner, and the fact that 
the government’s extraordinary spending 
measures, typical at election time, are 
now running out of steam lie behind this 
slowdown. On the other hand, renewed 
weakness in world demand and fiscal 
uncertainty in the United States suggest 
this moderation will continue in the 
fourth quarter. Even so, the good figures 
for the first half of the year (upgraded 
from the already healthy figure of 4.3% 

mexico moderates its 
growth slightly with a rise 
of 3.3% year-on-year in  
the third quarter of 2012.

BraZiL: maiN ECONOmiC iNDiCatOrs

Percentage change over same period year before unless otherwise indicated

2010 2011
2011 2012

4Q 1Q 2Q 3Q October

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

Industrial production 10.6 0.4 –1.8 –3.5 –4.4 –2.6 ...

Consumer confidence (*) 159.7 156.4 155.2 164.3 163.5 158.4 161.4

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

Consumer prices 5.0 6.6 6.7 5.8 5.0 5.2 5.5

Trade balance (***) 20.1 29.8 29.8 29.1 23.9 22.5 21.8

Interest rate SELIC (%) 10.00 11.79 11.00 9.75 8.50 7.50 7.25

Reales to dollar (*) 1.78 1.63 1.86 1.83 2.01 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.

reduction in the trade 
balance due to weaker 
commodity exports.
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year-on-year to 4.7%) keep the growth 
forecast for the whole of 2012 at around 
3.8%, far higher than most large world 
economies.

In the area of prices, the following will 
help to contain inflationary tension:  
the moderation in domestic demand and 
global weakness, the temporary nature  
of the supply shocks affecting food prices 
(the US drought and the outbreak of 
avian flu) and the anchored expectations 
of core inflation. Specifically, in October 
inflation slowed up to 4.6% from its 
annual peak of 4.8% in September. 
Consequently, given the slight moderation 
in prices, Banxico is expected to remain 
in its current state of «monetary pause» 
until mid-2013, in spite of having 
expressed greater caution due to a rate  
of inflation that is already over the  
official limit set of 3% ±1%.

Within this context, the greatest 
challenge for the recently elected 
President, Enrique Peña Nieto, is still  
to promote the programme of structural 
reforms that have yet to be carried out in 

order to ensure higher potential growth 
in the medium and long term. In this 
respect, the labour reform presented and 
approved by Congress at the end of 
September, aiming to improve flexibility 
and modernize the obsolete legal system, 
has been approved by the Senate but 
watered down, limiting the benefits both 
of workers and companies. Specifically, 
the Senate revalidated the important 
flexibility measures but vetoed the clauses 
aiming to democratize the antiquated 
and authoritarian trade union model. 
Nonetheless, after forty years of 
immobility in labour structures, this 
partial approval by the Senate is a sign 
that the much-needed structural reforms 
in the fiscal arena and also on the public 
security front are possible. 

moderate upswing in oil

Oil prices have risen, interrupting their 
downward trend of the last few weeks. 
Between 22 October and 22 November, 
the price of crude rose a minimal 0.4%, 
reaching 110.30 dollars per barrel (Brent 

Partial approval for mexico’s 
labour reform.

mExiCO: maiN ECONOmiC iNDiCatOrs

Percentage change over same period year before unless otherwise indicated

2010 2011
2011 2012

4Q 1Q 2Q 3Q October

Real GDP 5.3 3.9 3.9 4.9 4.4 3.3 ...

Industrial production 6.1 4.0 4.0 4.0 4.1 4.0 ...

Consumer confidence (*) 86.3 91.7 90.3 94.1 96.4 96.8 94.9

Leading business index (*) 116.8 121.6 123.6 125.0 126.1 126.9 ...

General unemployment rate (**) 5.4 5.2 4.8 5.0 4.8 5.1 ...

Consumer prices 3.9 3.2 3.5 3.9 3.9 4.6 4.6

Trade balance (***) –3.0 –1.5 –1.5 –1.6 –1.3 1.4 1.9

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

Mexican pesos to dollar (*) 12.33 11.90 13.94 12.81 13.43 12.87 13.09

NOTES: (*) Value.
(**) Percentage of labour force.
(***) Cumulative balance for 12 months. Billion dollars.
SOURCES: Banco de México and own calculations.
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quality, for one-month deliveries). This 
upward movement was concentrated  
in the last two weeks and has offset a 
markedly downward beginning of the 
month. Oil is therefore 3.0% higher than 
at the start of the year and is up 2.9% on 
its level this time last year.

The latest geopolitical tensions in the 
Middle East have had a more limited 
effect than on other occasions. However, 
this has been enough to bring a halt to a 
downward trend that was based on 

increased production by Saudi Arabia, 
the world’s main producer, and on the 
weakness of global demand. 

The trend in prices for the rest of 
commodities has not imitated the 
behaviour of crude oil, a downward trend 
remaining that is in line with a certain 
slowdown in the emerging economies, 
notably India, and with a China whose 
industry, although still growing 
vigorously, has lost some of its appetite for 
commodities.

Middle East tensions bring 
a halt to falling oil prices.

TREND IN VARIOUS COMMODITIES (*)

NOTE: (*) Figures for last day of month (last date November 22).
SOURCES: �e Economist, �omson Reuters Datastream and own calculations.
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The euro area continues in decline

Discrepancies continue in the European 
Union regarding key issues such as 
ensuring the sustainability of Greek debt 
and negotiations for the EU budget of 
2014-2020. These differences of opinion 
among the different member states, as 
well as the delay in adopting decisions, 
are not helping to reduce the great 
uncertainty weighing heavy on the euro 
area’s economic outlook. In the third 
quarter, the GDP of the euro area as a 
whole remained practically at a standstill, 
down 0.1% quarter-on-quarter, placing 
the year-on-year growth rate at –0.6%. 
With this figure, we have now spent a 
year without posting any positive growth 
rate and the bulk of the evidence suggests 

that the contraction in the fourth quarter 
will be more acute. 

The trend by country shows large 
divergences as the crisis is affecting the 
periphery and the centre very differently. 
Of note is the considerable decline in the 
Portuguese economy, down 0.8% quarter-
on-quarter. Spain and Italy also presented 
negative rates, namely –0.3% and –0.2% 
quarter-on-quarter respectively. In spite 
of having seen a drop in activity, this was 
less than expected by the consensus of 
analysts, as can be seen in the graph 
below. For their part, Germany and 
France posted growth of 0.2% quarter-
on-quarter in both cases, figures that 
were also slightly better than expected.  
To date, the countries in the centre have 

The GDP year-on-year 
growth rate is –0.6%  
in the third quarter.

EUROPEAN UNION

GDP PROVIDES A PLEASANT SURPRISE IN THE THIRD QUARTER

GDP growth in the third quarter and Consensus Forecasts in September

SOURCES: Eurostat and Consensus Forecasts.
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Leading indicators point to 
the recession intensifying 
in the fourth quarter.

shown relatively solid fundamentals, 
helping them to continue growing within 
a clearly unfavourable climate. However, 
leading indicators for the fourth quarter 
suggest that their resistance is perhaps 
coming to an end and, this time around, 
the fall in GDP might possibly affect 
these economies as well. 

The euro area’s recession is expected to 
accelerate slightly in the fourth quarter. 
The PMI (purchasing managers’ index) 
for November stood at 45.7 points, clearly 
below the average of 46.2 points recorded 
in the third quarter. This drop was the 
result of the bad performance by the 
services sector index, down to 45.7 points 
in November, its worse figure since July 
2009. On the other hand, the 
manufacturing index improved slightly 
compared with the previous few months, 
standing at 46.2 points, but still far below 
the level of 50 points which represents  
the border between expansion and 
contraction in activity. For its part, the 
economic sentiment index (ESI) fell for 
the eighth consecutive month although 
its decrease in October was less than  
the figure posted in previous months. 

Demand indicators for the fourth  
quarter also showed signs of weakness. 
In November, consumer confidence  
fell once again to a value of –26.9, 
accumulating a drop of almost 8 points 
between March and November and 
standing at values similar to those of 
May 2009. All this points to a more  
acute drop in GDP for the final part  
of the year.

In line with this weaker activity, the 
European Commission has revised 
downwards its GDP growth forecasts  
for the coming year in all euro area 
countries. Since the last publication  
of forecasts in spring, euro area growth 
has been revised downwards by 0.9 
percentage points, so that it’s now forecast 
to grow a mere 0.1% in 2013. As expected, 
this revision was greater in periphery 
countries such as Portugal and Spain, 
which will continue with negative rates  
of –1.0% and –1.4%, respectively. These 
countries will have to wait until 2014 to 
grow again. On the other hand, the core 
countries such as France and Germany 
will return to positive growth in 2013  
of 0.4% and 0.8%, respectively. 

EurO arEa: KEy ECONOmiC iNDiCatOrs

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

2010 2011
2011 2012

4Q 1Q 2Q 3Q October

GDP 1.9 1.5 0.6 0.0 –0.4 –0.6 ...

 Germany 4.0 3.1 1.9 1.2 1.0 0.9 ...

 France 1.6 1.7 1.1 0.2 0.1 0.1 ...

 Italy 1.8 0.6 –0.5 –1.4 –2.4 –2.4 ...

 Spain –0.3 0.4 0.0 –0.7 –1.4 –1.6 ...

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

Consumer confidence (*) –14.2 –14.6 –20.6 –20.0 –19.7 –24.0 –25.7

Industrial production 7.4 4.6 –0.3 –1.8 –2.4 –2.2 ...

Economic sentiment (*) 100.5 101.0 93.6 94.1 91.1 86.4 84.5

Ifo business climate index (*) 107.8 111.3 106.9 109.2 107.2 102.3 100.0

NOTE: (*) Value.
SOURCES: Eurostat, European Central Bank, European Commission and own calculations. 
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These forecasts are in line with the 
findings of the survey carried out by  
the European Central Bank on experts  
in economic forecasting for the third 
quarter of 2012. These findings show 
that, on average, GDP growth 
expectations for the euro area in 2012, 
2013 and 2014 have been revised 
downwards. Specifically, by 0.2 
percentage points to –0.5% for 2012, by 
0.3 percentage points to 0.3% for 2013, 
and by 0.1 percentage points to 1.3% for 
2014. The main reasons given for these 
revisions are the greater persistence of 
uncertainty as well as the continuation of 
measures to intensify fiscal consolidation 
in some euro area countries.

In spite of these downward adjustments 
in forecasts, the Commission points  
to two elements that allow us to be 
moderately optimistic about future 
developments. Firstly, the advances  
being made in economic policy, such as 
banking union and the announcement  
of Outright Monetary Transactions by 
the European Central Bank, helped to 
significantly reduce the more pessimistic 
scenarios and relaxed tensions in the 
markets. Secondly, the efforts being made 
in the areas of fiscal consolidation and 
correcting imbalances are helping to 
improve competitiveness. This will 
restore confidence in the euro area’s 
potential growth in the long term.

the Euro area: seventeen countries, one destiny

Exactly one year has passed since, in this same publication, we advocated that the origin of the European debt 
crisis be diagnosed properly, distinguishing the deep fundamental  causes from the immediate ones, and for them 
to be remedied rather than just patched up. A lot of water has passed under the bridge since then, for better and 
for worse. For better, euro institutions and member state governments have made it very clear, through their 
actions, that they’re irrevocably committed to the single currency; that they have identified the root of their 
problems; and realize that, in order to fix these problems, the very foundations of the union will have to be 
strengthened. The next step is obvious: determining the dose and starting to take the remedy. So why the delay?

Well, no matter how obvious the remedy may be, it’s also highly complex. Strengthening the union’s foundations 
is no mean feat: this entails institutional changes and national sovereignty concessions, both highly costly in 
political terms. As might be expected, such concessions involve a negotiation process that, given its nature, looks 
like being long, gradual and bumpy. Even more so when there’s no clear agreement as to the model of union we 
should aim for. Consequently, the first thing that needs to be agreed is which foundations need reinforcing and 
to what extent. 

Since it was devised, it has been common knowledge that the EMU is far from what economic theory had defined 
as an «optimal currency area». In particular, it suffers from an  incomplete economic integration, especially in 
terms of the labour market; rigid prices, wages and structures that complicate adjustment to external shocks, 
affecting different member states unevenly; and the lack of an integrated budget system or mutualization of fiscal 
and/or financial risks, which would help to offset the previous two limitations. The persistently high tension and 
doubts regarding the viability of the single currency required actions to  be taken along these three lines. 

the European Commission 
predicts a two-speed 
recovery for 2013.
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For cultural and language reasons, the margin for improvement in job mobility is limited and will take decades. 
This is why efforts are focusing on the other two fronts: reforming the institutional system at the level of country 
and perfecting the EMU’s foundations. On the one hand, Europe’s periphery countries are immersed in 
adjustments and structural reforms that aim to make their economies more flexible and improve macroeconomic 
discipline. On the other, the latest European Councils have started to outline a route map to reinforce monetary 
union; first via banking union and, later on, by progressing towards fiscal union. 

Although unfinished, this route map is already being implemented: at October’s summit, it was agreed to 
implement the first leg of banking union; a single supervisory mechanism for Europe’s banking sector that aims 
to be in operation by 1 January 2013 and which should help to short circuit the vicious link between sovereign risk 
and bank risk via the direct recapitalization of banks. On the other hand, in December a report is expected from 
the four presidents (EC, Eurogroup, ECB, European Council), detailing the next steps to be taken towards greater 
fiscal integration. 

Up to this point, there is consensus and everyone has started to do their homework, albeit compelled by the sense 
of urgency imposed by acute financial tensions and contagion between countries. Differences appear, however, in 
the exact dose and priorities, essentially resulting from a clash between the German and French visions for the 

SOURCES: Own forecasts for Spain. Germany. France and Italy; the rest. from the European Commission.
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future EMU. The former is focusing on the long term and is more ambitious in terms of the degree of integration 
(economic and political) it is pursuing. It’s therefore demanding greater discipline and coordination in the 
economic policies of member states in exchange for supporting the mutualization of fiscal and financial risks. The 
French standpoint, however, devises a more modest model of union, principally because it’s reluctant to give up 
too much sovereignty. From this point of view, the mutualization of financial risks via banking union would be 
enough to make the EMU more robust, considering fiscal union to be unnecessary or even redundant. 

These disagreements, obvious and public, which have often led to opinion reversals (such as concerning the direct 
recapitalization of Spanish banks, agreed at June’s summit and questioned at October’s summit), have raised 
doubts regarding the implementation of the roadmap and damage the credibility of European authorities. These 
U-turns tend to destroy any signs of trust. In fact, such vacillation (and some reservations regarding the success of 
austerity policies) partly explains the reticence by the Spanish government in requesting a precautionary credit 
line from the ESM. 

And there’s certainly no room for doubts. At stake is not only a currency but also a project that has been years 
in the making. In which huge economic and political capital has been invested. At stake is the standard of living 
of several generations of Europeans. At stake is the geopolitical relevance of Europe in the future. All euro 
countries must be aware that breaking up the euro, whether traumatic or not, would have dire consequences for 
each and every one of them: centre and periphery. Judging by their actions during this crisis, they do seem to 
be aware of this: whenever tensions have forced them to make a move, everyone has done so in the right 
direction; more Europe, more robustness. The first ingredient for the euro’s viability is therefore present: a 
common interest. 

