Quarterly report
on the Spanish
economy

1. Overview

The year 2002 ended without the numerous
sources of uncertainty influencing global eco-
nomic developments having been dispelled.
Geopolitical tension and the failure to correct
some of the basic imbalances besetting certain
economies mean that the conditions needed to
set a sustained recovery in train are not yet in
place. In these circumstances, the principal im-
pulses have arisen from the implementation of
clearly expansionary macroeconomic policies
which, to date, have not fuelled relevant infla-
tionary pressures in the main regions where,
with very few exceptions, growth is running far
below potential.

Against this international background, the
Spanish economy performed comparatively fa-
vourably last year. On Banco de Espafia fore-
casts, real GDP growth in 2002 on average was
2%, down on the previous year (2.7%) but far
higher than the figure expected for the euro area
as a whole (below 1%). As a result, Spain’s real
convergence towards the EU core has contin-
ued. The rise in employment for the year will be
around 1.3%, although the unemployment rate
has climbed to almost 11.5% and productivity in
the economy will have picked up. The least fa-
vourable result has been on the prices front. The
twelve-month growth rate of the harmonised in-
dex of consumer prices (HICP) was 4% in De-
cember, placing the differential with the euro
area at 1.7 percentage points (1.4 points on av-
erage for the year). Finally, the general govern-
ment accounts have closed the year with a mod-
est deficit of only 0.2% of nominal GDP, and it is
estimated that the fiscal policy stance has been
virtually neutral.

Taking into account the preliminary INE data
for the first three quarters of 2002, the above-
mentioned estimated annual increase in GDP is
the outcome of growth of 2.1% year-on-year in
Q4, in terms of the seasonally adjusted series,
compared with 1.8% in Q3. The quarter-on-
quarter rate, influenced by the short-term vola-
tility of the seasonally adjusted series, would
have been around 0.3%, against 0.8% the pre-
vious quarter. In any event, moving beyond the
fluctuations proper to quarter-on-quarter rates
calculated using the seasonally adjusted series,
Chart 1 shows that the Spanish economy held
at a modest but sustained growth rate through-
out 2002, moving on a mildly slowing trend that
appears to have eased in the closing months of
the year.

Although the events in recent months have
not contributed to improving growth expecta-
tions for the world economy, most analysts hold
by the central growth scenario outlined for the
year 2003, albeit accentuating the downside
risks. Expectations of recovery continue to
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(a) Non-centred annual percentage change calculated on the ba-
sis of the seasonally adjusted series.

(b) Non-centred annual percentage change calculated on the basis
of the trend-cycle series.

(c) Quarterly percentage change calculated on the basis of the
seasonally adjusted series.

hinge largely on developments in the US econ-
omy, since the most buoyant regions (the
emerging Asian and eastern European econo-
mies) are not of sufficient weight to significantly
affect the growth of international markets. And
neither Japan (which shows no firm expecta-
tions of emerging from the prevailing crisis) nor
the European Union (greatly affected by the ad-
verse results of certain countries) may be seen,
for the time being, as sound alternatives to the
US recovery. Finally, leaving aside the prob-
lems in Venezuela, and despite the fact growth
expectations for the region as a whole in 2003
remain very moderate, recent events in certain
Latin American countries pave the way for the
onset of an improvement. This is particularly the
case with the reduction of the spread on Brazil-
ian debt, following the formation of a new gov-
ernment, and the greater stability the Argentine
economy appears to be showing.

Recent data on the US economy are contra-
dictory and the outlook remains overshadowed
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by the depressive effects arising from uncer-
tainty over how the situation in the Middle East
will unfold. Further, the failure to correct some
of the imbalances generated during the previ-
ous long upturn, especially the shortfall in pri-
vate saving, might heighten the fragility of the
incipient recovery, which is basically under-
pinned by the impact of monetary and fiscal ex-
pansion on consumption, with investment hav-
ing remained lacklustre.

Economic activity in the euro area in recent
months has been characterised by its slow and
hesitant pace. Growth projections have been
scaled back as a result of the risks associated
with the international setting (the outbreak of
war) and dearer oil prices. The latest figures re-
veal something of a change on the previous
months, as consumer confidence has worsened
while business confidence has improved, the
latter owing perhaps to a slight pick-up in ex-
ports, the continuation of which has yet to be
confirmed. A quarter-on-quarter increase in real
GDP for the euro area as a whole similar to that
in recent quarters is expected for 2002 Q4. And
this, given the poor result in 2001 Q4, will raise
the year-on-year rate to over 1% (owing to a
simple statistical effect), although the annual
average rate will be below this figure.

The sluggishness of demand and the appre-
ciation of the euro contributed to easing infla-
tionary pressures in the closing months of 2002,
placing the rate of increase of the euro area
HICP at 2.3% in December. These factors will
continue to bear favourably on prices in the
coming months, depending on the path of oil
prices. Taking a medium-term view, the moder-
ation of unit labour costs must continue, based
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not only on higher productivity gains (as in re-
cent months) but also on a greater containment
of wage increases.

Monetary conditions in the euro area held
relatively stable in the closing months of 2002
and early 2003, since the cut in official interest
rates in December (the only decision to alter
rates taken last year) has been more or less off-
set by the appreciation of the euro. While finan-
cial conditions have not worsened, the continu-
ing relatively high risk premia on private debt
and the past declines still weighing down stock
prices have made financing for agents, espe-
cially corporations, difficult. Reflecting these
factors has been the ongoing slowdown in cred-
it to the private sector, the year-on-year growth
rate of which stood at around 4.5% at the end
of 2002. As will be seen, this is not the case of
the Spanish economy where the growth of cred-
it to the non-financial private sector has re-
mained very high. Moreover, although uncer-
tainty has also been the keynote of Spanish fi-
nancial markets in recent months, develop-
ments have proven relatively more favourable
than in the preceding quarters. Indeed, stock
market prices in Spain have performed similarly
to those in the United States, improving the re-
sults on European markets.

In the fiscal policy realm, the euro area
budget deficit widened to 2.2% of GDP in 2002.
The deterioration in the overall budgetary posi-
tion has largely been due to the impact of the
cyclical slowdown. But analysis of the positions
in the various countries shows that the current
results are the outcome of their different starting
positions in 2000. In those countries where a
balanced budget had been attained, the recent
deterioration is indicative, above all, of the oper-
ation of the automatic stabilisers. In those other
members were structural imbalances were not
corrected at the top of the cycle, the current
phase of low growth has seriously exacerbated
their budgetary position, placing them in a very
delicate situation in terms of compliance with
the requirements laid down in the Treaty and in
the Stability and Growth Pact. Indeed, two
countries — Portugal and Germany — have seen
the Excessive Deficit Procedure applied, and
another Member State — France — has been
warned not to let its budget deficit exceed 3% in
2003. Against this background, the European
Commission has formulated various proposals
to reinforce the Stability and Growth Pact and
the co-ordination of fiscal policies in the EU,
which will be discussed in the coming months
by the Council.

The monetary conditions laid down for the
euro area countries last year proved too gener-
ous for the Spanish economy, which was expe-
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riencing a much more moderate cyclical slow-
down than the area as a whole and much
sharper price pressures. As the year unfolded
and the pace of activity slowed, monetary con-
ditions became more suited to the Spanish situ-
ation, especially as the euro appreciated and
hardened against the main currencies. The fis-
cal policy pursued contributed positively to sus-
taining household income; notwithstanding, and
despite the increase in public investment, the
overall fiscal policy stance was virtually neutral.
The modest deficit recorded is therefore largely
due to the operation of the automatic stabilis-
ers, since the structural balance improved.

Given these constraints and the adverse in-
ternational environment, which drastically re-
stricted the growth of foreign markets, the
Spanish economy posted an average real GDP
growth rate of 2% in 2002, as earlier stated. Na-
tional demand increased by a similar amount to
output, whereby the negative contribution of net
external demand stood at around one-tenth of a
percentage point. All demand components, with
the exception of government consumption and
stockbuilding, contributed to the slowdown in
GDP; yet while private consumption and invest-
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tio, but household lending capacity held at very
low levels as a result of the exceptional robust-
ness of investment in housing, fuelled by ex-
pectations of rising prices, which did not abate
as expected, and this prompted an increase in
household debt levels. The course of interest
rates, however, meant that the burden associat-
ed with this indebtedness held stable.

Both exports and imports of goods and serv-
ices posted positive but rather insignificant
rates of increase. Of particular note were the
poor results for tourism. The fall in the goods
imports deflator made for a reduction in the
trade deficit, with a subsequent improvement in
the current-account deficit. The favourable per-
formance of import prices over the year as a
whole, despite the changes in the prices of im-
ported energy products, which fed through to
various sectors in the economy, means that the
4% increase in the value-added deflator is basi-
cally attributable, therefore, to domestic rea-
sons. The pressure of unit labour costs, whose
growth rate in the market economy was only
slightly below the figure of 3.7% recorded the
previous year, may have passed through to fi-
nal prices in the economy, especially in those
industries where the increase in demand was
particularly high or where the lack of competi-
tion is more marked, with the corresponding
widening of business margins. Wider margins
were particularly notable in the construction in-
dustry, whereas it is in certain services branch-
es that there is evidence that the currency
changeover may have had greater influence on
the rate of increase of prices.

Estimates on the growth of the Spanish
economy in 2002 Q4, which were mentioned at
the beginning of this section, show some differ-
ences from annual average results. This is quite
significant as regards the assessment of trends
at the onset of 2003. Firstly, the year-on-year
growth rate of 2.1% estimated for 2002 Q4, cal-
culated in terms of the seasonally adjusted se-
ries, confirms that the Spanish economy main-
tained a sustained growth rate throughout 2002,
on a mildly slowing trend that does not appear
to have extended into the closing months of the
year. Growth has been fully underpinned by do-

(a) The series are averages of daily data.

(b) Includes bank loans extended by resident credit institutions,
foreign loans, fixed-income securities and financing through securiti-
sation 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.

mestic demand, the rate of increase of which
was somewhat over 2%, whereas net external
demand will have subtracted at least two-tenths
of a point from GDP growth. Although the in-
crease in demand has continued to reside es-
sentially on investment in construction and on
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both private and government consumption, cap-
ital investment, while still sluggish, has shown
signs of a pick-up which the data in the coming
months will have to confirm. The growth rate of
private consumption has stabilised at close to
1.5%, and that of investment in construction
has been just marginally lower than in the previ-
ous quarter, moving on a decelerating trend.

Another characteristic feature of the Q4 data
is that the performance of merchandise exports
has remained more expansionary than in the
first half of the year, although their rate of increase
has tended to slacken compared with their no-
table buoyancy in the summer months. The rise
in exports carried industrial activity in its wake,
whereby its year-on-year rate of change, which
had already ceased to be negative in Q3,
steepened in the closing months of 2002. The
foregoing factors ultimately boosted the growth
of imports, to the point where they more than
checked the positive impact of exports on the
GDP growth rate. The performance in the tour-
ism industry, though not as unfavourable as in
previous quarters, has also contributed to the
negative net result of external demand.

The notable buoyancy that financing to the
private sector continues to show (with growth of
around 14%) does not correspond to the cycli-
cal position of the Spanish economy and can
only be explained by the exceptional robust-
ness of credit extended to construction-related
activities. Of particular significance is the in-
crease in credit intended to finance house pur-
chases, with growth of 18.1% in 2002 Q3. For
this reason, and despite the fact that the growth
of consumer credit has slowed appreciably, the
household debt ratio has continued increasing.
The non-financial business sector has also
seen its debt ratios increase, albeit on a lesser
scale than in previous years.

Although the growth of the Spanish econo-
my has continued to be underpinned by the
buoyancy of public- and private-sector con-
struction and, to a lesser extent, by consump-
tion, the data for recent months show the first
signs of a change in which exports and private-
sector investment might play a more prominent

role. For a pattern of this type to firm will de-
pend, to some extent, on a recovery in the
world economy taking root, but the appropriate
fundamentals must also be in place for this to
occur. In this respect, it is encouraging that the
Spanish economy should have sustained posi-
tive employment growth rates — of over 1% in
Q4 - throughout 2002, and that the rate of in-
crease of unit labour costs should have tended
to slow (due largely to apparent productivity
gains), even though it still remains high. Indeed,
at the end of the year, the growth of this varia-
ble exceeded that of the euro area as a whole
by approximately one percentage point, with in-
creases in compensation per employee still
considerably high in both cases.

The challenge facing the Spanish economy
at the onset of 2003 is to attempt to narrow the
differential between its consumer-price growth
rate and that of the euro area countries. The
persistence of such a gap may ultimately erode
competitiveness and therefore restrict growth
and employment generation potential. Fore-
casts point to a significant improvement on the
end-2002 figures, as some of the factors con-
tributing to the increase in the inflation rate dur-
ing 2002 (4% in December in terms of consum-
er prices) were transitory and related to the
prices of energy products and of certain food-
stuffs, and the growth of the overall index
should ease as such factors abate. That should
not mask the risks underlying the behaviour of
other components: thus, the growth rates of
prices of non-energy manufactured goods and,
above all, of services have stabilised at com-
paratively high levels, meaning that the related
differential with the euro area has fluctuated at
around one and one and a half percentage
points, respectively, throughout the year.

Finally, the budget figures for the closing
months of the year mean that the overall gener-
al government outturn for 2002 was virtually in
line with the balanced budget scheduled (the
preliminary deficit announced is two-tenths of a
point of GDP). The growth of revenue has ex-
ceeded the forecasts made in the projected out-
turn accompanying the Budget for 2003, and
the case of expenditure is the same.
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2. The external environment Economic developments in the external en-
’ vironment of the euro area in 2002 Q4, and the
of the euro area outlook for 2003, continued to depend heavily

on developments in the United States. Pub-
lished data confirm the central scenario of mod-
erate recovery in the pace of global activity, led
by the United States and the Asian countries,
excluding Japan, although at a slower pace
than was initially expected.

In the fourth quarter, international financial
markets saw a significant improvement in the
stock market, especially in October and Novem-
ber. Subsequently, these developments were
reversed in January owing to geopolitical ten-
sions. There was also a moderate narrowing of
the spread between interest rates on corporate
debt and government bonds, especially the low-
est quality bonds. This improvement has been
even more striking in the case of sovereign
fixed-income spreads in the emerging econo-
mies, in particular in Latin America and in the
EU candidate countries. For its part, the dollar
resumed its downward course, partly associat-
ed with the increasing evidence of twin deficits
(in the public sector and the external sector) in
the United States. The price of oil rose above
30 dollars a barrel, for supply reasons relating
to the uncertainties associated with conflict in
the Persian Gulf and the negative social and
political developments in Venezuela.

In the United States the indicators point to a
significant reduction in growth in Q4, following a
very positive performance in Q3 when GDP
grew by 4% (in annualised quarterly terms).
The main factor driving growth in Q3 was pri-
vate consumption, especially spending on con-
sumer durables, which grew by 22.8% (in annu-
alised quarterly terms). Public spending and pri-
vate capital formation also made positive contri-
butions, while the contributions of exports and
imports cancelled each other out. The indica-
tors for Q4, especially the sharp declines in
consumer confidence, but also the lower indus-
trial production and manufacturing activity, point
to a slowdown in private consumption growth.
The employment data in November and De-
cember were also negative, with a cumulative
loss of 190,000 jobs over this two-month period,
which took the rate of unemployment up to 6%,
from an average of 5.7% in Q3. As regards pric-
es, inflationary pressures remained moderate,
despite the rise in the price of oil. Thus, the rate
of increase in the total consumer prices index
stood at 2.4% in December, while underlying in-
flation dipped to 1.9%. In short, while develop-
ments in the US economy in Q4 are not going
to dash the prospects for recovery, it may now
take longer for the growth rate to reach a level
close to its potential. Indeed, not only have the
downside risks not dispelled, in some cases
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CHART 5 CHART 6

Main macroeconomic indicators
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CHART 7

Emerging economies: main macroeconomic
indicators
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(a) Argentina, Brazil, Chile, Mexico, Colombia, Venezuela, and
Peru.

