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Quarterly report
on the Spanish
economy

1. Overview

As the year 2002 unfolds, the prospects of a
pick-up in the world economy have firmed. Tes-
tifying to this are the data available for the Unit-
ed States, for the euro area as a whole and for
numerous Asian economies, including Japan.
The only notable exception is Latin America.
However, a lack of confidence and a climate of
uncertainty remain in place, associated mainly
with certain imbalances in the US economy and
with the media revelations questioning the sol-
vency of or accounting practices applied in cer-
tain corporations. This has prompted a forceful
stock market correction, which may jeopardise
recovery and restrict its intensity. Macroeco-
nomic policies, and monetary policy in particu-
lar, have generally remained expansionary. On
the foreign-exchange markets there has been
an extensive but orderly turnaround in the ex-
change rate of the US dollar, which has depre-
ciated notably against the main currencies. The
euro has appreciated by about 15% against the
dollar, placing the European currency at a level
more in keeping with its fundamentals. The rally
has contributed to easing the underlying infla-
tionary pressures in certain euro area econo-
mies.

Against this background, the Spanish econo-
my has maintained a sustained growth rate,
with no significant changes discernible in rela-
tion to the initial results released by INE (the
National Statistics Office) for 2002 Q1. Specifi-
cally, on the information currently available, and
drawing on the seasonally adjusted series, the
real year-on-year growth rate of GDP during Q2
is estimated to have been around 2%, un-
changed on the preceding quarter. In quarter-
on-quarter terms, the rate of increase was
0.4%, one-tenth of a point less than the previ-
ous quarter. The figures calculated on the basis
of the trend-cycle series – which are character-
ised, as is well known, by their greater stability
– confirm that the slowdown marking 2001 has
touched bottom at values of around 2%. That
places the Spanish economy in a favourable
starting position to progressively consolidate its
growth rate in the coming months, if the recov-
ery in the world economy takes root.

The contribution of net external demand to
real GDP growth was modest but positive in
Q2, although household spending (on con-
sumption and house purchases) has once more
been the most buoyant component of final de-
mand in the Spanish economy in this period,
coupled with the notable vigour of general gov-
ernment investment. Though less than last
year, the growth of real disposable income has
been a determining factor of household spend-
ing decisions. Yet, against a backdrop of partic-
ularly low interest rates, households have con-
tinued to resort intensely to debt to finance con-
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sumption and, in particular, house purchases.
Corporate debt levels have also grown recently,
although they seem to be stabilising, without
business investment actually taking off. On the
supply side, there are signs of an incipient re-
covery in industrial activity, and employment
growth is slowing. Lastly, although the rate of
increase of unit labour costs has fallen, price
differentials with the euro area remain high.

The expansionary policies pursued have
boosted US growth since the start of the year.
The indicators available for Q2 confirm this
process to be continuing, albeit with less vigour
than the previous quarter. The heavy fall on
stock markets, which stand below pre-Septem-
ber 11 levels, does not appear to have affected
household spending so far, although it might do
in the future. This aggregate (which is partly
sustained by rising house prices) and govern-
ment consumption are currently the most buoy-
ant elements of the US economy. Productivity
growth rates remain quite high but are particu-

larly based on the relatively unfavourable be-
haviour of employment, with no pick-up in cor-
porate investment perceptible yet. In this set-
ting, and given the absence of changes in the
inflationary picture, the Federal Reserve has re-
tained the low interest rates in place since last
December. The fact that the phase of economic
recovery has begun without the financial imbal-
ances of households and corporations being
remedied and with a growing external deficit is
a source of further factors of risk that might
jeopardise a consolidated recovery. In this re-
spect, and although it is difficult directly to link
both events, the recent depreciation of the dol-
lar may contribute to redressing the swollen
trade deficit.

Recovery in the euro area is following a differ-
ent course to that in the US economy. The mone-
tary policy stance remains expansionary and, al-
though fiscal policy has not been similarly geared
or on an equivalent footing to that of the United
States, there have been deviations from budget
targets in certain countries that have tended to
loosen public finances discipline in the area as a
whole. The growth of real GDP in Q1 (0.3%, both
in year-on-year and quarter-on-quarter terms)
has largely been underpinned by the contribution
of external demand, since internal expenditure
showed no signs of a clear recovery, despite the
fact that employment is proving more sustained
than in previous cyclical phases. The indicators
available for recent months point to a modest –
albeit somewhat less robust than expected – re-
covery in consumption and investment, in a con-
text of uncertain expectations and considerable
instability on stock markets.

The growth rate of consumer prices (HICP)
has tended to ease in the last two months fol-

Sources: ECB, INE and Banco de España.   
(a)   Non-centred annual rate of change calculated on the basis of 

the seasonally adjusted series.   
(b)   Non-centred annual rate of change calculated on the basis of 

the trend-cycle series.   
(c)   Quarter-on-quarter rates of change calculated on the basis of 

the seasonally adjusted series.
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lowing the rebound at the beginning of the year.
The HICP stood at 1.8% in June. The same fac-
tors that fuelled its rise, namely energy and
food prices, have now provided for its correc-
tion, though this has not yet covered the more
stable component of the index (services and
non-energy manufactured goods prices), whose
rate of increase has stabilised at slightly over
2.5%. The acceleration in unit labour costs in
Q1, as modest productivity growth combined
with relatively high wage settlements, might
hinder the slowdown in the inflation rate. That
said, relatively sluggish demand, the favourable
behaviour of prices on world markets and the
appreciation of the euro should contribute in
this respect.

In these circumstances, the ECB has kept
its benchmark interest rate unchanged since
last November at 3.25%. The growth of the ref-
erence monetary aggregate has tended to
quicken in the past two months. This accelera-
tion might, once again, be related to the insta-
bility of financial markets. The rate of increase
of lending to the private sector, meanwhile, has
stabilised at a level lower than that prevailing at
the start of the year. Overall, expectations of fu-
ture interest rate rises have tended to be de-
ferred and to be scaled back appreciably.

Developments in the Spanish economy
have, according to the information available for
the first six months of the year, been in step
with the expansionary monetary context charac-
terising the common monetary policy, but along
a stricter fiscal policy line. Overall, the behav-
iour of tax revenue is proving favourable, with
notable growth in indirect tax and, hereunder,
VAT. The growth rate of personal income tax
takings is expected to ease over the year as a
whole compared with 2001, in line with the be-
haviour of wage and capital income. On the ex-
penditure side, the biggest increases have been
in capital expenses and in social benefits. One
of the consequences of these results (the slow-
down in personal income tax and the increase
in social benefits) is that the contribution of gen-
eral government to sustaining household dis-
posable income is proving considerable.

As stated, the estimated year-on-year
growth rate of real GDP for 2002 Q2 is (at 2%,
in terms of the seasonally adjusted series) simi-
lar to that of the previous quarter. Notable in
this connection is the contribution of private
consumption and investment in construction (in
both its residential and civil engineering facets),
and a modest positive contribution of net exter-
nal demand. The growth rate of household con-
sumption might have slowed slightly during Q2,
while investment in construction remained nota-
bly robust. The rate of increase calculated for

national demand is slightly below that for Q1,
when a value of 2.1% was attained, since the
effect of stripping out the strong stockbuilding
included in the INE figures for the first three
months of the year must be added to the slack-
ness of investment in equipment.

The turnaround in the contribution of net ex-
ternal demand to real GDP growth has been the
result, on one hand, of a slight pick-up in the
rate of change of exports which, like imports, in
any event remain sluggish. The weakness of
the tourist industry, already discernible in the in-
dicators available for the opening months of the
year, appears to have worsened in Q2, al-
though its final impact differs appreciably both
with regard to the countries of origin (where the
fall-off in German and British tourism are promi-
nent) and to destinations.

One of the significant features of the Span-
ish economy’s current pattern of growth is the
private sector’s heavy resort to debt. Neither
the saving ratio nor the lending capacity of the
private sector have managed to recover, and
this has subsequently borne on the net borrow-
ing of the economy as a whole. Also indicative
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here are the estimates for net financial transac-
tions corresponding to 2002 Q1, where net
household financial saving can be seen to be
continuing to decline (in terms of its share in
GDP), while the result for net financial transac-
tions of the non-financial corporations sector
has stabilised at considerably high negative val-
ues. Recent data on lending confirm this diag-
nosis since, in Q1, the growth rate of financing
extended to households has recovered and,
hereunder, there has been a notable increase
in house-purchase credit.

Household debt levels are, it is true, similar
to those in other European economies and are
largely a result of economic agents adapting to
a more stable financial environment in which,
moreover, interest rates are currently particular-
ly low. But the consequences in the medium
term must be carefully considered, especially
as regards the risks arising from developments
in the housing sector.

In these circumstances, if recovery in the
Spanish economy is to take root as the im-
provement in the world economy is progressive-
ly confirmed, it must be underpinned by robust
exports, business investment and, by exten-
sion, industrial activity. Continuing buoyant
household spending based on well-founded ex-
pectations about future income will also be piv-
otal. The foundations for this are, in principle,
suitable.

The growth of employment in Q2 has
slowed, but is higher than in other similar cycli-
cal phases and is, therefore, playing a key role
in maintaining the economy’s growth rate.
Wage increases have moderated and, in combi-
nation with a slight pick-up in productivity, have
contained the rises in unit labour costs. Corpo-
rate profitability is high and debt ratios, which
had grown appreciably, are tending to stabilise;
a slight recovery in industrial activity and in
business confidence indicators is thus finally
discernible.

Set against these favourable developments,
the widening of the inflation gap with the euro
area countries during Q2 this year harbours a
warning about potential competitiveness prob-
lems which would ultimately restrict the pace of
recovery in the Spanish economy. The differen-
tial in terms of the 12-month growth rate of the
HICP was 1.6 percentage points in June and,
significantly, the related differentials for services
and non-energy industrial goods were 1.7 and
1.4 percentage points, respectively.

The fact that the increases in the growth rate
of prices should have occurred concurrently
with the containment of the growth rate of unit

Source: Banco de España.   
(a)   The series are averages of daily data.   
(b)   Includes bank loans extended by resident and non-resident 

credit institutions, fixed-income securities and financing through se-
curitisation funds.   

(c)  Includes deposits with agreed maturity, repos, bank securities, 
residents' cross-border deposits and shares in money-market funds.

(d)   Cumulative four-quarter data.
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labour costs is illustrative of the continuing rigid-
ity in the behaviour of certain markets. The wid-
ening of margins inferred from these results
(bigger price increases and a slowdown in unit
labour costs) is prominently concentrated, in
fact, in construction and market services, while
it is much more limited in manufacturing indus-
try which is where, in a competitive environ-
ment, employment creation has been lowest.

In sum, conditions are in place for the Span-
ish economy to resume, in the second half of

2002, a more dynamic path based on the fore-
seeable recovery in the external environment
and on the factors driving domestic spending,
including most notably the maintenance of em-
ployment creation. Nonetheless, the heightened
international uncertainty being channelled
through the financial markets may pose an ob-
stacle to the climate of confidence required. For
the recovery to be sustainable in the medium
term, private-sector debt must be contained and
continuous improvements in the economy’s
competitiveness achieved.
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2. The external environment
of the euro area

The pick-up in world economic growth con-
tinued during 2002 Q2, albeit at a moderate
rate and with a somewhat different geographi-
cal distribution than was perceptible at the start
of the year. The recovery is proving more ro-
bust in the United States and Asia, and less so
in Europe and Latin America. In most countries
growth was led by the favourable behaviour of
external demand, in particular US demand for
imports. At this initial stage of the cycle, that ap-
pears to highlight a certain dependence of
world economic growth on the behaviour of the
US economy.

Running counter to the relatively favourable
economic picture, the stock markets fell heavily
during the quarter. As a result, the recovery
seen from October to March was fully reversed,
and most US and European indices were at
their lowest levels for the past three or four
years. This behaviour has been associated with
the lack of confidence about the quality of ac-
counting information provided by companies,
further to the disclosure of numerous cases of
accounting irregularities and fraud, possibly
arising during the final years of the bull market.
The lack of confidence has heightened uncer-
tainty about the proper valuation of asset pric-
es, which appears to be at the root of the port-
folio switching during the quarter from equity
and low-rating corporate securities to safer as-
sets such as Treasury bonds and high-grade,
liquid corporate securities.

The dollar depreciated in a continuous but
orderly fashion against most currencies, with
the exception of those of the Latin-American
countries. The depreciation was 8% in effective
terms, 11% against the yen and 15% vis-à-vis
the euro, against which the dollar is at its low
for the past two years. Turning to the emerging
economies, political instability in various Latin
American countries combined with a slower-
than-expected recovery in growth in the region
as a whole has led to a highly differentiated and
clearly more negative performance by Latin
American financial markets as compared with
the other two emerging areas, namely Asia and
Eastern Europe.

In the United States, GDP in Q1 was revised
upwards to an annualised quarterly growth rate
of 6.1%. That placed the year-on-year rate at
1.7%, compared with 0.5% in 2001 Q4, high-
lighting the firmness of the recovery. In terms of
components, the growth rates of private and
government consumption (3.3% and 6.6%, re-
spectively, in annualised quarterly terms), the
moderation of the decline in gross capital for-
mation excluding stocks (0.8%) and, above all,
quickening stockbuilding, whose contribution to
GDP growth was 3.4 percentage points, were
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   Sources: Banco de España, national statistics and Eurostat.
   (a)   As a percentage of the labour force.
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Source: Banco de España.   
(a)   Three-month interbank market interest rate. Euro area: until 

December 1998, weighted average of the eleven euro-area coun-
tries; thereafter, three-month EURIBOR.   

(b)   Ten-year government bond yields. Euro area: until December 
1998, weighted average of the eleven euro-area countries.
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all notable. External demand continued to
shave a few decimals off growth (0.75 points),
albeit to a lesser extent than in previous quar-
ters. The moderate behaviour of prices was
also prominent: the GDP deflators posted year-
on-year growth rates of 1.2% (overall) and 1%
(consumption). The lack of inflationary pres-
sures is also apparent in the behaviour of con-
sumer prices, the 12-month growth rate of
which fell to 1.1% in June, with the underlying
inflation rate dropping to 2.3%.

The indicators for Q2 signal that the eco-
nomic recovery remains on track, although cer-
tain signs that the high growth rates recorded in
the opening months of the year are easing can
be seen. As regards the demand indicators,
mention may be made of the sound perform-
ance of the real estate sector, where new
house sales quickened and housing starts held
at positive growth rates against a background of
low mortgage interest rates and readily accessi-
ble mortgage refinancing facilities. Retail sales
trended unevenly, but it appears their growth
over the quarter as a whole may have even out-
paced that in Q1. On data to May, personal in-
come continued growing at around 3%, al-
though personal consumption appears to have
eased somewhat. All these developments sug-
gest moderate private consumption growth will
prevail during the quarter, at a less buoyant rate
than in Q1, against a backdrop of scant net em-
ployment creation and a stabilising of the unem-
ployment rate at a still-high level of around
5.9% of the labour force. As regards expecta-
tions, consumer confidence indicators remained
strong for most of the quarter, but the latest
data for June and, to a greater extent, July sug-
gest that the stock market deterioration and the
slackness of the labour market are exerting a
negative influence on consumer sentiment.