Nonetheless, negative thinking is not the route that offers the most guarantees to get the euro area out of the hole 
it’s in – and which it dug for itself. As in any relationship that’s hoping to be long-lasting, the best recipe for 
success combines three elements: a common interest, trust and empathy. The first thing is therefore to reconcile 
differences in points of view and create a project for the future that everyone can be enthusiastic about. 
Nonetheless, this is not enough on its own. In addition to generating enthusiasm, the project must also be 
credible, because it will take some time to achieve it; and it will entail sacrifices. These sacrifices only make sense 
if the goal is worth the effort and is plausible. 

Making this project plausible will require mutual trust and empathy. Trust by the periphery in that the strategy 
being promoted to resolve the crisis is the best one and in that, in any case, if they commit to it, their partners will 
continue to support them throughout the adjustment process. Trust by the centre in the will of the periphery to 
correct their imbalances and in the fact that they won’t backtrack  once the situation stabilizes. Trust in the fact 
that the sovereign concessions  and shared risks taken on will be equally distributed and fair. A firm commitment 
will be required to this common project in order to forge such trust but, most of all, this will particularly require 
empathy; that marvellous word that means being able to put yourself in another’s shoes. The governments and 
citizens of the centre must understand that macroeconomic imbalances in the periphery are not entirely 
attributable to the extravagance of their governments and citizens, that the adjustments being demanded of them 
are painful and the fact that they are being taken on already denotes commitment. Those on the periphery must 
also understand that fiscal consolidation and competitiveness is a strategy for stability and future wellbeing and 
not a German obsession; that its fellow citizens in the centre are already helping them, investing part of their taxes 
in the European project; that what they want are assurances that it’s worth investing and that the periphery isn’t 
just taking advantage of their solidarity. This empathy is crucial to glue Europeans together, to speed up the 
negotiation process and, ultimately, to resolve the crisis. 
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The EMU has been compared to a marriage that’s going through its first crisis and, as with any partnership, the 
outcome depends purely on the solidity of its foundations. The euro countries have demonstrated their belief that 
the future is more and not less union; by just adding trust and a good dose of empathy to the mix, the future of the 
euro area will be assured.

The labour situation gets worse

The euro area’s labour market continues 
to decline in line with the weakness  
of economic activity. Unemployment 
reached 11.6% in September, a record 
high. The outlook is not promising  
as leading indicators point to further 
contraction in employment in the 
different sectors of activity. 

October’s European Commission survey 
on the intention to hire workers over  
the next three months indicates a sharper 
contraction in the services sector than 
manufacturing, in line with the PMI 
figures. The decline in services was 1.6 
points, standing at –5.7, a figure not seen 
since November 2009. With regard to the 
manufacturing index, this fell by almost 
half a point to –13.7. Not all euro area 

The unemployment rate 
rises by 0.1 percentage 
points in September,  
to 11.6%.

DETERIORATION IN THE LABOUR MARKET AFFECTS LONG-TERM UNEMPLOYMENT

Employment indicators (*) Long-term unemployment (**)

NOTES: (*) Net balance (di�erence between positive and negative responses, as a percentage). European Commission survey on expectations for job creation over the next three 
months. �e values range from –100 (all respondents choose the negative option) and +100 (all choose the positive option). 
(**) �e long-term unemployment rate is calculated by dividing the total long-term unemployed (more than one year) by the total unemployed. 
SOURCES: Eurostat, European Commission opinion polls and own calculations.
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Long-term unemployment 
exceeds 46.6% of the total 
unemployed.

countries experienced the same level or 
trend in these variables. Among the large 
economies, France had its worst result in 
the industrial sector, –20.8 points, while 
Spain brought up the rear in services, 
with a negative value of 11.4 points. 

One of the most worrying aspects  
of the deterioration in the labour market 
is the rise in long-term unemployment, 
this being the group that finds it most 
difficult to find another job. In the second 
quarter of 2012 this group accounted  
for 46.6% of the total unemployed. The 
divergence between countries is also 
notable in terms of the trend in this 
variable. As can be seen in the graph 
above, the percentage of long-term 

unemployed as a total of all unemployed 
is highly disparate: from 19.4% in Finland 
to 67.4% in Ireland. Similarly, not all 
countries saw this ratio increase during 
the recession, as while it remained almost 
the same or even fell in some countries, 
such as in Luxembourg, in others it rose 
by more than 20 points, as in Spain and 
Ireland. 

Contained prices in the euro area

The harmonized index of consumer 
prices (HICP) for October in the euro 
area rose by 0.2% month-on-month 
while the year-on-year rate fell by 0.1 
percentage points to 2.5%. Core inflation, 

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

4Q 1Q 2Q 3Q October

Employment 

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

 Hours 0.0 0.2 –0.1 –0.7 –0.8 ... ...

Expectations for job creation (*)

 Manufacturing –7.7 2.6 –3.7 –3.7 –7.1 –12.3 –13.7

 Services 1.5 6.3 3.2 3.0 –2.9 –3.9 –5.7

Unit labour costs by country

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

 Germany –1.0 1.3 2.2 2.5 2.5 ... ...

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

 Italy –0.5 0.8 1.1 1.1 1.4 ... ...

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

Unemployment rate by country (**)

 Euro area 10.1 10.2 10.6 10.9 11.3 11.5 ...

 Germany 7.1 5.9 5.6 5.6 5.5 5.4 ...

 France 9.7 9.6 9.8 10.0 10.3 10.7 ...

 Italy 8.4 8.4 9.2 10.0 10.5 10.7 ...

 Spain 20.1 21.7 23.0 23.8 24.7 25.5 ...

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. 
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excluding energy and food, repeated  
its figure of the previous month of 1.6% 
year-on-year. We should interpret these 
figures positively as both core inflation 
and general remain at relatively low 
levels. Although it’s true that the 
inflation rate is high if we take into 
account the context of economic 
weakness in the euro area, it’s also true 
that this is largely due to the impact of 
higher taxes and administrative charges 
in some countries. It’s therefore not 
indicative of inflationary pressures.

During October, the two types of 
spending that reported sharp rises in 
their prices were clothing & footwear 
and education. In both cases, they 
recorded month-on-month growth of 
2.2%. In the first case the rise was due  
to the change of season but was lower 
than the figure for the same period last 
year, so year-on-year inflation for 
clothing & footwear fell from 1.6% to 
1.2%. However, the rise in academic 
charges was substantial, as year-on-year 
inflation for education rose from 0.5%  
to 3.0%. This type of spending represents 
1.0% of the shopping basket so that it has 
not had a severe effect on the HICP  
in spite of its considerable increase. 

These inflationary pressures were more 
than offset by the month-on-month falls 
in prices for transport (–0.6%), 
communication (–0.4%), leisure & culture 
(–0.3%) and, lastly, hotels & restaurants 
(–0.3%). Moreover, energy prices took a 
break in October with a month-on-month 
drop of 0.5%. This reflected the trend of 
contained crude prices that started in 
September and continued in October. 

By country, price stability continued  
in France and Germany. In both cases, 
general inflation was 2.1% year-on-year. 
It’s important to note the fall in Italy, 
whose inflation dropped by 0.6 
percentage points, specifically down to 
2.8% year-on-year. There are two reasons 
behind this fall. Firstly, a widespread 
decrease can be seen in almost all types of 
spending. This movement is influenced 
by the huge weakness in economic 
activity. In addition, the effects of the 
hike in value added tax (VAT) from 20% 
to 21% in October 2011 have disappeared. 
However, in Spain it has risen by 0.1 
percentage points to 3.5%, a level that  
can basically be explained by September’s 
hike in VAT and the coming into force  
of higher charges for education  
in October.

inflation in the euro area 
falls by 0.1 percentage 
points to 2.5% year-on-
year.

EurO arEa: HarmONiZED iNDEx OF CONsumEr PriCEs

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

2010 2011
2011 2012

4Q 1Q 2Q 3Q October

Euro area

 HICP 1.6 2.7 2.9 2.7 2.5 2.5 2.5

 Core HICP 1.0 1.7 2.0 1.9 1.8 1.7 1.6

Harmonized index of consumer prices 
 for the main countries
 Germany 1.1 2.5 2.7 2.4 2.1 2.1 2.1

 France 1.7 2.3 2.6 2.6 2.3 2.3 2.1

 Italy 1.7 2.9 3.8 3.6 3.6 3.4 2.8

 Spain 2.0 3.1 2.7 1.9 1.9 2.8 3.5

SOURCE: Thomson Reuters Datastream.

We predict a downward 
slide in inflation over the 
coming months.
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Exports will continue to 
contribute to growth in GDP 
in 2013, according to the 
forecasts of the European 
Commission.

For the euro area as a whole, year-on-year 
inflation over the next few months might 
see a slight downward slide and, in fact, 
by the middle of the year it could fall 
below 2%, as recognized by the European 
Central Bank itself.

The current surplus continues  
to rise non-stop

The foreign sector was the main support 
for the euro area’s economy area during 
the first half of 2012. In line with the 
European Commission’s forecasts, 
exports will continue to make a positive 
contribution to growth in gross domestic 
product (GDP), both in the second half of 
2012 and in 2013. Given this situation, we 
expect the current surplus to continue its 
upward trend recorded over the last few 
months, reaching new record highs since 
the start of the euro area.

In fact, the good performance by exports 
raised the cumulative current balance of 
the euro area for the last twelve months  
to 74.6 billion euros in September.  
This figure contrasts with the deficit  
of 5.6 billion euros posted a year ago.  
An analysis of the components of the 
balance of payments shows that this 
improvement was due to an increase  
in the surplus of the balance of goods 
and, to a lesser extent, of services. 

However, this good performance in 
exports of goods to outside the euro area 
was not the same throughout all member 
states. This disparity can be seen in the 
graph above, which shows the year-on-
year rate of change of nominal exports 
outside the euro area, cumulative over 
twelve months up to July 2012. As can be 
observed, exports from Spain, Germany 
and the smaller countries in the euro area 
grew by 7.1%, 4.4% and 6.4% year-on-

THE TREND IN GOODS EXPORTS VARIES BETWEEN COUNTRIES

% year-on-year change in exports of goods accumulated over the last twelve months 
up to July 2012 outside the euro area

SOURCES: International Monetary Fund and own calculations.
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year, respectively. These increases are 
above the average for the euro area, 
namely 4.0% year-on-year. However, the 
growth in other countries such as France 
and Italy was below the average. Of note, 
however, is the case of Ireland, whose 
exports to outside the euro area dropped 
by 2.4% year-on-year.

With regard to the exports of goods in  
the fourth quarter, we expect the good 
growth rate of the last few months  
to continue. This, and the possible 
slowdown in goods imported due to 
weaker European demand at the end  
of year, could keep the current surplus 
growing over the next few months.

As a consequence of this gradual increase 
in the current surplus, the euro area’s  
net lending has increased considerably.  
If we take as a reference the transactions 
carried out over the last twelve months, 
net lending in September stood at  

86.2 billion euros compared with  
0.99 billion one year ago. Capital outflows 
from the euro area to finance projects 
abroad therefore outstrip inflows. A clear 
example of this is the trend in direct 
investment between April and September 
2012. In this period, direct foreign 
investment in the euro area totalled  
77.1 billion euros, quite a considerable 
figure but lower than the direct foreign 
investment by residents in the euro area, 
which totalled 115 billion euros in the 
same period. 

Public sector and governance

2012 sees the third year of Europe’s 
sovereign debt crisis. What started with 
an intense revision of Greece’s fiscal 
imbalance has ended up shaking the very 
foundations of the euro area. Recently, 
the efforts of European governments and 
institutions have managed to partly dispel 

FOrEiGN sECtOr

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

2010 2011
2011 2012

4Q 1Q 2Q 3Q October

Euro area

 Imports 21.6 14.0 6.5 4.0 1.2 0.1 –

 Exports 20.1 13.3 9.2 8.5 8.1 7.4 –

 Trade balance (1) 0.7 –9.2 –11.5 6.8 36.6 68.1 –

Current balance (2)

 Euro area 0.0 0.1 0.1 0.3 0.6 0.9 –

  Germany 6.0 5.7 5.7 5.7 6.1 6.3 –

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

  Italy –3.5 –3.1 –3.1 –2.5 –1.8 –1.8 –

  Spain –4.5 –3.5 –3.5 –3.4 –3.2 – –

Euro/dollar exchange rate (3) 1.33 1.40 1.35 1.32 1.30 1.25 1.29

Nominal effective exchange rate of the euro (4) 103.7 103.4 102.1 99.4 98.2 95.9 97.80

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.

the economy’s net lending 
rises to 86.2 billion euros.

spain and Germany’s 
exports grow more than  
the average for the euro 
area in July.
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doubts regarding the common European 
project. In this respect, we expect further 
advances in the areas of banking and 
fiscal union in December that will 
continue this effect.

In particular, the European Council  
is expected to approve the single 
supervisory mechanism for the banking 
system in the euro area. Moreover, new 
proposals will be passed to improve  
the supervision of member states’ budget 
plans. This process of consolidating 
European union could be boosted by  
two factors: the financial stabilization  
of periphery economies and a greater 
desire for consensus among member 
states.

With regard to the first aspect, the  
events of the last few months have shown 
significant progress. The design of a 
conditioned programme of sovereign 
debt purchases by the European Central 
Bank (ECB) for those euro area countries 
requesting it has managed to ease 
tensions in financial markets. Given  
this situation, the cost of financing debt 
for those countries that might make use 
of this programme, such as Spain and 
Italy, has fallen significantly. Similarly, 
compliance of the requirements imposed 
by the bail-out programmes for Portugal 
and Ireland means that doubts regarding 
their capacity to redress their fiscal 
imbalances have eased. In the case of 
Ireland, of note is the improved credit 
outlook on the part of ratings agencies, 
which could smooth the way for the 
country to return to the financing 
markets in the medium term. 

Greece, however, continued to grab  
a large part of investors’ attention  
in November. The Greek parliament 
approved its 2013 Budget, which contains 
spending cuts totalling 9.4 billion euros. 
The main measures affect spending  

on personnel, with a further reduction in 
the number of public employees and the 
elimination of bonus payments, as well  
as the payment of pensions. Moreover,  
the retirement age has been increased 
from 65 to 67. The bulk of the evidence 
available suggests that these cuts will 
convince the European Commission (EC) 
and International Monetary Fund (IMF) 
to release the second batch of the Greek 
rescue package totalling 43.7 billion 
euros. This amount will help to 
momentarily resolve the liquidity 
requirements of Greece’s public sector. 

In contrast, the positions of the IMF  
and EC are moving increasingly apart 
regarding the procedure to be followed  
to ensure the sustainability of Greece’s 
public debt. From the Fund’s point of 
view, it is crucial for this to fall to 120%  
of GDP by 2020. According to the 
institution’s own forecasts, this figure 
represents a reduction in the debt of  
more than 60 percentage points in  
7 years, a correction that is difficult  
to achieve. That’s why the IMF proposes  
a further restructuring of Greek debt 
which, in this case, would affect both 
private and public investors. This option 
would entail high losses for its European 
partners, which hold a large proportion  
of Greek debt. It therefore comes as  
no surprise that the initial proposal  
by the European Commission is based  
on extending the period by two years  
to achieve the target debt of 120% by 
2022, as well as measures to reduce  
the financial burden of this debt.