(b) Malaysia, Korea, Indonesia, Thailand, Hong Kong, Singapore
and Taiwan.

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

(d) Spreads according to JP Morgan's EMBI+ index. Russia is in-
cluded with the EU candidate countries.

they have actually worsened. Notable among
them are the geopolitical ones, and also those
deriving from the fragility of the recovery, which
is still based on private consumption and the
expansionary economic policy measures, pri-
vate investment having failed to take over. The
US government announced a new fiscal pack-
age, the main objective of which is to stimulate
investment, by eliminating the double taxation
of dividends, and consumption, by reducing tax-
es on the lowest incomes. It is projected that
these measures will increase the budget deficit
by 1% of GDP in 2003.

In Japan, preliminary national accounts fig-
ures for 2002 Q3 show real GDP growth at a
non-annualised quarterly rate of 0.7% (1.5%
year-on-year). Also, quarterly GDP growth in
Q2 was revised upwards to 1%, from the previ-
ous estimate of 0.6%. The contribution of do-
mestic demand to quarterly GDP growth was
positive (0.8%), while the contribution of exter-
nal demand was negative (—0.1%), for the first
time since 2001 Q3. The slowdown in goods
and services exports, which grew at a quarterly
rate of only 0.5%, as against 5.9% in Q2, shows
that the main determinant of output growth in
the first half of the year faded rapidly. The avail-
able indicators for Q4 seem to show a decline
instead of the incipient recovery that seemed to
be signalled in the first half of the year. Thus,
industrial production fell by 2.2% in November,
relative to the same month a year earlier, the
third consecutive monthly decline, while sales
data did not herald a recovery in private con-
sumption either. As shown by the rate of un-
derlying inflation, which held steady at around
—0.8% in November 2002 (the latest figure
available), deflationary pressures continue to
hold sway.

The UK economy grew by 0.9% in 2002 Q3
(2.1% year-on-year), with private consumption
and government consumption both growing by
0.8% during the quarter, while gross fixed capi-
tal formation fell by 0.9%, exports by 1.2% and
imports by 0.5%. According to the economic in-
dicators, the industrial sector again failed to re-
cover in 2002 Q4, with industrial production de-
clining by 1.2% year-on-year in November and
falls in business sentiment. Private consump-
tion indicators displayed notable strength, al-
though they slowed with respect to previous
quarters. Exports in October and November fell
rather more than imports, so that the trade defi-
cit widened significantly during these months.
The rate of unemployment, meanwhile, held
steady at 5.2% to November (registered unem-
ployment was 3.1% in December), and wage
growth year-on-year increased slightly to 3.8%.
Inflation rose to 2.7% in December, owing to
the sharp rises in the housing component and
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the base effect arising from the fall in the oil
price a year earlier.

The most important event for the European
Union candidate countries in the last quarter
was the agreement reached at the Copenhagen
summit, held on 12 and 13 December 2002, for
the entry of a first wave of countries. Ten coun-
tries and the current members can now ratify
accession treaties in 2003 and, assuming they
do so, all of them will participate in the Europe-
an Parliament elections in 2004 as EU Member
States. The most likely accession date for Bul-
garia and Romania seems to be 2007, while
December 2004 has been set as the date for
assessing whether Turkey meets all the political
and democratic criteria required by the EU so
that accession talks can begin without delay.

As for economic developments in these
countries, GDP growth in Q3 was generally
higher than in the previous quarter, owing to the
strength of domestic demand and in spite of the
weakness of external demand. In addition, long-
term interest rate spreads vis-a-vis the euro
continued to narrow and in some cases, such
as that of the Czech Republic, reached less
than 50 basis points. As for exchange rates, the
sharp appreciation of the Hungarian Forint was
notable, forcing the central bank to lower inter-
est rates by 200 basis points.

In Latin America economic and financial de-
velopments were relatively positive in the final
quarter. Especially important among the do-
mestic factors contributing to this improvement
was reaffirmation by the new Brazilian govern-
ment of policies of economic discipline. The
worsening of the economic and social crisis in
Venezuela, which appears increasingly compli-
cated to resolve, does not seem to have affect-
ed the rest of the region, although it has affect-
ed the rise in the price of oil in recent weeks.
Tension in the financial markets of the area
eased from October, leading to a significant re-
duction in debt spreads, to around 1000 basis
points at the end of January in the region as a
whole. Exchange rates have also recovered

somewhat, albeit unevenly and with reversals.
Despite the mild improvement in financial indi-
cators in the last few months of 2002 economic
growth in the region over the year as a whole
will be much lower than initially expected.

It was confirmed in the final quarter that ac-
tivity had stabilised in Argentina following the
sharp fall in GDP in the first half. Inflationary
pressures also moderated and the exchange
rate, which recently embarked on an upward
path, stabilised. This improvement, although
precarious, facilitated the lifting of the freeze on
bank accounts at the beginning of December
and some of the exchange restrictions at the
beginning of January. The transitional agree-
ment with the IMF eases the financing of pay-
ment commitments to official agencies up to Au-
gust 2003. Following the elections in Brazil, af-
firmation of the commitment to fiscal discipline
and the formation of a moderate economic team
led to a significant improvement in sentiment on
financial markets. As a result, debt spreads
were almost halved from their September highs
(although they still stand close to 1,400 basis
points) and the exchange rate appreciated, al-
though it has fallen back in recent days. If the
narrowing of spreads and the appreciation of
the real prove lasting, the public- debt vicious
circle can be broken and the external constraint,
which led to a sharp external adjustment last
year, can be relaxed. However, the situation
has deteriorated significantly on the prices front,
with inflation running at almost twice the target
rate (12.4%, as against a 6.5% upper limit to
the target). This substantial deviation led to a
marked rise in interest rates from October,
which rose from 18% to 25.5%, and an exten-
sion of the horizon for achieving the inflation tar-
gets previously established for 2003. In Mexico
the recovery remains shaky with attention fo-
cused on events in the United States. Fiscal
policy is still disciplined, with the help, on this
occasion, of the approval of the 2003 budget.
Another country in the area that has benefited
from a positive change in sentiment in recent
months is Colombia, owing to IMF support for
the new government’s reforms.
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3.

The euro area and
the monetary policy of the
European Central Bank

In 2002 Q4, economic growth in the euro
area was subdued, so that the conditions of fal-
tering recovery that had characterised the first
three quarters continued to prevail. As for 2003,
the prospects for growth have moderated over
the last few months, owing to the uncertainty
arising from the international setting, the rise in
oil prices and the hardening of the euro. Even
so, recovery is still expected to firm in the euro
area in the first half of this year, which should
enable the annual growth rate of the area to
draw close to its potential by the summer al-
though, given the international geopolitical un-
certainty, this scenario is subject to significant
downside risks. On the inflation front, the weak-
ness of demand and the appreciation of the ex-
change rate helped to reduce inflationary pres-
sures in the last quarter of the year and partly
offset the upward impact on consumer prices of
the rise in oil prices. In the short run, however,
the pass-through of the recent rise in oil prices
to domestic prices may mean that it will take
longer for inflation to fall below 2%

These conditions of uncertainty continued to
govern monetary and financial variables in 2002
Q4 and in the first few weeks of 2003. Interest
rates displayed a downward trend, stock mar-
kets were unable to sustain an upward course
and risk premiums remained high. At the begin-
ning of December, given the improvement in in-
flation prospects, which was largely a conse-
quence of the fragility of the economic recovery,
the ECB reduced its interest rate by 50 basis
points. This cut took the minimum bid rate in the
Eurosystem’s main refinancing operations to
2.75%. In the area of fiscal policy, there was a
further deterioration in the budget position in
2002, which was especially pronounced in cer-
tain countries that had failed to capitalise suffi-
ciently on the previous upturn to consolidate
their finances. In various cases this led to acti-
vation of the procedures provided for in the
Treaty and in the Stability and Growth Pact to
impose budgetary discipline.

3.1. Economic developments

According to the second National Accounts
estimate, GDP in the euro area grew at a quar-
ter-on-quarter rate of 0.3% in 2002 Q3, similar
to the rate recorded in the first half of the year.
This took the year-on-year growth rate to 0.8%,
up 0.1 percentage points on Q2. In terms of the
composition of output, domestic demand was
particularly important in 2002 Q3, contributing
0.3 percentage points to GDP growth, following
a negative contribution in the first half of the
year (see Chart 8). The recovery in domestic
demand was a consequence of the higher
growth rates of private consumption and of in-
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vestment, the latter being positive for the first
time since the beginning of 2001. Among the
components of gross fixed capital formation,
both investment in capital goods and invest-
ment in construction grew at higher rates than
in the previous quarter, although the quarter-on-
quarter growth rate of investment in construc-
tion was still negative. Meanwhile, net external
demand contributed 0.2 percentage points to
output growth, as exports were stronger than
imports, while stockbuilding subtracted 0.2 per-
centage points from GDP growth, in contrast to
its positive contributions in the previous two
quarters.

At the country level, the National Accounts
figures for Q3 show that most countries sus-
tained or increased their quarter-on-quarter
growth rates. Among the largest economies of
the area, France was the only country to see a
moderation in its growth rate, owing to the dete-
rioration in investment, which the buoyancy of
private consumption and the growing contribu-
tion from the external sector were unable to off-
set fully. GDP grew by 0.3% in Germany,
thanks to a favourable foreign trade perform-
ance, while Italy and Spain benefited from more
buoyant domestic demand. Recent develop-
ments in economic activity in the euro area
countries are analysed in Box 1.

From the standpoint of supply, the growth
rate of value added was the same in 2002 Q3
as in the previous quarter owing to a similar in-
crease in industrial GVA, a milder slowdown in
construction activity and a slight loss of buoyan-
cy in the services sector. As for the labour mar-
ket, employment fell by 0.1% in 2002 Q3 rela-
tive to Q2, so that the year-on-year rate of
change was down 0.3 percentage points on the
rate recorded in the previous quarter (0.3%).
Apparent labour productivity rose year-on-year
by half a percentage point as a result of this
slowdown in employment and the higher growth
of output.

The information available on indicators of
activity in 2002 Q4 points to an unchanged or
slightly poorer quarter-on-quarter GDP growth
rate in the euro area, which would make the
rate of change for the year as a whole less than
1%. Although most of the indicators of activity in
industry improved in 2002 Q4, those for con-
struction and services declined relative to the
previous quarter. Specifically, the index of in-
dustrial production increased on average by
0.8% during October and November, with re-
spect to Q3, and the industrial confidence indi-
cator of the European Commission (EC) rose in
Q4 (see Chart 9). By contrast, the purchasing
managers’ index for the manufacturing sector
was down on Q3, as were the EC’s confidence
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CHART 9

Euro area. Real indicators
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ries.

indicators for services and construction and the
purchasing managers’ index for services. At the
same time, on provisional data of the German
Statistics Institute, German GDP grew by 0.2%
in 2002, 0.5 percentage points less than in
2001. This average annual growth rate implies
a lower quarter-on-quarter rate of change in
2002 Q4 than in the previous quarter.

From the standpoint of demand, private con-
sumption indicators point to slightly slower
growth than in Q3. The consumer confidence
indicator fell in Q4 and, in December, reached
levels not seen since 1997, while retail sales
only grew by 0.3 percentage points more in Oc-
tober than on average in the previous quarter.
However, at the other extreme, the retail confi-
dence indicator improved slightly on average in
Q4, while new passenger car registrations dis-
played notable vigour in the same period (see
Chart 9). Investment indicators, such as as-
sessments of industrial order books and capaci-
ty utilisation, improved in 2002 Q4. Export ex-
pectations according to the quarterly business
survey compiled by the EC, were also positive
in Q4, although slightly down on the preceding
quarter, and the assessment of export order
books improved during the final quarter of 2002.
The information from the business survey on
the assessment of stocks suggests that levels
were higher than desired. Finally, the employ-
ment indicators, also obtained from business
surveys, show a further deterioration on aver-
age in the period October- December. In fact,
the rate of unemployment of the euro area rose
in October and November by 0.1 percentage
points, to 8.4%.

In short, the most recent activity indicators
for 2002 Q4 foreshadow continued weak quar-
ter-on-quarter growth, within the range estimat-
ed by the European Commission (0.1%-0.4%),
equivalent to a year-on-year rate of somewhat
more than 1%. On the expenditure side, the
composition would be similar to that of Q3, al-
though it is possible that domestic demand will
grow at a slightly lower rate. Investment ex-
penditure could be stimulated by the growth of
final demand, but the climate of high uncertainty
and the financing difficulties of some firms in
the face of high risk premiums and falling share
prices may entail the postponement of deci-
sions to purchase investment goods. On the
other hand, it is likely that private consumption
will continue to expand, albeit at moderate
rates, in line with its determinants. Among
them, the appreciation of the exchange rate and
the moderation of inflationary pressures, along
with the reduction in interest rates, should be
conducive to some buoyancy in this variable.
However, the negative trend in employment, the
international uncertainty and the decline in fi-
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BOX 1

Differences in the recent performance of economic activity in the euro area countries

Against a general background of mild recovery,
marked by uncertainty over developments in the world
economy, the National Accounts data for each country
in 2002 revealed a wide variety of situations within the
euro area. The year-on-year increase in the area’s GDP
in Q3, 0.8%, was the result of very different performanc-
es across countries. Among the countries for which
quarterly information is available, two of them (Spain
and Finland) grew at a rate of close to 2% and another
three at around 1% (France, Belgium and Austria), while
the remaining three (Germany, lItaly and the Nether-
lands) failed to grow at a rate of more than 0.5%.

The top chart shows that there was a mild recovery
in all the countries, except Italy, the Netherlands and
Spain, although Spain stands out in the group of coun-
tries analysed as having had the highest and most sta-
ble growth rate in recent years. It can also be seen that
the larger countries tend to have more stable rates of
expansion, which may stem, inter alia, from their lower
degree of openness (and, therefore, of sensitivity to ex-
ternal shocks) and from greater diversification in their
productive structures. In the smaller countries, by con-
trast, growth has been more volatile, these being the
only ones in which GDP growth was negative in late
2001 and in which the subsequent recovery has been
clearer. Among these countries, Finland’s buoyancy,
driven by exports and consumption, has been notable.

The different rates of output growth are also related to
very different contributions of domestic and external de-
mand from country to country, there being a clear trade
off between them. The differences in the contribution of
domestic demand stem more from the contributions of
gross fixed capital formation than from consumption,
which seems reasonable when it is considered that in-
vestment is more strongly influenced by the short-term
economic situation and outlook than is consumption. In
the case of net external demand, the different contribu-
tions to output across the euro area countries reflect not
so much the performance of exports, which are governed
by similar fundamentals in all the countries, in terms of
the exchange rate or world demand, as the behaviour of
imports, which are basically determined by the different
behaviour of domestic demand.

