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QUARTERLY REPORT ON THE SPANISH ECONOMY

1 OVERVIEW

During 2011, the modest recovery on which the Spanish economy had embarked a year 

earlier lost momentum as the euro area sovereign debt crisis spread to a larger number of 

countries and strains on financial markets heightened. Following flat activity in Q3, the 

economy is estimated to have contracted in Q4, with a quarter-on-quarter decline in GDP 

of 0.3%. In year-on-year terms the rate of output continued to increase, by 0.3%, a figure 

0.5 pp down on that of the previous quarter. On the expenditure side, national demand is 

estimated to have fallen at a slightly higher rate than in the July-September period (0.5% 

quarter-on-quarter), while the positive contribution of external demand, at 0.3 pp, was 

somewhat lower than that in the previous quarter, reflecting the slowdown in export mar-

kets in the closing months of the year. 

As at year-end, GDP is expected to have risen by 0.7% in 2011, having fallen in the two 

preceding years, widening the growth gap with the core euro area countries. Behind these 

developments lies a further contraction (of 1.3%) in domestic demand, which may be ex-

plained practically in its entirety by the negative contribution of investment in construction 

and by the fall-off in government consumption. Household consumption and investment in 

equipment were unable to counter these effects, as the initial momentum in these varia-

bles showed signs of tailing off as the year unfolded. Conversely, for the fourth year run-

ning, net external demand softened the impact of the contraction in domestic spending on 

activity, with a positive contribution of 2 pp underpinned by the strength of exports and by 

the sluggishness of imports, in line with the flatness of final demand. 

On the supply side, value added in all productive branches except construction posted 

slightly positive increases on average in 2011, albeit moving on a generalised diminishing 

trajectory in the second half of the year. Under the construction heading, the declines 

were more marked in the non-residential construction segment, reflecting the effect of the 

budget austerity plans on civil engineering works, while they slackened in the residential 

component, where the adjustment of the excess capacity in the sector has made signifi-

cant headway following four years of correction. Against this backdrop, employment 

showed no signs of picking up in 2011; indeed, job destruction stepped up after the sum-

mer. There was an estimated decline in numbers employed of around 1.7% in 2011 which, 

should it be confirmed, would mean a level of employment somewhat over 10% below 

that existing at the start of the crisis. The unemployment rate rose sharply during the year, 

climbing to 21.5% in Q3, a figure which is likely to have been surpassed in the closing 

months of the year. 

In these circumstances labour costs – after stabilising the previous year – rose slightly, 

driven by the increase in compensation per employee in the market economy, a develop-

ment on which the wage inflation-adjustment processes in force had a bearing. That said, 

unit labour costs fell once more in 2011, reflecting the significant increase in productivity. 

Lastly, as expected, the inflation rate slowed markedly in the final months of the year once 

the base effects of the July 2010 VAT rise (evident in the year-on-year rate of inflation in the 

first half of 2011) and those relating to the rise in tobacco duties and in oil prices in the 

closing months of 2010 were stripped out. Inflation ended the year at a year-on-year rate 

of 2.4%, or 1.5% excluding energy and unprocessed food prices, whereby the inflation 

differential with the euro area was once again favourable to Spain and negative of the order 

of 0.3 pp.
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On the international economic front, strains on European financial markets worsened in 

the closing months of 2011, in a setting in which the feedback loop between sovereign 

risk, bank risk and the loss of economic momentum affected an increasing number of euro 

area countries. The prolongation of this situation made it difficult for banks to access 

wholesale market funding and led to a downgrading of government bonds in a large num-

ber of euro area countries in mid-January 2012. Under these conditions, there was a 

marked downturn in economic activity in the euro area, which spread to other developed 

countries, in particular to the European economies, while the emerging countries main-

tained sustained growth.

As has been the case since the crisis broke, the worsening instability in Europe required 

an economic policy response at various levels. At the level of the European authorities, the 

euro area Heads of State or Government made further headway in improving governance 

in the area at the Summit on 9 December, and set out the role that the crisis-resolution 

mechanisms available must play. Specifically, they agreed on the key elements of a new 

fiscal pact aimed at reinforcing prevention instruments by means of setting ceilings on 

budget deficits. It was decided to establish a budgetary rule that sets a limit of 0.5% of 

nominal GDP on the annual structural deficit. This rule will contain a corrective mechanism 

that will be activated in the event of deviation and which should have constitutional rank. 