The prospects of an improvement in invest-
ment appear to be firming due, among other
factors, to the recovery in durable goods orders,
especially in the capital sectors, excluding de-
fence, and to the increase in the output of tech-
nological goods. There are also signs that the
inventory adjustment has virtually concluded in
many industries, that sales and earnings pros-
pects appear to have improved, that financing
costs are low and that productivity remains ro-
bust, even at the trough of the cycle. And inso-
far as this is the case, the foundations for a
gradual recovery in investment in the coming
months may be expected to firm. Set against
this favourable scenario, the main factor of risk
and uncertainty is the downward trend of stock
markets which, were it to worsen, might hamper
the financing of corporations and affect earn-
ings and economic growth expectations. With
regard to the external sector, the current-ac-

Sources: National statistics and JP Morgan.   
(a)   Argentina, Brazil, Chile, Mexico, Colombia, Venezuela, Peru.
(b)   Malaysia, Korea, Indonesia, Thailand, Hong Kong, Singapore 

and Taiwan.   
(c)   Latvia, Lithuania, Estonia, Czech Republic, Hungary, Poland, 

Slovenia and Slovakia.   
(d)   Differentials according to JP Morgan’s EMBI+ index. Russia is 

included among the EU candidate countries.
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count deficit widened in Q1 to 4.3% of GDP,
from 3.9% in 2001 Q4, while the trade deficit in-
creased once again in April at a monthly rate of
10.4%, owing to the significantly stronger
growth of imports (4.7% in monthly terms) com-
pared with exports (2.2%).

On the supply side, the indicators have gen-
erally performed favourably. Industrial output
grew during Q2 at slightly more moderate
(though still clearly positive) rates than in Q1,
and the purchasing managers’ indices appear
to augur a robust pick-up in activity in the com-
ing months. In sum, the expected pattern of re-
covery, characterised by moderate consump-
tion and a progressive rise in investment, has
not altered this quarter. Undoubtedly, though,
deteriorating financial markets pose a downside
risk. Against this background, the Federal Re-
serve has kept its federal funds target rate un-
changed at 1.75%, while market expectations of
a rise in interest rates in the United States have
been put back to next year.

In Japan, following three quarters of continu-
ous decline, GDP posted a quarter-on-quarter
increase of 1.4% in Q1. This rise in output ap-
pears to confirm the end of the recession in the
technical sense of the term. In any event, the
recovery is but at an incipient stage and its firm-
ness to be confirmed in the coming months.
GDP grew thanks to the recovery in exports
(6% in quarterly terms) and to the moderately
favourable behaviour of private consumption
(1.2%), in contrast to the decline in private resi-
dential and non-residential investment. From
the standpoint of prices, the fresh year-on-year
fall in the GDP deflator (0.9%) is notable, al-
though the negative trend has eased in relation
to previous quarters.

The indicators for Q2 released to date ap-
pear to point to a progressive pick-up in activity
judging by the leading and composite indica-
tors, due essentially to the notable increase in
exports. On the supply side, industrial produc-
tion quickened, the degree of capacity utilisa-
tion increased in manufacturing, industrial or-
ders levels recovered and, generally, the busi-
ness climate appears to have improved some-
what if regard is had to the Tankan survey. The
recovery is, however, running at two speeds
and is underpinned by the foreign sector and by
the major manufacturing companies, while the
indicators of consumer demand (household
spending and retail sales, in particular) do not
show a comparable improvement but a still-
sluggish and irregular rate of activity in most
cases. Further, in April and May, there were de-
clines in employment and the unemployment
rate continued rising to 5.4% in May. In this set-
ting, the appreciation of the yen against the dol-

lar is taking place at a delicate moment for the
incipient recovery of growth in Japan. Indeed,
this prompted statements by the Japanese
monetary authorities and their intervention on
the foreign exchange market early in the quar-
ter. As regards monetary policy, the Japanese
central bank did not alter its interest rates al-
though, unlike in Q1, it pursued a policy restrict-
ing the supply of liquidity. As a result, the
growth of the money supply slowed to 3.4%
year-on-year in June, from 3.7% in April. The
Japanese stock market benefited from the im-
provement in growth expectations and man-
aged to close the quarter with minimal losses,
in contrast to developments on other global
stock markets. Reflecting this performance was
the bond market, where yields trended upwards
at the start of the quarter, in parallel with a de-
gree of portfolio switching towards equities.
However, this trend appears to have been re-
versed over the past month, with yields falling
once again towards levels of 1.3%.

In the United Kingdom, the GDP growth rate
moderated in Q1 from 1.5% to 1.1% year-on-
year, due essentially to the fall in investment
and in external demand and, on the supply
side, in industrial output. In Q2, however, the
economic indicators point to a recovery in in-
dustry and in exports, mainly as a result of in-
creased demand from the United States. And,
at the same time, domestic demand remains
vigorous, whereby GDP growth is expected to
rebound strongly. The unemployment rate has
been stable at 5.1%, while wage growth held at
around 3% year-on-year. The 12-month growth
rate of inflation dipped to 1.8% in May, its low-
est level since 1975. As a result, the Bank of
England has kept its official interest rates at
4%, despite the constant rise in house prices,
which are running at a rate of 20% on a year
earlier.

In Asia, the recovery in exports and industri-
al output made for strong growth during Q1.
And, according to the indicators released, this
has continued into Q2. The exchange rates of
the currencies of Korea, Thailand, Indonesia
and Singapore appreciated notably against the
dollar during the quarter, while China, Hong
Kong and Malaysia, which are pegged to the
dollar, have improved their competitive position
following the depreciation of the US currency.

In the central and eastern European coun-
tries, growth in Q1 moderated owing to the lack
of buoyancy of external demand, although do-
mestic demand continued to show signs of ro-
bustness. These trends appear to have contin-
ued into Q2, except in the case of Poland,
where industrial output remains weak and the
high level of real interest rates appears to con-
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strain the prospects of a significant pick-up in
the near future. The inflation rate has continued
falling in most of these countries. This has been
the particular case of the Czech Republic,
whose year-on-year rate stood at 1.2% in June,
owing to the appreciation of the koruna, and of
Poland, whose rate was 1.9% in May due to
weak growth and falling food and energy prices.
In Turkey, despite the improvement in econom-
ic indicators and compliance with the IMF pro-
gramme, the government crisis has adversely
affected market confidence.

After a bright start to the year in Latin Ameri-
ca, in which the main economies had been rela-
tively unaffected by the Argentine crisis, the situa-
tion worsened during Q2. On one hand, recovery
in the economies of the region is proving slower
and less dynamic than expected. On the other,
various difficulties, in particular the political situa-
tion, have dominated events and weighed heavily
on countries’ expectations by interacting unfa-
vourably with the vulnerabilities inherent in their
economies. The upshot of these negative expec-
tations has been a widespread deterioration in fi-
nancial indicators, markedly so in Brazil, Uruguay
and Venezuela, which have seen their credit rat-
ings downgraded by the main agencies. At the
other end of the scale, in those countries with in-
vestment grades (Chile and Mexico) and in Co-
lombia, the deterioration has been more limited.
In any event, the greater degree of risk aversion
on international financial markets, which have be-
come highly sensitive to the prolongation of the
crisis in Argentina and to other global factors, has
borne negatively on the region as a whole.

Argentina has admittedly seen some head-
way in setting a new economic programme in
place. But essential aspects remain unresolved,
including most notably the plans to restructure
the financial system or the definition of a mone-
tary programme that will allow inflation expecta-
tions to be anchored. The exchange rate man-
aged to stabilise at around 3.60-3.70 pesos per
dollar towards the end of the quarter, and the
impact on inflation (which stood at a 12-month
rate of 28% in June) has so far been limited.
The GDP data for Q1 showed that the pace at
which activity has been deteriorating has
stepped up (-16.3% year-on-year), although
possible signs that the depression may have
touched bottom are discernible. Brazil, where
expectations improved substantially in Q1, has
been affected by the increase in political uncer-
tainty. Although public-sector borrowing require-
ments have been covered for this year, the size
of public debt and, above all, its structure,
which is highly sensitive to changes in the real’s
exchange rate and in short-term interest rates,
are a source of potential vulnerability in a region
alerted by the Argentine crisis. On the econom-
ic front, the indicators show a gradual though
slower-than-expected recovery in activity, which
is being held back by the slackness of domestic
demand. The economic indicators in Mexico
show a progressive pick-up in activity thanks to
favourable developments in the US economy.
In Chile the monetary authorities, faced with the
relative flatness of economic growth (1.5% in
Q1 on a year earlier), have cut official rates to
3.75%, using the margin for manoeuvre provid-
ed by the moderate inflation rate.
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3. The euro area and the
monetary policy of the
European Central Bank

The information available on economic de-
velopments in the euro area in Q2 confirms the
prolongation of the recovery in activity seen
since the start of the year. However, activity is
proving less robust than initially expected since
internal demand has not yet gathered sustained
pace. The current setting is characterised by
the absence of significant macroeconomic im-
balances, continuing favourable financial condi-
tions and the gradual strengthening of activity in
the rest of the world. The factors needed for a
progressive pick-up in growth rates are thus in
place. Moreover, the appreciation of the euro
may galvanise private consumption in the short
term insofar as household real disposable in-
come improves. Nonetheless, two factors may
slow the pace of recovery: the fall on stock mar-
kets, through the impact on household wealth
and the greater difficulties corporations face in
financing their investment projects, and the ef-
fect of the appreciation of the euro on the ex-
port sector. Lastly, the difficulties of certain
Member States in meeting the fiscal commit-
ments they entered into pose a challenge for
the effectiveness of the economic policy co-or-
dination and multilateral surveillance mecha-
nisms.

3.1. Economic developments

According to the second National Accounts
estimate for the area, GDP grew by 0.3% in
quarter-on-quarter terms in Q1, compared with
a decline on the same scale in the final quarter
of 2001 (see Chart 8). In year-on-year terms,
the rate was also 0.3%, one-tenth of a percent-
age point down on the previous quarter. The
pick-up in output in relation to the preceding
quarter was due to the behaviour of the external
sector, whose contribution to growth was half a
percentage point, after a zero contribution in
2001 Q4. This change in the contribution of ex-
ternal demand to GDP growth was due to the
notable improvement in exports, since the rate
of decline of imports slackened. Internal de-
mand (excluding stocks) contributed only one-
tenth of a point to output growth, as was the
case the previous quarter. Private consumption
remained flat at the level of the closing three
months in 2001, while the decline in gross fixed
capital formation slowed. Finally, the inventory
run-down continued, whereby the contribution
of stocks to economic growth remained nega-
tive (three-tenths of a point).

The National Accounts figures for euro
members in Q1 reveal that, among the eight
countries for which data are available, only Fin-
land continued to show a negative quarter-on-
quarter growth rate, while this had been the
case in seven Member States in 2001 Q4. The
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four biggest euro area economies accelerated
clearly, although growth was more robust in
Spain and France, with rates of 0.5% and 0.4%,
respectively, than in Germany and Italy, where
output expanded by 0.2% (see the middle panel
of Chart 8). The biggest difference between
both groups of countries is the differing buoyan-
cy of internal demand. Whereas in France and
Spain consumption and gross fixed capital for-
mation posted positive growth rates, these two
aggregates contracted in Italy and Germany.
Further, the improvement in exports in Q1 in the
euro area was not across the board. Whereas
sales abroad were very buoyant in Germany
and France, negative quarter-on-quarter rates
were recorded in Italy and Spain in this connec-
tion.

Notable across the branches of production
was the strong recovery in value added in in-
dustry which, after falling by 1.6% in 2001 Q4,
increased by 0.8% in the first three months of
this year. That is consistent with the rebound in
exports, given the greater proportion of tradable
goods in this sector. Value added in the servic-
es sector grew by 0.3% in 2002 Q1, a rate
somewhat down on the average recorded last
year.

As regards Q2, the supply-side indicators
available point to an additional strengthening of
activity, as a result of which a growth rate simi-
lar to or somewhat higher than that of Q1 may
have been attained. In particular, the indicator
drawing on the European Commission’s month-
ly business confidence survey has held at
slightly more favourable levels throughout Q2
than those recorded at the end of Q1, standing
at around pre-September 11 volumes. In con-
trast, the manufacturing purchasing managers’
index has improved unequivocally in compari-
son with these reference periods. However, the
improvement in the related indicator for the
services sector has been more moderate. Final-
ly, despite trending somewhat erratically in the
March-April period, the industrial production in-
dex has been on a rising trend since the begin-
ning of the year to May (see the upper panel of
Chart 9).

In the case of the internal demand indica-
tors, the signs of improvement are less con-
clusive. In particular, the consumption indica-
tors do not show an across-the-board in-
crease. Whereas the consumer confidence
indicator improved slightly in Q2, the retail
trade index deteriorated further (see the low-
er panel of Chart 9). Retail sales worsened in
April, while the rate of decline of new car reg-
istrations has been slackening in the March-
June period. Turning to the demand for capi-
tal goods, the results in April of the European
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Commission’s half-yearly investment survey
reveal a decline in 2002 in real spending on
this demand component, the scale of which is
greater than was expected in November
2001. As to the foreseeable trend of invento-
ries, the proportion of respondents who con-
sidered their stocks to be above the desired
level fell in Q2 according to the results of the
related question of the business confidence
survey. Finally, as regards external demand,
export indicators have improved once more in
Q2, as the middle panel of Chart 9 shows.

The strengthening in the rate of increase
of GDP signalled by the indicators of activity
might be based, on the demand side, on the
extra momentum in exports and, probably, in
investment, and in the petering out of the in-
ventory run-down, while private consumption
is likely to sustain a weak rate of increase in
line with the course of its determinants. Of
these determinants, it is estimated that real
disposable income is running at a less in-
tense growth rate than in 2001, given lower
employment creation and the absence of tax
cuts, although the current appreciation of the
euro, should it hold, might partially moderate
the foreseeable slowdown in real disposable
income. The heavy decline in stock prices
throughout Q2 might have a negative effect
on household spending decisions via the loss
of value of their financial wealth. As analysed
in Box 1, the pattern of the recovery does not
differ substantially from that seen in similar
cyclical episodes.

With respect to the euro area labour market,
employment growth in Q1 was 0.2% according
to ECB estimates, slightly down on the rate for
the second half of 2001. Consequently, the
year-on-year rate stood at 0.8%, its lowest val-
ue since 1997. The slowdown in the pace of
employment generation has been accompanied
by a slight rise in the unemployment rate which,
in May, stood at 8.2% of the labour force, two-
tenths of a point above the end-2001 level.
However, as Box 2 shows, the employment in-
dicators drawing on surveys have improved re-
cently.

Consumer prices in the euro area were
marked in Q2 by a notable easing off of the
rate of increase of the harmonised index of
consumer prices (HICP), which dipped from
2.5% in March to 1.8% in June (see Chart
10). However, this decline has essentially
been due to the behaviour of the more vola-
tile components (fresh food and energy),
whose rate of increase has moderated nota-
bly in the April-June period, while the prices
of the other groups of goods have shown
considerable downward stickiness. The rate

Sources: Eurostat and European Commission.   
(a)   Non-centred annual percentage changes calculated on the 

basis of the quarterly moving average of the seasonally adjusted se-
ries.
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of increase of the indicator covering the pric-
es of services and non-energy goods thus
held stable at 2.6% in the period from Janu-
ary to June. In particular, services inflation,
which stood at 3.2% in June, is a cause for
concern in the euro area since the persist-
ence of such a high rate of increase for these
prices is occurring against a background of
weak internal demand. Nonetheless, this in-
flationary behaviour may still be capturing the
delayed effects of a high number of recent
shocks, relating to oil prices, the sharp depre-
ciation of the euro, food crises and the intro-
duction of euro notes and coins. But these ef-
fects should gradually diminish. Country by
country, six Member States have an inflation
rate of over 2%, the upper boundary of the
reference interval in the price stability defini-
tion adopted by the ECB, while the gap be-
tween the rates of the two most and least in-
flationary countries (Ireland and Germany, re-
spectively) currently stands at 3.8 percentage
points, i.e. four-tenths of a point above the
March figure. The 12-month growth rate of
the producer price index fell by 1% in May, a
similar rate of decline to that seen since last
autumn. In terms of its different components,
the positive growth rates of consumer goods
prices continued to moderate (as has been
the case since early 2001), while the decline
in intermediate goods producer prices tended
to slow in April and May.