But, when it comes to deciding the future 
of the European Union (EU), these 
discrepancies also appear among its own 
member states. One clear example is the 
difficulty in agreeing the EU Budget for 
the period 2014 to 2020. There is quite a 
distance between the different positions. 
While some countries such as the United 

Further advances are 
expected towards banking 
and fiscal union in 
December.

significant fall in debt 
financing costs for spain 
and italy.

the financial situation of 
the periphery countries is 
starting to stabilize.
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Kingdom and Netherlands want a cut  
in the Budget, others such as France and 
Spain are fighting to defend aid to their 
regions and agriculture, two of the areas 
that would be hardest hit by a possible 
cut. Undoubtedly, a desire for consensus 
among the EU countries seems to be a 
necessary condition to achieve political, 
banking and fiscal integration. 

the credit crunch remains strong

Given the high uncertainty in the euro 
area, we would expect to see household 
savings increase due to precaution. 
However, the savings rate has been 
falling since mid-2009. In the second 
quarter of 2012 it stood at 12.9% of 
household gross disposable income, its 
lowest figure since 2001. This trend is 
mainly due to the erosion of consumers’ 
income who, in an attempt to keep up 
their level of consumption, have tended 
to sacrifice their savings. The tax hikes 
occurring in numerous countries have 
also helped to reduce families’ capacity 
to save. 

This fall in the savings rate might seem 
contradictory to the upward trend seen  
in deposits. However, this is not the result 
of an increase in household saving but  
of a change in its composition. Due to  
the increased uncertainty, households  
are increasing the share of their savings  
in less risky and more liquid assets. 
Specifically, shorter-term deposits 
presented year-on-year growth of 5.1%  
in September, a relatively high figure 
although slightly lower than the previous 
month’s. Negotiable instruments, 
however, dropped by 1.4% year-on-year, 
representing a decrease of one percentage 
point on August. 

The drop in household purchasing power 
is also leading to a fall in the demand for 

credit according to the Bank Loan Survey 
for the third quarter. This trend can also 
be seen in the corporate sector, although 
in this case it’s due to companies being 
more able to finance themselves. This  
is because they have accumulated liquid 
financial assets over the last few months 
as a result of the intense deleveraging 
being carried out. 

The financial capacity of firms, however, 
is still highly heterogeneous. On the one 
hand, larger firms are more frequently 
using other sources of external financing 
such as issuing corporate bonds and 
shares. However, smaller firms, which 
cannot access these markets, have seen  
a rise in the number of bank loan 
applications being refused, up to 15% 
between April and September 2012,  
the highest figure since the second half  
of 2009. 

The requirements demanded to obtain 
credit also became tougher during the 
third quarter. Specifically, the difference 
between banks that claim to have 
toughened up their requirements and 
those that say they have relaxed them 
now stands at 15%, compared with  
10% in the previous quarter. This credit 
squeeze is not new but its cause is no 
longer a lack of bank capital and liquidity 
but rather the relatively unfavourable 
expectations for the economic situation  
as a whole. However, the need in some 
countries for financial institutions to 
adjust their balance sheets is still vital  
to restore the flow of credit to households 
and firms. 

Conditions have particularly been 
toughened up by adjusting prices, 
increasing the spread of interest rates  
for riskier loans. However, the rise in  
the number of banks increasing the 
spread on loans related to high risk 
activities has been partly offset by the  

Large companies increase 
their use of wholesale 
financing markets.

Credit conditions are 
toughened up due to the 
deteriorating economic 
outlook.

Negotiations for the Eu 
2014-2020 Budget reflect 
the discrepancies between 
member states.
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fall in the number of banks lowering the 
spread on ordinary loans. On the whole, 
the interest rate for bank loans to non-
financial firms in September remained 
constant at 2.2%. For its part, the cost of 
financing to buy a home also remained 
stable at 2.9%.

The fall in GDP in the third quarter  
and the very probable worsening of the 
recession in the fourth suggests that bank 
credit will not pick up in the coming 
quarters. However, at the same time  
it’s crucial for progress to be made in 
restructuring the banking sector in some 
countries so that it can fulfil its role as  
a driver of economic activity as soon  
as possible.

three key issues in emerging Europe: 
the end of the slowdown, Poland  
and Hungary

With the end of year in sight, there  
are three main questions raised by  
the economic situation in emerging 
Europe. The first, and surely the most 
fundamental, is whether the deterioration 
in activity touched bottom in the third 
quarter. In order to answer this question 
properly we will also have to determine 
what is happening in Poland. This trio  
of questions of the moment is completed 
by the doubt whether Hungary will  
soon reach an agreement with the 
International Monetary Fund (IMF). 

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

4Q 1Q 2Q 3Q October

Private sector financing (1)  

 Non-financial firms –1.0 2.0 1.9 0.7 0.2 –0.6 ...

 Households (2) 2.7 2.7 2.2 1.9 1.3 0.9 ...

Deposits (1) 

 Sight deposits 8.7 1.4 1.0 1.9 2.5 4.9 ...

 Other short-term deposits –5.2 2.7 2.0 2.7 2.4 1.1 ...

 Negotiable instruments –9.1 –5.4 –3.0 0.5 2.8 0.9 ...

Money market interest rate (%)

 ECB repo 1.0 1.3 1.42 1.00 1.00 0.83 0.75

 3-month Euribor rate 0.8 1.4 1.54 1.14 0.71 0.44 0.22

 12-month Euribor rate 1.3 2.0 2.08 1.76 1.32 0.98 0.69

Interest rate for loans and deposits (%)

 Credit to non-financial firms (3) 2.2 2.8 3.0 2.7 2.6 2.3 ...

 Loans to households to acquire housing (4) 2.7 3.3 3.5 3.4 3.2 3.0 ...

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

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.

in emerging Europe, has  
the slowdown touched 
bottom?...
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With regard to the question of whether 
activity touched bottom in the third 
quarter, far from having been clarified 
with the publication of the national 
accounts data for the quarter, this 
diagnosis of the cyclical position is even 
more complicated. We should remember 
that, in this period and in line with 
preliminary estimates, the Czech 
Republic, Hungary and Romania 
declined in quarter-on-quarter terms 
(–0.3%, –0.2% and –0.5%, respectively). 
The exception to this quarterly negative 
trend was, once again, Slovakia, which 
posted quarter-on-quarter growth of 
0.6%. For Poland, which we will return  
to, there are still no figures on the change 
in GDP for the third quarter. 

This view doesn’t change appreciably  
in year-on-year terms either. The extent 
of the year-on-year drop is practically 
identical in the Czech Republic and 
Hungary, standing within the zone of 
–1.5%, and slightly lower in Romania  
(a year-on-year drop of 0.8%). Slovakia, 
for its part, has posted two consecutive 
quarters of around 2.5% growth year- 
on-year. Although we still don’t have the 
details on the components, the available 
monthly indicators point, in all cases, to 
the cause being a combination of falling 
domestic demand and exports that are 
suffering significantly from the slump  
in the central markets of the euro area, 
which has hindered growth.

Based on this development, what can we 
expect in the coming quarters? First of 
all, we should remember that the figures 
for the third quarter were slightly worse 
than expected in general terms. Then we 
must add to this moderately worse than 
expected starting position the fact that 
the euro area, which entered recession  
in the third quarter, is expected to see a 
further decline in activity in the fourth 
quarter. Lastly, we should also note that 
the trend in economic sentiment, as can 

be seen in the graph below, points to  
the rate of activity continuing to fall.  
All this confirms a scenario in which 
activity did not touch bottom in the third 
quarter but, with a bit of luck, might  
do so in the fourth.

The fundamental regional element  
that will determine whether this scenario 
comes about is how Poland develops.  
In order to evaluate this, we must look at 
the second of the questions mentioned  
at the beginning of this section, namely 
what is happening in this country. In 
summary, the answer is that, after several 
years of Poland’s economy, the largest in 
emerging Europe, standing out positively 
in the whole of the European Union (EU), 
since the second quarter of 2012 it has 
recorded a notable slowdown. The main 
factor behind this deterioration is the  
loss of dynamism in domestic demand,  
a circumstance that, in turn, can be 
explained by a combination of factors. 
Firstly, after several years of delaying 
what budget orthodoxy would have 
recommended, in 2012 fiscal policy has 
started to become more restrictive. After 
a certain amount of fiscal profligacy that 
can be partly associated with events such 
as the European Football Championships 
this year, the government has started  
to moderate its rate of spending and 
investment in an attempt to stop public 
debt breaking through the legal limit  
of 55% of GDP. 

A second factor is that other trends that 
have been occurring for some time now, 
such as increasingly contained corporate 
earnings or a certain decline in the labour 
market, have intensified. Given the 
inertia that characterizes domestic 
demand, we predict this slowdown to 
continue in the fourth quarter with no 
change being expected until early 2013. 
Given this situation, it’s understandable 
that Poland’s central bank has reduced its 
reference interest rate by 25 basis points 

...the bulk of the evidence 
available suggests that it 
hasn’t and that the fourth 
quarter will be worse than 
the third.

Domestic demand becoming 
weaker; the main reason  
for the notable slowdown  
in Poland’s economy.
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to 4.5%. This movement represents the 
start of a cycle that will more than likely 
continue in 2013.

Lastly, the third question we asked is 
whether Hungary will shortly access 
international financial aid, fundamentally 
orchestrated by the IMF and the EU.  
As will be remembered, the reason 
underlying the application for 
multilateral financial aid, made one  
year ago at the time of writing, was the 
need to increase the country’s margin for 
financial manoeuvres to meet its external 
obligations at a reasonable cost. Unlike 
the previous programme, in 2008, in  
this case there’s no pressing problem  
of liquidity. 

To this end, the executive is attempting  
to obtain some kind of precautionary  

aid that will boost the country’s financial 
capacity, reducing the cost of its external 
financing for a time. After various ups 
and downs in the negotiations, and 
although Hungary has adopted a 
sufficiently restrictive Budget for 2013 to 
move away from a situation of excessive 
deficit, the little orthodoxy of some of its 
fiscal measures (including a tax on bank 
activities and operations) has led to 
disagreement between the country’s 
political authorities and international 
institutions. Within a global context of 
falling risk aversion and with the euro 
area crisis appearing to move away from 
its peak of financial stress, in our opinion 
there are limited incentives for an 
immediate agreement. That’s why we 
tend to believe that this issue might 
remain at its current impasse until well 
into 2013.

NO SIGNS OF RECOVERY IN EMERGING EUROPE

Economic sentiment index (*)

NOTE: (*) Average for Poland, Hungary, the Czech Republic, Slovakia and Romania. 
SOURCES: Eurostat, European Commission, �omson Reuters Datastream and own calculations.
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The question as to whether 
Hungary will urgently ask 
for financial aid has yet  
to be answered.

There are few incentives  
for immediate aid unless 
circumstances change  
in the financial markets.
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there are obstacles to stabilizing 
financial markets

November has been a month of transition 
in the financial markets. At times, the 
threat of uncertainty has returned to 
darken the mood of global investors  
but not quite so strongly as in other 
tempestuous episodes over the last few 
years. For example, stock markets and 
other risk assets have looked weak but 
there have been no huge slumps and,  
at the first sign of good news, prices  
have shown a notable capacity to rally. 
This is remarkable given that there are 
still significant sources of concern; three 
in particular. The first comes from the 
United States, where the closeness of the 
end of the expansionary fiscal measures 
approved in the Bush era, the «fiscal 
cliff», has led to fears of the potential 
recession facing the already vulnerable 
North American economy. The second 
and third sources of concern are located 
in the euro area. On the one hand, the 
European Commission has confirmed  
its forecast that the region will experience 
several quarters of falling GDP. In 
addition, within the framework of the 
region’s debt crisis, the front created by 
Greece’s urgent need for liquidity has 
highlighted the technical and political 
difficulties in achieving categorical 
solutions. Within this situation, the 
absence of any big shocks in the  
markets would suggest that investors 
trust the ability of authorities to handle 
the risks and to continue making 
progress regarding the existing 
challenges. If, as is expected, this is 
actually confirmed over the next few 

weeks, risk assets shouldn’t find  
it difficult to rally again. 

monetary policies settle into  
a lax approach

Throughout the year, the strategy  
of the vast majority of central banks  
has consisted of a sustained process  
of relaxing monetary conditions. The 
weakness of the overall growth rate  
and instability caused by the euro  
area’s problems have resulted in an 
extraordinary accumulation of measures, 
both conventional and unconventional, 
aimed at generating as relaxed a 
monetary and financial environment  
as possible. Give their number and 
significance, the actions taken by 
European and US authorities have 
acquired huge relevance in the financial 
markets. Decisions taken at the same 
time by the monetary authorities of the 
emerging countries have been more 
gradual but that doesn’t mean they  
are any less important for investors. 
November saw this process continue, 
without any change in direction looking 
likely in the near future.

In the euro area, the messages coming 
from the European Central Bank (ECB) 
suggest it will continue its strategy and 
trusts its instruments. One particularly 
important element is the instrument 
introduced last September, when the 
Governing Council of the ECB agreed  
to set up a programme of Outright 
Monetary Transactions (OMTs). Since 
this was announced, credit tensions in the 

investors appear cautious 
about risk but are not 
panicking.

asset prices show 
considerable rallying power.

monetary authorities 
undertake to boost growth 
and stabilize financial 
markets.

monetary and capital markets

FiNaNCiaL marKEts
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the ECB conditions  
the purchase of public  
debt on applying for aid 
from the Esm.

financial markets of periphery countries 
have decreased, as well as the fear of 
monetary union breaking up. One of  
the consequences of this climate is the 
satisfactory sale of public debt by Spain 
and Italy to international investors and 
the improvement in the imbalance of the 
TARGET 2 system. Given these calming 
effects, many analysts and politicians are 
predicting an even greater improvement 
in financial conditions if the ECB starts 
to intervene directly in the public bond 
markets of the euro member states. 
However, this mechanism requires the 
acceptance of strict conditionality by  
the benefitting state. This was the most 

important statement by the ECB 
President, Mario Draghi, after 
November’s Council meeting. As on 
other occasions, Draghi insisted that the 
indispensable requirement for activating 
the OMT mechanism is for the countries 
in question to officially apply for aid from 
the ESM and accept the conditions 
contained in the rescue package. And, 
logically, that these conditions are 
complied with. Otherwise, the central 
bank would withdraw aid from the 
bailed-out state. One key consideration, 
Draghi stressed, is that OMTs have been 
designed as an instrument to ensure 
monetary policy is passed on correctly  

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

 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 0.75 0.20 0.62 0.25 0.31 0.19 0.50 0.53 0.08

 November (1) 0.75 0.19 0.58 0.25 0.31 0.19 0.50 0.52 0.00

NOTES: (1) November 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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to the real economy in all countries and 
not as a mechanism to finance states. 
Consequently, the ECB refuses to assume 
any explicit obligations regarding the 
number of bonds it might buy and the 
resulting price (interest rate) of these 
operations.