No common pattern is discerned in economic devel-
opments across the euro area countries and, therefore,
it is not clear which behave very differently from the rest.
That said, the performance of the German economy is of
particular interest since it is the largest country in the
area and its growth rates are very low. As seen in the
bottom chart, in which the contribution to output of the
main aggregates is compared in Germany and in the
rest of the members of the euro area, the slackness of
the German economy relative to the rest of the countries
of the area is attributable to the weakness of domestic
demand, both in its private consumption and gross fixed
capital formation components. The behaviour of private
consumption is primarily held back by the unfavourable
performance of the labour market, which has a negative
effect on consumer confidence. In fact, Germany is the
only country in which private consumption growth was
negative in 2002 Q3. As for investment, the different be-
haviour of Germany with respect to the rest of the euro
area is attributable, not so much to the still adverse
trend in machinery and equipment investment, which
has affected most members of the euro area, as to the
continued weakness of investment in construction. Fi-
nally, net external demand is seen to have made a sig-
nificant positive contribution to growth, although it has
been affected by the slackness of domestic demand,
which has moderated the growth rate of imports.

GDP growth and its composition
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CHART 10

Euro area. Price, wage and cost indicators
Year-on-year percentage changes
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(a) There is a break in January 2002, when the series was reba-

sed to 2001.

nancial wealth stemming from falling stock mar-
kets, could have a negative impact on agents’
consumption expenditure.

As already mentioned at the beginning of
this chapter, euro area price indicators showed
an easing of inflationary pressures in 2002 Q4.
As for the determination of domestic prices, unit
labour costs increased in Q3 in line with the
GDP deflator, so that margins were unchanged
(see the lower panel of Chart 10). However, as
seen in Box 2, the recent path of unit labour
costs and of unit margins in the euro area re-
flects very uneven behaviour across countries.
Productivity is expected to continue increasing
in Q4, which would be conducive to unit labour
cost moderation.

The HICP increased by 2.3% in December
in year-on-year terms, 0.2 percentage points
more than in September. However, it was the
behaviour of the energy component alone that
was responsible for this acceleration in con-
sumer prices, since the rate of change of the
other components moderated in the final quar-
ter of the year (see Chart 10). The increase in
the likelihood of military intervention in Iragq and
the continuation of the general strike in Vene-
zuela, which has reduced its oil exports, caused
the price of Brent crude oil to stand at around
USD 32 per barrel in mid-January, more than
30% higher than the average euro price in Jan-
uary 2002. The rate of change of the index of
non-energy processed goods and services pric-
es (IPSEBENE), covering the most stable com-
ponents of the HICP, fell by 0.2 percentage
points between September and December. As
can be seen in the second panel of Chart 10,
inflation continued to vary widely across coun-
tries. The inflation differential between the
countries with the highest and lowest rates (Ire-
land with 4.6% and Germany with 1.1%) re-
mained large and relatively steady in Q4. As for
producer prices, the annual rate of change in
the producer price index rose to around 1% in
November, from 0.1% in September, owing to
the increase in oil prices over the quarter.

Consumer prices in 2003 Q1 are likely to be
strongly influenced by the increase in oil prices.
However, in the more medium term, the direct
effects of the appreciation of the euro on import
prices and their gradual pass-through to the
euro area economy and the current moderation
of the rate of economic growth should contain
inflationary pressures, with the rate of increase
in the HICP stabilising at a level below 2% dur-
ing 2003.

According to estimates published by the
ECB, there was a current-account surplus of
€ 40.9 bn in the first ten months of 2002, com-
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BOX 2

Decomposition of the growth of the deflators of GDP and of final demand in the euro area

Within the framework of the quarterly national ac-
counts, the production and the generation of income
accounts provide useful information for analysing price
formation in the euro area as a whole and the inflation
differentials observed between the member countries.
Starting from the identity between the economy’s final
demand and supply (GDP and imports), the final de-
mand deflator can be broken down into the sum of the
GDP deflator and the imports deflator, weighted ac-
cording to their relative importance in final demand in
real terms. Likewise, the breakdown of GDP at market
prices between compensation of employees, the gross
operating surplus and net indirect taxes on production
and imports enables the GDP deflator to be decom-
posed into the contribution of each of these factors per
unit of output.

The top chart shows the year-on-year growth of the
final demand deflator in the first three quarters of 2002
as the sum of the contributions of the domestic and ex-
ternal components. The contribution of the domestic
component is seen to predominate in the determination
of the rates of change of the final demand deflator. In
this period, the contribution of the external component
was negative in almost all countries, as a consequence
of the fall in both the euro prices of imports and in the
import content of final demand, which has been condu-
cive to the containment of inflation. That said, its influ-
ence has been distributed unevenly across the various
countries. France and Belgium, for example, enjoyed
approximately the same reduction in import prices in the
period analysed, but in the second case, the greater
loss of weight of imported products in Belgian supply
amplified the negative contribution of the external com-
ponent to the course of the final demand deflator.

The middle chart shows the existence of signifi-
cant dispersion in the domestic growth rates of the
GDP deflator, as well as in its composition. In most of
the countries, arranged according to the rate of expan-
sion of their GDP deflator, and in the euro area as a
whole, the contribution of unit labour costs (ULCs) ex-
ceeds that of the other factors. The contribution of this
component is especially high in the Netherlands and
Belgium, followed by Spain and Italy. To determine the
origin of this behaviour of ULCs, the bottom chart
shows their rate of change broken down into compen-
sation per employee and productivity increases. It can
be seen that the divergences between the rates of
growth of wages are not so high as those of ULCs,
since in those countries in which compensation has
grown most, the increase in productivity per person
employed is lower, and yet in those countries with the
largest increases in compensation per employee, pro-
ductivity has expanded more strongly. Meanwhile, Ger-
many and Spain are the countries in which the contri-
bution of the gross unit operating surplus to the GDP
deflator is greatest, both relative to that of other coun-
tries and to the contribution of the other components to
the growth of their GDP deflators. Finally, net indirect
taxes have also played a ssignificant role in the deter-
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(a) Average rate for the first three quarters, except Belgium and
the Netherlands (first two quarters).

(b) Labour cost per unit of GDP.

(c) Gross operating surplus (and mixed income) per unit of GDP.

(d) Net indirect taxes on production and imports per unit of GDP.

(e) Approximated by compensation per employee.

mination of the GDP deflator, with a contribution that ranges from almost zero in Germany to half a percentage point

in the case of the Netherlands and Spain.

The data analysed show that the differences between the rates of growth of the main deflators of the euro area
countries reflect a number of different causes. Besides being related to the different cyclical positions of the countries,
these causes are also related to their different degree of openness and to the diversity of their economic structures,
product and factor markets (which determine the remuneration of these factors) and tax systems.
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General government budget balances of euro area countries (a)

TABLE 1

% of GDP

1998 1999 2000 2001 2002 (b) 2002 (c) 2003 (d) 2003 (c)
Belgium -0.7 -0.5 0.1 0.2 0.0 -0.1 0.0 0.0
Germany -2.2 -1.5 -1.4 -2.8 -2.0 -3.8 -2.8 -3.1
Greece -2.5 -1.9 -1.8 -1.7 0.8 -1.3 -0.9 -1.1
Spain 2.7 -1.1 -0.7 -0.1 0.0 0.0 0.0 -0.3
France -2.7 -1.6 -1.3 -1.5 -1.4 -2.7 -2.6 -2.9
Ireland 24 2.2 4.4 1.5 0.7 -1.0 -0.7 -1.2
Italy -2.8 -1.8 -1.7 -2.2 -0.5 -2.4 -1.5 2.2
Luxembourg 3.1 3.6 5.6 6.1 2.8 0.5 -0.3 -1.8
Netherlands -0.8 0.7 1.5 0.1 1.0 -0.8 -1.0 -1.2
Austria -2.4 -2.3 -1.9 0.2 0.0 -1.8 -1.6
Portugal -2.6 -2.4 -3.2 -4.1 -1.8 -3.4 -2.4 -2.9
Finland 18 1.9 7.0 4.9 2.6 3.6 2.7 3.1
MEMORANDUM ITEM:

Euro area

Primary balance 2.5 2.9 3.1 2.5 2.7 1.5 1.6
Total balance -2.2 -1.3 -0.9 -1.5 -0.9 -2.3 -1.8 -2.1
Public debt 73.5 71.9 69.4 69.3 67.2 69.6 69.1

Sources: European Commission, national stability programmes and IMF.

(a) As a percentage of GDP. Proceeds from the sale of UMTS licences not included. Deficit (—) / surplus (+).

(b)
(c) European Commission forecasts (November 2002).
(d)

pared with a deficit of € 18.7 bn in the same pe-
riod of 2001. This turnaround was largely the re-
sult of a substantial increase in the trade bal-
ance, which stemmed in turn from the slackness
of import demand and from the improvement in
the terms of trade. Taking into account, moreo-
ver, that direct and portfolio investment involved
net inflows of almost € 40 bn (in contrast to the
net outflows under the other headings of the fi-
nancial account) the basic balance, which ap-
proximates the more permanent financing re-
guirements of an economy, stood at € 80 bn in
the first ten months of the year, so continuing the
progress that it had made since 2001.

As regards fiscal policy, according to the in-
formation available the budget deficit of the
area as a whole widened last year by 0.2 per-
centage points to 2.2% of GDP (see Table 1),
so that the euro area budget position deteriorat-
ed for the second year running. According to
European Commission calculations, on this oc-
casion the widening of the deficit basically
stemmed from the impact of the slowdown in
activity. However, when the situation is ana-
lysed country by country the conclusion is
somewhat different. The worsening was across
the board, but in those countries that had
achieved an underlying budget position close to
balance before the deceleration in activity be-

Targets of the stability programmes presented between November and December 2001.

Targets of the stability programmes presented between November 2002 and January 2003.

gan, the action of the automatic stabilisers is
apparent in the deterioration observed, and
their cyclically adjusted balances did not signifi-
cantly deteriorate. However, in those countries
in which the structural imbalances were not cor-
rected during the cyclical upturn, the budget po-
sition has been further worsened by the low
growth phase and, in certain cases, by the ap-
plication of discretionary expansionary meas-
ures, making for a very delicate situation in
terms of the balances observed and compliance
with the fiscal rules laid down in the Treaty and
in the Stability and Growth Pact. A particular
case in point is Germany, where the deficit in
2002, according to the estimates available,
reached 3.7% of GDP. This was above the 3%
limit laid down in the Treaty and so prompted
initiation of the excessive deficit procedure. The
Recommendation approved by the ECOFIN
Council on 21 January urges the German au-
thorities to correct the excessive deficit as soon
as possible, by taking measures such as those
proposed in its stability programme, although if
growth proves to be worse than expected a
more ambitious adjustment is not demanded. In
France, meanwhile, the deficit stood at 2.8% of
GDP in 2002, very close to the above-men-
tioned reference rate. This also represents a
significant deviation from the 1.4% target set a
year earlier in its stability programme, leading
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CHART 11
ECB interest rates
and euro exchange rates
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the Council to issue an early warning requiring
France to take all such measures as may be
necessary to avoid the deficit exceeding 3% of
GDP in 2003 and to ensure that the budget can
be balanced in 2006. In Italy, the deficit stabi-
lised in 2002 at around 2.2% of GDP, the level
reached the previous year, although this was
partly as a result of the application of temporary
measures, which have not helped to improve
the underlying situation of its public finances.
Finally, in Portugal, following a deficit of 4.1% of
GDP in 2001 and initiation of the excessive def-
icit procedure as a result, the authorities seem
to have been successful in substantially correct-
ing the budget deficit in 2002.

All the Member States of the area, with the
exception of Luxembourg and Austria, have
presented updated stability programmes, defin-

CHART 12
Euro area
Yield curve
INTERBANK MARKET
(Monthly average)
% %
34 - 1 3.4
32 4 32
3.0 - 4 3.0
28 1 28
OCTOBER 2002
26 | e NOVEMBER 2002 126
1-20 JANUARY 2003
2.4 2.4
EONIA 1\month 3 months 6 months 9 months 1 yea}
Y
EURIBOR
ZERO COUPON CURVE (a)
% %
55 5 98
5.0 5.0
45 4.5
4.0 4.0
BI5) Bi5)
29 OCTOBER 2002
3.0 e 29 NOVEMBER 2002 130
20 JANUARY 2003
25 O 25
01 2 3 4 5 6 7 8 9 10 11 12 13 14 15
years
% %
34 - 1 3.4
29 OCTOBER 2002
29 NOVEMBER 2002
32 - 20 JANUARY 2003 432
3.0 4 3.0
28 - 1 28
26 - 1 2.6
24 24

1 2 3 4 5 6 7 8 9 10 M
months

Sources: Banco de Espafia and European Central Bank.
(a) Estimated using swap market data.
(b) Estimated using Euribor datar.

BANCO DE ESPANA / ECONOMIC BULLETIN / JANUARY 2003



QUARTERLY REPORT ON THE SPANISH ECONOMY

CHART 13

Monetary and credit aggregates
and interest rates in the euro area
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ing their respective medium-term budgetary
strategies (generally up to 2006). Aggregating
the budget targets of the individual countries
gives a deficit for the area as a whole of 1.8%
of GDP in 2003 and 1.1% in 2004. These pro-
jections are significantly rosier than those in-
cluded in the European Commission’s autumn
forecasts, according to which these deficits will
be 2.1% and 1.8% of GDP respectively (see
Table 1). In part, the difference is explained by
the fact that the economic growth assumptions
contained in the programmes are more optimis-
tic, although in many cases the Commission’s
forecasts were published before the pro-
grammes had been presented and the macro-
economic environment had deteriorated further
in the meantime. The discrepancies are also
explained by the fact that the programmes gen-
erally anticipate the implementation of more
ambitious fiscal consolidation policies, although
in many cases the measures that would enable
the targets to be achieved are insufficiently
specified. The budget strategies designed by
the countries with the largest imbalances broad-
ly comply with the Eurogroup agreement, ac-
cording to which the underlying fiscal position
must improve by at least 0.5 percentage points
of GDP per annum from this year. In the rest of
the countries, the automatic stabilisers can be
allowed to operate freely this year. Finally, ac-
cording to the plans set out in the programmes,
almost all the countries will achieve a position
close to budget balance in 2006.

Finally, following a need identified by the
Barcelona Council, the Commission published a
Communication in November which aimed to
examine how the co-ordination of budgetary
policies within the EU can be strengthened. The
Communication did not propose any changes to
the legal framework set by the Treaty and the
Stability and Growth Pact, but rather clarified
the interpretation of these rules and made it
more systematic. The most important proposals
of the Commission, which will be discussed by
the Council in the coming months, are: to evalu-
ate the “close to balance or in surplus” require-
ment in the medium term on the basis of cycli-
cally-adjusted balances; to attach more weight
to government debt ratios and the sustainability
of public finances when assessing fiscal poli-
cies; to monitor fiscal developments in upturns
particularly rigorously, to avoid insufficient ad-
justments to the budgetary position; to permit,
when certain relatively strict starting conditions
are met, moderate deviations from budget bal-
ance, provided that the purpose is to finance
structural reforms; and, finally, to try to strength-
en disciplinary mechanisms by improving the
quality of information on public finances, by
clarifying the circumstances that may give rise
to activation of the excessive deficit procedure
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TABLE 2
Monetary and financial situation in the euro area and Spain
%
2000 2001 2002 2003
DEC DEC AUG SEP OCT NOV DEC JAN (a)
MONETARY VARIABLES (b):
Euro area
M3 4.0 7.9 7.0 7.2 6.9 71 6.8
M1 B2 OIS 7.6 8.2 8.3 9.2 9.8
Credit to private sector 10.1 6.7 5.1 5.0 4.9 4.6 4.7
SPAIN
Cash and cash equivalents 4.4 6.8 11.2 101 11.9 13.4 11.2
Other bank liabilities 19.8 8.4 3.8 228 39 8.0 82
Mutual funds (c) -27.1 26.2 201 17.9 158 133 117
Financing to the private sector 18.8 15.1 147 140 147 143 141
FINANCIAL MARKETS (d):
EONIA 4.83 3.36 329 332 330 330 3.10 2.78
Three-month EURIBOR 4.94 BR5 a3 326 312 294 2.84
Public debt
Euro-area ten-year bond yields 5.07 4.96 473 452 462 459 4.41 4.26
US/euro-area ten-year bond spread 0.25 0.16 -0.43 -0.60 -0.68 -0.53 -0.32 -0.20
Spain/Germany ten-year bond spread 0.31 0.23 019 019 0.17 012 0.10 0.05
Bank rates in Spain
Synthetic deposit rate 3.02 2.22 229 222 222 220 2.06
Synthetic lending rate 6.35 4.86 5.06 492 472 467 4.41
USD/EUR exchange rate 0.897 0.892 0.978 0.981 0.981 1.001 1.018 1.058
Equities (e)
Dow Jones EURO STOXX broad index 59 197 -26.0 -39.1 -315 -272 -345 -7.6
Madrid Stock Exchange General Index -12.7 -6.4 -18.8 -30.1 -22.0 -1569 -23.1 -0.6

Sources: European Central Bank and Banco de Espana.
(a) Monthly average to 27 January 2003.