It is also planned to apply more automatically the sanctions envisaged in the event of an 

excessive deficit. As regards the measures to strengthen crisis-management tools, it was 

agreed to review in March this year the financing capacity of the future European Stability 

Mechanism (ESM) and to bring it on stream ahead of schedule in July 2012. 

The ECB adopted a broad range of measures geared, on one hand, to ensuring an expan-

sionary monetary policy stance, once the absence of inflationary risks in the context of the 

cyclical downturn in the economy was confirmed; and, on the other, to restoring the func-

tioning of the channels through which monetary policy operates and, thereby, minimising 

the risks arising from the difficulties faced by banks in accessing funding. First, it cut inter-

est rates on two occasions during the quarter, placing the main refinancing operations rate 

at 1%, and the deposit facility and marginal lending facility rates at 0.25% and 1.75%, 

respectively, as from 8 December. Further, it approved additional non-conventional meas-

ures supporting the supply of credit to households and financial corporations, which in-

clude the extension to three years of the term at which banks may borrow funds from the 

SOURCES: ECB, INE and Banco de España.

a Seasonally adjusted series.
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ECB, an increase in the range of eligible assets and the reduction in the reserve require-

ment ratio to 1%. In addition, it continued to pursue its Securities Market Programme un-

der the previously agreed principles.

Finally, at the level of the governments most affected by instability, Italy unveiled comple-

mentary fiscal adjustment measures in the course of December, also bringing forward the 

schedule for applying reforms to its pensions system and announcing new structural poli-

cies. In Spain, the new Government resulting from the general election on 20 November 

approved a set of budgetary adjustment measures at the Council of Ministers on 30 Decem-

ber. It also announced a provisional estimate of the general government deficit for 2011 of 

around 8% of GDP, this representing a deviation of 2 pp from the target set in the latest 

Stability Programme. These measures involve a reduction in public spending of the order of 

€8.9 billion, to be implemented through the announced cancellation of appropriations in the 

State budget, a freeze on public-sector wages and the introduction of specific restrictions on 

public-sector employment. On the revenue side, there were temporary rises in tax rates on 

income from work and from saving under the personal income tax heading, and an increase 

in property tax. These will have a revenue-raising impact estimated at €8.1 billion.

Despite all these measures, high volatility continued to buffet the financial markets during 

2011 Q4, while the euro underwent a marked depreciation. The instability on European fi-

nancial markets fed through to the Spanish government debt and private fixed-income 

markets, to share prices and to the interbank market, with strains heightening severely in 

2011 Q4. In 2012 to date there has been some rise in instability, in a setting which remains 

characterised by high volatility. Also, as part of a widespread reassessment of sovereign 

risk in the euro area, one of the main rating agencies downgraded the Kingdom of Spain 

by two notches. The IBEX 35 has fallen by 1.4% since the start of the year (after tumbling 

13.1% in 2011), while Spanish government bond yields and the spread over the German 

Bund rose once more, standing at 330 bp at the time of this report going to press. Mean-

while, credit risk premia on securities issued by the private sector have fallen slightly. 

Against this background, credit institutions have faced further and major difficulties in rais-

ing funds on bond and interbank markets. In the real estate market, the fall in open-market 

house prices intensified during the closing months of 2011, ending the year posting a 

year-on-year decline of 6.8%. As a result, the market value of housing had, as of the close 

of 2011, fallen by 19% since early 2008 (25% in real terms). In these circumstances, 

SOURCE: European Commission.

a Normalised con dence indicators (difference between the indicator and its mean value, divided by the standard deviation).
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 financing conditions for the private sector tightened further, since the higher cost in-

volved for financial institutions in raising funds meant that the interest rates on loans 

extended to households and firms scarcely reflected monetary policy easing. 

Overall, the step-up in the sovereign debt crisis and its interaction with the financial 

system situation have severely affected the Spanish economy, worsening financing con-

ditions and impairing agents’ confidence. In this setting, household spending plans 

showed further weakness, to the extent of posting a slightly negative rate in the final 

months of the year. Consumption is estimated to have stagnated in 2011, following its 

moderate rise in 2010 (0.8%), in a context marked by heightened uncertainty and unfa-

vourable labour market developments, the decline in disposable income and the fall in 

financial and non-financial wealth alike. All these developments have been present over 

the past four years, influencing household decision-making. Yet in 2011 there was some 

increase in agents’ nominal disposable income, which ceased to decline as from Q2, 

although household purchasing power fell off owing to the rise in inflation. Set against 

this behaviour of the sources of household income and wealth, saving served, for yet 

another year, to cushion the pattern of household consumption, as has been the case 

since 2009 (when it peaked at an annual average of 18.5%). There was thus a fresh de-

cline in the saving rate which, it is estimated, stood at 11.8% of disposable income, 

drawing close to pre-crisis levels. 