A second aspect that figured prominently 
in the ECB President’s speech was the 
recognition of the euro area’s recent 
economic decline. Indicators show that, 
in the second half of the year, the region’s 
economic activity lost steam and the 
immediate outlook is not good. At the 
same time, inflation will exceed the  
2% target over the coming months as a 
result of rising crude prices and higher 
indirect taxes, although the medium-
term trends are not worrying in terms of 
price stability. Based on these projections, 
the ECB Council deems it appropriate  
to keep the official interest rate at 0.75%, 
warning that there is hardly any margin 
for more stimuli via this route. The 
institution urges governments to act  
via two important channels to help the 
economic situation improve. On the  
one hand, it urges them to continue  
their fiscal consolidation and structural 
reforms. And, on the other, it 
recommends that weaker countries 
should adopt policies to improve their 
competitiveness and reduce their current 
account imbalances.

In the United States, the tone of its 
monetary policy is also one of 
continuation. In September, the Federal 
Reserve (Fed) agreed to implement  
a third round of quantitative easing, 
buying up mortgage-backed securities. 
The monetary authority has also 
maintained its programmes to extend 
public debt maturities, as well as 
reinvesting the capital and interest  
from bonds in its portfolio. Moreover,  
it has kept the official interest rate at 

extraordinarily low levels (0%-0.25%) 
and continues to state that it has no plan 
to raise this until 2015.

In the minutes of the FOMC meeting in 
October, the institution pointed out that 
economic activity is still progressing at  
a moderate rate although it has detected 
that the effects of the different monetary 
actions have started to be seen in several 
economic indicators. Specifically, 
household spending and propensity to 
consume speeded up in the third quarter. 
An improvement has also been seen in 
construction and real estate activity in 
the form of higher prices for homes and 
property sales. These advances have  
been accompanied by a moderate fall  
in unemployment and an upswing in 
consumer prices, resulting from higher 
energy costs. In the financial area, there 
have particularly been improvements in 
the expansion of bank credit, the fall in 
mortgage interest rates and lower yields 
on Treasury bonds. However, the Federal 
Reserve Committee is debating whether 
it should postpone, extend or broaden 
stimulus measures. Some members 
prefer to broaden mortgage debt 
purchases as from January, once the 
programme has ended to extend 
maturities on sovereign debt (Operation 
Twist). They believe this would reinforce 
the stimuli required to achieve financial 
stability and create jobs in the medium 
and long term. On the opposite side, 
others fear that excessively lax monetary 
policy could result in an unfavourable 
situation of growing inflationary 
pressure over the coming quarters. 
Independently of these positions, the  
Fed Chairman, Ben Bernanke, in his  
first appearance after the re-election  
of Barack Obama, appealed to 
policymakers to avoid the risk of 
recession entailed by the «fiscal cliff». In 
the words of Bernanke «the ability of the 
Fed to offset headwinds is not infinite».

the euro area’s growth will 
be weak over the next few 
months according to the 
ECB’s estimates.

the Fed’s quantitative 
monetary measures are 
starting to produce results.

Bernanke warns of the Fed’s 
limited ability to offset  
a possible recession.
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The 12-month Euribor rate 
is at its lowest level since 
the euro was created.

German and US debt offer 
very low yields.

For its part, the monetary policy of the 
emerging countries is also immersed  
in a process of relaxation. The 
authorities are resorting to traditional 
monetary instruments and others of an 
extraordinary nature in order to boost 
the pace of growth of their economies. 
In terms of these actions’ effectiveness, 
what is crucial is the complement 
provided by fiscal and macroprudential 
policies. In the last few weeks, some 
leading indicators for commercial 
activity and manufacturing have 
provided pleasant surprises in this 
respect, although the widespread trend 
suggests that monetary expansion in 
these countries will continue to be 
vigorous in the first few months of  
2013. This is the case of the central 
banks of Poland, Turkey and India, 
whose governors have added, to  
the recent reductions in interest  
rates, declarations that point towards 
further expansionary movements in  
the near future.

Continuing the now months-long trend, 
interbank interest rates fell again in 
November although at an ever-decreasing 
rate. The 12-month Euribor interest  
rates saw the greatest change, reaching  
their lowest historical level (0.58%)  
and accumulating a highly significant 
drop since January. Confirmation  
of the slowdown in growth of the main 
economies of the euro area, Germany and 
France, has raised investors’ expectations 
that ultra-lax monetary policy will 
continue. This has been accompanied  
by further advances in the improvement 
in credit conditions for periphery Europe 
and, consequently, improvement in  
the perceived risk regarding financial 
institutions.

New chapters, same script  
in the euro area crisis

The implicit yield on debt from the top 
credit-rated countries, the United States 

SOURCE: Bloomberg.

Yields on 10-year sovereign bonds of the euro area
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moody’s downgrades 
France’s credit rating.

the fiscal cliff threatens 
the stability of the united 
states’ sovereign debt.

and Germany, has returned to the 
minimum levels of previous months. 
Doubts regarding negotiations to avoid 
the US «fiscal cliff» and Greece’s delicate 
financial situation have encouraged 
investors to increase their portfolios  
with high quality assets. In the case  
of Germany, the uncertainty caused  
by differences of opinion between 
international lenders (IMF, EU and ECB) 
regarding the delivery of the next batch  
of aid to Greece has fed fears of a possible 
further restructuring of Greek debt and 
even the break-up of monetary union.  
For its part, Moody’s has downgraded 
France’s rating from AAA to Aa1 with  
a negative outlook. This caused the yield 
on German 2-year bonds to fall below 
zero for several days. However, yields 
moved back to positive terrain towards 
the end of the month, given the viability 

of a constructive solution for Greece. In 
the case of US Treasury bills, in addition 
to the effects of the presidential election 
and conversations to avoid excessive fiscal 
adjustment in January, the lacklustre 
corporate earnings season of the third 
quarter has encouraged capital flows 
towards assets with a lower risk profile.

With regard to the markets for countries 
on the periphery of the euro area, the 
improvement seen after the OMTs were 
announced by the ECB gave way to 
another unstable phase in November. The 
main cause of this return to tension was 
Greece. The agreement by international 
lenders (EU, IMF and ECB) to extend  
the period for Greece to meet its budget 
targets had a moderate effect on the 
markets. Investors were more concerned 
about the negotiations between the IMF 

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

 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 1.46 2.24 5.62 4.96 1.69 0.78 1.85 0.50

 November (*) 1.42 2.16 5.69 4.79 1.67 0.74 1.83 0.49

NOTE: (*) November 23.
SOURCE: Bloomberg.
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and the Eurogroup to unblock the new 
rescue package, which in turn has been 
stalled by discrepancies concerning the 
measures to be taken in order to ensure 
the volume of Greek debt gets back onto  
a sustainable path. Although all the 
evidence suggests that an agreement will 
be reached over the coming weeks, the 
differences between both parties revolve 
around the sharing out of sacrifices to 
achieve this sustainability. The IMF 
prefers to write off the debt held by the 
official sector, a proposal opposed by  
a large number of European countries, 
including Germany. Because of this 
Greek situation, doubts have reappeared 
regarding the stability of the EMU. 
Contagion of these fears has hurt Spain, 
whose bonds offered yields close to 6% 
during the tensest moments in the 
negotiations. However, it should be  
noted that the turbulences affecting 
Spanish debt have been far less than in 
previous episodes. Partly because the 
prospect of an acceptable solution finally 
being reached for Greece is still alive, 
particularly towards the end of the 
month. And, on the other hand, because 
Spain’s creditworthiness has gained 
several points in its favour. Firstly, 
improved access to financing from 
international capital markets. Thanks  
to successful auctions, the Treasury  
has managed to meet all its supposed 
borrowing requirements for 2012. 
Secondly, the financial, fiscal and 
structural reforms being implemented by 
the central government, which have been 
approved by the European Commission, 
although there might be some deviation 
from the target fiscal deficit for this year. 
Thirdly, compliance of the commitments 
to restructure the banking system 
following criteria undertaken in the 

Memorandum of Understanding signed 
last July. However, some aspects remain, 
associated with the economic decline  
and the possibility of the ESM injecting 
funds directly into Spanish banks, which 
are hindering a more significant decrease 
in the risk premium.

the yen loses ground against  
the euro and the dollar

Moving away from the trend of previous 
months, the euro exchange rate lost 
ground during the first few weeks of 
November. The outcome of the successive 
meetings to resolve Greece’s need for 
liquidity did not meet the expectations  
of investors, who were hoping for more 
far-reaching agreements. Given this 
circumstance, the euro fell against  
the dollar to 1.27 dollars. However,  
as possible solutions emerged to the 
differences between the members of  
the Troika and, even more importantly, 
Greece received the next instalment of its 
rescue package, the European currency 
regained ground, coming close to 1.30 
dollars. 

Another currency that should be 
mentioned is the Japanese yen. 
Throughout November, the Japanese 
currency depreciated considerably against 
the dollar and the euro, reaching its 
lowest level for the last six months.  
The yen’s exchange rate is crucial for its 
economy given its huge dependence on 
exports. After recent diplomatic conflicts 
with China and the slowdown in world 
consumption, Japanese exporters are 
expecting the central bank to act quickly 
by injecting liquidity into the economy, 
which will keep its currency low.

spain’s creditworthiness 
improves.

the euro exchange rate  
is highly vulnerable to  
the problems of periphery 
Europe.

the yen depreciates slightly 
against the dollar and euro 
in November.
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investors prefer corporate bonds

In spite of the ups and downs in the euro 
area crisis and the state of world growth, 
corporate bonds seem to be the star asset 
in 2012. In their relentless search for 
better returns, institutional and 
individual investors alike have found 
both more attractive returns and risk 
profiles in corporate bonds than in 
shares. Since September, this has been 
helped by the increasingly lax monetary 
strategies of the United States and euro 
area. The fall in long-term interest rates 
caused by the Fed buying up sovereign 
and mortgage bonds, together with the 
ECB’s announcement of the OMTs, have 
boosted capital flows towards this kind of 
asset, speeding up the global demand for 
all kinds of corporate bonds. According 
to EPFR, net capital inflows in bond 
markets totalled 400 billion dollars 

between January and October. Healthy 
corporate balance sheets, moderate risks 
of bankruptcy and the attractiveness of 
their returns are the main reasons why 
investors are opting for these assets. 

In response to rising demand, companies 
have maintained the good pace of bond 
issuances that started in September. In the 
United States, bonds issued by companies 
with a low credit rating (high yield  
bonds) have continued to take advantage 
of the economic and financial situation, 
increasing the volume of issuances to  
205 billion dollars since January. In this 
respect, also of note are CLO issuances 
(collateralized-loan-obligations), 
investment packages made up mainly  
of low quality bonds and high-risk loans. 
Issuances of this kind of product, highly 
criticized at the start of the financial crisis 
in 2007, have doubled this year compared 

ExCHaNGE ratEs OF maiN CurrENCiEs

November 23, 2012

Exchange rate
% change (*)

Monthly Over December 2011 Annual

Against US dollar

 Japanese yen 82.4 3.0 6.6 6.1

 Pound sterling 0.628 –0.1 2.5 2.6

 Swiss franc 0.935 0.2 –0.4 1.6

 Canadian dollar 0.997 0.5 –2.4 –5.1

 Mexican peso 13.026 0.4 –7.0 –8.8

Against euro

 US dollar 1.289 0.7 0.5 3.4

 Japanese yen 106.2 2.3 6.1 2.9

 Swiss franc 1.205 –0.5 –1.0 –1.9

 Pound sterling 0.809 –0.6 –3.0 –6.2

 Swedish krona 8.584 –0.6 –3.9 –7.6

 Danish krone 7.458 0.0 0.3 0.3

 Polish zloty 4.122 –0.1 –8.4 –9.0

 Czech crown 25.39 1.9 –0.8 –1.2

 Hungarian forint 280.4 –0.4 –12.3 –10.6

NOTE: (*) Plus sign indicates appreciation of dollar (first group) or euro (second group).
SOURCE: Bloomberg.

the shift in investment 
flows boosts demand  
for corporate bonds.
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issuances reach a peak 
since the start of the 
financial crisis.

the worsening of the 
economic outlook weighs 
heavily on stock markets.

with 2011. Within Europe, the balance  
of issuances has also been relatively 
favourable. The financing terms offered 
to companies by bond markets are  
much more beneficial than the limited 
opportunities offered via bank loans. 
That’s why many firms, both of central 
and periphery economies, are increasing 
their presence in this market. However, 
Europe’s banking sector has a more 
modest rate of issuances. In fact, issuances 
of senior debt and covered bonds have 
fallen to the levels of three years ago.  
This can largely be explained by less  
need to resort to capital markets given  
the deleveraging process and financing 
obtained via 3-year loans granted by  
the ECB at the start of the year.

stock markets slump in November

After the stock markets rallied between 
June and September and subsequently 
stabilized in October, the leading stock 
market indices saw slight losses in 
November. One of the main factors 
underlying this shift in indices is 
nervousness regarding the growth 
prospects of developed economies. In  
the United States, the appearance of the 
«fiscal cliff» on 1 January 2013 would 
once again drag the economy into 
recession, which the Fed has already 
warned it does not have sufficient 
instruments to offset. In the euro  
area, the European Commission has 
announced that the region’s economy 
will post negative growth rates for the 
coming quarters. In addition, tensions 
regarding Greece have made markets 
quite unstable again, testing the incipient 
improvement perceived in investor 
sentiment. However, this slump in 
November has not marred the 
performance of equity in terms of its 
cumulative value this year. On average, 

the most important international indices 
have accumulated gains close to 5% 
except for the Spanish index, the only  
one in Europe to suffer losses in 2012.  
In addition to reflecting the uncertainty 
regarding a possible official application  
to the permanent bail-out fund for a 
precautionary credit line, the Ibex 35 has 
also been affected by other circumstances. 
These include economic expectations 
that have been hard hit by a scenario  
of demanding fiscal austerity and the 
continued deleveraging in which both 
firms and households are immersed.