(b) Annual percentage rate.

(c) Including euro-denominated FIAMMs and FIMs.

(d) Monthly averages.

(e) Cumulative percentage change during the year. End-of-month data. Latest month: 27 January for the EURO STOXX and for the Madrid Stock

Exchange.

or the issue of an early warning, and by making
the process more transparent with the Commis-
sion publishing the documentation relating to
the assessment of national stability and conver-
gence programmes.

3.2. Monetary and financial developments
At its meeting on 5 December 2002, the
Governing Council of the ECB, after assessing
the improved inflationary outlook, the absence
of signs of significant recovery in activity and
the downward revision to the growth forecasts
for the area, decided to reduce official interest
rates by 50 basis points. These had remained
unchanged since November 2001, when a
similar decision was taken. The minimum bid
rate on main refinancing operations was thus

reduced to 2.75%, and the interest rates on
the deposit facility and the marginal lending fa-
cility to 1.7% and 3.75% respectively (see
Chart 11).

In 2002 Q4, monetary conditions were
broadly unchanged from the previous quarter,
since the reduction in interest rates was more
or less offset by the appreciation of the ex-
change rate. At the same time, although the fi-
nancial conditions have not deteriorated further,
the maintenance of relatively high risk premi-
ums for private fixed income and the subdued
stock market have not been favourable for the
financing of agents and especially firms. These
factors are reflected in the continuation of the
slowdown in credit to the private sector in 2002
Q4, which took the year-on-year rate to 4.7% in
December.
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In October and November, as the perception
took hold of a delay in the recovery of activity,
money market interest rates fell. They contin-
ued to do so in December, after the reduction in
official interest rates, and in the first few weeks
of January. Thus, by mid-January, EURIBOR
interest rates at terms of more than 6 months
stood at around 2.7%, slightly below EURIBOR
rates at shorter terms. As seen in the lower
panel of Chart 12, the term structure of one-
month forward rates reflects expectations of re-
ductions in official interest rates of one quarter
of a percentage point in the second quarter of
the year. For their part, long-term interest rates
in the euro area, following the increases in Oc-
tober and November, fell sharply in December
and early January 2003 to around 4.3% by mid-
January (see Table 2).

As seen in the lower panel of Chart 13, the
lending and borrowing rates of euro area credit
institutions continued to follow the downward
path they embarked upon in 2002 Q2. Between
September and November, the rate on housing
loans to households was reduced by 17 basis
points, and that on corporate loans at over one
year by 11 basis points. At the same time the
decline in the synthetic rate of Spanish banks
was 15 basis points between September and
December in the case of liability instruments
and 50 in that of assets (see Table 2).

In the foreign exchange market, in the fourth
guarter, the euro resumed the trend seen in Q2
of appreciation against most of the important
currencies, particularly the US dollar. This trend
became more pronounced in the first few weeks
of January, so that by the end of the month the
euro had appreciated by 10% with respect to
the dollar and by 6% in nominal effective terms
since September 2002 (see lower panel of
Chart 11). The strength of the euro is largely
the result of the depreciation of the dollar, which
is probably being penalised for the authorities’
failure to correct some of the basic imbalances
in the US economy.

October and November saw a pause in the
downward trend in stock markets, but it re-

sumed thereafter. Investor confidence was
again reduced by the increasing tension in the
Middle East and North Korea, and by the weak-
ening of the optimism over short-term economic
recovery in the euro area. The sectors most af-
fected since the end of November have been
telecommunications, technology and the finan-
cial sector, owing to the increasing scepticism
over the earnings prospects of the firms in
these sectors. In 2002 as a whole, the Dow
Jones EURO STOXX broad index fell by 35%,
the largest fall in recent years. In the first few
weeks of 2003 this index was still on a down-
ward trend.

M3 was highly buoyant in the final quarter.
The strength of this aggregate is principally ex-
plained by investor preference for safe, liquid
assets against a background of high uncertainty
on financial markets. In December, M3 in-
creased at a rate of 6.8% year-on-year, some-
what below the rates recorded in the preceding
months. Meanwhile, the Governing Council of
the ECB, at its meeting on 5 December, re-
viewed the reference value for monetary growth
and decided to reconfirm the existing value of
4.5% for the annual growth of the broad mone-
tary aggregate M3. Also, at the press confer-
ence following that same meeting of the Gov-
erning Council, President Duisenberg an-
nounced that an evaluation of the ECB’s mone-
tary policy strategy would be carried out in the
first half of 2003.

Finally, as regards the counterparts of the
monetary aggregates, credit to the private sector
slowed again in the final quarter of the year, to a
growth rate of 4.7% in December, down 0.3 per-
centage points from the rate in September. Ac-
cording to lending data broken down by purpose
and agents available to 2002 Q3, the credit
growth observed during that period was a result
of the strength still displayed by housing loans to
households, since the growth rates of the rest of
the components were more moderate. In the
case of Spain, financing to the non-financial pri-
vate sector between September and December
grew at a rate of 14%, well above the rate re-
corded in the euro area as a whole.
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4. The Spanish economy

On end-2002 information, real GDP is esti-
mated to have grown by 2.1% year-on-year in
Q4, after increasing by 1.8% in Q3 according to
QNA figures. In the second half of last year,
therefore, the Spanish economy would have
sustained a real growth rate close to that re-
corded in the first six months, giving rise to an
average growth rate for output of 2% (see
Chart 1). Behind the estimated path of GDP in
Q4 is a pick-up in national demand (which
would have increased by 2.2%) and, specifical-
ly, in investment in equipment, which might be
reaching the end of its lengthy contractionary
phase. The rate of expansion of private con-
sumption would have tended to stabilise at
1.4%, bringing the mild slowdown seen in the
previous quarters to a halt, and the pace of con-
struction would have eased. The contribution of
net external demand to GDP growth, which was
lower in Q3 than in Q2, owing to the increase in
imports, turned negative in the final quarter of
the year (-0.2 percentage points), as the thrust
of purchases from abroad held firm, in tow to
the rise in domestic demand. Exports increased
at a somewhat more moderate rate than in Q3,
affected by the economic sluggishness in Eu-
rope.

As indicated, real GDP growth in 2002 as a
whole was 2%, 0.7 points lower than was esti-
mated for 2001, against an external background
dominated by political and economic uncertain-
ty. That has checked investment plans and
made for dearer oil and the appreciation of the
euro. The diminished buoyancy of output was
the outcome of a slowdown on a similar scale in
national demand (which grew by 2%) and of a
slightly negative contribution of net external de-
mand, similar to that of the preceding year (0.1
percentage points). Consumption was moder-
ate (increasing by 1.7%), owing to the low
growth of real disposable income and to the
pick-up in household saving. Meanwhile, gross
fixed capital formation slowed to 1.6%, beset by
the strong decline in capital investment in annu-
al average terms. Despite recovering over the
course of the year, the annual growth of exports
of goods and services also declined, with the
poor tourism performance in 2000 a contribut-
ing factor.

From the standpoint of the value added gen-
erated by the various productive branches,
mention may be made of the recovery in indus-
try in the second half of the year and the weak-
ness of market services, the growth rate of
which at the end of the year would have been
lower than that of GDP. There were substantial
falls in agricultural activity in the last two quar-
ters of 2002 compared with the same period a
year earlier, while construction, following the
temporary rise in activity in Q3, resumed its de-
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CHART 14
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celerating path in Q4, albeit at still-significant
rates of increase. Over 2002 as a whole, year-
on-year growth rates in both industry, where ac-
tivity stagnated, and in market services and
construction declined, in contrast to the pick-up
in energy activities. Employment slowed mildly
throughout 2002, especially in market-geared
services, giving rise to a recovery in labour pro-
ductivity; nonetheless, it is estimated that pro-
ductivity increased at a low average rate of
0.7% for the year, both in the economy as a
whole and in market activities. Although job cre-
ation has, by contrast, held relatively firm, end-
ing the year at a rate close to 1%, this has not
prevented a rise in unemployment owing to
comparatively large numbers joining the labour
market.

Consumer-price inflation held at a higher
rate in 2002. Several specific factors contribut-
ed to this, such as the tax rises at the begin-
ning of the year or the introduction of the euro.
The CPI ended the year at a 12-month growth
rate of 4%, reflecting the direct impact of dear-
er oil products in the closing months of 2002.
The resulting annual average growth rate was
3.5%, slightly down on the previous year. The
final demand and GDP deflators increased by
2.9% and 4%, respectively, also somewhat
down on 2001. First, there was a notable re-
straining influence by foreign prices on final
prices in the economy and, further, there were
higher labour costs and wider margins in cer-
tain industries, which accounted for the nota-
ble growth of the GDP deflator. Turning to
costs, compensation per employee increased
at a rate of slightly over 4% in the market
economy, virtually unchanged on 2001. Al-
though the mild rise in productivity contributed
to easing the increase in unit labour costs,
these are estimated to have grown by around
3.4%.

4.1. Demand

During the first three quarters of 2002 the
growth rate of Spanish household final con-
sumption expenditure eased back, standing at
1.4% year-on-year in Q3 according to QNA esti-
mates (see Chart 14). Although the uncertainty
prevailing in the external environment did not
diminish in Q4, making for a further deteriora-
tion in consumer confidence, the latest informa-
tion provided by short-term indicators suggests
that the year-on-year growth rate of consump-
tion will have stabilised during this period at a
similar rate to that posted in the summer (see
Chart 15). This sustained expenditure was sup-
ported by job creation which, despite losing mo-
mentum in the final months, remained signifi-
cant.
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Among the indicators included in Chart 15, CHART 15
that of apparent consumption of goods, estimat-
ed drawing on as yet incomplete data for Q4, Private consumption indicators
has remained on a rising trend, which reflects
the behaviour of the non-food component, in-
cluding consumer durables. The apparent con- %
sumption of services has continued on a decel- ® 7%
erating path. Other indicators directly related to
household expenditure — namely the retail sales
index and the related confidence indicator — 6 BRI AN HER G 16
trended in a steadier fashion in the closing
months of 2002. As to new car registrations, the
strong contraction witnessed during the year 2t 600DS 12
slackened notably in the final months, resulting

APPARENT CONSUMPTION (a)

B

in a positive year-on-year growth rate of 6% in 0 0

December, following ten consecutive months’ 2 ‘ ‘ : -

decline. 1999 2000 2001 2002
Over the course of 2002, private consump- " SPENDING INDICATORS (a) "

tion is estimated to have grown by 1.7%, having

slowed more sharply than disposable income 7 L ROUSHHOUD BCERRIRE | o

. . . SURVEY (b)
and given rise to a recovery in the household

saving ratio. The lower growth of household
real disposable income in 2002 is related to the 5 ¢ 15
rise in consumer prices. At current prices, in-
come is estimated to have grown by the same
amount as in 2001, since the diminished pace o 13
of total gross wages (the result of a slight slow- RETAIL SALES INDEX (b)
down in compensation per employee and of ‘ ‘
lower employment growth) was offset by a more aEE o oo PooD
expansionary contribution of net general gov-

ernment transfers and other non-wage income. CONSUMER DURABLES INDICATORS (a)

The changes in household wealth had more w - * 30
complex effects: the decline in stock market
prices translated into a fall in household finan-
cial wealth, which helps explain the fall-off in
expenditure, while the significant rise in real es-
tate assets last year had a positive impact on 10 oo
consumption, which did not offset in full the ef-

fect of the slide in financial wealth, giving rise to 7\ /

. . . N 0 r 40
the aforementioned increase in saving. M

=

NEW CAR

40 |y REGISTRATIONS

4 20

APPARENT
4 10

In 2002 Q3, general government final con- =0 ‘ ‘ ‘ 510
sumption increased by 3.2% on the same peri- 1999 2000 2001 2002
od in 2001, 0.1 points up on the growth in the CONFTENGE NEEATERE
first half of the year. Following the significant % %

upward revision by INE of the data for the first
half of 2002 and the slight rise in Q3, the infor-
mation currently available points to an addition-
al minor rise in the final quarter of the year. Ok

RETAIL TRADE

Gross fixed capital formation increased by
1.5% year-on-year in 2002 Q3, 0.4 points up on 7 |
Q2, adding firmness to the recovery initiated
last spring. This recovery reflects both the less

CONSUMERS

contractionary performance of investment in 14 \ ‘ ‘ -14

capital goods, the year-on-year rate of decline 1999 2000 2001 2002

of which fell from 5.1% in Q2 tc_) 4.1% in Q3v Sources: INE, European Commission, Direccién General de Trafico

and the greater momentum of investment in and Banco de Espafia.

construction, which grew by 4.8%. 0.4 points up (a) Non-centred percentage change, based on the trend of the in-
DL . ’ YT . dicator.

on Q2. Gross fixed capital formation is estimat- (b) Deflated by the CPI.

ed to have quickened once more in the closing

BANCO DE ESPANA / ECONOMIC BULLETIN / JANUARY 2003 31



QUARTERLY REPORT ON THE SPANISH ECONOMY

CHART 16
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months of 2002 as a result of the trend of in-
vestment in equipment which, following six
quarters of continuous decline, would have re-
sumed a positive year-on-year rate. The consid-
erable buoyancy of construction, meanwhile,
would have eased slightly.

The turnaround in investment in equipment
in Q3 was reflected by virtually all the short-
term indicators available. The indicator of ap-
parent investment in capital goods once again
improved appreciably in the final quarter of
2002, due both to domestic output and, mainly,
to the forceful momentum of imports. In line
with these developments, the business confi-
dence indicator also moved onto a recovering
course as from Q2, driven by brighter output ex-
pectations and improved orders, especially in
the domestic market (see Chart 16). Capacity
utilisation increased considerably, rising to
79.3% early in Q4, above its historical average.
Moreover, the results of the half-yearly survey
of industry confirm a muted improvement in the
investment outlook, evidencing a pick-up in in-
vestment plans scheduled for 2003.

Information from the Banco de Espafia Cen-
tral Balance Sheet Data Office Quarterly Survey
shows that, in the first three quarters of 2002,
non-financial corporations’ return on net assets
remained high, while the cost of financing tend-
ed to decline, with the differential between them
(ROI — cost of debt) widening. The debt ratio,
likewise measured with this information source,
has tended to stabilise at the high level it
reached in 2000. In sum, the financial position
of Spanish corporations reveals continuing high
profitability levels, which would be conducive to
new investment projects. Their high debt, how-
ever, might check the force of any future recov-
ery which, in any event, is not likely to gather
significant steam while the climate of notable
economic uncertainty remains in place and
growth prospects do not improve.