It is worth examining to what extent the ap-
preciation of the euro may change the inflation
outlook. In principle, a rise in the euro against
the dollar helps relieve inflationary pressures in-
sofar as the pass-through to oil import and oth-
er commodity prices is swift and very high. In
this respect, the depreciation of the dollar has
lowered the national-currency price of oil, which
has trended throughout Q2 at around $25 per
barrel. Although in nominal effective terms the
appreciation of the euro has been more limited,
in the coming months it will foreseeably begin to
feed through to the import prices of other
goods. However, along with this positive factor,
the course of domestic costs raises doubts
about the price outlook. The growth rate of unit
labour costs rose by half a percentage point in
Q1 to 3.9%, as a result of both employee com-
pensation holding at a high rate of increase
and, above all, the decline in labour productivi-
ty. The GDP deflator grew by 2.3% in Q1, two-
tenths of a point less than the previous quarter,
whereupon the acceleration in unit labour costs
has entailed a slowdown in margins (see
Chart 10).

The euro area current-account deficit nar-
rowed in the first four months of 2002 to €1.5
billion, compared with €17.2 billion in the same

   Sources: Eurostat and ECB
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BOX 1

Patterns of cyclical recovery in the euro area

The latest Eurostat data confirm that economic ac-
tivity in the euro area began to pick up in the opening
months of the current year after reaching a trough in
2001 Q4. In order to evaluate the prospects of recov-
ery, it is worth comparing recent developments in GDP
and its main components with those observed in previ-
ous cyclical episodes.

The accompanying charts show the three main cy-
clical episodes in the euro area during the nineties,
which have been identified by approximating the GDP
cycle in terms of its quarter-on-quarter growth rates
based on deviations from its long-term trend1. The
same procedure has been applied to the main compo-
nents of output. The chart in the upper panel shows
GDP one year before and after reaching its cyclical
trough, while the other charts depict the deviations by
each component from its trend growth in the same peri-
ods, allowing their contribution to the slowdown in out-
put and to its recovery to be analysed.

Although the intensity of the slowdown differs in the
cyclical episodes analysed, a common feature to all is
the fact that output resumes its trend growth fairly quick-
ly, two quarters after the related trough. The contribution
of economic variables to the cycle has been different in
each case. In 1992 and 1993, the slowdown was particu-
larly marked owing to the decline in internal demand, in
particular in gross fixed capital formation. The main de-
terminant of the cyclical slowdown in 1998 was the fall-
off in exports, the result of the crisis of the Asian emerg-
ing economies and of the financial instability in Russia,
while internal demand held relatively stable.

In its deceleration phase, the current cycle shared
certain features with the two aforementioned episodes,
as it was characterised by a fairly sharp fall in exports,
as in 1998, and by a contraction in internal demand
which, in the case of private consumption, was similar to
that observed in 1992-1993. The reduction in exports
was the natural consequence of the international origin
of this period of slowing activity and declining world
trade, whereas the deterioration in consumer and busi-
ness confidence and higher energy prices accounted, in
part, for the slowdown in internal demand. In any event,
the combined effect of these factors led to a more mod-
erate slowdown in GDP than in the 1993 recession.
Moreover, the contribution of the change in stocks to out-
put showed a run-down process similar, but more
lagged, to that of 1993. Finally, imports also slowed no-
tably, in line with the moderation of final demand.

Regarding the current phase of recovery, exports
have begun to improve ahead of the cyclical trough, as
was the case in 1993. Gross fixed capital formation has
also embarked on a mild but sustained path of recov-
ery, leading that of output, and appears to have firmed
in 2002 Q1. However, it seems it is construction rather
than investment in capital goods that is driving this re-
covery. As regards private consumption, there are no
signs of a clear path of recovery for the moment. That
said, as occurred in the early nineties, this component
may be lagging the other variables slightly. Finally, the
run-down of stocks has already begun to be corrected
in the opening months of 2002, albeit while still sub-
tracting from output growth.

Sources: EUROSTAT, ECB and Banco de España.
(a)   Estimated by the HP filter applied to the trend-cycle compo-

nent. The four quarters before and after the turning point are depicted.
(b)   Contribution to GDP growth.
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(1) Specifically, the Hodrick-Prescott filter has been ap-
plied drawing on the trend-cycle component, extracted by
means of the TRAMO-SEATS procedure. See Kaiser, R. and
Maravall A. (1999), Short-Term and Long-Term Trends, Sea-
sonal Adjustment, and the Business Cycle, Working Paper no.
9918, Servicio de Estudios, Banco de España.
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period of 2001. Behind this improvement is the
better performance of exports and the improved
terms of trade, which have contributed to in-
creasing the surplus on the merchandise bal-
ance. In respect of the financial account, cumu-
lative net outflows of direct and portfolio invest-
ment fell in the first four months of the year to
€35.2 billion, against €97.5 billion in the same
period in 2001, as a result of the reduction in
euro area residents’ foreign direct and portfolio
investment.

In the fiscal policy sphere, the authorities
of several Member States that have not yet
achieved a balanced budget have recently re-
leased information that suggests a more un-
favourable fiscal position than initially envis-
aged. The Portuguese government acknowl-
edged that its general government deficit ex-
ceeded 3% of GDP in 2001, which will trigger
the application by the European Commission
of the excessive deficit procedure. At the
same time, the Portuguese authorities have
adopted a set of budgetary measures to pre-
vent this limit being breached during the
present year. In France, in late June, the new
government submitted the results of a public
finance audit and, shortly after, tabled draft
legislation revising the State budget for the
year 2002, which includes a 5% cut in per-

sonal income tax contributions. As a result,
the initial general government deficit target
for 2002 (1.4% of GDP) has been revised to
2.6% of GDP (see Table 1). Finally, the Ital-
ian deficit may reach 2.2% of GDP in 2001
after having been revised upwards by 0.6
percentage points further to the Eurostat res-
olution in early July concerning the method of
recording various operations transacted re-
cently in several countries. In particular, the
resolution addresses the correct form of re-
cording certain asset securitisation opera-
tions conducted in 2001 by the Italian govern-
ment. Furthermore, the Italian authorities an-
nounced at the start of June that public fi-
nances would not reach a position close to a
balanced budget until 2004, one year later
than initially scheduled.

In this respect, the recommendations of
the 2002 Broad Economic Policy Guidelines
(formally adopted by the ECOFIN after the
Seville European Council) reiterate the need,
in 2004, for all Member States to have at-
tained a close-to-balance or in-surplus posi-
tion. The visibility of this commitment advises
making every possible effort to meet the com-
mitment on schedule, so as to reinforce the
credibility of the fiscal discipline mechanisms
in place in the area.

1998 1999 2000 2001 2002 (b) 2002 (c)

Belgium -0.8       -0.6       0.1        0.0        0.0        -0.2       
Germany -2.2       -1.6       -1.3        -2.7        -2.0        -2.8       
Greece -3.1       -1.8       -0.8        -0.4        0.8        0.3       
Spain -2.6       -1.1       -0.4        0.0        0.0        -0.2       
France -2.7       -1.6       -1.4        -1.5        -1.4        -2.0       
Ireland 2.3       2.3       4.5        1.7        0.7        0.4       
Italy -2.8       -1.8       -1.7        -1.4        -0.5        -1.3       
Luxembourg 3.5       3.7       5.7        5.0        2.8        2.0       
Netherlands -0.8       0.4       1.5        0.2        1.0        0.0       
Austria -2.4       -2.2       -1.5        0.1        0.0        -0.1       
Portugal -2.4       -2.1       -1.9        -2.7        -1.8        -2.6       
Finland 1.3       1.9       7.0        4.9        2.6        3.3       

MEMORANDUM ITEMS:

Euro area
Primary balance 2.6       3.0       3.3        2.6        2.7        2.3       
Total balance -2.2       -1.3       -0.8        -1.3        -0.9        -1.5       
Public debt 73.7       72.6       70.2        69.1        67.2        68.6       

   Sources: European Commission, national stability programmes and Banco de España.
   (a)   As a percentage of GDP. Proceeds from the sale of UMTS licences not included. Deficit (-) / surplus (+).
   (b)   Targets in the stability programmes presented between November and December 2001.
   (c)   European Commission projections (spring 2002).

   General government budget balances of euro area countries (a)

TABLE 1

% of GDP
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BOX 2

Employment prospects in the euro area

Achieving a sustained recovery in the euro area de-
pends on the reactivation of internal demand and, in
particular, given its relative significance, of private con-
sumption. The behaviour of this variable largely re-
sponds to developments in the labour market. This is
because employment is a fundamental determinant of
disposable income and, moreover, consumer confi-
dence is highly sensitive to changes in unemployment.

The lag with which National Accounts employment
data in the euro area are released conditions their use
for short-term economic analysis. Specifically, at the
time of this bulletin going to press, the latest employ-
ment figure for the area was for 2001 Q4, although an
ECB estimate for 2002 Q1 calculated on the basis of
data from certain countries is available. The information
on the unemployment rate is released with much less of
a lag, though its use for drawing conclusions on employ-
ment is conditioned by its dependence on the behaviour
of the labour force.

In analysing the labour market situation, and to com-
pensate for the lag in the release of the official employ-
ment data, information from surveys is used. In particu-
lar, the European Commission (EC) and Reuters sur-
veys provide indicators that are highly correlated with
actual employment and unemployment developments.
The EC survey furnishes monthly indicators of short-
term employment prospects in manufacturing, construc-
tion and services, of recent employment developments
in services and of consumer expectations about unem-
ployment over the next 12 months. Reuters publishes in-
dicators on the direction of changes in employment for
the current month compared with the previous one in in-
dustry and in services, along with a composite index of
both. In addition, Reuters provides predictions of the lev-
el of the unemployment rate over the next seven quar-
ters. Currently, information from both sources to June
2002 is available. This offers an up-to-date, though pre-
liminary, evaluation of the labour market situation.

As the accompanying chart shows, employment
prospects in the euro area as reflected in these surveys
have been recovering in the first half of 2002 from their
trough at the end of last year. The EC and Reuters sur-
vey results on employment in the manufacturing sector
show a turnaround in 2002 Q1 which is particularly no-
ticeable given the close link between the survey turning
points and those for total employment in the euro area.
In the construction industry, the indicators signal a halt
in the slowdown in employment and, in services, indica-
tors of the current situation have shown a slight im-
provement since end-2001, which has been most
marked in the case of expectations.

As regards the unemployment indicators, prospects
as stated by consumers in the EC survey (which are
closely related to actual movements in unemployment)
show a turning point in 2001 Q4 (see the lower panel of
the accompanying chart). Further, these variables can
be seen to be highly correlated with private consump-
tion. Consequently, in line with the gradual improvement
in economic activity initiated at the start of the year, em-
ployment will foreseeably pick up slightly in mid-2002,
thereby boosting private consumption and economic ex-
pansion. On this occasion, it also seems that the pattern
seen in previous cyclical phases is holding; namely, that
labour market variables only react with a lag to cyclical
changes, as the result of an incomplete adjustment of
this production factor in the short term.
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3.2. Monetary and financial developments

The monetary policy decision-making con-
text has been marked by high uncertainty
over the inflation outlook. This is because, on
one hand, certain doubts remain over the in-
tensity of the economic recovery and it is to
be expected that the appreciation of the euro
will alleviate price pressures. Meantime, on
the other hand, the downward stickiness of
services prices and the behaviour of labour
costs are causes for concern. Against this
background, the ECB Governing Council has
decided to keep its official interest rates un-
changed. The minimum bid rate on the main
refinancing operations has thus held at the
level of 3.25% set on November 8 last year.
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As Chart 12 shows, there were two clearly
differentiated phases in the money market
yield curve during the quarter. Until end-May,
the yield curve shifted upwards, possibly as a
result of the worsening price outlook. Howev-
er, thereafter yields began to decline, further
to the progressive reduction in expectations
of future official rate increases (see lower
panel of Chart 11). Undoubtedly, this process
has been linked to the appreciation of the
euro, insofar as the exchange rate is contrib-
uting to easing inflationary pressures in the
area by reducing the generosity of monetary
and financial conditions.

In the debt markets, yields have fallen at all
maturities since mid-May. There was a reduc-
tion of approximately 30 basis points, to below
5.1%, in 10-year bond yields. The decline in the

yield on US government debt was sharper,
whereby the differential with the euro area
(which was negative of the order of five basis
points in mid-May) has widened to around 30
basis points.

The interest rates applied by euro area credit
institutions to transactions with customers re-
mained until May on the rising trend initiated
around the start of the year, in step with the
trend of money market rates until last month
(see the lower panel of Chart 13). The interest
rates on credit to corporations at over one year
and on house-purchase credit stood at around
20 and 30 basis points, respectively, above their
levels at end-2001, while the increase during the
same period of the return on deposits with an
agreed maturity of less than two years was 14
basis points. In Spain, the increases in credit in-

Sources: ECB and Banco de España.
(a)   Annual percentage change.
(b)   Monthly averages.
(c)   Monthly average to 16 April 2002.
(d)  Cumulative percentage change during the year. End-of-month data. Latest month: 15 April for the EURO STOXX and 16 April for the Madrid 

Stock Exchange.

1999 2000

DEC DEC NOV DEC JAN FEB MAR APR (c)

MONETARY VARIABLES (a):

EURO AREA
M3 5.8    4.1    7.9    8.1    7.9    7.4    7.3    
M1 10.7    5.3    5.9    5.4    6.4    6.0    5.8    
Credit to private sector 10.3    10.1    6.9    6.8    6.3    6.0    5.4    

SPAIN
Cash and cash equivalents 12.7    4.4    5.9    6.8    6.4    7.6    9.7    
Other bank liabilities 3.9    19.6    11.0    8.4    7.0    7.1    6.8    
Mutual funds -21.9    -27.1    23.3    26.2    29.0    28.5    30.1    
Financing to the private sector 19.5    18.9    15.6    15.1    14.8    15.0    15.5    

FINANCIAL MARKETS (b):

EONIA 3.04  4.83  3.51  3.36  3.29  3.28  3.26  3.28  
Three-month EURIBOR 3.44  4.94  3.39  3.35  3.34  3.36  3.39  3.41  
Public debt

Euro-area ten-year bond yields 5.32  5.07  4.67  4.96  5.02  5.07  5.32  5.31  
US-euro area ten-year bond spread 1.04  0.25  -0.02  0.16  0.05  -0.09  0.02  0.04  
Spain-Germany ten-year bond spread 0.22  0.31  0.31  0.23  0.19  0.19  0.18  0.17  

Spanish bank interest rates
Synthetic deposit rate 1.98  3.02  2.31  2.22  2.22  2.25  2.25  
Synthetic lending rate 5.03  6.35  5.11  4.86  4.88  4.85  4.88  

USD/EUR exchange rate 1.011 0.897 0.888 0.892 0.883 0.870 0.876 0.882
Equities (d)

Dow Jones EURO STOXX Broad Index 39.5    -5.9    -22.3    -19.7    -2.2    -3.2    1.6    -0.1    
Madrid Stock Exchange General Index 16.2    -12.7    -6.4    -6.4    -2.6    -1.3    0.6    2.3    

2001 2002

Monetary and financial situation in the euro area and Spain

TABLE 2

%
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stitutions’ synthetic rates from December 2001 to
May 2002 were similar (see Table 2).