In the area of equity markets per se,  
over the last few weeks analysts have 
increasingly downgraded their estimates 
for corporate earnings. During the third 
quarter earnings season, the consensus 
had already predicted a decline in quoted 
firms due mainly to the slowdown in 
global activity and rising prices for some 
commodities. This trend has become 
stronger over the last few weeks with 
many firms announcing that they expect 
a bigger drop in margins for the end  
of the year, and with increased doubts 
regarding growth in the United States 
and Europe. By sector, the most 
disadvantaged are all those companies 
whose business is closely related to the 
future of the economic cycle. Conversely, 
the financial sector, which has been 
severely hit over the last few years, is more 
likely to see gains. Elements such as the 
restructuring of the financial sector, the 
sorting out of banks’ balance sheets and 
support by central banks have brought 
about an improvement in the sector’s 
prospects. On the other hand, since  
1 November, the regulator of the euro 
area’s financial markets has prohibited 
uncovered sales of public debt and shares. 
In Spain, the Securities and Investments 
Board (CNMV) has postponed this ban 
to 31 January 2013.

most indices accumulate 
gains since January.

analysts fear a drop in 
corporate earnings in 2013.
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INDICES OF MAIN WORLD STOCK EXCHANGES

November 23, 2012

Index
(*)

% monthly
change

% cumulative
change

% annual
change

New York

 Dow Jones 12,836.9 –3.8 5.1 11.7

 Standard & Poor’s 1,391.0 –3.0 10.6 17.1

 Nasdaq 2,926.6 –3.0 12.3 16.1

Tokyo 9,366.8 3.9 10.8 12.7

London 5,803.6 0.1 4.2 12.9

Euro area 2,535.3 2.3 9.4 20.9

 Frankfurt 7,255.5 1.1 23.0 32.9

 Paris 3,500.2 2.8 10.8 24.0

 Amsterdam 328.5 0.5 5.1 20.4

 Milan 15,509.3 –0.4 2.8 11.5

 Madrid 7,859.8 1.4 –8.2 1.6

Zurich 6,696.2 1.0 12.8 24.3

Hong Kong 21,914.0 1.0 18.9 22.7

Buenos Aires 2,242.4 –5.3 –8.9 –7.0

São Paulo 56,437.0 –2.2 –0.6 2.7

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.

SOURCE: Thomson Reuters Datastream.

ANALYSTS DOWNGRADE THEIR ESTIMATES FOR NEXT YEAR

Trend in estimated earnings per share for 2013 for S&P 500 companies

2012
AM J J S O NAJ F M

Dollars

113

114

115

116

117

118

119

120



DECEMBER 2012 45  THE SPANISH ECONOMY MONTHLY REPORT

the prospects for bank deleveraging in Europe

The process of banks reducing their level of indebtedness, or deleveraging, which entails increasing capital and 
reducing assets, is inevitable after a credit boom. Although painful, it is necessary to correct the imbalances 
accumulated during the expansionary phase and to put the banking sector back on a firm footing. However, this 
process can have extremely damaging consequences for the economy depending on how it is carried out. Of 
particular concern is the possibility of a sharp contraction in credit supply, the much feared credit crunch. Europe 
is currently immersed in such a dilemma and that is why authorities are becoming wary of this deleveraging 
process and are keeping a close eye on the process. 

The pressures on Europe’s banking system to reduce their indebtedness come from different angles: the need to 
reduce its overreliance on short-term wholesale funding; liquidity tensions, further aggravated by the sovereign 
debt crisis; tougher regulatory requirements in terms of liquidity and capital; and also the reduction in the capital 
base due to assets losing quality.

Given such pressures, there is a range of options open to banks to improve their leverage ratio. On the one hand, 
they can increase their capital base, either by issuing more shares or by retaining earnings. They can also increase 

PRESSURES ON THE LEVERAGE RATIO

Recessionary macroeconomic 
environment

• Low interest rates.
• Limited growth.
• High unemployment and 
   high de�cit.

Unbalanced bank funding 
structure

• High maturities.

Dysfunctional debt markets
• Sovereign debt crisis. 
• Market renationalization.

Capital markets closed
• Large discounts.

Limited capital 
generation due to:
• Pressure on pro�ts. 
• Di�culties in securing 
   capital in the market.

NOTE: (1) �e loan-to-deposit ratio is used as a proxy for the ratio of loan investments to stable sources of funding. 
SOURCE: Own calculations.

Reduction in assets

•  Lower percentage of loans renewed. 
•  Less new credit granted.
•  Sales of assets, business lines...
•  If there is a liquidity de�cit, priority is given to sales of liquid assets.
•  If there is a core capital de�cit, priority is given to sales of riskier assets (higher risk weights), as well as optimizing 
    internal capital models.

Higher capital requirements:
• Core capital 
   (capital/risk-weighted 
   assets).
• Leverage ratio 
   (capital/assets >3%).

Greater liquidity 
requirements (2018):
• Lower loan-to-deposit 
   ratio.(1)

• More long-term debt.

Regulatory pressuresPressures from the environment and markets

Leverage 
ratio

(assets/capital)
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their reliance on relatively stable sources of funding, such as deposits or longer-term wholesale debt. Lastly, another 
alternative is to reduce their assets. This can be done in various ways: by selling off noncore lines of business or 
assets (often abroad); selling liquid assets (such as debt); reducing the balance of doubtful assets; and, lastly, 
reducing the loan portfolio. In turn, this reduction could result from the deleveraging of companies and households 
or, the least desirable option of all, from squeezing credit.

In the last few years, Europe’s banking system has mainly opted to increase its capital, and very significantly. 
Between 2008 and 2011, equity rose by around 400 billion euros while the volume of assets remained practically 
stable. In addition, as a result of the European Banking Authority’s recapitalization exercise,(1) institutions have 
widened their capital base by a further 116 billion euros, approximately. 

Nevertheless, some of these have also resorted to adjusting their assets to cover part of the capital deficit identified. 
The IMF has estimated that, between September 2011 and June 2012, a sample of 58 large European banks had 
reduced their volume of assets by around 450 billion euros. Most of these were noncore assets and less than half 
was due to a reduction in the loan portfolio (a large part of the impact on credit is related to meeting requirements 
associated with state aid). 

This all suggests, however, that the process of reducing European bank assets has not come to an end. The IMF, 
for example, estimates that, between mid-2012 and the end of 2013, they must still reduce assets totalling 1.7 
trillion euros, approximately 6% of the total, in a baseline scenario in which the current policies continue (ECB 
support, implementation of banking union, etc.).(2) For its part, the ECB has examined the business plans of the 
largest European institutions and calculates that the expected reduction in assets for 2012 and 2013 totals 1.5 
trillion euros (1.2 trillion for banks in the euro area). Most of these reductions are expected to come from corporate 
and investment banking portfolios and, to a far lesser extent, from retail banking.

In any case, the uncertainty regarding these estimates is high and several factors might affect the speed and 
intensity of the deleveraging process over the coming years. These include: the degree of economic activity, a key 
element for bank profit; how the European debt crisis develops; the implementation of the new capital regulations 
(Basel III) and the development of new liquidity requirements. In general, a lot will depend on the economic and 
financial policies adopted, both at a national and particularly a European level. In this respect, the IMF has warned 
that, in a scenario in which banking union is delayed and no progress is made towards creating a supranational 
bank bail-out mechanism and European deposit guarantee scheme, there will be even more pressure to reduce 
assets. In that case, the reduction might reach 3 trillion euros, more than 10% of total assets. However, in  
a scenario of more ambitious policies than the baseline scenario, targeted towards a greater drop in risk premia 
and towards reversing the fragmentation of national financial systems, the reduction in assets forecast would be 
1.4 trillion euros (less than 5% of the total assets).

A relatively fast and disorderly process of asset reduction runs the risk of seriously damaging economic activity. 
In particular, there are two categories of assets that could suffer from sharp cutbacks within a short period of time: 
credit to firms and credit for financing international trade. Both categories are extremely important in order for 
the economy to function normally. Of particular concern is the impact on credit to SMEs due to their huge 

(1) In September 2011, the European Banking Authority increased the minimum Core Tier 1 for 71 systemic banks to 9%, as well as requiring a 
buffer for exposure to periphery sovereign debt. This requirement had to be met by June 2012.
(2) Global Financial Stability Report, October 2012.
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This box was prepared by Pilar Buil
Economic Analysis Unit, Research Department, ”la Caixa”

dependence on bank loans. Regarding credit for international trade, it should be noted that one third of the world’s 
supply comes from European institutions. 

In order for the deleveraging process to be carried out in a measured way, without suffocating economic activity, 
it is vital to underpin confidence in Europe’s banking systems and in the governments that accommodate them. 
Among other measures, this will require resolute progress to be made in the reforms currently being undertaken 
by the monetary union, both at a national and European level (see the box «Euro area: seventeen countries, one 
destination»). There is no doubt that the price of not doing so would be very high, and Europe cannot afford it.
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Economic activity continues  
to decline 

The rate of contraction for gross domestic 
product (GDP) improved by one tenth  
of a percentage point in the third quarter 
compared with the previous period, 
standing at –0.3% quarter-on-quarter. 
With this figure, the Spanish economy 
has now seen five quarters of negative 
growth, with a year-on-year rate of change 
at –1.6%. Although declining, the trend in 
activity was better than expected by the 
consensus of analysts, predicting a fall of 
0.8% quarter-on-quarter. The breakdown 
of GDP by component published by the 
National Institute of Statistics (INE) 
provides some clues to understanding 
this better than expected performance.

On the one hand, domestic demand 
moderated its contraction compared 
with the previous quarter. Specifically, 
the contribution of domestic demand to 
quarter-on-quarter growth in GDP was 
–1.1 percentage points, slightly higher 
than the figure of –1.3 recorded in the 
second quarter. The main reason for  
this relative improvement can be found 
in households and companies bringing 
forward their purchases to avoid the  
hike in value added tax (VAT) on  
1 September. The decline in household 
consumption, namely –0.5% quarter-on-
quarter, was less than the –1.0% recorded 
in the second quarter. The monthly 
figures for retail and consumer goods 
show that the drop in sales moderated 
notably in the month of August, posting 

GDP shrinks by 0.3%  
in the third quarter.

Economic activity

SPAIN: OVERALL ANALYSIS

NOTE: (*) Adjusted for in
ation and calendar e�ects. 
SOURCES: National Institute of Statistics and own calculations.

August 2012
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a year-on-year change of –1.3%. However, 
after the new VAT rates came into force 
in September, retail sales accelerated 
their fall to –10.1%. A similar pattern  
can be seen in vehicle registrations: after 
a 3.4% rise in August, a drop of –36.8% 
and of –21.7% was recorded in the 
months of September and October 
respectively. In short, given the 
temporary nature of these effects, we 
expect consumption to once again fall 
considerably in the fourth quarter.  
This can be inferred from the consumer 
confidence index for October, standing  
at –35.8 points, lower than the average 
value of –35.2 recorded in the third 
quarter. Given the continued 
deterioration in the labour market, as 
well as the deterioration in household 
income, both limiting household 
purchasing power, we don’t expect  
any recovery in private consumption  
in the short term.

The figures for investment were also 
slightly better than in the previous 
quarter, thanks particularly to the better 
performance by investment in capital 
goods and transport. After three quarters 
of notable declines, averaging –2.6%,  
this rose by 0.3% in the third quarter  
and pushed the year-on-year rate of 
change to –7.3%. However, investment  
in construction is looking less favourable, 
down by 2.8%. During this crisis so  
far, since the fourth quarter of 2007, 
investment in construction has shrunk 
by 44%. 

Leading indicators for investment and 
industry are showing signs of weakness 
for the fourth quarter. Regarding 
demand, industrial vehicle registrations 
posted –18.0% in October. Supply 
indicators aren’t providing any optimistic 
indicators either. Electricity consumption 
posted a year-on-year drop of 1.0%  

DEmaND iNDiCatOrs

Percentage change over same period year before

2010 2011
2011 2012

4Q 1Q 2Q 3Q October

Consumption 

 Production of consumer goods (*) 0.8 –1.0 –2.2 –3.7 –4.5 –4.7 ...

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

 Car registrations 3.1 –17.7 –5.5 –1.9 –13.7 –17.8 –21.7

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

 Consumer confidence index (***) –20.9 –17.1 –16.8 –24.6 –29.0 –35.2 –35.8

Investment

 Capital goods production (*) –3.3 0.8 –4.8 –10.3 –13.9 –10.1 ...

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

 Commercial vehicle registrations 7.0 –6.6 –15.1 –19.1 –26.6 –27.9 –18.0

Foreign trade (**) 

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

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

NOTES: (*) Adjusted for public holidays.
(**) By volume.
(***) European Commission survey: difference between percentage of positive and negative replies.
SOURCES: ANFAC, National Institute of Statistics, Bank of Spain, Ministry of the Treasury, European Commission and own calculations. 

the vat effect moderates 
the fall in private 
consumption.
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in October while the confidence  
indicator for industry fell to –20.5 points, 
remaining at a very low level, similar  
to those of 2009. The PMI (purchasing 
managers’ index) for manufacturing fell 
to 43.5 in October from the 44.5 recorded 
in September, affected by the effect on 
confidence of the further deterioration  
in economic conditions.

Fiscal consolidation policies were 
reflected in public spending cuts, down 
by 2.4%, the biggest drop recorded in the 
last decade. Although this fall in public 
expenditure does not help GDP growth in 
the short term, we should remember that 
this adjustment is required to meet the 
public deficit targets agreed with the 

European Commission. Moreover, 
greater fiscal discipline, together with the 
implementation of the structural reforms 
underway, are crucial to ensuring 
sustained, balanced growth in the long 
term. Given the reduction in the public 
deficit for both 2013 and 2014, we expect 
public spending’s contribution to growth 
to continue being negative over the 
coming quarters.

Another factor behind the good 
performance by GDP in the third sector 
is the foreign sector, whose contribution 
to quarter-on-quarter growth in GDP 
was 0.8 percentage points, in line with the 
0.9 recorded the previous month. Of note 
are the export figures, up by 4.8% and the 

suPPLy iNDiCatOrs

Percentage change over same period year before

2010 2011
2011 2012

4Q 1Q 2Q 3Q October

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

 Industrial production index (2) 0.8 –1.4 –5.0 –5.8 –7.1 –5.3 ...

 Confidence indicator for industry (3) –13.8 –12.5 –16.5 –14.8 –17.1 –20.0 –20.5

 Utilization of production capacity (4) 72.0 73.3 72.7 72.5 73.4 71.6 74.1

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

Construction

 Cement consumption –15.4 –16.9 –26.8 –31.3 –37.8 –34.6 ...

 Confidence indicator for construction (3) –29.7 –55.4 –53.6 –50.4 –52.2 –55.5 –56.6

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

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

Services

 Retail sales (6) –1.0 –5.4 –6.5 –4.9 –6.3 –6.2 ...

 Foreign tourists 1.0 6.5 6.1 2.6 3.1 4.8 ...

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

 Goods carried by rail (ton-km) 6.4 2.0 –9.8 –12.6 –7.6 –8.3 ...

 Air passenger traffic 2.9 6.0 1.5 –5.4 –4.0 –3.0 –7.1

 Motor vehicle diesel fuel consumption –1.2 –3.7 –5.6 –4.5 –5.8 –7.9 ...

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

the recession sharpens 
after temporarily improving 
in the third quarter.
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TREND IN SPAIN’S GDP BY COMPONENT

Percentage year-on-year change (*)

GDP Household consumption

Public consumption Investment in capital goods

Imports of goods and servicesExports of goods and services

Construction investment Domestic demand (**)

NOTES: (*) Data adjusted for seasonal and calendar e�ects.
(**) Contribution to GDP growth.
SOURCE: National Institute of Statistics.
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best figure posted in the last decade, 
although the 2.4% rise in imports stopped 
the foreign sector’s contribution from 
being any higher. Nonetheless, the foreign 
sector is still the only source of growth for 
the Spanish economy, reflecting the huge 
effort being made by Spanish firms to 
internationalize, even small and medium-
sized companies. 