Despite the acceleration in investment in
construction in 2002 Q3, this variable is on a
declining path which it has resumed in Q4 (see
Chart 14). The quarterly Construction Industry
Survey (ECIC) has confirmed (countering the
projection released by Eurostat) a rise in the
value of the work executed by construction
companies in Q3. At the root of this was the im-
pulse given to civil engineering and non-resi-
dential building, whereas residential building
continued to decelerate, albeit at still-high rates.
The economic information for Q4 substantiates
the estimates of lower growth in the final
months of 2002. Although the confidence indi-
cator picked up slightly in this period, the con-
struction activity indicators point to a weaker
performance, as is the case with the apparent
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consumption of cement and Social Security reg-
istrations, both with data to December (see
Chart 16).

Among the indicators of building starts and
completed works, the number of finished hous-
es appeared to peak in 2002, while that of
housing starts progressively fell for the second
year running. According to the data on building
permits and approvals, the new surface area of
residential building to be constructed tended to
stabilise in 2002 after a marked fall-off in 2001
(see Chart 14). These developments are con-
sistent with the slowdown estimated for residen-
tial investment. As to non-residential building,
after a notable increase in permits and approv-
als in 2001, which would account for the rising
trend reflected for this component by the quar-
terly Construction Industry Survey, this variable
has levelled off in 2002. Lastly, official procure-
ment figures show an increase in the nine
months to September which is higher in the
case of civil engineering works, although lower
than the related increase in 2001.

On QNA figures, investment in inventories in
2002 Q3 contributed 0.1 points to the year-on-
year growth of GDP. The latest information,
drawn from the monthly business survey and
running to November, shows a further build-up
in stocks to relatively high levels. There is also
evidence of an increase in oil stocks, due possi-
bly to expectations of higher prices in the com-
ing months. Overall, a zero or slightly positive
contribution of stocks to the year-on-year in-
crease in GDP in Q4 last year is once again es-
timated.

As indicated, it is estimated that the contri-
bution of net external demand to GDP growth in
2002 Q4 will have turned negative, after having
declined in the summer months when both ex-
ports and imports of goods and services rose
significantly (see Chart 17). In the closing
months of 2002, exports of goods and services
held at a more moderate rate of increase than
that posted in the summer, in step with the slow
pick-up in world trade. In addition, the persist-
ently higher growth of prices and costs than in
other euro area countries and the appreciation
of the euro have no doubt dampened sales
abroad. The growth rate of imports also fell, al-
beit to a lesser extent, in the final months of
2002. Here, both the increase in domestic out-
put and its associated lower relative prices will
have contributed to holding up purchases
abroad.

The figures for foreign trade in goods show
that exports increased at a real rate of 4%
year-on-year in October and November, some-
what down on Q3 (6.2%), although their under-
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lying trend continued to improve (see Chart
17). Exports to non-Community areas gath-
ered increasing steam during 2002, posting
positive real rates of change as from Q2. As a
result, they showed an increase of 5% in the
first 11 months of the year, and of 15.6% in the
two months spanning October to November.
Exports to the central and eastern European
economies, to OPEC members and to the
Maghreb countries were notably buoyant, and
sales to Asian countries and to the United
States picked up. Conversely, exports to Ja-
pan and to Latin America remained very slug-
gish. Real exports to the EU declined by 1.2%
in the period from January to October since,
following their recovery in the summer months,
they resumed a negative rate in October and
November (—0.4%). In terms of the Member
States, exports to Germany in France fell in
the first eleven months of 2002 while those to
the United Kingdom and to Italy remained fairly
positive. As regards product groups, there was
a pick-up in sales of capital goods and non-
food consumer goods which, in real terms, in-
creased by 6.4% and 8.2%, respectively, in
October and November, whereas exports of
non-energy intermediate goods, which had ris-
en notably in Q3, slowed considerably in the fi-
nal two months (1.7%).

QNA figures showed the continuing weak-
ness of real tourism receipts, the year-on-year
decline in which stood at 4.2% in 2002 Q3.
Drawing on the latest information, it is estimat-
ed that the decline in this variable may have
eased to a rate close to —3.5% in Q4. Among
the real indicators, that of tourists entering
Spain at borders has been expansionary in re-
cent months (6.4% in Q4), while the number of
foreign visitors staying in hotels has risen slight-
ly; however, overnight stays in hotels fell by
3.7% year-on-year in Q4, after having fallen
back by 5% in the summer months. The poor
performance of tourism receipts last year was
the result of weakness in certain European
economies (such as Germany, one of our main
customers), of the competition from other Medi-
terranean countries and of shifts in tourist pref-
erences towards shorter stays, in non-hotel ac-
commodation and with closer destinations
which can be reached by car. The result has
been a decline in average spending per tourist.
Thus, although the number of tourists entering
Spain at borders grew by 3.3% during the year
as a whole, foreign visitors staying in hotels and
related overnight stays fell by 1.2% and 5.1%,
respectively.

According to foreign trade data, the notable
recovery in goods imports in Q3 extended into
October and November. During these latter
months they grew by 7.8%, moving on a rising

trend in step with the positive performance of
exports, the pick-up in domestic output and
lower import prices in the light of the apprecia-
tion of the euro. By product group, there was a
notable increase in non-food consumer goods
imports in October and November (15.9%
year-on-year in real terms), with the non-dura-
bles component particularly to the fore. Like-
wise, imports of non-energy intermediate
goods and of capital goods climbed by 9.4%
and 4.5%, respectively. Conversely, imports of
energy products fell by 2.4% in this period. De-
spite the pick-up in imports in the second half
of the year, they only increased by 2.7% on
average in the first eleven months of 2002. Of
note in this connection were the 6% fall in pur-
chases of capital goods, and the increases of
6.5% and 4.6% in purchases of non-food con-
sumer goods and of non-energy intermediate
goods, respectively.

Lastly, real imports of services edged up by
1.2% in 2002 Q3, since the rate of decline of
non-tourist services lessened as goods imports
picked up. Tourist payments in real terms con-
tinued to grow at a notable rate of 7.5% in Q3,
in keeping with the robustness of the nominal
balance of payments data in this period. These
trends would have continued into Q4.

4.2. Output and employment

As can be seen in Chart 18, gross value
added in the market economy was on a slightly
recovering profile during 2002 in relation to a
year earlier. This profile continued into Q4, un-
derpinned by the favourable course of industri-
al activity and by a more stable increase in
market services, following several quarters of
deceleration. By contrast, activity in the con-
struction industry would have moderated, while
value added in the primary branches would
have fallen off once more. Agricultural activity
moved on a more contractionary course in Q3,
slipping by 1.9% in year-on-year terms. In the
closing months of the year, however, its rate of
decline eased slightly, in step with the employ-
ment indicators and with the momentum of
capital goods purchases in this sector. Moreo-
ver, rainfall in 2003 has so far been favoura-
ble, generating bright prospects for agricultural
output this year.

The QNA data for Q3 confirmed the pick-up
in industrial activity that was already perceptible
in Q2, and the year-on-year rate of increase of
value added in industry as a whole stood at
2.2%. The recovery was driven by the expan-
sion of sales abroad and, drawing on the infor-
mation provided by the industrial production in-
dex (IPI), took the form of a notable increase in
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the production of consumer goods and a less
negative performance in respect of the manu-
facture of capital goods. Almost all the econom-
ic indicators available indicate that the expan-
sionary trend of industry continued during the fi-
nal months of 2002. In October and November,
the growth rate of the IPI improved, after adjust-
ment for calendar effects, and the business
confidence indicator also showed successive
rises, while imports of intermediate goods con-
tinued to quicken. Moreover, capacity utilisation
stood above its historical average. The produc-
tion of capital goods, following 18 months of
successive declines, significantly posted a posi-
tive growth rate — adjusted for calendar effects
— in November, markedly intensifying the profile
of recovery it had been showing.

Chart 18 shows that construction activity,
following a similar profile to that of investment in
construction, gathered momentum in 2002 Q3
with its value added increasing at a rate of 5.4%
on the same period a year earlier, 0.8 points up
on the growth rate in Q2. As indicated in the
previous section, it appears this recovery was
temporary: the indicators of inputs (such as ce-
ment consumption) and of employment (Social
Security registrations and registered unemploy-
ment) would suggest a slowdown in Q4.

The gross value added of tertiary activities
as a whole increased at a rate of 2% year-on-
year in Q3 last year, 0.4 points down on the
growth in the first half of the year. This perform-
ance was due to the lesser buoyancy in market
services, the growth rate of which fell from 2.2%
in Q2 on the same quarter a year earlier to
1.6% in the summer months, whereas activity in
non-market services accelerated to 3.2% year-
on-year. The information available for Q4 is
supportive of a slight recovery in market servic-
es, based on the maintenance of consumption
and on the incipient expansion of industrial ac-
tivity. The composite market services indicator
(IS1S), the slowdown in which slackened con-
siderably in Q3, has tended to accelerate in the
closing months of the year and the confidence
indicators have behaved positively. At a more
detailed level, the hotel and catering trade (with
a stable increase in employment despite the
fall-off in overnight hotel stays) and the whole-
sale and retail trade (where the employment in-
dicators are also stable and where retail confi-
dence has improved and retail sales risen) have
both shown signs of recovery. Financial inter-
mediation and transport, storage and communi-
cations activities show signs of slightly dimin-
ished momentum in the closing months of the
year. These are more marked in communica-
tions, while in the transport sector the rate of in-
crease has stabilised, bringing the process of
recovery apparent in Q2 to a halt. Lastly, real

estate, rental and corporate service activities
have slowed mildly, with a sharper deceleration
in IT and R&D.

QNA estimates indicate that employment,
measured in equivalent full-time jobs, grew at a
rate of 1.4% year-on-year in 2002 Q3, 0.1
points down on the previous quarter. The cut in
the rate of increase of employment was some-
what less than that in GDP, giving rise to an
economy-wide slowdown in apparent labour
productivity. In the market economy, however,
apparent labour productivity grew by 0.8% year-
on-year, significantly above the rise witnessed
in Q2, owing to the reduction in the rate of in-
crease of employment against the background
of a slight rise in the growth of value added.

The QNA employment figures are in line with
the EPA (Labour Force Survey), which showed
a 1.8% increase in the number of employed in
Q3, half a percentage point down on Q2. In the
last quarter of 2002, employment would have
seen its rate of increase cut further, in step with
the information reflected by the various eco-
nomic indicators. For one thing, the growth rate
of Social Security registrations eased slightly in
the October-December period to 3% on a year
earlier, with a notable month-on-month reduc-
tion in the number of registrations in December
(180,000 people), which left the year-on-year
rate at 2.8%. The registered unemployment fig-
ures also suggest a reduction in the growth of
employment in the closing months of 2002.
There was a far greater increase in December
than that seen in the same month of the previ-
ous year, which had already run counter to the
systematic declines in unemployment seen in
this month from 1994 to 2000. Lastly, the
number of employment contracts fell by 2% in
the final months of 2002 compared with the
same period in 2001.

Across the different branches of activity, em-
ployment in Q3 trended in step with value add-
ed, except in construction, where the genera-
tion of new jobs lost momentum, giving rise to a
significant increase in apparent labour produc-
tivity (see Chart 18). The pick-up in industrial
activity in this period resulted in a modest year-
on-year increase in employment of 0.4%, fol-
lowing three quarters of backsliding. Apparent
labour productivity continued improving. In the
primary industries, employment underwent a
fresh and substantial cut, reflecting the contrac-
tionary trend of output. Lastly, in market servic-
es the rate of increase of employment slowed in
Q3, departing from its rising trajectory, while
job-creation in non-market services remained
high. The disaggregated information on Social
Security registrations in Q4 suggests a fresh
slowdown in employment in market services
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CHART 18
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and, especially, in construction, though it re-
mains stable in industry.

The number of dependent jobs showed high-
er growth than that of total numbers employed
in the first three quarters of 2002, while there
were successive cuts in the numbers of self-
employed. However, according to QNA figures,
dependent employment slowed to a greater ex-
tent than total employment in Q3. The more de-
tailed information provided by the Labour Force
Survey shows that there continued to be nota-
ble buoyancy in the rate of increase of perma-
nent-contract employees in this period (3.9%
year-on-year), while the brunt of the slowdown
in the economy was borne by temporary em-
ployees, the numbers of which fell by 0.3% in
the summer months compared with an increase
of 1.9% in Q2. The differing trends of the two
employment modalities gave rise to a significant
reduction in the proportion of temporary to per-
manent employees, which stood at 31% (31.9%
in 2001 Q3). After rising in Q2, the growth rate
of full-time employment dipped to 2.5% in Q3
on the same quarter a year earlier, and the rate
of change of part-time employment underwent a
further cut, taking the number of part-timers as
a proportion of total dependent employees to
7.9%, 0.1 points up on 2001 Q3.

According to the Labour Force Survey, the
participation rate increased in Q3 to 54.3%, 1.2
percentage points more than in the same quar-
ter a year earlier. For the 16-64 year-old cohort,
habitually used in international comparisons,
the participation rate rose by 1.6 percentage
points to a level of 67.5%. With these consider-
able numbers joining the labour market, despite
job-creation losing steam, there was an in-
crease in the level of unemployment: in relation
to the spring, the unemployment rate climbed
by 0.3 points to 11.4%, outpacing the rate for
the same period a year earlier by more than
one percentage point. The increase in unem-
ployment affected men to a greater extent than
women; notwithstanding, the female unemploy-
ment rate is twice the male one (16.5% against
8.1%). Finally, the incidence of long-term unem-
ployment continued on a declining course, af-
fecting 36.6% of the unemployed; that said,
there was, for the first time in recent years, a
slight increase among women.

4.3. Costs and prices

Unit labour costs tended to slow in the sec-
ond half of 2002, set against the slight rise in
apparent labour productivity both economy-
wide and in market-geared activities. Specifical-
ly, on QNA estimates, unit labour costs slowed
by 0.4 points in Q3 in both these cases, giving
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CHART 19 CHART 20
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CHART 21 tion they quickened significantly to 5.2%. As is
habitual, the rise in wage settlements under col-
lective bargaining agreements shows greater ho-
mogeneity between branches; agreements re-
corded to 30 November 2002 included an aver-
age settlement of 3%, compared with 3.5% in

% % 2001, before including the indexation clauses
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employees subject to collective agreements, au-
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growth rate of both the private consumption de-
flator and the consumer price index (CPI) held at
3.5% in Q3, a similar rate to the previous quar-
ter. In the final quarter of the year, the CPI accel-
erated appreciably, growing at an annual aver-
age rate of 4% (see Chart 21). However, the
more stable components of the CPI, grouped to-
gether in the index of services and non-energy
manufactured goods prices (IPSEBENE), grew
at a year-on-year rate of 3.6% in Q4, 0.1 points
down on the previous quarter. The poorer per-
formance of the overall index in this period was
mainly due to dearer energy and fresh food pric-
es, although the prices of non-energy manufac-
tured goods also rose slightly.