Euro area stock market indices, which had
moved in a relatively narrow range between De-
cember 2001 and the end of May, embarked
thereafter on a very sharp fall, in line with the
main international bourses. The broad Dow-
Jones Euro Stoxx index and the Madrid Gener-
al Stock Exchange index have in 2002, to the
time of this Bulletin going to press, posted ap-
proximate declines in excess of 25% and 20%,
respectively, and now stand at similar levels to
those observed in the wake of the September
11 terrorist attacks. Among the likely causes for
this is the loss of confidence by market partici-
pants in the reliability of corporations’ account-
ing information, following the spate of financial
scandals in the United States.

On the foreign exchange market, the euro
has risen during this period against the US cur-
rency (by around 16%, momentarily breaching
parity with the dollar) and, to a lesser extent,
against most of the currencies of the euro ar-
ea’s main trading partners. The nominal effec-
tive exchange rate of the euro has appreciated
by more than 6% since end-April.

The M3 monetary aggregate held at a rel-
atively high growth rate in Q2, posting a year-
on-year rate of 7.1% in June (see Table 2
and Chart 13). The average year-on-year
growth in the April-June period was 7.4%, a
very similar figure to that recorded in Q1.
This expansion in the aggregate perhaps re-
flects portfolio shifts by agents towards short-
term liquid assets, as a result of the two
bouts of instability on the financial markets in
autumn 2001 and in spring 2002. The exist-
ence of this substantial liquidity does not nec-
essarily entail inflationary risks in the medium
term, inasmuch as it primarily reflects portfo-
lio decisions unrelated to agents’ spending
plans. The narrow aggregate, M1, which had
been slowing in Q1, rebounded in Q2 to a
year-on-year rate of almost 7% in June.

With regard to the counterparts of the mone-
tary aggregates, the slowdown in credit extend-
ed to resident private agents came to a halt in
Q2, with its year-on-year rate standing in June
at 5.4%, a similar level to that observed at the
end of Q1. In a context in which favourable con-
ditions in terms of the cost of financing remain
in place, the foregoing developments may be
related to the recovery in economic activity in
the area. In Spain, the growth of financing ex-
tended to the private non-financial sector re-
mained fairly high in Q2, growing at a year-on-
year rate of above 14%, substantially up on the
related rate for the area as a whole.
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4. The Spanish economy The QNA data for 2002 Q1 confirmed that
Spanish GDP held on a slowing course in this
period, dipping to a year-on-year growth rate of
2% (1) in real terms, in line with the estimates
presented in the previous quarterly report (see
Chart 1). On the basis of the economic data
currently available, output is estimated to have
held at a growth rate of around 2% year-on-
year in Q2 also, the result of a moderate and
further slowdown in national demand (to which
the mild containment of household expenditure
and the cut in stocks would have contributed)
and of a slightly positive contribution by the ex-
ternal sector (see Chart 14). In any event, the
most buoyant components of spending have
continued to be consumption (government and
private alike) and construction, while exports
have tended to pick up after declining heavily in
the two previous quarters and investment in
capital goods has continued to post negative
year-on-year rates of change.

From the standpoint of the productive
branches (in addition to construction which, in
step with the increase in spending, has re-
mained notably robust), market services grew
at relatively high rates, albeit down on those at-
tained last year. Conversely, a clear profile of
recovery is not discernible in the industrial
branches. Reflecting the moderation of produc-
tive activity has been the downward trajectory
of the rate of employment creation, such that
productivity has grown at similar rates to those
recorded since the second half of 2001. In in-
dustry, where employment has been contract-
ing since the end of last year, productivity has
tended to pick up.

Against this background, the slight slow-
down in employee compensation in the first two
quarters of 2002 (in a climate of contained
wage increases) has borne favourably on unit
labour costs, the growth rate of which has de-
clined. Conversely, final prices in the economy,
and consumer prices in particular, have accel-
erated in the first half of the year virtually across
the board, though more markedly so in servic-
es. That has given rise to a recovery in mar-
gins, which has probably been more intense in
those sectors where demand has retained
greater momentum. Consequently, the inflation
differential with the euro area has widened sig-
nificantly.

4.1. Demand

Given its weight in expenditure, household
final consumption has largely contributed to

(1) QNA rates will be expressed in terms of the season-
ally adjusted series, unless otherwise indicated.
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moderating the rate of increase of national de-
mand in recent quarters, although it has also
enabled this aggregate to maintain higher
growth rates than those of other European
countries. As can be seen in Chart 14, con-
sumption slowed by six-tenths of a point in
2002 Q1 on QNA estimates, taking its real rate
of change to 2.1%. And the as yet very partial
information available on this variable in Q2
would point to a further slowdown, albeit not as
sharp as in the previous quarter.

The loss of steam in consumption has essen-
tially been centred on spending on food and on
car purchases. Among the usual indicators, the
rate of increase of the index of apparent con-
sumption of goods and services has tended to
stabilise in Q2 (see Chart 15), underpinned by
the non-food goods component, while food fell
back slightly. The index of apparent consumption
of durables has held at negative rates of change,
reflecting the fall in car purchases, and consumer
surveys on the timeliness of buying durable
goods have slipped during the first half of the
year. Other spending indicators, such as the in-
dex of retail sales, which does not include motor
vehicle sales, signal a degree of stability. The
consumer confidence indicator has declined only
marginally in Q2, after the deterioration at the be-
ginning of the year, and it reveals a somewhat
more positive assessment of the economic situa-
tion expected over the coming 12 months.

The trend of consumption in the first half of
2002 is consistent with the lower estimated
growth of real household income compared with
the previous year. This is the result, first, of
moderating wages and a lower rate of employ-
ment creation; and further, of the rise in the in-
flation rate. Both factors have more than offset
a somewhat more expansionary contribution by
the general government sector to the increase
in income. In addition, the diminished value of
financial assets linked to the securities markets
and heightened uncertainty (illustrated by the
deterioration in consumer confidence) help ex-
plain the lesser buoyancy of consumption. On
the estimates available, the growth rate of con-
sumption would have adjusted to that of real in-
come, stabilising the saving ratio.

General government final consumption grew
by 3% in 2002 Q1, two-tenths of a point less
than the previous period. Along with construc-
tion, it remains one of the most buoyant compo-
nents of national demand. On the latest infor-
mation, the pace of employment creation in the
general government sector is holding at slightly
lower rates than those posted in 2001, and the
rates of change of other consumption spending
are continuing to fall. As a result, a mild slowing
pattern is also estimated for Q2.
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In 2002 Q1, gross fixed capital formation
continued on the declining trend marking its
course during 2001. Its year-on-year growth
rate stood at 0.9%, two-tenths of a point less
than in 2001 Q4. The lesser thrust of invest-
ment was due to the behaviour of capital goods,
which continued to worsen notably and whose
year-on-year rate of decline stepped up to
4.9%. Construction also grew at a lower rate
than in Q4, although it was once again the most
expansionary aggregate of national demand,
advancing at a rate of 4.5%. The rate of decline
of investment in other products slackened
somewhat to –0.1% year-on-year.

The scant information on the behaviour of in-
vestment in capital goods in 2002 Q2 suggests
that this aggregate is holding at a fairly negative
rate of change. Specifically, the index of appar-
ent investment in capital goods would have fall-
en back further in this period owing to the de-
cline in industrial production and in imports of
investment goods (see Chart 16). Along these
same lines, the spring data for the half-yearly
investment survey of industry show that indus-
trial corporations have revised their investment
plans downwards for 2002. There has now
been a 6% decline in this type of expenditure in
nominal terms (compared with –2% in the au-
tumn data).

According to this survey, the contribution of
total demand as an influential factor on invest-
ment decisions has deteriorated appreciably in
the past two years, and the influence it currently
exerts is hardly favourable in this respect. How-
ever, other indicators of demand pressure have
trended somewhat better in recent months: the
assessment of orders in industry as a whole
was less negative in Q2 than in the previous
quarters, breaking with its declining trend, and
the business climate indicator for the capital
goods-producing sector also ceased to worsen.
Capacity utilisation has increased slightly by
seven-tenths of a point in the opening months
of the current year to 77%, but is still below its
historical average.

Data drawn from the Banco de España quar-
terly Central Balance Sheet Data Office survey
(CBQ) for 2002 Q1 show that the ongoing slow-
down in business activity, which has affected in-
dustrial corporations to a greater extent, has
passed through to lower growth in the net ordi-
nary result. Nonetheless, profitability ratios re-
main at relatively high levels and the leverage ra-
tio is still clearly positive, in this latter case thanks
also to the decline in the cost of borrowed funds,
down 0.8 percentage points on 2001 Q1. As re-
gards debt, according to the CBQ the related ra-
tio stood in Q1 at 1.2 points below the average
for last year. Other sources, such as the Finan-

Sources: INE, European Commission, Dirección General de Tráfi-
co and  Banco de España.   

(a)   Non-centred annual percentage change, based on the trend 
of the indicator.   

(b)    Deflated by the CPI.
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cial Accounts, point rather to this ratio stabilising
or even increasing slightly on the high levels at-
tained, a fact that may condition the strength of
the recovery in investment.

It is estimated that investment in construc-
tion remained the most dynamic component of
national demand in 2002 Q2. Signs that its ex-
pansionary phase is tailing off are moderate
and in line with the mild slowdown it has under-
gone since the start of 2001. Regarding the
composition of spending, data from the Con-
struction Industry Survey (ECIC) for 2002 Q1
show the behaviour of building and that of civil
engineering to differ somewhat from what other
indicators reflect. Specifically, the thrust in civil
engineering witnessed last year has been
checked while, under building, the residential
component maintains an accelerating profile
and the non-residential component stands at a
very moderate rate.

Among the coincident indicators of construc-
tion, the growth of the apparent consumption of
cement fell significantly in Q2 (see Chart 16).
However, the production of construction materi-
als and indicators of employment in the sector
(such as Social Security registrations) are look-
ing more sustained, although registered unem-
ployment climbed strongly in June. The busi-
ness climate indicator for the construction in-
dustry also increased by four points in Q2 fur-
ther to the improved level of orders and of em-
ployment prospects.

Turning to the indicators of construction
starts, there was, as indicated, a year-on-year
decline of 9.3% in 2001 Q4 in square metres to
be constructed, according to residential building
licences, followed by a fresh cut of 4% between
January and February 2002. These data point
to a slowdown in this construction investment
component in 2002, in line with the deceleration
of real household income and with house price
rises. As regards civil engineering works, the
strong growth of official procurement since the
second half of last year would be sustaining ro-
bust construction in this segment.

In 2002 Q1, stockbuilding contributed one-
tenth of a point to year-on-year GDP growth,
compared with five-tenths of a point the previ-
ous quarter. Information drawn from the indus-
trial survey to June shows a reduction in the
level of stocks in relation to desired levels. This
has been generalised, although more intense in
the consumer goods-producing industry, and on
a lesser scale at producers of capital goods and
intermediate goods.

During the first half of the year, the contribu-
tion of net external demand to GDP growth has

Sources: INE, European Commission, Ministerio de Fomento, 
OFICEMEN, Instituto Nacional de Empleo and Banco de España.

 (a)   Non-centred percentage change on same quarter a year ear-
lier, based on the trend of the indicator.   

(b)   Level of original series.   
(c)   Annual moving averages. 
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improved following the sizeable negative contri-
bution recorded in 2001 Q4. Thus, in 2002 Q1,
it subtracted only one-tenth of a point of GDP
growth, against a background in which exports
of goods and services once more declined no-
tably in real terms in relation to the same period
a year earlier (1.6%), given the persisting weak-
ness of world trade and worsening competitive-
ness vis-à-vis the euro area countries (see
Chart 17). The slowdown in imports in this peri-
od stepped up, falling by 1.2% year-on-year, in-
fluenced by the loss of momentum of final de-
mand. Estimates for 2002 Q2 show a further
improvement in the contribution of net external
demand to GDP growth in this period, in which
it would have been slightly positive. Exports,
without growing significantly, would have picked
up slightly, underpinned by the rebound in world
trade. That would have enabled the momentum
experienced by imports in the light of the im-
provement in industrial activity and in exports
themselves to be offset.

The slowdown in goods exports intensified in
2001 as the economic crisis spread to Europe,
the main market for Spanish products. Goods
exports ended last year at a negative rate of
change of 4.5% in real terms, and they contin-
ued to fall off during the first three months of the
current year, posting a year-on-year decline of
4.3%, very close to that of the previous quarter.
According to Customs data, which depict a sim-
ilar profile to that of QNA figures, exports fell by
4.2% year-on-year in May, after growing 7% in
April, this latter figure being positively affected
by the Easter holiday period effect. Over the
first five months, exports decreased by 2.3%
year-on-year, checking the strong rate of de-
cline characterising them in the final months of
2001 (see Chart 17). This export performance
is consistent with the incipient recovery in world
markets, especially those linked to the dollar
area. Yet this recovery could be curtailed by the
widening of Spanish cost and price differentials
vis-à-vis the developed countries, against the
backdrop of the notable appreciation of the
euro.

By product group, capital goods exports
were notably weak in the first five months, when
they fell back by 19.1% in real terms, further to
forceful price rises in these products. There was
slight growth in consumer goods sales (0.2%),
despite the fact car sales remained significantly
sluggish owing to the decline in the demand for
these goods in Europe. Sales of intermediate
goods increased by 1.9%, in step with the incip-
ient recovery in global activity. In terms of geo-
graphical areas, exports to non-Community
zones increased slightly by 0.6%, in real terms,
during the first four months of the year. That
contrasted with the significant slippage record-

Sources: INE, Ministerio de Economía, Ministerio de Hacienda 
and Banco de España.  

(a)   QNA data at constant prices.   
(b)   Trend-cycle deflated series.   
(c)   Nominal trend-cycle series.
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ed since 2001 Q2. This better performance is a
result of the pick-up in certain markets, such as
the United States or the south-east Asian coun-
tries, and of the notable buoyancy of sales to
central and eastern European countries, while
the Japanese and Latin American markets have
continued to weaken. Sales to the EU wors-
ened in the first four months of the year, declin-
ing 2.8% in real terms compared with the same
period a year earlier. The fall was due to poor
results in sales to the two main markets in the
area, namely Germany and France. Converse-
ly, exports to the United Kingdom showed re-
newed vigour.