In short, in spite of activity having 
declined less than expected in the third 
quarter, there are no signs of this leading 
to any change in trend. Rather the 
contraction is expected to speed up 
towards the end of the year, with a slow 
recovery in activity in 2013. This has been 
predicted by the European Commission 
in its new scenario of autumn forecasts. 
According to these estimates, the decline 
in GDP during the coming year will the 
same as this year, namely –1.4%, a figure 
in line with the consensus of analysts and 
substantially lower than the government’s 
forecast, namely –0.5%. 

The European Commission has also 
reduced its 2013 growth forecast for all 

euro area countries. On the whole, it 
forecasts growth of 0.1%. This weakness 
in the euro area is the main risk to  
the recovery, as the foreign sector is the 
only engine of growth for the Spanish 
economy and the euro area is its main 
trading partner. In this respect, efforts 
should be focused on diversifying exports 
towards countries with higher growth 
potential, such as the large emerging 
economies. 

But undoubtedly the best recipe to secure 
a sustained recovery in the long term is  
to restore lost competitiveness. To achieve 
this aim, it’s important to continue 
promoting structural reforms to improve 
the regulatory and business context, make 
it easier to start up companies and improve 
the efficiency of the Administration and 
Legal System, among others. These are the 
pillars pointed out by the World Bank in 
its «Doing Business» ranking, where Spain 
comes 44th, two places lower than last 
year. An improvement in these categories 
would help to place Spanish firms in  
a better position to compete on the 
international stage.

the European Commission 
reduces its 2013 growth 
forecast to –1.4%.
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The labour market continues  
to deteriorate 

The labour force survey (LFS) for the 
third quarter of 2012 confirmed that  
the rate of job losses remained stable 
compared with the previous period.  
This trend is in line with the fact that  
the contraction in economic activity in 
both quarters was similar, namely 0.3% 
and 0.4% respectively. The short-term 
outlook, within a context of a notably 
weak economy, is for this deterioration  
in the labour market to intensify slightly. 

The LFS data showed that 96,900 jobs 
were lost from July to September, 
bringing the number of employed to 
17,320,300 people. With this drop, which 

is less than the 146,800 jobs lost during 
the same period a year ago, the year-on-
year rate of reduction fell by 0.2 
percentage points to 4.6%. 

One of the most interesting figures 
regarding employment trends over  
the last year is that the number of self-
employed people has risen, particularly in 
the third quarter. The difficult situation 
of the labour market has forced people  
to look for alternative formulas and has 
boosted the number of entrepreneurs. 
According to the LFS for the third 
quarter, in the last year salaried workers 
dropped by 6.2%, 946,300 people in 
absolute terms, contrasting with a  
3.7% rise in non-salaried workers,  
an additional 110,300 individuals.

Employment falls by 4.6% 
year-on-year in the third 
quarter of 2012.

Labour market

SOURCES: National Institute of Statistics and own calculations.

Employment trend in the public and private sector

THE PUBLIC SECTOR SPEEDS UP ITS ADJUSTMENT WHILE THE PRIVATE SECTOR SLOWS UP ITS CORRECTION 
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the public sector sees more 
job losses than the private 
sector.

It should be noted that the total number 
of salaried workers includes both those  
in the private and public sectors, whose 
trends have been very different since this 
crisis started in the second quarter of 
2008. While the squeeze in the private 
sector began at the start of the recession, 
the adjustment in public employees didn’t 
come until the end of 2011. In the last  
few months, the loss of public sector 
employees has become more extensive  
in relative terms. The LFS figures for  
the third quarter highlight that the drop 
in public sector employees was 

comparatively higher than that of the 
private sector, namely 1.6% and 1.0% 
quarter-on-quarter, respectively. 

Within this context, Royal Decree 
1483/2012 of 29 October will help the 
slimming down of the public sector to 
continue, although only for those workers 
who are not civil servants. In fact, this 
Act defines the conditions under which 
the public administration can lay off 
workers: namely a budget deficit in the 
previous year and a 5% fall in credit in 
the current year (or 7% in the two 

EstimatED EmPLOymENt

Third quarter 2012

No. of
employees

(thousands)

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

By sector

 Agriculture 720.4 –11.9 –1.6 –88.0 –10.9 12.6 1.8 4.2

 Non-farm 16,600.0 –85.0 –0.5 –399.1 –2.3 –848.5 –4.9 95.8

  Industry 2,442.0 3.8 0.2 –84.3 –3.3 –134.3 –5.2 14.1

  Construction 1,136.8 –56.1 –4.7 –140.1 –11.0 –233.9 –17.1 6.6

  Services 13,021.2 –32.7 –0.3 –174.7 –1.3 –480.3 –3.6 75.2

By type of employer

 Private sector 14,328.6 –47.6 –0.3 –342.8 –2.3 –607.1 –4.1 82.7

 Public sector 2,991.7 –49.4 –1.6 –144.4 –4.6 –228.9 –7.1 17.3

By work situation

 Wage-earners 14,233.1 –164.2 –1.1 –596.1 –4.0 –946.3 –6.2 82.2

  Permanent contract 10,811.4 –179.4 –1.6 –313.3 –2.8 –417.5 –3.7 62.4

  Temporary contract 3,421.8 15.3 0.4 –282.6 –7.6 –528.6 –13.4 19.8

 Non-wage-earners 3,077.3 64.9 2.2 108.6 3.7 108.4 3.7 17.8

  Entrepreneurs with employees 933.9 9.0 1.0 30.3 3.4 –1.6 –0.2 5.4

  Entrepreneurs without employees 2,010.9 51.0 2.6 75.7 3.9 101.2 5.3 11.6

  Family help 132.5 4.9 3.8 2.6 2.0 8.8 7.1 0.8

 Other 9.9 2.3 30.3 0.3 3.1 1.9 23.7 0.1

By time worked

 Full-time 14,831.8 14.8 0.1 –517.2 –3.4 –925.9 –5.9 85.6

 Part-time 2,488.5 –111.8 –4.3 30.0 1.2 90.0 3.8 14.4

By sex

 Males 9,468.5 –28.2 –0.3 –337.1 –3.4 –565.5 –5.6 54.7

 Females 7,851.8 –68.7 –0.9 –150.1 –1.9 –270.4 –3.3 45.3

TOTAL 17,320.3 –97.0 –0.6 –487.2 –2.7 –836.0 –4.6 100.0

SOURCES: National Institute of Statistics and own calculations.
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The government approves  
a new Royal Decree that 
details some aspects of  
the labour reform.

previous years). It has also introduced 
more details regarding labour reform, 
related to redundancies. For example, it 
contains details of how the consultation 
period must be carried out to avoid a 
redundancy plan from being declared 
null and void due to defects in form: the 
actions of the labour authority, company 
documentation, relocation plans, etc.  
On the other hand, the state contribution 
to early retirement has also been reduced, 
as companies with profits that lay off 
workers aged over 50 must compensate 
the cost generated for the State 
Employment Service.

Returning to the findings of the LFS,  
the number of unemployed increased by 
85,000 to a total of 5,778,100 individuals, 
a higher increase than expected because 
the labour force was expected to shrink 
more significantly. The effect of some 
job-seekers becoming discouraged was 
partly offset by women entering the 
labour market in order to cushion their 

family’s drop in income. As a result, the 
unemployment rate for the third quarter 
stood at 25.0%, a new record high. 

With regard to the last quarter of 2012, 
the number of people registered as 
employed with Social Security in October 
fell by 73,077, a drop that is very similar 
to the one recorded the same month a 
year ago, so that employment’s rate of  
fall remained stable at 3.6% year-on-year. 
Since the year 2000, when this series 
started to be calculated, only in 2008 has 
the drop in the total number of registered 
employed in October been higher,  
with a fall of around 102,000 jobs.  
This reduction in registered employed in 
October was widespread throughout the 
different branches, although we should 
note the bad figures for the services 
sector, losing close to 50,000 jobs.

For its part, registered unemployment 
grew by 128,242 people, over 30,000 more 
than expected. According to seasonally 

The unemployment  
rate reaches 25.0%,  
a record high.

NOTE: �e long-term unemployment rate is calculated by dividing the total long-term unemployed (more than one year) by the total number of unemployed. 
SOURCES: Ministry of Labour and Immigration, Labour Force Survey, Public Employment O�ces and own calculations.

Change in people registered employed with Social Security 
in October every year

SERVICES LEAD THE JOB LOSSES AND THE LARGER NUMBER OF LONG-TERM UNEMPLOYED REDUCES THE AMOUNT 
RECEIVED IN UNEMPLOYMENT SUBSIDIES
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in October, the rate  
of fall for all registered 
employed remains at 3.6% 
year-on-year.

the long-term 
unemployment rate  
stands at 53%.

adjusted figures, unemployment 
increased by 37,000. 76% of October’s 
increase in unemployment was 
concentrated in services as a consequence 
of a considerable number of seasonal jobs. 
In the last year, unemployment has risen 
by 472,595 people, 10.8% year-on-year. 
Nonetheless, the year-on-year rate of 
change fell by close to 0.5 percentage 
points, slowing up its rate of increase. 

Although the labour figures for October 
are just as negative as those seen one year 
ago, there is one feature that means the 
unemployed population is now in a less 
favourable position: the worsening 
situation of unemployment assistance. 

Over the last twelve months, the number 
of people who have been unemployed  
for longer than one year has risen 
substantially, 27% year-on-year according 
to the LFS figures for the third quarter. 
This means that the long-term 
unemployment rate has reached 53% of 
all those unemployed, so that there are 
increasingly fewer people entitled to 
unemployment benefit. Among these, the 
ratio of subsidies out of the total is rising. 
According to September’s figures, 53% of 
those receiving some economic support 
only received supplementary benefit (426 
euros a month) compared with the 860 
euros received on average by someone  
on contributory unemployment benefit.

LaBOur FOrCE, EmPLOymENt aND uNEmPLOymENt By autONOmOus COmmuNity

Third quarter 2012

In work force Employed Unemployed Unemploy-
ment rate

(%)Total
(thousands)

Annual 
change

% annual 
change

Total
(thousands)

Annual 
change

% annual 
change

Total
(thousands)

Annual 
change

% annual 
change

Andalusia 4,021 36 0.9 2,597 –156 –5.7 1,424 191 15.5 35.4

Aragon 659 8 1.3 535 –10 –1.8 124 18 17.5 18.8

Asturias 485 6 1.3 379 –18 –4.4 106 24 28.8 21.8
Balearic Islands 629 14 2.2 507 1 0.2 123 13 11.9 19.5

Canary Islands 1,124 12 1.1 746 –37 –4.8 378 50 15.1 33.6

Cantabria 277 –5 –1.7 233 –9 –3.6 44 4 9.6 15.7

Castile-Leon 1,187 –7 –0.6 960 –42 –4.2 227 35 18.3 19.1

Castile-La Mancha 989 –11 –1.1 712 –64 –8.2 277 52 23.2 28.0

Catalonia 3,725 –94 –2.5 2,885 –192 –6.2 840 98 13.3 22.6

Valencian Community 2,499 2 0.1 1,797 –83 –4.4 702 85 13.7 28.1

Extremadura 511 24 4.9 344 –28 –7.6 167 52 45.1 32.7

Galicia 1,312 –2 –0.1 1,048 –39 –3.6 264 38 16.6 20.1

Madrid Community 3,384 16 0.5 2,756 –40 –1.4 628 55 9.6 18.6

Murcia 748 11 1.5 533 –26 –4.7 216 37 20.9 28.8

Navarre 309 –1 –0.4 263 –11 –4.1 46 10 27.6 15.0

Basque Country 1,019 –42 –3.9 861 –70 –7.5 158 29 22.2 15.5

La Rioja 152 –7 –4.3 121 –10 –7.7 31 3 11.6 20.3

Ceuta and Melilla 68 4 6.4 44 –2 –4.6 24 6 34.1 35.9

Total 23,098 –36 –0.2 17,320 –836 –4.6 5,778 800 16.1 25.0

SOURCES: National Institute of Statistics and own calculations.
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Clothing & footwear and 
education are the most 
inflationary items.

Inflation continues to rise

After September’s notable increase in the 
consumer price index (CPI) due to the 
hike in value added tax (VAT), pressure 
on prices continued in October. The year-
on-year rate of change of the CPI increased 
by 0.1 percentage points to 3.5% year-on-
year. The monthly change for October  
in the CPI was 0.8 percentage points, 0.1 
percentage points lower than the previous 
month’s figure. This rise was felt more 
keenly by core inflation, which excludes 
the components of fresh foods and 
energy, increasing its year-on-year rate of 
change from 2.1% to 2.4% and reaching 
its highest level since December 2008.

Of note within those groups with the 
highest positive monthly contribution  
to the general index were clothing and 
footwear, up month-on-month by 10.5%, 
affected by the start of the new winter 
season, with a positive contribution of  
0.7 percentage points to the general CPI. 
On the other hand, pressure continues 
from the rise in charges set by public 
administrations, which in October had  
a slight effect on education with a 9.2% 
month-on-month change, pushing up  
the general CPI by 0.1 percentage points. 
Within this group of spending on 
education, of note is the sub-item of 
further education, posting month-on-
month growth of 24.5%.

Inflation rises by  
0.1 percentage points  
in October to 3.5%  
year-on-year.

Prices

HIGHER PRICES FOR EDUCATION AND CULTURE & LEISURE PUSH UP INFLATION IN OCTOBER

Year-on-year change in CPI

SOURCE: National Institute of Statistics (INE).
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However, transport  
and housing give the CPi  
a break in October.

Other goods and services, household 
items and foods and non-alcoholic 
beverages contributed, in total among the 
three types of spending, 0.2 percentage 
points to the month-on-month growth 
rate of the CPI. With regard to the first,  
it was the increase in the prices of services 
for personal care and other insurances 
that caused this rise. In the case of 
household items, their performance is 
due to higher prices for household textile 
products and furniture and, finally, the 

third type of spending rose due to higher 
prices for oils.