The strong increase in energy prices in 2002
Q4 was partly due to the base effect arising from
the heavy price declines in the final months of
2001, and partly to the rise in oil prices on inter-
national markets last December, owing to the
general strike in Venezuela and to the increased
risk of war in Irag. That accounts for the acceler-
ation in the energy component of the CPI by
more than four percentage points in Q4, which
took the related year-on-year rate to 4.3%. The
prices of non-energy industrial goods posted an
increase of 2.6% year-on-year in Q4 last year,
0.4 points up on the previous quarter. Clothing
and footwear prices once again showed the big-
gest increases, as articles for the new autumn
season came on to the market. Unprocessed
food recorded an increase of 7.4% in Q4 on a
year earlier, compared with 5.7% in Q3. Among
the products whose prices were most trending
upwards were fish, pork and poultry.

The growth rate of services prices eased in
the final two months of the year to 4.5% year-
on-year, 0.2 points down on Q3. Behaviour dif-
fered across the various services components.
There was a moderate acceleration in items re-
lating to tourism and higher education, while the
year-on-year rate of telephony and air transport
services declined. Lastly, the slowing path of
processed food intensified, with a notable mod-
eration in the prices of olive oil and, to a lesser
extent, of milk and wine.

The acceleration in inflation in terms of both
the CPI and the HICP in Spain in Q4 last year
outpaced that of the euro area as a whole. As a
result, the inflation differential with the euro
zone widened by 0.3 percentage points to 1.8
points, its highest level since this indicator first
began to be used in 1996 (see Chart 22). Much
of the increase in this differential stems from the
fact that the incidence of the rise in oil prices
has been greater in Spain than in the euro area,
although the differential in respect of the non-
energy industrial goods component has also
widened. As regards services, the reduction in
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the inflation rate has been on a similar scale in
Spain and the euro area, with the gap holding
at 1.4 percentage points.

Among the remaining price indicators, the
producer price index quickened in the closing
months of 2002 to a twelve-month growth rate of
2% in December. The acceleration in the overall
index was essentially due to the strong rise in
energy producer prices, the year-on-year rate of
which was above 5% in December, compared
with the negative rates it had posted until Sep-
tember. There was a somewhat more moderate
acceleration in the producer prices of non-energy
intermediate goods. Conversely, consumer
goods prices slowed in November and Decem-
ber, the case both for food prices and, to a lesser
extent, those of other consumer manufactures.
Capital goods prices, meantime, were at a sus-
tained growth rate of around 1.5%. The increase
in the pace of producer prices in the euro area
led the differential between Spain and the zone
to narrow by 0.3 points from September to No-
vember (the time of the latest figure released).
Finally, prices received by farmers continue to
trend moderately, having increased by 0.9% in
the twelve months since October 2001.

4.4. The State budget

In December the Updated Stability Pro-
gramme for Spain for the period 2002-2006 was
unveiled. In addition to medium-term fiscal pro-
jections (which left the forecast of a balanced
budget for 2003 unchanged), the Programme
provided new closing figures on the general
government accounts for 2002. The financial
balance of the general government sector in
National Accounts terms for last year would
have increased slightly to 0.2% of GDP, against
previous forecasts of a balanced budget. In
terms of the different agents, the deterioration
in the balance would be due to the upward revi-
sion of the Regional (Autonomous) Government
deficit, at 0.5% of GDP compared with the fore-
cast of a balanced budget. Conversely, for cen-
tral government, the Programme envisages a
surplus of 0.2% of GDP [a deficit of 0.6% of
GDP for central government and a surplus of
0.8% of GDP for the Social Security System
(see Box 3, which discusses the budget out-
turn)]. The State Budget Law for 2003, its ac-
companying complementary legislation (1) and
legislation regulating local government tax offic-
es (2) (see Box 4, which presents the main

(1) Law 52/2002 of 30 December 2002, and Law 53/
2002 of 30 December 2002 on fiscal, administrative and so-
cial measures.

(2) Law 51/2002 of 27 December 2002 reforming Law 39/
1988 of 28 December 1988 on the regulation of local tax offices.

budgetary measures for 2003) were also ap-
proved in December.

Despite the aforementioned central govern-
ment forecast, on the latest data, to November,
the State budget posted a surplus of 1.1% of
GDP in 2002, against a surplus of 0.6% of GDP
a year earlier. That said, November is tradition-
ally a surplus month for the State due to the
seasonality of the figures. In cash-basis terms,
the State budget outturn to November resulted
in a slight deficit of €332 million, compared with
a surplus of €392 million in the same period in
2001 (see Table 3). Most of the discrepancies
between both balances can be attributed to the
adjustment for interest and the change in out-
standing receivables and payables. The latest
developments in State revenue and expenditure
are discussed hereafter. Cash-basis data are
used since the information published contains
uniform revenue data for both years.

One month off the close for the year, both
revenue and expenditure fell somewhat less
than expected in the initial projection, although
this discrepancy is greater in the case of reve-
nue, whereby the expected increase in the
cash-basis deficit for the year as a whole
(26.5%) could be somewhat less, owing to the
favourable trend of revenue. The surplus reve-
nue could arise both from the greater buoyancy
of tax receipts (especially corporate income tax
and VAT) and of other non-tax revenue. The
surplus expenses would be essentially due to
greater current transfers and to higher capital
expenditure (on real investment in particular).

As regards the budgetary data to November,
the decline in revenue has quickened and that
in expenditure has eased. For the analysis of
revenue, uniform information is available both
on the portion that continues to be assigned to
the State and on that relating to the Regional
Governments, although this information is not
included in Table 3. These figures indicate that,
as in Q3, direct tax takings accelerated in re-
cent months, unlike the case for indirect taxes.
The rate of change of personal income tax ac-
celerated slightly, with a notable 8.6% increase
in withholdings on income from work and fee-
earning activities. Corporate income tax, by
contrast, slowed, although its growth remained
very high (17.2% to November). Nonetheless,
the strong increase recorded was due above all
to exceptional revenue linked to companies
availing themselves of the Third Transitory Pro-
vision of the complementary legislation accom-
panying the 2002 Budget, which encouraged
the integration into taxable income for the year
2002 of extraordinary profits pending such inte-
gration. In homogenous terms, VAT continued
to slow during the final two months, posting
growth of 6.4% against 7.4% in September. Ex-
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BOX 3

Social Security budget outturn

On budgetary outturn data to October 2002, the Social Security System posted a surplus of €9.53 billion, €559
million (5.5%) less than in the same period a year earlier (see accompanying table). This decline in the surplus to Octo-
ber was still far lower than envisaged in the initial projection for 2002 compared with the outturn in 2001. As in the case
of the State, the Social Security budget outturn figures for 2002 are affected by the new regional government financing
arrangements, which entail a reduction in both revenue (owing to the transfers INSALUD — the Spanish National Health
Service — receives from the State) and expenditure (owing to the health-care and social services responsibilities as-
sumed). Revenue and expenditure alike sustained a reduction to October that was higher than initially budgeted.

The growth rate of receipts from social security contributions increased slightly in the closing months, standing at 6.1%
in the period to October. However, this represents a considerable slowdown on the course they followed in 2001, and is
due partly to a smaller increase in new Social Security registrations, namely 3% in 2002 as a whole compared with 3.9%
in 2001. The growth rate of contributions to October 2002, though far higher than that drawn from the Budget, in compari-
son with the outturn the previous year, is in line with the official estimation of the outturn for the year as a whole (1). The
other main source of receipts, namely current transfers, which are — virtually in their entirety — from the State, declined by
76.5% to October (a sharper fall than budgeted) as a result of the new regional government financing arrangements.

Expenditure on contributory pensions resumed a growth rate of 5.3%, in line with what was budgeted for the year
as a whole. The number of contributory pensions is trending very moderately; their growth rate stands at 0.9% for 2002
as a whole, as forecast and slightly down on the growth recorded in 2001. Spending on sick pay held at a firm growth
rate of 13.8%, in contrast to the fall forecast in the budget.

As regards INEM (National Employment Office) expenditure, that on unemployment benefits showed abnormally low
figures in October and November, bearing in mind that registered unemployment increased by 7.4% over 2002 as a
whole, compared with 0.1% in 2001, and that the eligibility ratio stood at 71.7% to November, against 68.5% at end-2001.
As a result, the number of beneficiaries grew by 12.6% to November, compared with average growth of 5.9% in 2001.

Contributions received by INEM increased by 6.3% to July, against a budgeted projection of 9.4%, while employ-
ment-promoting concessions on employers’ contributions climbed by 7.1% to August, somewhat up on forecast.

(1) The draft 2003 Social Security Budget estimates an increase of 6.1% in regular contributions to the general regime for the whole
of 2002.

Social Security System (a)
(Transfers to regional governments allocated) (b)
(Current and capital transactions, in terms of recognised entitlements and obligations)

€mand %
Outturn Budget JilliltilJJLnL Outturn JAN-OCT

2001 2002 % change % change 2001 2002 % change

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

Revenue 100,265 83,282 -16.9 -21.9 84,772 66,160 -22.0
Social security contributions 67,350 67,852 0.7 5.6 55,689 59,090 6.1
Current transfers 31,383 14,389 -54.2 -72.7 27,880 6,542 -76.5
Other (d) 1,533 1,042 -32.0 -60.1 1,203 529 -56.1
Expenditure 93,941 79,411 -15.5 -23.1 74,687 56,634 -24.2
Wages and salaries 14,545 6,683 -54.1 -72.4 12,328 2,825 =771
Goods and services 9,188 4,214 -54.1 -74.6 7,534 1,713 -77.3
Current transfers 68,784 67,615 -1.7 -4.4 53,948 51,879 -3.8
Benefits 68,326 67,615 -1.0 -4.3 53,882 51,878 -3.7
Contributory pensions 58,87 56,231 5.4 3.6 41,628 43,841 9.8
Sickness 4,278 4,027 -5.9 12.3 3,206 3,648 13.8
Other 10,673 7,358 -31.1 -47.0 9,049 4,389 -51.5
Other current transfers 457 0 -100.0 -98.4 66 1 -98.5
Other (e) 1,424 899 -36.9 -72.5 876 217 -75.3
Balance 6,324 3,871 -38.8 -10.4 10,085 9,526 -5.5

Sources: Ministerio de Hacienda, Ministerio de Trabajo y Asuntos Sociales and Banco de Espafa.

(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 se-
curity funds are only available to July 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) Including surcharges and fines.

(d) Excluding surcharges and fines.

(e) Reduced by the disposal of investments.
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TABLE 3

State Budget outturn
€mand %
o Initial Outturn o
VUL, Percentage projection Percentage JAN-SEP Gt
change change Percentage
2001/2000 2002/2001 change 2001 2002 Percentage
2001 002 2002/2001  JAN-NOV  JAN-NOV  change
1 2 & 4=3/1 5 6 7 8=7/6
1. Revenue 125,187 5.5 104,953 -16.2 -12.5 115,848 99,585 -14.0
Direct taxes 55,697 8.3 53,999 -3.0 -4.6 51,578 50,620 -1.9
Personal income tax 36,469 13.4 32,464 -11.0 -13.5 34,063 30,362 -10.9
Corporate income tax 17,217 0.1 19,703 14.4 19.0 15,799 18,520 17.2
Other (a) 2,012 -3.0 1,832 -9.0 -22.3 1,715 1,737 1.3
Indirect taxes 53,157 3.7 37,276 -29.9 -26.0 50,239 36,429 -27.5
VAT 34,674 3.8 24,977 -28.0 -22.5 33,287 25,064 -24.7
Excise duties 16,612 8o 10,333 -37.8 -36.7 15,231 9,569 -37.2
Other (b) 1,871 2.5 1,966 5.1 4.7 1,721 1,796 4.3
Other net revenue 16,333 21 13,678 -16.3 16.4 14,031 12,537 -10.7
2. Expenditure (c) 128,072 5.7 108,602 -15.2 -14.6 115,455 99,917 -13.5
Wages and salaries 16,827 S15) 17,643 4.8 3.7 14,710 15,328 4.2
Goods and services 2,554 7.7 2,680 4.9 3.8 2,216 2,355 6.3
Intererst payments 18,264 3.1 19,070 4.4 -3.5 17,696 18,681 5.6
Current transfers 77,151 5.9 57,038 -26.1 -24.9 69,924 52,560 -24.8
Investment 6,461 71 6,263 -3.1 10.7 5,368 NS 6.9
Capital transfers 6,815 15.2 5,908 -13.3 -4.4 5,541 5,254 -5.2
3. Cash-basis balance (3=1-2) -2,884 18.7 -3,649 26.5 -33.4 392 -332
MEMORANDUM ITEM: NATIONAL ACCOUNTS:
Revenue 126,611 6.1 107,808 -14.9 -10.6 117,339 102,643 -12.5
Expenditure 129,945 4.6 111,288 -14.4 -16.1 113,363 95,782 -15.5
Net lending (+) or
borrowing (-) -3,334 -31.8 -3,480 4.4 — 3,976 6,861 72.6

Source: Ministerio de Hacienda.

(a) Includes revenue from the tax on the income of non-residents.
(b) Includes taxes on insurance premiums and tariffs.

(c) Includes unclassified expenditure.

cise duties quickened slightly during this period,
although their growth remained moderate. Fi-
nally, other revenue posted a decline of 10.7%,
compared with growth of 16.4% the previous
guarter. This change was mainly due to the
elimination of the Social Security current trans-
fer owing to the transfer of health-care respon-
sibilities to the Basque Country and Navarre.

On the expenditure side there was an
across-the-board acceleration in all current ex-
penditure items, unlike with capital expenditure.
That said, the changes were not particularly sig-
nificant, with the exception of the strong accel-

eration in interest payments (which are deter-
mined by the timing of public debt redemptions)
and, to a lesser extent, of goods and services
acquisitions.

4.5. The balance of payments

In the period from January to October 2002,
the overall balance on current and capital ac-
count resulted in a deficit of €4.31 billion,
against the deficit of €8.24 billion in the same
period a year earlier. This notable improvement
mainly reflects the increase in the capital sur-
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BOX 4

Main budgetary measures for 2003

The State Budget for 2003 is the first to be drawn up following the guidelines laid down in budgetary
stability legislation. This involves, among other new features, the setting at a plenary Parliamentary ses-
sion, prior to the Budget being drawn up, of a State spending ceiling, and the inclusion under such ex-
penditure of a Contingency Fund (set at 2% of total State expenditure) to meet non-discretionary spending
requirements initially unforeseen in the Budget arising from its implementation. The amount set for the
Contingency Fund for 2003 is of a markedly restrictive nature, as it accounts for approximately half the
average value of the amendments to budgetary appropriations applied to State expenditure in recent
years. Significantly, however, Social Security benefits are not subject to this restriction; this is the case
strictly for the State Budget.

Against this backdrop of general expenditure restraints, the State Budget for 2003 and its accompany-
ing complementary legislation (Ley de Acompafiamiento) nevertheless include a series of measures, de-
tailed below, which are generally of an expansionary nature. This is particularly so on the revenue side,
i.e. measures entailing fewer tax proceeds. Of note among these is the reform of personal income tax,
which will involve an 11% cut in the average burden posed by this tax and an increase in average house-
hold disposable income of approximately 0.5 points of GDP. Supplementing this personal income tax re-
form is the reform of the legislation governing local tax (Ley Reguladora de las Haciendas Locales), the
passage of which through Parliament ran parallel to that of the Budget. The reform has, among other
amendments to local taxes, entailed exemption for a large number of taxpayers from the Local Business
Tax (IAE by its Spanish name). The legislation reforming local tax stipulates that the State shall compen-
sate the local government tier for forgone IAE takings, which will have a bearing on State spending to the
tune of an estimated 0.1 points of GDP. Mention should also be made of the freeze on excise duties, the
reduction — under the tax on hydrocarbons — of the rates applicable to liquefied petroleum gas used as
general-purpose vehicle fuel and to kerosene used as heating fuel, and the setting of a zero rate for biofu-
els. Further, the VAT rate on specific feminine hygiene products has been reduced from 16% to 7%. Un-
der corporate income tax the deduction from gross tax payable applicable to reinvested capital gains is
raised to 20% (17% previously). The reduction in employer social security contributions for common con-
tingencies in the case of employees aged over 60 is set at 60%, and both employer and employee contri-
butions for workers aged over 65 with 35 or more years’ actual contributions who remain in their posts are
exempt. Countering this, i.e. entailing an increase in revenue, the maximum social security contribution
base is once again updated to one point above the expected change in the CPI.