The slowing path of exports of tourist servic-
es, measured by QNA, ran into 2002 Q1 post-
ing a real rate of change of 1.9% year-on-year,
four-tenths of a point down on the previous
quarter. The real indicators of tourism have fall-
en more sharply, as is also the case with tour-
ism receipts in the balance of payments (see
Chart 17). The number of tourists entering
Spain in the first half of the year was similar to
that in 2001, with a notable decline in Germans
and a slowdown in the case of Britons, the two
main markets supplying tourists for Spain. That
said, numbers of tourists from France and the
Netherlands increased significantly. Foreign-
ers lodged in hotels and overnight stays fell
back at rate of 2.3% and 5.5%, respectively,
in the first half of the year, and there was
also a sizable fall in reservations for July and
August (–12.7%). Non-tourist services, which
grew by 7.5% in 2002 Q1, slowed notably in re-
lation to their trend in years prior to 2001. This
was consistent with weaker goods exports and
fewer foreign visitors, and also with lower in-
vestment flows abroad.

In the first three months of the year, the sub-
stantial deceleration characterising real goods
imports since mid-2001 became steeper; they
declined by 2.1% year-on-year, affected by the
progressive slowdown in final demand. The
Customs data for May showed a fall of 2.7%,
following the small 1.7% increase in April, al-
though this rate is also positively influenced by
the Easter holiday period effect. In the first five
months of the year as a whole, imports were
0.8% down. Capital goods imports declined sig-
nificantly (9.7%), in keeping with the ongoing
fall in private productive investment. Consumer
goods purchases eased off considerably in this
period (0.5%), due partly to the adverse behav-
iour of motor vehicle purchases and to the slow-
down in other durables. Imports of non-energy
intermediate goods grew at a very moderate
rate of 0.6%, retaining the slackness of the pre-
vious year. Conversely, purchases of energy
products were considerably robust (8.2%), driv-
en by oil prices which, although they increased

in this period, were at lower levels than in the
first half of 2001.

Lastly, real services imports, though they re-
bounded slightly in Q1 growing at a rate of
3.4% in relation to the same period a year earli-
er, have retained the moderate pace of the pre-
vious year. That is in step with the slowdown in
goods imports and the fall in foreign investment.
Non-tourist services grew by only 2.5% in this
period, in contrast to the notable buoyancy
seen in the first half of 2001. Tourist payments
slowed during the period, although they contin-
ued growing at a high rate (7.3% according to
QNA figures). The balance of payments figures,
however, show a sharper slowdown that is
more in keeping with the prevailing low con-
sumer confidence levels.

4.2. Output and employment

As can be seen in Chart 18, value added in
the market economy is estimated to have in-
creased in 2002 Q2 at a similar year-on-year
rate to that at end-2001, in which period it
slowed sharply. The primary branches of activi-
ty started the year on the contractionary footing
they had shown in 2001. The contraction was,
however, less intense than in the closing
months of the previous year, and in line with
the more favourable setting in which activity in
this branch is unfolding during the current year.
Indeed, the first four months of 2002 have been
marked, on the whole, by rainfall which, though
not notable in terms of abundance, has been
timely in terms of its distribution over time and
territory. Consequently, very sizeable crops of
certain important products such as cereals and
legumes are expected, with slightly more mod-
erate yields for fruit. Nonetheless, this opti-
mism has been qualified somewhat by the de-
terioration in the weather in May (scant rainfall,
with frost and hail in certain areas). But in any
event, the outlook remains favourable for the
sector.

After ending 2001 on a clearly contractionary
note, industrial activity posted zero growth in
2002 Q1 on a year earlier, encouraged perhaps
by the muted signs of recovery in the interna-
tional economic setting. The deterioration in the
production of private transport equipment be-
came more acute in this period, as did that of
footwear, clothing and textiles. However, the
manufacture of household durables quickened.
In any event, the information available for 2002
Q2 does not fully offer a clear profile of recov-
ery in industrial activity: despite the positive
trend of the business climate indicator, the pick-
up in orders and the decline in unwanted
stocks, the essential indicator in this connec-
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tion, the industrial production index, fell back in
May and checked the recovery heralded by the
April figure. Further, in Q2 the consequences of
the strike on 20 June on the growth of industrial
output will become manifest.

In keeping with the resilience of investment
in construction, activity in this branch was, as
has been the case since mid-1998, the most
buoyant in 2002 Q1. An ongoing though slight
loss of momentum is, however, also observa-
ble. On QNA estimates, the year-on-year
growth of GVA in the opening months of 2002
was 4.6%, four-tenths of a point less than the
previous quarter. As earlier discussed in con-
nection with investment in construction, activity
in this branch in Q2 would have remained most
buoyant while at the same time holding on a
slowly decelerating path.

The slowing profile marking tertiary activi-
ties in 2001 Q4 continued into the opening
months of 2002, and GVA grew at a year-on-
year rate of 2.6%, four-tenths of a point less
than in the three previous months. The loss of
momentum in growth was greater in non-mar-
ket services, whose rate of increase fell by one
percentage point. Market services also slowed,
albeit to a lesser extent than the previous
quarter, influenced by the weakening of private
consumption and sluggishness in industry. The
latest indicators point to the continuation of
these lower growth rates in Q2. In fact, even
though surveys are showing increasingly posi-
tive results, Social Security registrations decel-
erated further between April and May, and
analysis of the branches making up the sector
shows a loss of steam in many of them. The
distribution trade, burdened by the fall in vehi-
cle sales, evidenced low confidence levels to
May, and employment, proxied by Social Se-
curity registrations, slowed in April despite the
acceleration in retail sales that month. The sit-
uation was worse in the hotel and catering
trade, as illustrated by the rapid loss of mo-
mentum in employment creation, which may
be associated with the fall in tourism. In the
transport and communications industry, and
despite the greater robustness of land and
maritime transport, the weakness of air trans-
port has intensified and postal and communi-
cations services have faltered. As regards fi-
nancial intermediation, the data on Social Se-
curity registrations denote a pattern in step
with the general economic circumstances, their
rate of increase having dipped slightly. Finally,
the real estate, rentals and business services
branches are the only ones where growth has
been sustained to some extent, according to
Social Security registrations, despite the slump
in what was until recently an extremely dynam-
ic sector, namely IT and R+D.

Sources: INE and Banco de España.   
(a)   Seasonally adjusted series. Employment in terms of full-time 

equivalent jobs.
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On QNA figures, employment (2) rose by
1.4% in 2002 Q1 on the same period a year
earlier, two-tenths of a point down on the in-
crease in the closing period of 2001 (see Chart
18). The slowdown in employment was on a
similar scale to that of GDP in this period,
whereby the increase in apparent labour pro-
ductivity held stable. Nonetheless, the rate of
increase of GVA in the market economy
branches rose somewhat, prompting a modest
pick-up in productivity to 0.8%, since the growth
rate of employment eased slightly to 1.2%.

The short-term economic indicators also dis-
played the lesser momentum of employment
creation in the first half of 2002. In the case of
the EPA (Labour Force Survey) (3), estimates
of numbers employed in the economy revealed
an increase of 2.2% year-on-year in Q1, com-
pared with 3.1% at end-2001. This was a simi-
lar slowdown to that captured by QNA figures,
once the EPA data are seasonally adjusted. So-
cial Security registrations grew by 3% in Q1 as
a whole, three-tenths of a point less than in the
previous period (a similar reduction to that in
the seasonally adjusted series). In Q2, there
has been a sustained increase in registrations
of around 3%, although business forecasts for
the non-farm market economy were somewhat
gloomier according to the latest figures re-
leased by labour market surveys. Overall, a rate
of increase in productivity close to that ob-
served the previous quarter may be estimated,
albeit with notable variations from branch to
branch

In 2002 Q1, increases in employment were
recorded only in construction and services,
while jobs were destroyed in agriculture and in
industry, the sole branches where a pick-up in
apparent labour productivity was noted. In year-
on-year terms, construction stood out for the
high use of the labour factor, since employment
climbed 5% in Q1 (4.9% in the previous quar-
ter) according to QNA figures. The creation of
new jobs in the tertiary sector advanced at a
rate of 2.3% in early 2002, slightly up on the
end-2001 figure of 2.1%. This profile reflects
the behaviour of employment across the market
economy branches; extending the upward path
initiated in spring 2001, its rate of increase
climbed seven-tenths of a point to 2.5% year-
on-year. In non-market activities, the process of
job-creation continued to weaken (growing by
1.9% against 2.7% the previous period). As re-
gards agriculture, job destruction became more
acute with a year-on-year decline of 4.6%
(three points up on that recorded at the end of

the previous year). In industry (including ener-
gy), numbers employed fell between January
and March by 1.7% in relation to the same peri-
od in 2001, compared with a fall of 0.7% in the
preceding quarter. The latest economic infor-
mation on registrations in April and May points
to a slight moderation in job destruction in in-
dustry and in the rate of increase of market
services employment, while job creation in con-
struction remains notably buoyant.

In respect of the distinction between de-
pendent employment and self-employment,
there was a change in trend in the latter in
2002 Q1; after having increased significantly in
2001 (2.8%), it fell by 0.5% year-on-year,
growing solely and notably in construction.
Conversely, the rate of increase of dependent
employees held stable at 1.7%, underpinned
by the significant acceleration in market servic-
es, which – drawing on QNA figures – coun-
tered the lesser increase (or decline) in the oth-
er branches. According to the EPA, the in-
crease in the number of dependent employees
(based on the original series) fell by 0.6 per-
centage points owing to the diminished vigour
of temporary employment, the growth rate of
which dipped from 3.1% at end-2001 to 1.3%,
while the growth of permanent employees held
at a sustained pace (3.4%). As a result, the pro-
portion of temporary to permanent employees
fell by almost half a percentage point in relation
to 2001 Q1 to 31.2%. The information on em-
ployment contracts suggests that the greater
weight of permanent hiring during the quarter
resided largely on the conversion of temporary
contracts. This followed the reintroduction in
March 2001 of rebates for, and greater scope
for resorting to, employment-promoting con-
tracts. Between April and June, however, the
statistics displayed less momentum in stable
hiring. Lastly, part-time employment slowed to a
greater extent than full-time work, according to
the EPA. Nonetheless, given that the former
continues to post high growth rates (5.2% year-
on-year), the part-time/full-time ratio increased
slightly to 8.3% in Q1.

From the standpoint of labour supply, there
was a significant increase in EPA-based unem-
ployment (4) in 2002 Q1 (8.6% year-on-year),
and a rise in the labour force (2.9% year-on-
year), giving rise to an increase of one percent-
age point in the participation rate compared
with early 2001, said rate standing at 53.5%.
The unemployment rate edged up to 11.5% in

(2) Measured in terms of full-time equivalent jobs.
(3) In accordance with the new 2002 methodology.

(4) With the release of the data for 2000 Q1, INE has in-
troduced some important methodological changes into the
EPA. These are detailed in an article in Spanish in the April
2002 edition of the Boletín económico entitled “Cambios
metodológicos de la EPA en 2002”.
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2002 Q1, against 10.9% in the same period a
year earlier. Both the male and female unem-
ployment rates rebounded significantly, up to
8.2% in the former case and 16.5% in the latter.
By age group the increase in unemployment
was across the board, albeit somewhat bigger
for the over-45s, whose joblessness rate moved
up to 7.3%, and for the under-30s (up to
17.9%). The incentives in place for hiring the
long-term unemployed continued to have a sig-
nificant impact in reducing this phenomenon:
the associated rate fell by four points over the
past 12 months to 38.1% of the total numbers
of unemployed. Registered unemployment, for
its part, grew by 3.5% in Q1, and by 7.1% in
Q2, prolonging the rising path embarked upon
in late 2001.

4.3. Costs and prices

The QNA figures for 2002 Q1 placed the in-
crease in compensation per employee for the
whole economy at 4.2% year-on-year, against
4.8% at end-2001, following a notable accelera-
tion throughout the year. The slowdown in com-
pensation at the beginning of 2002, against a
background of stable growth in apparent labour
productivity, gave rise to a deceleration in unit la-
bour costs to 3.5%, nine-tenths of a point less
than the previous quarter. In the market econo-
my, the slowdown in employee compensation
was on a similar scale to that of the whole econo-
my (from 5.4% in 2001 Q4 to 4.8% at the onset
of 2002), although in this case the less stable
profile of productivity intensified the slowdown in
unit labour costs, which grew by 4% against 4.9%
the previous quarter (see Chart 19). It is estimat-
ed that the slowdown in both compensation and
in unit labour costs will have run into Q2.

According to the information provided by the
Spanish Ministry of Labour and Social Affairs
on collective bargaining in the opening months
of 2002, collective agreements affecting ap-
proximately 5.5 million workers, just over half
the total employees covered by collective bar-
gaining the previous year, were registered to 30
June. Wage settlements for 2002 under these
agreements stand at 2.95%, against 3.5% in
2001 (see Chart 19), marking a note of restraint
in negotiated wage increases. Most of the
agreements registered to that date are revisions
of agreements entered into in previous years,
and include a wage rise of 2.8%. Wage settle-
ments in newly signed agreements stand at
5.1%. However, this figure is rather unrepre-
sentative, since it affects about 400,000 work-
ers only. The new agreements are expected to
be more in line with the content of the Employ-
er/Union Pact (Acuerdo Interconfederal) signed
in December, under which the social partners

have undertaken to use the official inflation
forecast (2%) as a basic bargaining reference.

The growth of the index of total labour costs
per employee in 2002 Q1 was 4% on the same
period a year earlier, signifying a deceleration
of three-tenths of a point in relation to 2001 Q4.
Within this index, the increase in wage costs
held for the third quarter running at 3.7%, while
non-wage costs, which account for around 25%
of total labour costs for corporations, grew by
5% in 2002 Q1, having slowed by 1.5 percent-
age points compared with the previous quarter.
Across the various branches, total costs per
employee grew by 3.7% in industry (4.3% in
2001 Q4), while the related increases in con-
struction and services were 4.6% and 4.4%, re-
spectively (compared with increases of 4.7%
and 4.5% in 2001 Q4).

Set against the slowdown in labour costs,
and on QNA estimates, the gross value added

  
 Sources: INE and Ministerio de Trabajo y Asuntos Sociales.

   (a)   Percentage change on same quarter a year earlier.
   (b)   Rates based on QNA seasonally adjusted series.
   (c)   Total earnings.
   (d)   Wage increase for the current year, up to reference month.
   (e)   Previous year’s clauses.
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deflator in the market economy grew by 3.9% in
2002 Q1, three-tenths of a point up on the pre-
vious quarter. As a result, the surplus per unit of
value added picked up notably, and it is esti-
mated this trend may have intensified in Q2. As
Chart 20 shows, unit labour costs in industry
and energy have been growing, in an oscillating
fashion, around the value-added deflator, after
a period of heavy squeezes on margins which
concluded in mid-2001. The competitive condi-
tions under which activity in this branch unfolds
constrain the growth of the attendant prices.
Consequently, the recovery in margins, against
a background of expanding compensation,
tends to come about via the productivity gains
achieved by means of the contraction of em-
ployment. That has been the pattern in 2002
Q1. In market services, QNA figures have
shown a notable slowdown in the value-added
deflator as from 2001 Q4, which would have
given rise to a contraction of margins. However,
the rise in final prices of services in the first half
of 2002 means this behaviour cannot be extrap-
olated to the coming quarters. Finally, in con-
struction, unit labour costs have been growing
below the deflator, making for a widening of
margins, which is consistent with the strong de-
mand pressure present in this branch.