On the other hand, the rate of fall in 
prices for transport, whose change was 
–0.8% month-on-month, is due to the 
drop in the price of fuels and oils and, 
albeit to a lesser extent, falling prices for 
automobiles. This had a negative effect 
on the general CPI of 0.13 percentage 
points. Another component in the basket 
of goods and services that helped to 

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 103.1 0.1 0.3 1.6 2.0 2.2 2.5

 Alcoholic beverages and tobacco 107.6 1.0 0.0 4.0 5.3 10.4 5.5

 Clothing and footwear 105.6 10.3 10.5 –3.1 –3.0 0.3 0.4

 Housing 107.1 0.4 –0.6 5.5 5.9 6.3 6.1

 Furnishings and household equipment 101.8 0.5 0.9 0.6 0.8 1.0 1.3

 Health 110.8 0.2 0.2 –0.3 13.3 –0.5 10.5

 Transport 107.1 –0.2 –0.8 4.7 6.3 7.6 6.5

 Communications 97.4 –0.6 0.0 –1.5 –1.6 –1.6 –1.7

 Recreation and culture 101.7 –0.8 –0.1 –0.3 0.3 0.0 2.0

 Education 112.5 2.0 9.2 2.7 10.3 2.9 10.4

 Restaurants and hotels 101.2 –0.3 –0.2 1.3 1.2 1.3 1.0

 Other goods and services 103.8 0.1 0.9 2.4 3.1 2.7 3.4

By group

 Processed food, beverages and tobacco 104.1 0.3 0.5 2.7 2.6 4.4 3.0

 Unprocessed food 103.0 –0.1 –0.2 0.2 2.2 0.9 2.7

 Non-food products 104.5 0.9 1.0 1.8 3.0 2.9 3.6

 Industrial goods 106.3 2.1 1.4 2.2 3.9 4.3 4.7

  Energy products 112.5 0.1 –1.8 10.1 10.9 14.5 11.2

  Fuels and oils 112.2 0.2 –1.8 10.2 10.4 16.2 10.7

  Industrial goods excluding energy products 103.7 3.0 3.0 –0.7 1.0 0.6 2.0

 Services 102.8 –0.2 0.6 1.4 2.2 1.6 2.6

 Underlying inflation (**) 103.3 1.0 1.3 0.9 1.9 1.7 2.5

GENERAL INDEX 104.4 0.8 0.8 1.8 2.9 3.0 3.5

NOTES: (*) Base 2011 = 100.
(**) General index excluding energy products and unprocessed food.
SOURCE: National Institute of Statistics.
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it is likely that the weak 
economy will prevent 
further upswings in 
inflation over the coming 
months.

spain’s inflation is now 
higher than in the euro  
area as a whole.

reduce inflationary pressure was 
housing, posting a rate of growth  
of –0.6% month-on-month and with  
a negative contribution of almost  
0.1 percentage points to the general CPI. 
This was mainly due to lower prices  
for electricity and gas.

In short, we can say that, during October, 
the pressure on prices did not come from 
the energy component of the CPI. And 
although food did make a positive 
contribution to the general CPI, this  
can’t explain a large part of the rise in 
prices. As indicated with the higher 
increase in core inflation in October 
compared with the general CPI, there  
are two reasons why inflation persists. 
Firstly, the introduction of certain 
administrative charges, such as for 
university education. Secondly, 
companies are continuing the process  
of passing on to their prices the VAT  
hike, which came into force on 1 
September, as they didn’t pass on all  
this rise at the start of the change in  
the tax rate. 

The information available on the possible 
trend in economic activity for the fourth 
quarter, suggested by macroeconomic 
indicators, points to this continuing  
to be as weak or even weaker. Such an 
environment should prevent further 
upswings in inflation. However, the 
recent increase in taxes and 
administrative charges means that,  
in the short term, the CPI might fall 
considerably as the effect of these rises 
will continue over the next 12 months. 
Within this context, the general CPI is 
likely to remain around 3% year-on-year 
until well into next year.

Over the next few months, this prospect 
will maintain the situation that started  
in August, when Spain posted a higher 
inflation rate than for the euro area as  
a whole. In any country in the world, a 
systematic, long-lasting rise in inflation 
in comparison with the rest of the 
countries means a loss of competitiveness. 
However, this statement must be qualified 
as the difference between the euro area 
should narrow towards the end of next 
year. On the other hand, the fall in 

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 0.8 2.9 3.5

November 0.4 2.2 2.9

December 0.1 2.4 2.4

SOURCE: National Institute of Statistics.
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inflation is likely to 
average almost 2.5%  
for the year as a whole.

producer prices, down 0.3 percentage 
points in September, and salary and wage 
containment, reflecting the weak labour 
market, are preventing this temporary 
upswing in prices from being passed  
on to other sectors of the economy  
and jeopardizing price stability. 

Unlike direct taxes such as corporation 
tax or personal income tax, a rise in 
revenue from VAT has a much greater 
effect on the Spanish economy’s 
competitiveness compared with other 
countries. For example, in certain sectors 
such as tourism services, international 
consumers do not usually claim back 
their taxes when they return to their 
countries of origin. Nevertheless, the 
sharp rise in Spanish exports in the third 
quarter illustrates the strength of the 
export sector and how the gap between 
European and Spanish inflation has not 

made it extraordinarily difficult, at least 
for the moment, to maintain Spain’s share 
of exports in the world, which is around 
1.7% according to the World Trade 
Organization.

According to what we have already 
argued regarding the outlook for Spain’s 
inflation, and apart from any last-minute 
surprises such as a sharp rise in oil prices, 
it’s very likely that inflation in the last 
few months of the year will be slightly 
above 3.0% year-on-year. This would 
imply an average inflation rate for the 
year as a whole of nearly 2.5%, a level 
close to our forecast CPI for the whole  
of 2013, which we have kept at 2.4%.  
This represents a level of year-on-year 
inflation that is slightly lower at the end 
of the coming year, when the effect of  
the VAT hike in September 2012 has run 
its course.
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Exports to the euro area maintain  
the commercial adjustment

The good performance by the foreign 
sector once again helped to avoid a 
greater contraction in Spain’s economy in 
the third quarter of 2012. The 
contribution of exports to quarter-on-
quarter growth in gross domestic product 
(GDP) was 0.8 percentage points in this 
period. This contribution can be 
explained by the intense growth in real 
exports, 4.8% quarter-on-quarter 
between July and September 2012. This 
figure is the highest since the series 
started in 2000. With regard to the fourth 
quarter, we expect a certain slowdown in 
the growth in exports, although this will 
continue to be sufficiently high to keep 
their contribution in positive figures.

In fact, with a 2.8% year-on-year fall in 
real exports, September’s figures suggest 
that the third quarter’s pace of growth  
is very unlikely to continue. This figure 
contrasts with the increase achieved in 
the previous two months, slightly more 
than 5% year-on-year. However, the high 
volatility shown by the monthly figures 
makes it impossible to draw any 
conclusions and we must wait for the new 
data from the fourth quarter to ascertain 
the trend. 

The trend in exports to the euro area is 
clearer. An analysis of the nominal 
figures shows a 5.7% fall year-on-year in 
the value of sales to the rest of the 
member countries of the monetary union 
in September. If we take a longer 
timescale as our reference, we can see that 
cumulative exports to the euro area for 

the last twelve months remained almost 
at a standstill, with 0.6% growth 
compared with the same period a year 
ago. This performance contrasts with the 
good rate for sales beyond the borders of 
the single market, up by 10.8% in the 
same period. As a consequence, the 
relative weight of exports to the euro area 
is gradually decreasing, reaching 50.8% of 
total exports, a share that is six percentage 
points smaller than the level reached in 
2009.

This trend is expected to continue over 
the coming months. The weak European 
demand predicted for the fourth quarter 
of the year points towards further 
reductions in exports to the euro area. 
This deterioration will largely be offset by 
the good rate of exports to the rest of the 
world, particularly Russia and China. As 
a consequence, exports will still see 
positive growth over the next few months, 
although perhaps lower than the figures 
recorded in July and August. 

At the same time, nominal imports will 
continue to record a negative rate of 
change in line with the trend shown over 
the last few months. Of note is the 
sharper fall in imports in September, 
down 7.4% year-on-year, the sixth drop in 
the last seven months. Only the upswing 
recorded in the month of July, due to 
consumption being brought forward 
because of the impending rise in value 
added tax (VAT), interrupted this trend.

As a result, the imbalance in the balance 
of goods continued its rate of correction 
in September. The cumulative deficit in 
goods for the last twelve months fell to 

the foreign sector 
contributes 0.8 percentage 
points to the quarter-on-
quarter change in GDP  
in the third quarter.

Foreign sector

Exports to the euro area fall 
by 5.7% year-on-year in 
september.

Good pace of exports  
to countries outside  
the euro area.
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The goods deficit falls  
to 3.5% of GDP, boosted  
by the good performance  
of the non-energy balance.

37.4 billion euros that month. This figure 
is equivalent to 3.5% of Spain’s GDP, a 
level that has not been seen since 1997,  
9 tenths of a percentage point below  
the level for December 2011. Of note, 
however, are the varying trends in the 
energy and non-energy components.  
As can be seen in the graph above, the 
energy deficit increased by 4.3 billion 
euros in the same period, coming very 
close to its historical peak at the end of 
2008. This deterioration was more than 
offset by the improvement in the non-
energy balance of 13.3 billion euros, 
which achieved a surplus of 8.1 billion 
euros.

In the medium term, this correction in 
the balance of goods will be accompanied 
by a good performance on the part of the 
services balance. In August 2012, the 
cumulative surplus for services over the 
last twelve months was 37.1 billion euros, 
2.9 billion euros more than the figure for 
December. It’s important to note that 
most of this improvement is due to the 

higher contribution from services not 
related to tourism. In Spain’s case, these 
mainly include transport, financial and 
IT services.

Similarly, the deficit in the income 
balance also improved during the first 
eight months of the year, by 1.3 billion 
euros. This is mainly due to lower loan 
repayments abroad, principally in 
interest, which contrasts with the 
financial tensions recorded during the 
first half of the year that pushed up the 
cost of financing Spain’s debt to the 
highest levels in the last decade. An 
analysis of the financial account shows 
why. A clear change can be seen in the 
financing pattern between December 
2011 and August 2012. In particular,  
the Eurosystem has become the main 
source of capital inflows, in detriment  
to portfolio and short-term investments. 
The lower interest rate demanded by this 
first instrument helped to reduce the 
income deficit.

SOURCE: Department of Customs and Special Taxes.

THE NON-ENERGY TRADE SURPLUS ACCELERATES ITS RATE OF GROWTH

Cumulative balance over the last 12 months
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The Eurosystem continues 
to be the main source of 
financing for the economy.
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BaLaNCE OF PaymENts

August 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 –19,457 –26.4 –32,736 9,869 –23.2

 Services

  Tourism 22,002 2.2 31,086 1,453 4.9

  Other services 4,055 142.9 6,022 4,002 198.1

  Total 26,057 12.4 37,108 5,454 17.2

 Income –15,659 –7.8 –24,784 –1,134 4.8

 Transfers –7,080 11.8 –6,654 5 –0.1

 Total –16,139 –39.3 –27,066 14,195 –34.4

Capital account 3,126 –25.4 4,421 –1,652 –27.2

Financial balance

 Direct investment 6,592 – 12,381 20,145 –

 Portfolio investment –81,241 – –95,813 –112,992 –

 Other investment –172,524 – –236,735 –273,536 –

 Total –247,173 – –320,168 –366,383 –

Errors and omissions –7,247 – –10,184 –10,848 –

Change in assets of Bank of Spain 267,433 – 352,997 364,689 –

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 European Commission 
acknowledges the adjustment  
effort being made

The end of the year is usually a time to 
assess the results achieved over the last 
twelve months. In the case of Spain’s 
public sector, the data available on budget 
spending hint at a significant deviation of 
the public deficit from the targets agreed 
with the European Commission (EC). 
However, a more detailed analysis shows 
the notable effort being made by the public 
administrations to reduce the deficit 
within a situation of economic decline. 
This fact has not been gone unnoticed  
by the European Commission, which has 
introduced some fine distinctions in its 
demands for strict adherence to the fiscal 

targets on the part of countries 
undergoing fiscal consolidation.

According to our forecasts, the correction 
in the public deficit will be 1.2 percentage 
points in 2012, with a reduction in gross 
domestic product (GDP) from 9.4%  
to 8.2%. This slight fall can partly be 
explained by losses from state aid to 
banks being recognised, which we 
estimate at one percentage point for  
this year compared with 0.4 percentage 
points in 2011. Once this effect has been 
excluded, the adjustment in the public 
deficit rises to 1.8 percentage points, 
accounting for two thirds of the 
contraction required to achieve the  
target public deficit for the year as a 
whole, namely 6.3% of GDP.

In 2012, the public deficit 
will fall to 8.2% of GDP.

Public sector

FISCAL MEASURES AVOID A FURTHER FALL IN TAX REVENUE

Tax revenue from all public administrations accumulated over the last twelve months

SOURCE: Ministry of the Treasury.
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the decline in economic 
activity partly counteracts 
fiscal consolidation efforts.

vat revenue rises by 12.1% 
year-on-year in september 
due to the tax hike.

the autonomous community 
deficit falls by 0.8 
percentage points between 
January and august.

But the fall in public deficit does not 
exactly reflect the fiscal consolidation 
efforts being carried out by public 
administrations. It’s much more difficult 
to correct budget imbalances within a 
recessionary context such as the present 
than in a period of economic growth.  
In fact, the austerity measures 
implemented by the government have 
been partly offset by the rise in cyclical 
spending items and by the weakness  
in public revenue. A clear example is 
spending on unemployment benefit 
which, between January and September, 
increased by 1.3 billion euros compared 
with the same period a year ago.

The trend in public revenue also declined 
significantly. During the first nine 
months of the year, Social Security 
contributions and tax revenue were  
down by 2.5% and 2.1% year-on-year, 
respectively. This represented a fall in 
revenue over this period of 4.43 billion 
euros. In fact, the fiscal measures 
approved for 2012, with an impact on  
tax revenue estimated by the government 
at 15 billion euros for the whole of the 
year, avoided an even greater reduction. 
Therefore, the best measurement of the 
public sector’s fiscal consolidation effort 
is the trend in the structural balance. 
This component of the fiscal balance  
is equivalent to the public deficit 
excluding the deterioration caused by  
the economic cycle. For 2012, the EC 
predicts that this deficit component will 
improve significantly, reaching around  
2 percentage points of GDP.

A detailed analysis of the monthly budget 
spending data show that a large part of 
this effort has come from the autonomous 
communities. The accumulated deficit  
up to August fell by 0.8 percentage points 
compared with the same period a year 
ago. Although there are substantial 
differences between regions, most of this 

improvement comes from a fall in public 
spending. Of note is the correction in the 
area of personnel costs, namely 4.4% 
year-on-year, as well as real investment, 
down by 29.2% compared with the same 
period in 2011. The adjustment observed 
during the first eight months of the year 
is in line with our forecast for the year as 
a whole. Specifically, we expect the 
autonomous community deficit to fall by 
1.3 percentage points compared with last 
year, reaching 2.0% of GDP. This figure, 
however, is 0.5 percentage points higher 
than the demanding target set for the end 
of the year.

The central government’s budget data  
are still not conclusive. In fact, the deficit 
accumulated over the first nine months  
of the year reached 4.4% of GDP, only  
one tenth of a percentage point below the 
limit set for 2012. This leaves very little 
room for manoeuvre, especially if we 
compare it with the rise in deficit 
recorded in the last quarter of last year, 
namely 1.6 percentage points. However, 
the central government has made a 
notable effort to correct its budget 
imbalance, mainly in terms of spending. 
The different items for investment had 
fallen by a total of 4.3 billion euros up  
to September. Public employees’  
salaries continued their tentative rate  
of adjustment shown throughout the  
year although the elimination of their 
Christmas bonus will undoubtedly 
increase this drop. A similar effect could 
be observed in revenue from value added 
tax (VAT) in September. The hike in tax 
rates that month led to an increase in 
VAT of 12.1% compared with the same 
month in 2011. This increase contrasts 
with the 8.4% fall year-on-year observed 
during the previous eight months.