Charges will generally be raised in line with the foreseeable increase in the CPI (2%). New judiciary
charges have been set, and the new railway infrastructure user charges payable by transport operating
firms to GIF (the railway infrastructure operator) have been established and regulated.

The expenditure side notably reflects, first, the outcome of the Government/Unions pact approved by
the Cabinet on 15 November 2002. As a result of this agreement, the replacement ceiling on public-sector
hiring is raised to 100%, against the rate of 25% in force in previous years, with certain exceptions being
retained in the administration of justice, the security forces and corps, and the armed forces. Moreover,
new public-sector vacancies are to include all temporary posts created over the previous two years. Also,
as a result of the aforementioned agreement, the overall compensation of public-sector employees is to be
raised by 2%, along with improved supplementary payments.

Among the expenditure policies to be given priority in the 2003 Budget are law and order and justice,
notably the Plan to Combat Crime and the application of the State Pact for Justice Reform, which will cost
€136 million and €150 million, respectively.

Pensions will generally be updated in line with expected consumer-price inflation (CPI) in 2003. Wid-
ows’ pensions will be raised from 46% to 48% of the associated regulatory base, and minimum pensions
will also be supplemented. Further, the concessions on employer social security contributions for the pro-
motion of stable employment are maintained, as is the re-insertion scheme income paid to the unem-
ployed with special needs and difficulties in finding employment.

Finally, mention should be made of certain measures than will not have any influence on the general
government deficit. This is either because they are removed on the consolidation of the various agents’
accounts (transfer from the State to the Social Security system in connection with the supplement to mini-
mum pensions, up €300 million on the previous year), or because they are considered to be financial
transactions. Among the latter are the provision of €1.2 billion to the pension reserve fund and the capital
contribution of €1.27 billion to GIF (the railway infrastructure operator).
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TABLE 4

Balance of payments: Summary table (a)

€m
JAN-OCT
2001 2002

RECEIPTS
Current account 194,977 194,979
Goods 109,862 109,753
Services 54,799 55,485
Tourism 31,649 30,540
Other services 23,150 24,945
Income 18,234 16,607
Current transfers 12,083 13,135
Capital account 5,408 7,930

PAYMENTS
Current account 207,768 206,404
Goods 138,588 136,881
Services 31,392 32,750
Tourism 5,628 5,954
Other services 25,763 26,796
Income 27,781 26,491
Current transfers 10,008 10,282
Capital account 859 811

BALANCE
Current account -12,791 -11,425
Goods -28,726 -27,128
Services 23,407 22,734
Tourism 26,021 24,586
Other services -2,613 -1,852
Income -9,547 -9,884
Current transfers 2,075 2,853
Capital account 4,549 7,119

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

plus, which was €2.57 billion higher than in the
first ten months of 2001, and, to a lesser extent,
a less negative current-account balance, the
deficit on which was €1.37 billion lower. The
latter reduction was due to the substantial cor-
rection of the trade deficit and the widening of
the surplus on current transfers, which offset
the deterioration in the tourism and income bal-
ances.

In the first ten months of 2002 the cumula-
tive trade deficit narrowed by €1.6 billion in re-
lation to the figure for the same period a year
earlier. The significant improvement in the
terms of trade, against the background of the
strong appreciation of the euro, combined with
the slowdown in real import flows over the peri-
od as a whole (despite their rise as from Q3),

were behind this correction of the nominal im-
balance of trade in goods.

As to services, the cumulative positive bal-
ance in the January-October period stood at
€22.73 billion, against €23.41 billion in the
same period in 2001. This 2.9% reduction can
be explained in its entirety by the decline in the
tourism and travel surplus (-5.5%), while the
deficit in respect of other services narrowed by
29%. Tourist flows slowed substantially over the
first ten months of the year. This was especially
so for receipts, which fell by 3.5%, in line with
the moderation of tourists entering Spain at bor-
ders and the reduction in their average spend-
ing, as was reflected by the notable decline in
overnight hotel stays. Tourism payments also
slowed over this same period to 5.8%, in step
with sluggish consumer confidence and as a re-
sult of the substitution of domestic travel for in-
ternational travel, given worldwide instability.

In the January-October period the deteriora-
tion in the income balance worsened, with the
resulting deficit standing at €9.88 billion, €337
million up on that recorded in the same period
the previous year. Revenue fell by 8.9%, affect-
ed by the reduction in foreign investment in
train since last year, against the background of
lacklustre global activity and heightened uncer-
tainty on financial markets, partly derived from
the social and political crises beleaguering cer-
tain Latin American countries. Payments also
declined over the first ten months of 2002 by
4.6%, influenced by the marked weakness of
foreign investment in Spain in 2001. A fall in di-
rect investment flows continued to be apparent
in 2002, although both portfolio investment
flows and short-term deposit placements rose.

The surplus on the balance of current trans-
fers stood at €2.85 billion in the January-Octo-
ber period, up €778 million on the level in the
same period a year earlier. Receipts climbed by
8.7% as a result of the notable momentum of
flows from the EU relating to the European So-
cial Fund, while those earmarked for the EA-
GGF-Guarantee fund fell slightly. Payments
grew at a moderate rate of 2.7%, and there was
a notable rise in emigrants’ remittances.

Finally, the surplus on capital account stood
at €7.12 billion over the first ten months of
2002, €2.58 billion up on the same period in
2001. This sizable improvement, signifying a
rate of 56.5% year-on-year, is due to the nota-
ble increase in most of the structural funds from
the EU, especially those relating to the Cohe-
sion Fund and the EAGGF-Guidance fund and,
to a lesser extent, to the European Regional
Development Fund.
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5. Financial developments

5.1. Overview

Developments on Spanish financial markets
in the second half of 2002 were dominated by
the international climate of uncertainty. This
was principally related to the effects of a possi-
ble war in Iraqg, to the doubts regarding eco-
nomic recovery in certain countries and to the
elections in Brazil. The Madrid Stock Exchange
General Index fell by 20.3% in Q3, to make a
total decline of 30% since the beginning of the
year, and the implied volatility of the IBEX 35
reached historically very high levels, exceeding
even those in the aftermath of the attacks of 11
September 2001 (see Chart 23). This climate of
heightened uncertainty was also reflected in
corporate risk premia, measured on the basis of
the prices of the credit derivatives of the main
Spanish firms, which reached three-year highs
in Q3 (3). In Q4, however, the situation im-
proved somewhat. The fall in the Madrid Stock
Exchange General Index since the beginning of
the year was reduced to 23.1%, while implied
volatility and the premiums on credit derivatives
both fell.

On government debt markets, in both Q3
and Q4, there was a reduction in yields at all
maturities and, in particular, at those of less
than one year. This trend was not equally
strong in all the countries of the euro area, so
that the spread between long-term yields on
Spanish and German government debt nar-
rowed significantly (see Box5). Finally, the
boom in house prices, dating back to 1997,
continued in Q3 without any significant signs of
flagging. The price per square metre of ap-
praised housing rose in the quarter at a year-
on-year rate of 17.7%, making a cumulative in-
crease since 1997 of 59% in real terms.

Despite the background of greater uncer-
tainty, financing to the non-financial private sec-
tor continued to increase at high rates during
2002 Q3. In the case of households, credit
growth continued without any sign of a slow-
down. In particular, credit for house purchase
continued to expand at rates of around 18%.
The mild slowdown in the external financing of
non-financial corporations continued, although
its rate of expansion is still high given the cycli-
cal position of the Spanish economy. As in the
case of households, the behaviour of property-
related credit explains a large part of this high
rate of growth. The provisional Q4 information
does not appear to show any significant change

(3) For a more detailed analysis of the information
drawn from credit derivatives, see the article by Roberto
Blanco entitled “El contenido informativo de los derivados
crediticios”, published in the Boletin econémico, Banco de
Espafia, January 2003.
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CHART 23 in the growth of financing to firms and house-

holds and, in particular, that granted by resident

Price indicators for various assets entities increased in December at a similar
year-on-year rate to September.

STOCK EXCHANGE INDICES
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In parallel with these developments in fi-

120 nancing, the financial saving of the non-finan-

EURO STOXX cial private sector deteriorated in Q3 (see Table

5). The financial saving of households remained
o~ positive, albeit at very low levels, while that of
non-financial firms was significantly negative.
The debt ratios of firms and households contin-
ued to rise, albeit less strongly than in previous
quarters, so that the degree of their exposure to
possible negative shocks to the cost of financ-
ing, to their wealth or to their present or future
60 income has not been reduced.
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tions fell slightly, to stand at 1.6% of GDP, in

IMPLIED VOLATILITY cumulative four-quarter terms (4) (see Table

% % 5). The sign of this change is explained by

80 r EURO STOXX 50 78 the behaviour of general government, with a

$8P 500 positive saving ratio of 0.5%, which out-

o BEXSS 17 weighed the private sector’s greater recourse
to external funds.
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5.2. Households

40
In Q3 the net financial saving of households
was positive, amounting to 0.1% of GDP. In
cumulative four-quarter terms it stood at 0.5%
of GDP, as against 0.8% in the previous quar-
- ter (see Table 5). In terms of their gross dis-
posable income, saving after debt service also
0 ‘ ‘ ‘ ‘ ‘ ‘ ‘ d o fell, to 1.5% (see Chart 25). This low level of
Jan-01 Apr-01 Jul-01 Oct-01 Jan-02 Apr-02 Jul-02 Oct-02 Jan-03 Saving, against a background Of h|gh uncer-
tainty and moderation of spending seems to be
INDEX OF PRICE PER M2 OF APPRAISED HOUSING related, as mentioned in recent quarterly re-
1987 Q1 = 100 1987 Q1 = 100 ports, to the level of the cost of financing and
I 7 °0 to the upward path of house prices. At the
same time, the negative performance of the
400 - | domestic and international financial markets
led, for the second quarter running, to a de-
cline in the financial wealth of households of
300 ¢ NOMINAL 1 300 more than 10% of GDP, in cumulative four-
quarter terms (see Chart 24). Also, the level of
their debt relative to both their financial wealth
and their gross disposable income continued
to rise although, obviously, the increase was
R (ED 1 100 smaller in terms of the latter. However, given
the favourable trend in interest rates, this rise
in debt did not lead to a significant rise in the

g © debt service burden (see Chart 25).
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(4) Throughout this section, in line with the information

Sources: Bloomberg and Banco de Espafia. given in the tables and charts, the figures for financial flows
(a) Deflated with the CPI. refer to cumulative four-quarter data, unless otherwise indi-
cated.
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BOX 5

Yield spreads on government debt in the euro area: recent developments

The disappearance of foreign exchange
risk in the euro area, when the euro was
launched in 1999, means that the only fac-

Spreads on ten-year government debt over Germany

bp bp

tors currently affecting the yield spreads 35 S 35
on the debt issued by the treasuries of the i == CHANGE DEC-SEP 2002

=== LEVEL IN DEC 2002

countries of the area are the different cred-
itworthiness of the issuers and microstruc-
tural-type factors, such as the relative de-
gree of liquidity. Since then, these spreads
have displayed a high degree of stability
while the lowest yield has been on German
debt (especially at the longer dates), this
being related to the strong creditworthi- R W Pr E EE A A B MR M
ness of the Germany treasury and the  Source: Banco de Espafia.

high degree of liquidity of its bonds.

Against this background, in 2002 Q4 there was a significant reduction in the yield
spreads on the long-term government debt of the countries of the euro area over German
bonds, as seen in the adjoining chart. With the exception of French debt, whose spread only
narrowed by some 4 basis points (bp), the reduction was very similar across countries
(between 9 and 13 bp). Following these movements, the spreads stand, in all cases, at their
lowest levels since the introduction of the euro and, in most countries, at historic lows.
Relative to swap rates, however, German and French bonds yields have risen by 9 and 5 bp
respectively, while those of the other issuers of the euro area have held relatively
steady. This suggests that the changes in the relative valuation of government bonds in the
euro area are driven by idiosyncratic factors pertaining to the German and French econ-
omies.

These movements have coincided with downward revisions in the budget balances and
economic growth estimated for 2002 and 2003 in most of the countries of the area, and
particularly in France and Germany. The deterioration of the budget position in these two
countries led to initiation by the European Commission, at the end of 2002, of the excessive
deficit and early warning procedures for Germany and France respectively. According to the
European Commission’s autumn forecasts, the debt-to-GDP ratio will have increased in
2002 by 1.4 percentage points in Germany and 1.3 in France, and in 2003 it will rise by a
further 0.9 and 0.7 percentage points respectively. It is therefore plausible to think that the
revision in the valuation of German and French bonds during 2002 Q4 may have been relat-
ed to the perception on the part of the markets of a deterioration in the creditworthiness of
their issuers. However, part of the increase in the debt-to-GDP ratio in these countries had
already been anticipated in the spring and in some countries, such as Italy and Greece, the
rise in this ratio has been even larger, and yet the relative valuation of their debt relative to
swap rates has not changed. Accordingly, other factors of a more microstructural nature
may also have contributed to the changes in the relative prices of German and French debt.
Indeed, the significant increase forecast for the coming months in bond issuance in these
two countries might have exerted further upward pressure on the yields of these securities.
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TABLE 5
Net financial transactions and inter-sectoral flows
(cumulative four-quarter data)
% GDP
NET FINANCIAL TRANSACTIONS
1997 1998 1999 2000 2001 2002

Q4 Q1 Q2 Q3

Total economy 1.6 05 -11 -25 -1.9  -2.0 19 -1.8 -1.6

Non-financial corporations and households 4.0 22 -04 -26 21 -31 -3.7 -31 -35

Non-financial corporations 05 -11 -24 -35 -4.3  -41 46 40 -4.1

Households and NPISHs 4.5 8.8 2.0 0.9 2.2 1.0 0.9 0.8 05

Financial institutions 0.7 1.0 0.5 0.7 0.8 1.2 1.4 13 14

General government 3.2 27 -11 -0.6 -0.5 -0.1 0.5 0.0 0.5

INTERSECTORAL FLOWS (a)

Households and NPISHs 4.5 3.3 2.0 0.9 2.2 1.0 0.9 0.8 0.5
Vis-a-vis:

Credit institutions (b) -6.7 -44 02 -02 -0.5 -15 -23 29 -34

Institutional investors (c) 10.8 7.5 0.8 0.5 3.1 3.6 3.4 34 32

Non-financial corporations 05 -11 -24 -35 4.3 -4A1 46 -40 -41
Vis-a-vis:

Credit institutions (b) -31 -43 -38 -6.7 -43 -38 40 -41 -36

Rest of the world 1.7 09 -08 1.8 01 -1.8 20 -12 -12

General government 3.2 27 -11 -0.6 -0.5 -0.41 0.5 0.0 0.5
Vis-a-vis:

Credit institutions (b) 1.4 1.4 1.4 2.2 -0.7 -24 -0.3 -04 0.7

Institutional investors (c) -39 -26 1.7 3.9 3.0 2.9 1.6 1.3 0.6

Rest of the world 20 -11 -44 -6.0 31 17 -1.8 -16 -1.6

Rest of the world -1.6 -0.5 1.1 2.5 1.9 2.0 1.9 1.8 1.6
Vis-a-vis:

Credit institutions (b) 2.8 7.1 2.0 5.2 4.5 3.8 2.7 39 33

Institutional investors (c) 25 -63 -36 -56 -49 47 -36 -3.7 -33

Non-financial corporations -1.7  -0.9 08 -1.8 0.1 1.8 2.0 12 1.2

General government 2.0 1.1 4.4 6.0 3.1 1.7 1.8 16 1.6

Source: Banco de Espafia.