In line with the gross value added deflator in
the market economy, the GDP deflator for the
whole economy accelerated in 2002 Q1. It post-
ed growth of 3.5%, two-tenths of a point up on
the previous quarter. The performance of the
domestic component of prices was accompa-
nied by a slight year-on-year increase of 0.5%
in the deflator of goods and services imports,
compared with the 2.5% reduction in external
prices at end-2001. Consequently, the final de-
mand deflator increased by 2.8% year-on-year
in Q1, one percentage point up on the previous
period. The indicators of final prices in the
economy, and in particular the consumer price
index (CPI), have captured this increase in in-
flation at the beginning of the year, and which
has run into Q2. Specifically, the CPI rose by
3.5% over the course of Q2 in relation to the
same period a year earlier, four-tenths of a
point up on the previous quarter. Meantime, un-
derlying inflation, measured by the IPSEBENE
(index of prices of services and non-energy
manufactured goods), climbed by 4% in relation
to 2001 Q2. In June, the 12-month rate of the
CPI was 3.4% and that of the IPSEBENE 4.1%
(see Chart 21).

The main components of the CPI contribut-
ed to its acceleration in Q2, albeit to differing
degrees. On one hand, services prices in-
creased by 4.7% over the quarter as a whole,
three-tenths of a point more than in the previ-
ous period. Services prices relating to tourism
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and leisure, and to the hotel and catering trade,
remained on a rising course. On the other, non-
energy industrial goods, whose 12-month rate
of change had declined sharply in March, re-
sumed in April the rates attained in previous
months and increased by 2.8% in Q2. The
greater volatility in this component is closely
linked to the methodological changes intro-
duced into the CPI at the start of the current
year and, in particular, to the inclusion of sales
prices in calculating the index. These have par-
ticularly affected those items where sales are
most influential: clothing, footwear and house-
hold textile goods. Other items of this compo-
nent have performed very moderately, with the
downward trajectory of prices of video, sound
and photographic equipment and computers a
case in point.

The CPI component of energy prices contin-
ued to post negative 12-month growth rates
during Q2, close to those of Q1. Butane gas
prices fell in April, although the increase in fuel
and heating fuel prices intensified that same
month, holding fairly stable subsequently until
the last week of May, when they began to fall.
This trajectory is in step with international crude
oil prices and with the appreciation of the euro
against the dollar in the past two months. The
prices of both processed and unprocessed food
quickened significantly from Q1 to Q2. Notable
under the former is the substantial increase in
tobacco prices in April, along with the continu-
ing high growth rates of edible oil prices. Promi-
nent under unprocessed food is the heavy in-
crease in the price of poultry and of crusta-
ceans and molluscs; moreover, fresh fruit and
vegetable prices continue to post high rates of
change.

The acceleration in consumer prices in
Spain in Q2 is also reflected in the harmonised
index of consumer prices (HICP), and is in con-
trast to the slowdown in the euro area as a
whole in this period. As a result, the inflation
gap with the euro area has widened to 1.6 per-
centage points in June. The widening of the dif-
ferential has been of greater intensity in the
case of goods rather than services, whereby it
is now the same for both. Under goods, there
has been a sizable increase in the inflation dif-
ferential for food which, having been favourable
to Spain in Q1 as a whole, has changed sign in
recent months and now exceeds the euro area
figure by two percentage points (see Chart 22).

The 12-month growth rate of the producer
price index also increased in 2002 Q2 to 0.6%,
having held stable in the previous quarter. How-
ever, the biggest rise in these prices came
about in April, and they moderated slightly
thereafter (see Chart 21). Component by com-

Source: INE.   
(a)   Twelve-month percentage change based on the original se-

ries.   
(b)   Index of services and non-energy manufactured goods prices.
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ponent, the year-on-year rate of consumer
goods, which peaked at 2.8% in April, has de-
clined to 2.4% in June. Following a similar pat-
tern, investment good prices stood at 1.5% in
June compared with 12 months earlier. Finally,
the heavy cut in energy producer prices in June
offset the smaller decline in non-energy inter-
mediate goods.

4.4. The State Budget

The National Accounts figures on the State
budget outturn to June 2002 show a notable re-
duction in the State deficit compared with the
same period a year earlier. However, it should
be borne in mind that revenue and expenditure
in 2002 reflect (in both National Accounts and
cash-basis terms) the new financing arrange-
ments for the Autonomous (Regional) Commu-
nities. While these changes should not in princi-
ple affect the balance on public finances for the
year as a whole, as the arrangements are
freshly in place it is not possible to evaluate to
what extent the reduction in the deficit in the
first half of the year might be reflecting changes
in the seasonality of the figures. Moreover, the
deadline in 2002 for submitting positive (paya-
ble) personal income tax returns was put back
to 1st July, whereas in 2001 the closing date
was in June, a fact that has influenced revenue
and, therefore, the deficit.

The National Accounts data available show
net borrowing totalling €2.46 billion (0.4% of
GDP) to June 2002 for the State, compared
with the deficit of €3.88 billion (0.6% of GDP)
built up in the same period of 2001. Both reve-
nue and expenditure fell notably in relation to
the same period the previous year as a result of
the changes mentioned in the foregoing para-
graph. Among the captions not affected by
these changes are, under other current reve-
nue, the charge levied for use of the radioelec-
tric spectrum (not applied the previous year)
and the strong increase in capital transfers re-
ceived (mostly from the European Union). Un-
der expenses, those relating to wages and sala-
ries, and goods and services have been con-
tained somewhat, with growth less than that of
nominal GDP.

In cash-basis terms, the State budget out-
turn to June 2002 (the Social Security budget
outturn is discussed in Box 3) resulted in a defi-
cit of €8.48 billion, slightly higher than the defi-
cit of €8.02 billion in the same period of 2001. It
is estimated that most of the discrepancy with
National Accounts figures is due to other ac-
counts receivable and to the difference between
interest paid and accrued. Although both reve-
nue and expenditure posted falls to June, that

Sources: Eurostat and Banco de España.   
(a)   Twelve-month percentage change based on the original se-

ries.   
(b)   To December 2001, the series are those published at that date.
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BOX 3

Social Security budget outturn

The Social Security System posted a surplus of €5.1 billion in the period to April 2002, €1.26 billion (19.8%) down
on that recorded in the same period the previous year (see accompanying table). As in the case of the State Budget,
these figures are affected by the new regional financing arrangements, which entail a reduction in both receipts (owing
to the transfers INSALUD – the Spanish national health service – receives from the State) and expenditure (owing to
the transfers to finance the health-care and social services assumed). In the first four months of 2002, these reductions
proved much higher than those envisaged in the Budget.

Receipts from social security contributions increased by 5.5% to April, a considerable slowdown in relation to 2001
and far lower than the budgeted figure of 8.4%. This deceleration is partly due to the lower growth in the number of
Social Security registrations, which was 3% to June (3.9% in 2001 as a whole). The other main source of receipts,
namely current transfers, virtually all of which are from the State, fell by 73.5% to April (more sharply than budgeted) as
a result of the new regional government financing arrangements.

Expenditure on contributory pensions rose by 5.4% to April, somewhat below the figure budgeted for the year as a
whole. The number of contributory pensions continues to trend very moderately. Their growth rate in the period to June
was 0.8%, in line with forecasts and slightly below the growth recorded in 2001.

With regard to INEM (National Employment Office) expenditure, that on unemployment benefits increased by 15.9%
to June 2002. Behind this increase were the increase in registered unemployment (6.9% to June, against 0.1% in 2001
as a whole) and the rise in the eligibility ratio, which stood at 72.4% in May against 68.5% at end-2001. As a result, the
number of beneficiaries grew by 13.3% to May, compared with 5.9% average growth in 2001.

Contributions received by INEM climbed by 6.2% to March, against a budgeted projection of 9.4%, while employ-
ment-promoting concessions on employers’ contributions were up 0.2% in Q1, below the budgeted increase of 5.6%.

Sources : Ministerio de Hacienda, Ministerio de Trabajo y Asuntos Sociales and Banco de España.   
(a)   Only data relating to the System, not to the entire Social Security Funds sector, are given. This is because the figures for Other Social 

Security Funds are only available for 2002.    
(b)   Transfers to regional (autonomous) governments to finance the health-care and social-services responsibilities they have assumed have 

been distributed among the various expenditure captions on the basis of the percentages resulting from the general government accounts for 
1997.   

(c)   The budgetary reference takes the 2001 Budget as its basis for comparison, since the full outturn for that year is not yet available.    
(d)   Including surcharges and fines.   
(e)   Excluding surcharges and fines.   
(f)    Reduced by the disposal of investments.

2001 (c)
1

2002
2

% change
3=2/1

2001
4

2002
5

% change
6=5/4

1. Revenue 94,576     83,282     -11.9     34,825     26,555     -23.7     
Social security contributions (d) 62,618     67,852     8.4     21,783     22,987     5.5     
Current transfers 30,796     14,389     -53.3     12,620     3,350     -73.5     
Other (e) 1,162     1,042     -10.4     422     219     -48.2     

2. Expenditure 92,267     79,411     -13.9     28,467     21,455     -24.6     
Wages and salaries 14,355     6,683     -53.4     5,138     1,573     -69.4     
Goods and services 8,967     4,214     -53.0     3,038     742     -75.6     
Current transfers 67,514     67,615     0.1     19,978     19,065     -4.6     

Benefits 67,063     67,615     0.8     19,949     19,065     -4.4     
Contributory pensions 53,047     56,231     6.0     15,036     15,841     5.4     
Sickness 3,557     4,027     13.2     1,156     1,195     3.4     
Other 10,459     7,358     -29.6     3,757     2,028     -46.0     

Other current transfers 451     0     -100.0     30     0     -98.7     
Other (f) 1,432     899     -37.2     312     74     -76.3     

3.  Balance 2,309     3,871     67.7     6,358     5,101     -19.8     

Budget Outturn JAN-APR

Social Security System (a)
(Transfers to regional governments allocated) (b)

(Current and capital transactions, in terms of recognised entitlements and obligations)

€ millions and %
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of revenue has proven greater, unlike in Q1.
Revenue thus recorded a rate of –16.7% (com-
pared with –9.9% in Q1), while that of expendi-
ture was –14% (against –15.8%).

For the analysis of revenue, homogenous
data including the full takings from the main tax-
es are available, for both the portion assigned
to the State and that relating to other govern-
ment tiers (which are not included in Table 3).
In homogenous terms, direct taxes slowed ap-
preciably in Q2, reflecting the path followed by
most of its components. Personal income tax

declined by 5.8% to June, in contrast to its
growth of 4.2% in Q1. This slowdown is mainly
due to the calendar change for the submission
of returns for tax payable, which was extended
to 1st July, whereby a notable fall has been
seen in net tax payable. Conversely, revenue
relating to withholdings on salaried income and
on income from movable capital has quickened
in relation to Q1. This calendar effect has also
borne on property tax, albeit to a much lesser
extent. As to corporate income tax, there has
been a notable slowdown following the first pay-
ment on account from 13.8% to 6.8% at end-

Outturn Budget Outturn

2001 2002 2001 2002 Percentage
 JAN-JUN  JAN-JUN change

1 2 3 4=3/1 5 6 7=6/5

1. Revenue 125,187   5.5   110,620   -11.6   31,005   27,948   -9.9   

Direct taxes 55,697   8.3   52,084   -6.5   11,375   10,327   -9.2   
Personal income tax 36,469   13.4   30,967   -15.1   10,619   9,326   -12.2   
Corporate income tax 17,217   0.1   18,982   10.3   528   601   13.8   
Other (a) 2,012   -3.0   2,134   6.1   228   400   75.8   

Indirect taxes 53,157   3.7   45,489   -14.4   15,919   13,751   -13.6   
VAT 34,674   3.8   30,266   -12.7   11,590   10,600   -8.5   
Excise duties 16,612   3.5   13,170   -20.7   3,880   2,681   -30.9   
Other (b) 1,871   2.5   2,052   9.7   449   470   4.9   

Other net revenue 16,333   2.1   13,047   -20.1   3,711   3,870   4.3   

2. Expenditure (c) 128,072   5.7   114,294   -10.8   36,579   30,794   -15.8   

Wages and salaries 16,827   3.5   17,525   4.1   3,873   3,843   -0.8   
Goods and services 2,554   7.7   2,320   -9.2   697   565   -19.0   
Interest payments 18,264   3.1   17,736   -2.9   8,986   7,465   -16.9   
Current transfers 77,151   5.9   62,890   -18.5   18,930   15,373   -18.8   
Investment 6,461   7.1   6,978   8.0   2,322   2,095   -9.8   
Capital transfers 6,815   15.2   6,845   0.4   1,770   1,452   -17.9   

3. Cash-basis balance (3=1-2) -2,884   18.7   -3,675   27.4   -5,573   -2,846   -48.9   

MEMORANDUM ITEM: NATIONAL ACCOUNTS (d):

Revenue 126,338   5.9   — — 31,007 28,476 -8.2   
Expenditure 129,380   5.0   — — 30,375 24,810 -18.3   

Net lending (+) or 
       borrowing (-) -3,042   -22.3   -3,525   15.9   632   3,666   —

Percentage 
change 

2001/2000

Percentage 
change 

2002/2001

   Source: Ministerio de Hacienda.
   (a)   Includes the revenue from the tax on the income for non-residents.
   (b)   Includes taxes on insurance premiums and tariffs.
   (c)   Includes unclassified expenditure.
   (d)   The figure for the forecast for 2002 (column 3) is from the Spanish Finance Ministry’s reply to the Excessive Deficit Protocol.

State Budget outturn

TABLE 3

€ millions and %
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June. The growth rate of indirect taxes was vir-
tually unchanged in Q2, posting a rate of 7.8%
to June (7.6% to March). VAT quickened during
Q2 to a rate of 9.5% in homogenous terms,
compared with 8.7% in Q1, offsetting a slight
deceleration in excise duties which, in homoge-
nous terms, increased by 4.2% against 4.8% in
the period to March.

On the expenditure side, the fall in current
transfers was slightly greater than forecast in
the Budget for 2002 as a whole (reflecting the
aforementioned change in regional government
financing), this being the only caption which
slowed in relation to Q1. There was a notable
containment in operating expenses (wages and
salaries, and goods and services), which are
not affected by the new regional financing sys-
tem and which continued to run at a lower rate
of change than that of nominal GDP. Expendi-
ture relating to interest payments diminished
substantially, albeit due to the government debt
maturity calendar; it may therefore be expected
to continue quickening in the coming quarters.
There were also falls in capital expenses (in
both investment and transfers). Nonetheless,
these may be expected to pick up over the
course of 2002, especially in the case of real in-
vestment, in line with the Budget and with the
guidelines laid down in the Stability Pro-
gramme.

4.5. The balance of payments

In the period January-April 2002, the joint
balance on current and capital account resulted
in a deficit of €2.67 billion, compared with the
likewise negative balance of €607 million in the
same period the previous year. This deteriora-
tion is essentially due to the unfavourable per-
formance of the main components of the cur-
rent-account balance, with the exception of the
merchandise balance. The surplus on capital
account also diminished slightly.

In the first four months of the year, the trade
balance deficit narrowed by €827 million (8.6%)
in relation to the same period in 2001. This re-
duction of the trade imbalance was due to the
smaller increase in the deficit in real terms (as
analysed in a previous section) and to the fresh
improvement during the period in the terms of
trade, arising fundamentally from the reduction
in the prices of imported energy products.