Within this context, the Economic Vice-
President of the European Commission, 
Olli Rehn, acknowledged the effort being 
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made by Spain’s public sector. His 
appearance provided further details 
regarding the assessment of the fiscal 
consolidation process. The EC believes 

that the measures approved guarantee 
the effort required to correct the 
structural deficit of 2012 and 2013  
at a satisfactory rate.

the European Commission 
has a positive opinion of 
the adjustment in spain’s 
structural deficit.

reducing the public deficit: a lot of questions and some answers

The role that must be played by the public sector during the recession continues to monopolize the debate on 
economic policy in most developed countries and will more than likely continue to be the focus of discussion in 
2013, especially in countries such as Spain. The underlying dilemma, austerity or economic stimulus, is nothing 
new. But economists devoted little attention to this question during the boom years and, now that recession has 
arrived, are unable to give a clear, flawless answer. One reflection of this is a shift in the discourse of international 
bodies, which has led to some uncertainty at a time when there’s a wealth of questions but a dearth of answers.

In November 2008, when it saw the dreadful growth figures for most European countries, the European 
Commission (EC) launched the European Economic Recovery Plan under the slogan «time to act is now». The 
plan had two pillars. On the one hand, «a major injection of purchasing power into the economy, to boost demand». 
To this end, 200 billion euros were allocated, 1.5% of the European Union’s GDP. The second pillar consisted of 
«action to reinforce Europe’s competitiveness in the long term».

In clear contrast to promoting an expansionary budget policy, two months later the EC initiated an Excessive 
Deficit Procedure (EDP) against Spain. The public deficit of 2008 was estimated at 3.4% of GDP, above the figure 
of 3.0% set by the Stability and Growth Pact (SGP). Moreover, it was expected to reach 6.2% in 2009. However, this 
was relegated to second place as the level of public debt seemed to be under control. In 2008, this was 40% of GDP, 
one of the lowest in the euro area and clearly below the figure of 60% set in the SGP.

The reality, however, exceeded all expectations. In 2009, the public deficit ended up at 11.2%, almost double 
what had been initially forecast. It was therefore believed that there was very little room to carry out 
expansionary policies. The fear was that, in spite of having a relatively low level of public debt, if the deficit 
wasn’t corrected quickly this could rise to less comfortable levels within a short period of time. Consequently, 
since then meeting the deficit targets set by the EC has influenced the design of Spain’s economic policy, as it 
has in other countries, too.

The strategy employed by the EC to ensure that countries not complying with the SGP correct their deficit has 
aroused intense debate. Specifically, when an EDP is initiated, the EC sets a series of targets to reduce the public 
deficit and another series to reduce the structural deficit. This second pillar is based on a solid conceptual 
argument: the part of the deficit that is cyclical will correct itself once the economy starts to grow again. Therefore, 
in order to stop public debt from entering a situation of unsustainable growth, efforts must be focused on adjusting 
the structural part of the deficit.

In practice, however, implementing this theory is no easy matter. In order to identify which part of the deficit will 
be structural and which part will be cyclical, it must first be determined what rate the economy might grow at once 
it comes out of its recession or, in other words, its potential growth rate. Unfortunately, economics is far from 
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being an exact science in this area. It therefore comes as no surprise that the IMF and EC disagree not only in their 
forecasts concerning the structural and cyclical components of the deficit but also in the historical trend (see the 
above graph).

Another element that has led to controversy is the fact that the deficit targets set by the EC do not explicitly include 
the fiscal effort a country must make. Fiscal effort is understood as the number of measures to increase taxes and 
reduce spending carried out by the country. This element is important in times of recession as the fiscal effort and 
ultimate reduction in the deficit usually differ: economic decline, be it cyclical or structural, reduces the effect the 
fiscal effort can have.

In a system where a level of fiscal effort is not explicitly determined, it’s not easy to determine whether failure to 
meet deficit targets is due to a greater economic decline that predicted or because the necessary measures were not 
adopted. As the process is not very transparent, the incentives to carry out adjustments with a high political cost 
are limited. Moreover, as the international community is aware of this, it tends to interpret failing to meet deficit 
targets as due to a lack of political will. The controversy this normally generates does not help to restore confidence 
among the different agents.

Moreover, as if this uncertainty were not enough, in its last Economic Outlook report the IMF questioned the 
speed with which adjustments have to be made in the public deficit, recommending that this should be slower. The 
reason: never has such a huge fiscal effort occurred, simultaneously, in so many countries. This, they argue, means 
that the negative effects of fiscal effort on economic growth have been greater than initially forecast and might 
actually be one of the main reasons for the European economy’s relapse 2012. 

The EC reacted promptly to this. In its autumn economic forecast it argued that the fundamental reason for this 
relapse has actually been the reappearance of financial tensions. As can be seen in the graph below, the drop in 

% of GDP

NOTE: �e di�erence between Ireland’s structural de�cit in 2010, –19.3, is o� the scale. 
SOURCES: IMF, EC and own calculations.
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growth prospects for 2012 occurred between the months of June and December 2011. During this period, among 
other things, it was announced that Greek debt would be written off and the European Banking Authority also 
carried out stress tests on banks, determining the public debt of the different countries likely to default, fuelling 
fears that what had happened in Greece would be repeated in other countries. Perhaps most importantly, while all 
this was happening, the outlook for the public deficit in 2012 remained almost unchanged. Within this context, it’s 
very unlikely that a change in the planned fiscal policy could have caused the European economy to suffer a relapse.

As time passes, the role that must be played by the public sector becomes more confused. The debate regarding 
compliance of deficit targets, generated by a system of setting targets that is difficult to verify, as well as discrepancies 
concerning the effects of fiscal consolidation on growth, seem difficult to resolve. In this respect, the creation of an 
independent fiscal agency, as established in the MOU for financial aid to Spain, will help make the process more 
transparent in the Spanish case. Once this agency has been set up, it will also help to evaluate, from a technical 
point of view, the pros and cons of the different measures that can be carried out. The path ahead is still long and 
will certainly lead to more questions but the few answers we have should be implemented as soon as possible.

THE EURO AREA’S ECONOMIC RELAPSE: FISCAL CONSOLIDATION OR A CRISIS OF CONFIDENCE?

GDP growth forecasts for 2012 Public de�cit forecasts for 2012
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The banking sector is gradually 
getting back to normal 

The sorting out the most vulnerable part 
of Spain’s banking sector is now entering 
its definitive stage. December will be  
a decisive month for the four banks 
supported by the Fund for Orderly Bank 
Restructuring (FROB), which make up 
the so-called Group 1. The European 
Commission must approve their 
restructuring and recapitalization or 
resolution plans, involving significant 
cutbacks in non-profitable activities and  
a reduction in risk. Once these plans have 
been approved, the institutions will start 
to receive aid totalling 37 billion euros 
from the European rescue funds via the 
FROB. This amount is lower than the 

capital requirements determined by the 
Oliver Wyman stress tests, given that the 
recapitalization plans include measures 
such as selling off assets and holders of 
hybrid instruments and subordinated 
debt absorbing losses, reducing the 
amount of state aid needed. 

For its part, on 14 November the 
government approved legislation to  
lay the legal foundations on which the 
Management Company of Assets from 
Bank Restructuring (Sareb) will be set up. 
The initial aim was for this institution to 
be fully operational by early December. 
However, Sareb must obtain at least 50% 
of its capital from private shareholders  
to start operations. Although several 
international investors have shown 

The nationalized banks  
will start to transfer  
their assets to Sareb  
in December.

Savings and financing

SOURCE: Bank of Spain.

SPANISH BANKS REDUCE THEIR DEPENDENCE ON THE EUROPEAN CENTRAL BANK
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interest in investing in this company, at 
the time of writing this report the sources 
of funding have yet to be finalized. 

Once Sareb is fully operational, Group 1 
banks will be able to start transferring 
their assets. Later on, the assets from the 
rest of the banks requiring state aid will 
also be transferred, in line with their 
recapitalization plans. Legally, the 
maximum size of Sareb is 90 billion 
euros, a capacity that is deemed large 
enough to hold the assets to be 
transferred. The most sensitive issue  
is still the transfer value. In this respect, 
the Bank of Spain estimates that the 
average discount on the gross book value 
will be 63% for repossessed assets and 
46% for loans. With these values, Sareb  
is expected to be a profitable company, 
with a return on equity, according to  
its business plan, of 14%-15% in the long 
term in a conservative scenario. However, 
many questions still remain regarding 
how Sareb will operate in the medium 

term, such as its asset management and  
the speed of sales.

As this bank restructuring process 
advances in an orderly manner, we can 
expect Spain’s financial institutions to 
once again be able to access financial 
markets. In fact, the first signs of this 
recovery have already been seen. On the 
one hand, dependence on funding from 
the European Central Bank (ECB) has 
fallen, down for the second consecutive 
month and standing at 341 billion euros 
net borrowing in October. This is a 
considerable reduction on the peak  
of 388 billion in August and represents 
38.6% of the ECB’s total net lending  
to the whole of the Eurosystem. On the 
other hand, non-resident deposits have 
increased for the first time in 14 months 
by around 5 billion euros, which seems 
to suggest that the sorting out of the 
Spanish banking sector is restoring 
confidence among international 
investors.

spanish banks reduce  
their dependence on the 
European Central Bank.

FiNaNCiNG OF NON-FiNaNCiaL sECtOrs (1)

September 2012

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

Private sector 2,053,834 –72,422 –3.8 71.5 
 Non-financial corporations 1,213,254 –42,042 –3.9 42.3 

  Resident credit institution loans (3) 792,700 –48,187 –5.9 27.6 

  Securities other than shares 69,985 4,988 9.5 2.4 

  External loans 350,568 1,157 –1.3 12.2 

 Households (4) 840,580 –30,380 –3.6 29.3 

  Housing loans (3) 647,782 –19,084 –3.3 22.6 

  Other (3) 189,974 –11,091 –4.7 6.6 

  External loans 2,824 –204 5.4 0.1 

General government (5) 817,424 80,956 13.7 28.5 

TOTAL 2,871,258 8,534 1.0 100.0 

NOTES: (1) Resident in Spain. 
(2) Year-on-year rates of change calculated as effective flow/stock at beginning of period.
(3) Include bank off-balance-sheet securitized loans.
(4) Include those non-profit institutions serving households.
(5) Total liabilities (consolidated). Liabilities among public administrations are deducted.
SOURCES: Bank of Spain and own calculations.
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For their part, resident private sector 
deposits rose by 6.65 billion euros in 
September, improving the year-on-year 
rate of change to –5.5%, from the figure 
of –6.6% in August. This increase can  
be explained by the withdrawal of limits 
on deposit returns. 

In spite of this better performance by 
deposits, the flow of credit to the private 
sector is still depressed, with a year-on-
year rate of change of –3.8%, while the 
non-performing loan rate has risen to 
10.7%. This fall in bank loans is affecting 
both firms and households, with drops  
of 3.9% and 3.6%, respectively.  

According to the bank loan survey for  
the third quarter, difficulties in accessing 
market funding are still affecting the 
capacity of banks to grant loans to  
non-financial firms. However, the main 
factor restricting credit is still the 
perceived risk and, in particular, the 
overall outlook for economic activity. 

Nevertheless, the fall in demand is  
the most significant factor behind this 
reduction in credit. The banks surveyed 
expect demand to continue weak over the 
next three months, given the deleveraging 
of households and non-financial firms, 
which will result in credit continuing  
to shrink in the private sector.

The restructuring process for Spain’s 
banks is coming to an end but there are 
still important aspects to resolve. Starting 
up Sareb is a key element in this process. 
Sorting out the sector should help 
significantly to restore sources of 
funding, which should ultimately boost 
the flow of credit for the real economy. 
Moreover, advances towards banking 
union at a European level, with the 
creation of a single supervisory 
mechanism, are also crucial for greater 
financial integration that guarantees 
access to credit under similar conditions 
throughout the countries of the euro 
area.

BaNK LiaBiLitiEs DuE tO COmPaNiEs aND HOusEHOLDs 

September 2012

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

On demand deposits 261,544 –8,167 –3.0 –610 –0.2 20.3 

Savings deposits 200,291 –2,658 –1.3 643 0.3 15.5 

Term deposits 657,901 –39,835 –5.7 –65,658 –9.1 51.0 

Deposits in foreign currency 17,081 –638 –3.6 –1,322 –7.2 1.3 

Total deposits 1,136,817 –51,298 –4.3 –66,948 –5.6 88.1 

Other liabilities (*) 154,202 –30,762 –16.6 –34,673 –18.4 11.9 

TOTAL 1,291,019 –82,060 –6.0 –101,621 –7.3 100.0 

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

the economic situation is 
pushing down bank credit.
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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 2.5 1.8
  Japan –0.7 1.7 0.9 –0.6 –0.6 2.7 3.4 0.2 0.6
  United Kingdom 0.7 –0.2 1.2 0.6 0.7 –0.1 –0.5 –0.1 0.0
  Euro area 1.5 –0.4 0.3 1.3 0.6 0.0 –0.4 –0.6 –0.4
    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 1.1 0.2 0.1 0.1 –0.2
 Consumer prices
  United States 3.1 2.1 1.9 3.8 3.3 2.8 1.9 1.7 2.2
  Japan –0.3 0.0 –0.1 0.2 –0.3 0.3 0.2 –0.3 –0.2
  United Kingdom 4.5 2.7 1.9 4.7 4.7 3.5 2.7 2.4 2.1
  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 1.9
    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 –1.8 –1.7 –0.2 –2.4 –1.3 –2.1 –2.0 –1.7
  Government consumption –0.5 –4.3 –9.2 –2.7 –1.1 –3.7 –2.9 –3.9 –6.7
  Gross fixed capital formation –5.3 –8.9 –4.8 –4.2 –6.0 –7.5 –9.2 –9.9 –8.9
    Machinery and capital equipment 2.5 –6.1 –1.7 3.4 –1.6 –5.5 –6.9 –7.3 –4.5
    Construction –9.0 –11.4 –6.6 –8.0 –8.6 –9.4 –11.5 –12.6 –12.3
  Domestic demand 
   (contribution to GDP growth) –1.9 –3.8 –3.8 –1.8 –3.1 –3.2 –3.8 –4.0 –4.1
  Exports of goods and services 7.7 4.0 9.3 7.6 5.8 2.4 2.9 4.3 6.5
  Imports of goods and services –0.8 –3.7 2.2 –1.2 –4.9 –5.8 –5.1 –3.5 –0.3
  Gross domestic product 0.4 –1.4 –1.5 0.6 0.0 –0.7 –1.4 –1.6 –2.0
 Other variables
  Employment –1.7 –4.4 –3.2 –1.6 –2.9 –3.7 –4.7 –4.6 –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 –2.7 0.7 –1.6 –1.4 –1.7 –3.2 –3.0 –2.8
  Current account balance (% GDP) –3.7 –2.3 0.5 –2.7 –2.8 –5.5 –1.0 –1.3 –1.3
  Net lending or net borrowing   
   rest of the world (% GDP) –3.4 –1.8 1.0 –2.4 –2.3 –5.3 –0.5 –0.7 –0.7
  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 1.95 2.42 2.03 2.02 1.81 1.62 1.69
  10-year German bonds 2.65 1.56 1.82 2.30 1.98 1.88 1.50 1.42 1.43
 Exchange rate
  $/Euro 1.39 1.28 1.30 1.41 1.35 1.31 1.28 1.25 1.28

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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