(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.

Finally, in relation to their portfolio deci-
sions, the acquisition of financial assets by
households, in cumulative four-quarter terms,
stood at 8.3% of GDP, the same level as in
Q2 (see Table 6). The composition by instru-
ment of this flow shows some differences in
relation to the preceding quarter. The shift in
household portfolios towards more liquid as-
sets seems to have moderated; there was a
greater acquisition of shares and other equity,
which amounted to 0.4% of GDP, as against
0.1% three months earlier (see Chart 24).
The net acquisition of shares in mutual funds
remained positive, since the increase in the
net acquisition of shares in money-market

funds offset the decline in that of shares in

other funds.

As for liabilities, total financing reached a
year-on-year growth rate of 14.1%, as against
14% in the previous quarter. In terms of GDP,
the flow of financing received from other sec-
tors rose from 7.5% to 7.7%. The information
on the distribution of loans by purpose reveals
that this outcome was largely due to the nota-
ble buoyancy of loans for house purchase, the
growth of which (18.1% year-on-year, as
against 16.6% in June) offset the slowdown in
loans for spending on current and durable
goods.
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CHART 24
Households and NPISHs
(cumulative four-quarter data)
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Source: Banco de Espafia.
(a) Not including unpaid accrued interest, which is included un-
der "other".

CHART 25
Indicators of the financial position of
households and NPISHs
DEBT RATIOS
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(a) Including bank credit extended by resident credit institutions,
foreign loans, fixed-income securities and financing through securiti-
sation funds.

(b) Assets 1 = Total financial assets — "other".

(c) Assets 2 = Assets 1 — shares — shares in FIM.

(d) Calculated on the basis of bank credit extended by resident
credit institutions.

(e) Balance of households' use of disposable income account. In-
cluding interest payments.

(f) Gross saving less estimated debt repayments.
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TABLE 6
Financial assets and liabilities of households, NPISHs and non-financial corporations
(Cumulative four-quarter data)
% GDP
1999 2000 2001 2002
Q1 Q2 Q3
HOUSEHOLDS AND NPISHSs:

Financial transactions (assets) 9.5 8.9 7.3 7.9 8.3 8.3
Cash and cash equivalents 4.5 0.9 1.2 21 2.7 2.7
Other deposits and fixed-income securities (a) 2.5 6.4 3.2 2.6 2.3 1.6
Shares and other equity (b) 0.1 0.5 -0.4 -0.1 0.1 0.4
Mutual funds 2.2 -3.4 0.8 0.6 0.8 0.7

FIAMM -1.4 -1.4 -3 1.4 1.2 1.0

FIM -0.8 -2.0 -0.5 -0.8 -0.4 -0.4
Insurance technical reserves 8.3 5] 2.2 2.2 2.0 2.0

Of which:

Life assurance 2.0 1.9 1.5 1.5 1.3 1.4

Pension funds 1.0 1.4 0.5 0.5 0.5 0.4
Other 1.3 1.0 0.3 0.5 0.4 0.9

Financial transactions (liabilities) 7.6 8.0 6.3 7.0 7.5 7.7
Credit from resident credit institutions 6.5 6.8 5.1 5.7 6.1 6.3
Securitisation funds 0.6 0.1 0.3 0.2 0.3 0.1
Other 0.5 1.0 0.9 1.0 1.1 I3

NON-FINANCIAL CORPORATIONS:

Financial transactions (assets) 17.8 27.2 17.6 17.6 14.3 13.9
Cash and cash equivalents 0.7 0.9 1.7 1.9 1.6 1.5
Other deposits and fixed-income securities (a) -0.3 1.2 0.9 0.3 0.5 0.5
Shares and other equity 8.2 141 4.2 4.6 3.7 3.2

Of which:
Vis-a-vis the rest of the world 6.5 10.9 3.7 8o 2.6 2.3
Other 9.1 10.9 10.8 10.7 8.5 8.7

Financial transactions (liabilities) 20.2 30.7 21.6 22.2 18.2 18.0
Credit from resident credit institutions 4.8 6.7 6.0 6.5 54 515
Securitisation funds 0.4 0.9 0.8 1.0 1.3 1.1
Foreign loans 3.0 815 3.6 3.6 2.9 2.7
Fixed-income securities (a) 0.5 -0.7 0.2 0.1 0.0 0.0
Shares and other equity 5.0 121 3.8 3.4 2.9 2.7
Other 6.4 8.1 778 7.6 5.7 6.0

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

Financing (c) 19.5 18.8 15.1 16.1 14.4 14.1
Households and NPISHs 19.6 17.3 12.4 13.4 14.0 14.1
Non-financial corporations 19.4 19.9 17.2 18.1 14.6 14.0

Source: Banco de Espania.

(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.

5.3. Non-financial corporations Accordingly, despite the moderation with re-
spect to early 2001, the dissaving of non-finan-
cial corporations remained at high levels, as re-

flected in the trend in the debt of the sector,

In 2002 Q3, the net balance of the financial
transactions of non-financial corporations was

—1.4% of GDP (against —1.3% in the same
quarter a year earlier). In cumulative four-quar-
ter terms, this balance was —4.1% of GDP (—4%
in Q2, see Table 5). Similar stability was seen in
the financing gap of this sector (see Chart 26).

which continued to rise in 2002 Q3 relative both
to the gross operating surplus and, at least in
the case of the firms reporting to the Central
Balance Sheet Data Office, to their assets (see
Chart 27). However, an increase in the debt
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service burden was avoided on account of the
favourable trend in interest rates. In any case,
the exposure of Spanish firms to possible ad-
verse shocks is now greater and, in conse-
quence, their investment decisions will foresee-
ably be more influenced by the trend in the
costs of financing than they were during the cy-
clical upturn in the previous business cycle (5).

The deceleration seen in previous quarters
in corporate investment in financial assets con-
tinued, so that it fell to 13.9% of GDP, from
14.3% in Q2. This behaviour is the result of low-
er acquisition of shares and other equity, along
with a mild reduction in liquidity requirements
(see Table 6). By contrast, investment in the as-
sets classified under the heading “other” in Ta-
ble 6, which include trade credit, increased
slightly (8.7% of GDP, as against 8.5% three
months earlier). However, there was a similar
change in the flows grouped under this heading
on the liabilities side, so that, in all, there were
no significant changes in the net flow of inter-
company financing.

Meanwhile, liabilities transactions continued
to slow, although less sharply than in the previ-
ous quarter. External financing granted to non-fi-
nancial corporations grew at a year-on-year rate
of 14%, as against 14.6% in the previous quar-
ter. In cumulative terms, funds raised amounted
to 18% of GDP (18.2% three months earlier).
This slowdown affected most items, the main ex-
ception being, as mentioned above, those under
the heading “other”. Thus, the combined financ-
ing from credit granted by resident entities and
from securitisation funds declined to 6.6% of
GDP, while that channelled through foreign loans
and obtained through shares and equity fell from
2.9% to 2.7%. The high rate of growth of financ-
ing is a result of different behaviour across the
various sectors. The year-on-year growth rate of
property-related credit (construction and property
services) reached 22%, compared with 17% in
the previous quarter. However, credit to industry,
excluding construction, continued to increase at
the low rates seen during the first half, while the
financing received by the services sector, ex-
cluding services related to property activity, con-
tinued to grow at year-on-year rates of around
10%.

5.4. General government

The net balance of the financial transac-
tions of general government in 2002 Q3 was

(5) For further details see the article by A. Benito and I.
Hernando, entitled “Los efectos de la presion financiera en
el comportamiento de las empresas espafiolas”, published
in the Boletin econémico, Banco de Espafia, January 2003.

CHART 26
Non-financial corporations
(cumulative four-quarter data)
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(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 un-
der "other".
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CHART 27
Indicators of the financial position
of non-financial corporations (a)
DEBT RATIOS
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(a) All the series, except the debt/gross operating surplus (GOS)
ratio are based on Central Balance Sheet Office information.

(b) Defined as long-term external funds plus short-term interest-
bearing financing.

(c) Defined as total assets less suppliers and other non-interest-
bearing liabilities.

(d) Including bank credit extended by resident credit institutions,
foreign loans, fixed-income securities and financing through securiti-
sation funds.

(e) Gross operating profit plus financial revenues.

positive, so that its financial saving, in cumula-
tive four-quarter terms, rose to 0.5% of GDP
(see Chart 28).

As regards its components, the lower financ-
ing requirements of general government during
this quarter were reflected in a practically nil
volume of net issuance of short- and long-term
debt and significant repayment of financing re-
ceived through loans. At the same time, the av-
erage term of general government debt contin-
ued to lengthen. Specifically, the outstanding

CHART 28
General government
(cumulative four-quarter data)
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(a) Sign changed.

(b) Not including unpaid accrued interest, which is included un-
der "other".

stock of general government bonds increased
by 1.1% of GDP, while there was a net repay-
ment of its short-term securities and loans net
of deposits of 0.1% and 1% respectively. As for
the distribution of government debt holdings
among investors, there were no significant
changes during this period, so that practically
half the stock of outstanding bonds continued to
be held by non-residents.

As for the fourth quarter, provisional infor-
mation is contained in the financial require-
ments indicator. This indicator measures gener-
al government recourse to the financial markets
and it fell to —0.09% of GDP, from 0.01% in Q3.
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TABLE 7
Financial transactions of the nation (cumulative four-quarter data)
% GDP
2002
1999 2000 2001
Q1 Q2 Q3
Net financial transactions -1.1 -2.5 -2.0 -1.9 -1.8 -1.6
Financial transactions (assets) 14.8 24.5 10.8 8.7 9.9 10.6
Gold and SDRs -0.2 0.0 0.0 0.0 0.0 0.0
Cash and deposits 1.7 2.8 -2.6 -3.8 -0.4 1.0
Credit system 3.7 2.5 -2.7 -3.3 -0.6 0.2
Other resident sectors -2.0 0.4 0.1 -0.6 0.2 0.8
Securities other than shares 2.8 3.8 71 7.4 5.8 5.6
Credit system -0.9 -0.3 2.0 2.3 1.0 -3
Other resident sectors 3.7 4.1 5.1 5.1 4.9 4.3
Shares and other equity 9.8 15.1 3.7 3.1 2.7 25
Credit system 0.7 1.7 -0.1 -0.4 0.1 0.1
Other resident sectors 9.1 134 3.8 3.4 2.6 2.4
Of which:
Non-financial corporations 6.5 10.9 3.7 856 2.6 2.3
Loans 0.7 2.7 2.6 21 1.8 1.6
Credit system -0.2 0.5 0.8 0.6 0.6 0.5
Other resident sectors 0.9 2.1 1.9 1.5 1.2 1.1
Financial transactions (liabilities) 15.9 27.0 12.8 10.6 11.7 12.2
Deposits 41 6.8 2.8 1.1 4.5 4.6
Of which:

Credit system 4.1 6.8 2.8 1.1 4.5 4.7
Debt securities issued 5.4 6.9 3.1 3.1 3.0 3.8
Credit system 0.9 0.7 0.6 0.8 0.2 0.7
General government 4.3 5.7 1.6 1.6 1.4 1.5
Other resident sectors 0.2 0.4 0.9 0.8 1.4 1.6
Shares and other equity 3.9 9.1 3.5 2.8 21 1.9
Credit system 0.3 1.7 0.5 0.2 0.3 0.2
Other resident sectors 3.6 7.3 2.9 2.6 1.8 1.8
Loans 3.8 4.5 4.4 4.6 3.7 3.6
General government 0.1 0.1 0.1 0.2 0.2 0.2
Other resident sectors 3.7 4.4 4.3 4.5 S5 &3
Other, net (a) -1.3 -0.2 -0.9 -1.1 -1.6 -1.7

Source: Banco de Espaia.
(a) Includes the asset-side caption reflecting insurance technical reserves.

5.5. The rest of the world

Between July and September 2002, the deb-
it balance of the financial transactions of the na-
tion fell slightly to stand at —1.6% of GDP in cu-
mulative four-quarter terms (see Table 7). The
flows of assets and liabilities vis-a-vis the rest of
the world were significantly smaller than in the
previous quarter, although on account of the
base effect arising from the low volume be-
tween July and September 2001 (probably a

consequence of the events of 11 September),
the cumulative four-quarter figures reflect an in-
crease in both items. Equity flows declined
again, affected by the climate of extreme volatil-
ity on the financial markets.

The net acquisition of financial assets in-
creased to 10.6% of GDP from 9.9% three
months earlier. This was the result of a signifi-
cant increase in liquid assets (cash and depos-
its), with a cumulative flow of 1% of GDP, com-
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TABLE 8
Net financial assets vis-a-vis the rest of the world (a)

(Q4 data) % GDP
1997 1998 1999 2000 2001 2002 (b)
Total economy -21.0 -21.6 -22.3 -20.5 -21.6 -24.0
Non-financial corporations and households and NPISHs -10.9 -8.6 -8.7 -0.8 -1.1 -0.5
Non-financial corporations -17.2 -14.8 -16.3 -8.4 -8.9 -8.8
Households and NPISHs 6.3 6.2 7.6 7.6 7.8 8.3
Financial institutions 6.9 4.8 6.9 5.1 4.6 21
Credit institutions (c) 2.4 -5.4 -7.5 -12.5 -14.5 -15.3
Institutional investors (d) 4.6 10.7 15.0 18.3 20.7 19.9
Other financial institutions -0.1 -0.4 -0.6 -0.8 -1.6 -2.5
General government -17.0 -17.9 -20.5 -24.8 -25.1 -25.5

Source: Banco de Espafa.

(a) Calculated as the difference between the stocks of financial assets and liabilities vis-a-vis the rest of the world according to quarterly financial

accounts data.
(b) Q3 data.
(c) Defined according to the First Banking Directive.
(d) Insurance corporations and collective investment undertakings.

pared with —0.4% in the previous quarter, which
offset the reduction in the other items. Accord-
ing to balance of payments information, foreign
direct investment (that of a permanent nature),
was significantly lower than in the same quarter
a year earlier. Likewise, portfolio investment fell
sharply to just 60% of its level in 2001 Q3.

The volume of liabilities increased to 12.2%
of GDP from 11.7% in Q2. This outcome is pri-
marily explained by the behaviour of securities
other than shares, which recorded significant
growth, to reach 3.8% of GDP. This increase is
basically explained by the notable increase in the
investment of non-residents in fixed-income se-
curities issued by credit institutions. According to
the information available in the balance of pay-

ments, foreign portfolio investment in Spain grew
significantly relative to the same quarter a year
earlier, while direct investment was unchanged.

As a result of the financial transactions with
the rest of the world and the trend in the prices
of financial assets and the exchange rate, the
net debit position of the national economy vis-a-
vis the rest of the world has increased to —24%
of GDP in 2002 Q3 (see Table 8). This situation
is a consequence of a decline in the net exter-
nal assets of financial institutions, which has
only been partly offset by the improvement in
the overall external position of the rest of the
sectors.

30.1.20083.
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