Turning to services, the cumulative positive
balance in the January-April period stood at
€5.89 billion, compared with €6.41 billion in the
same period in 2001. This deterioration made
for a year-on-year fall of 8.1%, which is due to
the decline in the surplus on tourism and travel

(8.2%), since the deficit on other services di-
minished by 8.8%. The slowdown in tourist
flows intensified in this period, especially re-
ceipts, which fell by 6.1% year-on-year, in line
with the sluggishness of foreign tourist arrivals.
The increase in payments was checked (2.1%)
in the first four months, in step with the weaken-
ing of consumer confidence and the substitution
of domestic for foreign tourism, against a back-
ground of international instability.

In the January-April period, the deterioration
in the balance of income became notably
sharper. Its deficit stood at €4.23 billion, €1.35
billion above the level recorded in the same pe-
riod the previous year. Receipts dropped by
20.8%, affected by the decline in investment

JAN-APR

2001 2002

Receipts Receipts

Current account 18,524  18,827  
Goods 10,193  10,337  
Services 4,604  4,353  

Tourism 2,367  2,094  
Other services 2,237  2,259  

Income 2,083  1,958  
Current transfers 1,643  2,180  

Capital account 507  1,644  

Payments Payments

Current account 19,807  20,208  
Goods 12,435  12,675  
Services 2,994  3,365  

Tourism 528  553  
Other services 2,466  2,812  

Income 3,152  3,198  
Current transfers 1,227  969  

Capital account 105  89  

Balance Balance

Current account -1,283  -1,381  
Goods -2,242  -2,338  
Services 1,610  988  

Tourism 1,839  1,541  
Other services -229  -553  

Income -1,068  -1,241  
Current transfers 417  1,211  

Capital account 403  1,555  

   Source: Banco de España.
   (a)   First provisional results.

Balance of payments: summary table (a)

TABLE 4

€ m
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flows abroad in train since last year, which is
associated with the sluggishness of global ac-
tivity, with heightening uncertainty on financial
markets and with the social and political crises
besetting certain Latin American countries. Pay-
ments also fell in this period, albeit at a lesser
rate of 2.8%. They were likewise influenced by
the weakness in 2001 of foreign investment in
Spain, although these flows have increased this
year, especially non-resident investment in
fixed-income securities and short-term deposit
placements.

The surplus on the balance of current trans-
fers stood at €1.8 billion in the January-April
period, entailing a decline of €821 million com-
pared with the related period in 2001. Receipts
fell back by 10.8%, the result of the decline in

flows from the EU in respect both of EAGGF-
Guarantee funds and, to a greater extent, of the
European Social Fund, which last year included
sizable advances. Payments advanced moder-
ately by 2.4%, although emigrants’ remittances
once again climbed substantially.

Finally, the capital-account surplus stood at
€2.65 billion in the January-April period, €198
million down on the same period in 2001. This
year-on-year decline of 7% is due to the reduc-
tion in structural funds from the EU earmarked
for EAGGF-Guidance funds and the Regional
Development Fund, which were also affected
by the advances made last year on account of
the new programme for the period 2000-2006.
Meantime, EU funds for the Cohesion Fund in-
creased notably.
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5. Financial flows in the
Spanish economy

5.1. Financial flows in the economy
as a whole

In 2002 Q1, economic agents’ financial deci-
sions were taken against the backdrop of a fal-
tering business cycle and heightened uncertain-
ty over the course the recovery in the interna-
tional economy would take and over economic
and political developments in certain Latin
American countries. This picture, coupled with
the emergence of fresh instances of accounting
irregularities in US corporations, has made for
very high volatility on the main stock market in-
dices, which have slumped by over 20% in the
year to date.

However, this highly uncertain economic and
financial setting did not provide for a recovery in
private-sector financial saving in Q1 according
to the latest information available from the quar-
terly financial accounts. Hence households, de-
spite the slowdown in consumption and employ-
ment, continued to raise a high volume of funds
through credit. Indeed, the debt ratios for both
households and firms continued to rise. Provi-
sional information for Q2 points to a mild mod-
eration in the growth rate of financing which,
nonetheless, is holding at a level comparable
with that at end-2001. In particular, financing
extended to the private non-financial sector by
resident credit institutions grew by 13.3% in Q2
in relation to the same period a year earlier,
against 13.4% at end-2001.

During 2002 Q1, the debit balance of the net
financial transactions of the nation was slightly
lower at 1.8% of GDP in cumulative four-quarter
terms (5) (see Table 5). This slight reduction in
foreign capital inflows was the outcome of dif-
ferent behaviour by the various resident sec-
tors. The general government sector was the
only non-financial sector to post positive finan-
cial saving (0.5% of GDP). In the case of corpo-
rations, the value of their net financial transac-
tions was similar to that of the same quarter a
year earlier. Therefore, non-financial corpora-
tions continued receiving net resources from
other sectors for a high amount, totalling 4.4%
of GDP. Finally, the financial transactions of
households showed a debit balance in Q1,
whereby their net financial saving fell to a simi-
lar value to that in 2000 (0.9% of GDP in cumu-
lative four-quarter terms).

The information on inter-sectoral flows in the
bottom half of Table 5 shows that both house-
holds and non-financial corporations saw an in-
crease in net resources received from resident

(5) Throughout this chapter, in keeping with the infor-
mation in the tables and charts, the figures refer to cumula-
tive four-quarter data, unless otherwise stated.
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credit institutions. Households, moreover, re-
duced saving intermediated via institutional in-
vestors to 3.7% of GDP, although this remains
a relatively high volume in relation to the 1999-
2001 period. The general government debit bal-
ance vis-à-vis the rest of the world continued to
rise (up to 2.1% of GDP), while still falling vis-à-
vis institutional investors (by 1.4% of GDP).
These data show that investors are continuing
to restructure their fixed-income portfolios, a
process that began with the introduction of the
euro. Likewise, the diversification of asset port-
folios is also manifest in the high volume of sav-

ing that institutional investors have routed
abroad, totalling around 5% of GDP in annual
average terms since 1998 (see Box 4).

5.2. Financial flows of households

During 2002 Q1, households received net
resources from other sectors in the economy for
a value of 0.12% of GDP. The incipient recov-
ery in financial saving in this sector seen in the
first half of 2001 was thus interrupted, with this
variable standing at 0.9% of GDP, a similar val-

Source: Banco de España.   
(a)   A positive sign indicates the extension of financing to the counterpart sector. A negative sign denotes financing received from the counterpart 

sector.   
(b)   Defined in accordance with the First Banking Directive.   
(c)   Insurance corporations and collective investment undertakings.

2002
Q1 Q2 Q3 Q4 Q1

Total economy 1.6  0.5  -1.1  -2.5  -2.3  -2.2  -2.0  -1.9  -1.8  

Non-financial corporations and households and NPISHs 4.0  2.1  -0.5  -2.8  -3.1  -2.5  -2.5  -3.1  -3.5  
Non-financial corporations -0.5  -1.2  -2.5  -3.8  -4.9  -5.3  -4.6  -4.4  -4.4  
Households and NPISHs 4.5  3.3  2.0  0.9  1.8  2.8  2.1  1.3  0.9  

Financial institutions 0.7  1.0  0.5  0.7  0.7  0.8  0.8  1.2  1.2  

General government -3.2  -2.6  -1.1  -0.3  0.0  -0.6  -0.3  0.0  0.5  

Households and NPISHs 4.5  3.3  2.0  0.9  1.8  2.8  2.1  1.3  0.9  
Vis-à-vis:

Credit institutions (b) -6.7  -4.4  0.2  -0.1  -0.2  0.0  -0.5  -1.5  -2.3  
Institutional investors (c) 10.8  7.5  0.8  0.4  1.6  2.5  3.1  4.2  3.7  

Non-financial corporations -0.5  -1.2  -2.5  -3.8  -4.9  -5.3  -4.6  -4.4  -4.4  
Vis-à-vis:

Credit institutions (b) -3.2  -4.3  -3.8  -6.7  -5.7  -4.4  -4.3  -3.8  -4.1  
Rest of the world 1.7  0.9  -0.8  1.7  1.0  -0.3  -0.1  -1.9  -1.9  

General government -3.2  -2.6  -1.1  -0.3  0.0  -0.6  -0.3  0.0  0.5  
Vis-à-vis:

Credit institutions (b) 1.4  1.4  1.4  2.2  0.5  -0.3  -0.8  -2.5  -0.4  
Institutional investors (c) -3.9  -2.6  1.7  3.9  4.1  3.8  2.9  2.6  1.4  
Rest of the world -2.0  -1.1  -4.4  -6.0  -4.8  -4.5  -3.1  -1.8  -2.1  

Rest of the world -1.6  -0.5  1.1  2.5  2.3  2.2  2.0  1.9  1.8  
Vis-à-vis:

Credit institutions (b) 2.8  7.1  2.0  5.2  5.4  3.3  4.7  3.9  2.7  
Institutional investors (c) -2.5  -6.3  -3.6  -5.7  -5.4  -5.1  -5.0  -4.7  -3.4  
Non-financial corporations -1.7  -0.9  0.8  -1.7  -1.0  0.3  0.1  1.9  1.9  
General government 2.0  1.1  4.4  6.0  4.8  4.5  3.1  1.8  2.1  

1997 2000

NET FINANCIAL TRANSACTIONS

INTER-SECTORAL FLOWS (a)

1998 1999
2001

Net financial transactions and inter-sectoral flows
(Cumulative data for the last four quarters)

TABLE 5

% of GDP
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BOX 4

Changes in Spanish mutual funds’ portfolios since the introduction of the euro

Recent deregulation in the national and international finan-
cial sphere, through the liberalisation of capital movements and
cross-border financial services, has driven market integration
and encouraged greater competition in this sector. Combined
with significant advances in information technologies, this has
contributed to increasing the range of investment possibilities
by means of an intense process of financial innovation.

The introduction of the euro has seen the disappearance
of foreign exchange risk in investments by euro area investors
in all EMU member countries. In principle, this factor promotes
the internationalisation of portfolios, since it lowers transaction
costs and eliminates foreign exchange risk hedging costs. But,
at the same time, the disappearance of foreign exchange fluc-
tuations entails a reduction in the overall range of investment
possibilities, which could lead to less diversification between in-
struments issued within the euro area and, possibly, to an in-
crease in the demand for instruments denominated in curren-
cies other than the euro.

As an initial step for analysing changes in the composition
of mutual funds’ aggregate portfolio, it is worth studying the
breakdown of the portfolio by instrument, distinguishing be-
tween monetary assets, fixed-income assets and equities. The
top panel depicts the proportion each instrument accounts for
in the composition of the portfolio. This chart shows how invest-
ment in monetary assets has gradually lost ground to fixed in-
come and equities. True, the introduction of the euro would not
appear to have had a direct influence on the composition of the
portfolio in terms of instruments. But the low interest rates ac-
companying the convergence process and expectations of
macroeconomic stability have led agents to reduce the weight
that monetary assets formerly had in their portfolios and to seek
higher returns on fixed income and equities.

However, where the direct effect exerted by the introduction
of the euro on the composition of funds’ portfolios can best be
seen is in the analysis of investment grouped by currency. In this
connection the portfolio for each instrument has been divided
into three groups: domestic assets, non-domestic assets issued
in euro and other. The chart depicts the composition by currency
of investment in each of the three groups of instruments.

Firstly, in the case of monetary assets, since the introduc-
tion of the euro the percentage share of investment in instru-
ments issued in euro has climbed from virtually zero to close to
10%, a figure that has held throughout the period. These mone-
tary assets are essentially repos, which currently account for
70% of the domestic stock of these instruments.

Turning to fixed income, there has been a very marked in-
crease in the share of instruments issued in euro outside
Spain. This proportion has not ceased growing since the intro-
duction of the single currency, and at present accounts for 70%
of the total fixed-income instruments in funds’ portfolios, equally
divided between government and private securities.

Investment in equities has also been affected by the intro-
duction of the euro, and there has been a notable reduction in
the domestic bias. Investment in equities issued by residents
has come to account for only 30% of Spanish mutual funds’ to-
tal investment in equities, compared with 85% on average in
the 1994-1998 period. In this case, much of the investment in
equities has shifted to euro countries, although the share of
other developed countries – essentially dollar investment – in
the equities portfolio has also risen. It appears clear in the first
of these shifts that the disappearance of foreign exchange risk
has played a key role, as it has enabled fund managers to di-
versify the equity portfolio without having to bear exchange rate
risk or incur the attendant hedging costs.

The conclusion may thus be drawn that the introduction of the
single currency appears to have contributed, amid the globalisa-
tion of financial activity, to the diversification of Spanish mutual
funds’ portfolios. In turn, that has made for a reduction in the do-
mestic bias of investment in both fixed income and equities.
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ue to the low reached in 2000 (see Table 5). As
discussed in the previous Quarterly Report, the
slowdown in household financial saving in the
second half of 2001 was due, at least in part, to
the relative strength of consumption. However,
during 2002 Q1 there was a slowdown in
household spending which has not passed

through commensurately to household demand
for financing; indeed, this latter variable has re-
mained high, underpinned by a low level of in-
terest rates and higher house prices.

The acquisition of financial assets by house-
holds was slightly higher than in the same quar-

2002

Q3 Q4 Q1

HOUSEHOLDS AND NPISHs:

Financial transactions (assets) 9.8    9.6    8.9    9.0    7.8    8.0    
Cash and cash equivalents 3.2    4.5    1.0    0.8    1.2    2.1    
Other deposits and fixed-income securities (a) -1.8    2.5    6.4    4.7    3.0    2.4    
Shares and other equity (b) 0.0    0.1    0.5    0.3    -0.5    -0.3    
Mutual funds 5.0    -2.2    -3.4    0.2    0.8    0.4    

FIAMM -1.1    -1.4    -1.4    0.7    1.3    1.4    
FIM 6.1    -0.8    -2.0    -0.5    -0.5    -0.9    

Insurance technical reserves 2.4    3.3    3.4    2.6    2.8    2.6    
Of which:
Life assurance 1.2    2.0    2.0    1.0    1.7    1.7    
Pension funds 1.0    1.0    1.1    1.3    0.8    0.6    

Other 0.8    1.2    1.0    0.4    0.4    0.7    

Financial transactions (liabilities) 6.5    7.6    8.0    6.9    6.5    7.1    
Credit from resident credit institutions 5.9    6.5    6.8    5.8    5.1    5.8    
Securitisation funds 0.5    0.6    0.1    0.2    0.3    0.2    
Other 0.1    0.5    1.0    0.9    1.1    1.1    

NON-FINANCIAL CORPORATIONS:

Financial transactions (assets) 14.0    17.8    27.6    19.3    17.6    17.9    
Cash and cash equivalents 1.5    0.7    0.9    0.8    1.6    1.9    
Other deposits and fixed-income securities (a) 0.2    -0.2    1.3    0.4    0.7    0.0    
Shares and other equity 3.1    8.2    14.1    8.1    4.2    4.5    

Of which:
Vis-à-vis rest of the world 2.2    6.5    10.9    7.6    3.7    3.7    

Other 9.2    9.2    11.3    10.0    11.1    11.5    

Financial transactions (liabilities) 15.3    20.3    31.3    23.9    22.0    22.3    
Credit from resident credit institutions 4.6    4.8    6.7    5.3    6.0    6.5    
Securitisation funds 0.2    0.4    0.9    0.9    0.8    1.0    
Foreign loans 1.6    3.0    3.5    3.3    3.6    2.8    
Fixed-income securities (a) 0.0    0.5    -0.5    0.2    0.1    0.1    
Shares and other equity 2.7    5.1    12.3    7.2    3.9    4.0    
Other 6.2    6.4    8.4    7.0    7.6    8.0    

 MEMORANDUM ITEMS: YEAR-ON-YEAR GROWTH RATES (%):

Financing (c) 16.7    19.5    18.9    15.2    15.1    15.2    
Households and NPISHs 19.3    19.6    17.3    14.0    12.3    13.4    
Non-financial corporations 14.7    19.4    20.0    16.0    17.2    16.6    

1998 1999 2000
2001

Financial assets and liabilities of households, NPISHs and non-financial corporations 
(Cumulative data for the last four quarters)

TABLE 6

% of GDP 

   Source: Banco de España.
   (a)   Not including unpaid accrued interest, which is included under "Other".
   (b)   Not including mutual funds.
   (c)   Including bank credit extended by resident credit institutions, foreign loans, fixed-income securities and financing through securitisation funds.
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ter a year earlier (equivalent to 8% of GDP)
and, as has previously been the case, was cen-
tred on the most liquid assets (see Table 6 and
Chart 23). The demand for cash and deposits
accounted for 74% of the flow of investment by
households in financial assets. Saving in the
form of cash and cash equivalents increased to
2.1% of GDP, largely due to the greater de-
mand for cash following the changeover to the
euro. Saving deposits grew by close to 15%
year-on-year, while deposits at an agreed matu-
rity expanded at a rate of 7.7%, moving on a
slowing trend. Net subscriptions of shares in
mutual funds were negative and, in cumulative

Source: Banco de España.   
(a)   Not including unpaid accrued interest, which is included under 

"Other".

CHART 23

Households and NPISHs
Cumulative four-quarter data
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four-quarter terms, amounted to 0.4% of GDP.
As has occurred since mid-1999, households
continued selling shares in securities funds and
investing in money market funds for an amount
equivalent to 1.4% of GDP. Investment in tech-
nical insurance reserves fell moderately com-
pared with the same quarter a year earlier and
stood at 2.6% of GDP. Finally, net purchases of
shares and other equity were positive and were
largely in unquoted shares, thereby reducing
the negative value of cumulative four-quarter in-
vestment to –0.3% of GDP.

As regards liabilities-side transactions, the
financing received by households was high at
7.1% of GDP, against 6.5% the previous quar-
ter. In terms of components, bank credit post-
ed the highest volume (5.8% of GDP com-
pared with 5.1% the preceding quarter). Con-
sequently, the year-on-year growth rate of fi-
nancing – considering bank loans and financing
intermediated by securitisation funds – quick-
ened to 13.4%, against 12.3% the previous
quarter (see the memorandum item in Table 6).

The information available on the end-use of
credit extended by resident institutions indicates
that the higher funds obtained by individuals fi-
nanced both investment in housing and con-
sumer spending. Loans intended for house pur-
chases thus grew by 17%, compared with
16.5% at end-2001. In terms of the two types of
institution involved, savings banks increased

their portfolio of this form of loan by 18.8%
year-on-year, while banks did so by 14.3%.
Credit intended for spending on current and du-
rable goods held at a growth rate of over 20%,
although its weight in respect of total loans ex-
tended to individuals is limited and lower than
15%.

The provisional information on monetary and
financial conditions in the Spanish economy
during 2002 Q2 indicates very few changes in
the processes described previously (6) (see
Chart 24). The most liquid assets have contin-
ued to grow at a high rate, with the particularity
that cash and cash equivalents have slowed
slightly and the growth rates of other bank liabil-
ities have ceased to move on a declining trend.
Moreover, the value of holdings in mutual funds
has once again turned down. And, on the fi-
nancing side, the extension of credit to the pri-
vate sector by resident institutions has moderat-
ed somewhat, growing at a similar rate to that
at end-2001, namely 13.3%.

Finally, with regard to the wealth position
of households, mention should be made of
the ongoing reduction in the sector’s net as-
sets as a result of the growth of its liabilities

   Source: Banco de España.
   (a)   Including bank credit extended by resident credit institutions, foreign loans, fixed-income securities and financing through securitisation funds.
   (b)   Assets 1 = Total financial assets - "Other".
   (c)   Assets 2 = Assets 1  - shares - shares in FIM.
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(6) Note that these indicators provide aggregate infor-
mation on the sectors households and non-financial corpo-
rations. Consequently, conclusions on household transac-
tions should be interpreted with due caution.
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and the loss of value of its holdings of shares
and units in mutual funds. Net financial
wealth stood at 115.5% of GDP, compared
with 135% in 1999 Q4. Likewise, debt as a
proportion of GDP and of the value of hold-
ings of the most liquid and least risky assets
increased once again to 50.5% and 47.6%,
respectively (see Chart 25).

5.3. The financial flows of non-financial
corporations

In the period from January to March 2002,
the balance of the financial transactions of

Source: Banco de España.   
(a)   Financial resources that cover the gap between real and per-

manent financial investment and gross saving.   
(b)   Including gross capital formation, stockbuilding and foreign 

equities.   
(c)   Including capital transfers.  
(d)   Not including unpaid accrued interest, which is included under 

"Other".

CHART 26

Non-financial corporations
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Investment in financial assets increased
slightly in relation to the same quarter a year
earlier and stood at 17.9% of GDP. This in-
crease was primarily the result of greater in-
vestment in cash and cash equivalents,
amounting to 1.9% of GDP; however, the de-
mand for other liquid assets, reflected under
other deposits and fixed-income securities, de-
clined considerably (see Table 6). Moreover,
the acquisition of quoted and unquoted shares

non-financial corporations was similar to that
in the same quarter a year earlier (–1.8% of
GDP). Thus, in cumulative four-quarter terms,
their net financial requirements amounted to
4.4% of GDP. As discussed in previous re-
ports, these financial requirements are due to
the diminished capacity of corporations to
generate funds internally, since both domestic
and foreign investment have slowed signifi-
cantly (see Chart 26).

2002

Q3 Q4 Q1

Net financial transactions 0.5    -1.1    -2.5    -2.0    -1.9    -1.8    

Financial transactions (assets) 12.3    14.8    24.5    16.4    10.8    8.8    

Gold and SDRs 0.0    -0.2    0.0    0.0    0.0    0.0    

Cash and deposits 3.2    1.7    2.8    -0.5    -2.6    -3.8    
Credit system 0.0    3.7    2.5    -0.5    -2.8    -3.3    
Other resident sectors 3.2    -2.0    0.4    0.1    0.1    -0.6    

Securities other than shares 3.4    2.8    3.8    6.0    7.1    7.4    
Credit system -1.4    -0.9    -0.3    1.0    2.0    2.3    
Other resident sectors 4.7    3.7    4.1    5.1    5.1    5.2    

Shares and other equity 4.3    9.8    15.1    8.1    3.7    3.1    
Credit system 0.4    0.7    1.7    0.3    -0.1    -0.4    
Other resident sectors 3.9    9.0    13.4    7.8    3.8    3.5    

Of which:
Non-financial corporations 2.2    6.5    10.9    7.6    3.7    3.7    

Loans 1.4    0.7    2.7    2.7    2.7    2.1    
Credit system 0.2    -0.2    0.5    0.7    0.8    0.6    
Other resident sectors 1.2    0.9    2.2    2.0    1.9    1.5    

Financial transactions (liabilities) 11.8    15.9    27.0    18.4    12.7    10.6    

Deposits 5.9    4.1    6.7    5.0    2.8    1.1    
Of which:
Credit system 5.9    4.1    6.8    5.0    2.8    1.1    

Debt securities issued 1.0    5.4    7.0    4.0    3.1    3.2    
Credit system 0.2    0.9    0.8    0.6    0.6    0.8    
General government 1.0    4.3    5.7    3.0    1.6    1.7    
Other resident sectors -0.2    0.2    0.5    0.4    0.9    0.8    

Shares and other equity 2.9    3.9    9.1    5.8    3.5    3.7    
Credit system 0.1    0.3    1.7    0.4    0.5    0.2    
Other resident sectors 2.8    3.6    7.4    5.3    3.0    3.5    

Loans 2.2    3.8    4.5    4.0    4.4    3.8    
General government 0.1    0.1    0.1    0.0    0.1    0.1    
Other resident sectors 2.1    3.7    4.4    4.0    4.3    3.7    

Other, net (a) -0.2    -1.4    -0.3    -0.4    -1.1    -1.3    

1998 1999 2000
2001

Financial transactions of the nation. Cumulative data for the last four quarters

TABLE 7

% of GDP 

   Source: Banco de España.
   (a)   Includes the asset-side caption reflecting insurance technical reserves.
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was somewhat more positive at 4.5% of GDP,
compared with 4.2% the previous quarter. Fi-
nally, investment in assets grouped under the
heading other in Table 6 edged up to 11.5%
against 11.1% the previous quarter as result of
a higher volume of trade credit.

Turning to liabilities-side transactions, the re-
sources obtained by non-financial corporations
rose to 22.3% of GDP. Financing obtained via
loans and securities other than shares slowed
overall, and it was other debt instruments which
grew most. Loans from resident institutions and
financing intermediated via securitisation funds
increased considerably to 7.5% of GDP, com-
pared with 6.8% the previous quarter. The issu-
ance of fixed-income securities remained very
low, standing at 0.1% of GDP. Foreign loans
decelerated substantially, which might be indic-
ative of the lesser resort by large corporations
to financing. Resources raised through foreign
loans amounted to 2.8% of GDP, compared
with 3.6% the preceding quarter. The year-on-
year growth of financing extended to corpora-
tions thus stood at 16.6%, a slightly slower rate
(see the memorandum item in Table 6). The re-
maining corporate liability instruments in-
creased slightly. Hence, the issuance of shares
and other equity (primarily unquoted shares)
amounted to 4% of GDP, and the remaining in-
struments (included under the item other in Ta-
ble 6) to 8% of GDP, influenced by the increase
in trade credit.

The information on the breakdown of resi-
dent institutions’ credit by productive activity in-

dicates that the acceleration in loans was
across the board. The growth rate of the main
component, credit for the services sector,
climbed from 12.1% at end-2001 to 13.6%.
Meantime, loans to industry grew by 8.6% and
those to construction by 12.1%.

Although the volume of financing – total
loans and securities other than shares – slowed
slightly during 2002 Q1, its growth remains high
in relation to economic growth. Consequently,
the sector’s debt, measured by the debt/GDP
ratio, held on a growing path, standing at
71.8%. The value of this debt in relation to cor-
porations’ financial assets portfolio rose even
more, up to 40.3%, given the diminished value
of share holdings.

5.4. General government financial flows

The positive balance of general government
financial transactions in 2002 Q1 was higher
than a year earlier. In cumulative four-quarter
terms, the improvement saw this sector’s finan-
cial saving come to stand at 0.5% of GDP (see
Chart 27).

During Q1, the Treasury launched a new is-
sue of 15-year bonds for a value of €5 billion.
As a result, in cumulative four-quarter terms,
the outstanding balance of general government
bonds increased by 2.26% of GDP, compared
with 1.27% the previous quarter. Issues of
short-term securities were low and, again on a
cumulative four-quarter basis, redemptions

Source: Banco de España.   
(a)   Calculated as the difference between the stocks of financial asssets and of liabilities vis-à-vis the rest of the world according to quarterly finan-

cial accounts data.   
(b)   Q1 data.   
(c)   Defined according to the First Banking Directive.   
(d)   Insurance corporations and collective investment undertakings.

1997 1998 1999 2000 2001 2002 (b)

Total economy -20.9   -21.6   -22.3   -20.6   -22.4   -23.0   

Non-financial corporations and households and NPISHs -10.8   -8.6   -8.7   -0.8   -1.7   -1.7   
Non-financial corporations -17.1   -14.8   -16.3   -8.5   -9.3   -9.6   
Households and NPISHs 6.3   6.2   7.6   7.6   7.5   7.9   

Financial institutions 6.9   4.8   6.9   5.1   4.6   3.4   
Credit institutions (c) 2.4   -5.4   -7.5   -12.5   -14.6   -15.4   
Institutional investors (d) 4.6   10.7   15.0   18.4   20.7   20.7   
Other financial institutions -0.1   -0.4   -0.6   -0.8   -1.6   -1.8   

General government -17.0   -17.9   -20.5   -24.8   -25.2   -24.8   

Net financial assets vis-à-vis the rest of the world (a)
Q4 data

TABLE 8

% of GDP
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amounted to 1.25% of GDP. The net resources
obtained with the issues contributed to increas-
ing deposits (net of loans) by 1.09% of GDP.
During Q1, moreover, public debt portfolio
switching from institutional investors to non-res-
idents continued, with the latter agents’ hold-
ings of bonds now accounting for somewhat
over 50% of the total outstanding balance is-
sued.

The provisional information for Q2 shows a
fresh increase in funds obtained via securities.
Net issues of government bonds have been
earmarked, to a lesser extent, to redeeming
short-term securities and, consequently, the fi-
nancial requirements indicator, which reflects
general government resort to financial markets
and proxies saving in the sector, has risen to
0.87% of GDP in Q2 (see Chart 27).

5.5. Financial flows between the Spanish
economy and the rest of the world

Between January and March 2002, the bal-
ance of the nation’s financial transactions was
somewhat less negative than in the same quar-
ter a year earlier (–0.50% of GDP), whereby
capital inflows from abroad totalled 1.8% of
GDP in cumulative four-quarter terms (see Ta-
ble 7). As had been the case in the preceding
quarters, flows of net acquisitions of external fi-
nancial assets and liabilities continued to de-
cline, with said purchases predominantly of
high-liquidity and low-risk instruments amid the
heightened uncertainty on capital markets.

Net acquisitions of external assets amount-
ed to 8.8% of GDP, against 10.8% the previous
quarter. Both credit institutions and other resi-
dent sectors reduced their holdings of foreign
deposits. Investment in securities continued to

be predominantly in fixed-income instruments.
Acquisitions of securities other than shares in-
creased to 7.4% of GDP, while equity purchas-
es were lower at 3.1% of GDP, compared with
3.7% in 2001 Q4. This lesser investment in
shares was due to financial institutions, since
non-financial corporations sustained an invest-
ment flow equivalent to 3.7% of GDP. Accord-
ing to Balance of Payments data, foreign direct
investment declined by more than 50% in rela-
tion to that in the same quarter a year earlier. In
particular, inter-company debt transactions fell
more sharply than direct investment in shares
and other equity. Loans abroad by non-financial
corporations amounted to 1.5% of GDP, against
1.9% in 2001.

The volume of cross-border transactions on
the liabilities side was also lower, standing at
10.6% of GDP compared with 12.7% the previ-
ous quarter. This decline was mainly the result of
less investment in deposits by non-residents and
of a reduction in foreign loans received by non-
financial corporations. However, non-resident in-
vestment in securities increased moderately on
the same quarter a year earlier, taking the form
in particular of direct investment. Consequently,
direct investment flows turned negative once
again, i.e. foreign direct investment in Spain ex-
ceeded Spanish investment abroad. The latest
Balance of Payments information, for April, clear-
ly shows these patterns to be continuing.

As a result of foreign financial transactions
and of changes in financial asset prices and in
the exchange rate, the debit balance of net ex-
ternal assets increased. The improved general
government position did not offset the deteriora-
tion in credit institutions’ net external assets
(see Table 8).

30.7.2002.