Residential investment also failed to show signs of recovery in the closing months of the 

year; indeed, its rate of decline compared with the previous quarters may even have steep-

ened. This rate in 2011 is estimated at around 5%, half that of the previous year. Against 

this background of sluggish expenditure and tightening financial conditions, household 

debt posted negative rates, somewhat greater than those observed at the end of Q3. The 

fall-off was more marked in consumer finance (-5% in November) than in house purchases 

(-1.2%). 

In the corporate arena, the deteriorating economic outlook, weaker foreign orders and dif-

ficult financing conditions adversely affected the start-up of new investment projects. As a 

result, non-financial corporations’ investment both in equipment and in other construc-

tions fell back in Q4. For 2011 as a whole, however, a positive rate of change is estimated 

SOURCES: Eurostat, ECB and INE.

a Year-on-year rate of change. 
b Per unit of output. Year-on-year rate of change calculated on the basis of seasonally adjusted series.

-4 

-2 

0 

2 

4 

6 

8 

2007 2008 2009 2010 2011 

 SPAIN  EURO AREA 

UNIT LABOUR COSTS (b) 

%

PRICES AND COSTS CHART 3

-2 

-1 

0 

1 

2 

3 

4 

5 

6 

  2007   2008   2009   2010   2011 

 SPAIN  EURO AREA 

HARMONISED INDICES OF CONSUMER PRICES (a) 

%



BANCO DE ESPAÑA 7 ECONOMIC BULLETIN, JANUARY 2012 QUARTERLY REPORT ON THE SPANISH ECONOMY

for private productive investment, following the declining trajectory on which other domes-

tic demand components moved during the year. In the case of non-financial corporations, 

the rate of contraction in debt was sustained, standing in November at 2.1% year-on-year.

The declining pattern of borrowed funds is expected to have provided for a reduction in 

both household and corporate debt ratios in 2011, placing them in September at 124% 

of GDI and at 500% of GOS and financial revenue, respectively. In 2011 both sectors 

once again evidenced net lending capacity, as can be seen in the Q3 data on the non-fi-

nancial accounts of the institutional sectors, namely 2.8% of GDP in the case of house-

holds, and 1.1% of GDP in that of non-financial corporations, in cumulative four-quarter 

terms. The improvement in these financial position variables of the non-financial private 

sector indicate the headway that is being made in the restructuring of these agents’ bal-

ance sheets, which is a pre-requisite for further progress in the necessary financial delev-

eraging process. 

SOURCE: Banco de España.

a In June 2010 the statistical requirements relating to interest rates applied by credit institutions to their customers were amended, potentially causing breaks in 
the attendant series. Of particular signifcance was the change in the interest rates on consumer credit and other loans, as a result of which, from that month, 
operations transacted using credit cards have not been included. APR for loans (includes commissions and other expenses and NDER for deposits.  

b Weighted average of interest rates on various transactions grouped according to their volume. For loans exceeding €1 million, the interest rate is obtained by 
adding to the NDER, which does not include commissions and other expenses, a moving average of such expenses.  

c Consolidated nancing: net of securities and loans that are general government assets.
d Four-quarter cumulated data.
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The end-2011 general government deficit stood at around 8% of GDP, according to the 

preliminary estimate announced by the new Government. The information available to Q3 

shows that overall general government public spending posted a year-on-year decline of 

2% in the first nine months of the year, not far off the rate of -2.6% targeted for the year as 

a whole. Meantime, public revenue dipped by 0.8%, compared with the targeted increase 

of 5.4%. This would suggest that the main source of deviation in 2011 has been tax rev-

enue, which has proven far lower than forecast. In terms of agents, and based on the same 

information, deviations came about at all tiers of government, although these were on a 

greater scale at the regional government level.

The overrun in public finances this year shows the existence of certain weaknesses in the 

procedures for monitoring and controlling the budget outturn, despite the effort made to 

strengthen transparency in the regional government accounts. These need to be remedied 

immediately by implementing the legislation envisaged by the constitutional amendment 

adopted and the strengthening of the fiscal pact agreed in the EU.

As for foreign trade, the incomplete information currently available indicates that in the 

closing months of 2011 external demand partially offset the effect of the contraction in 

domestic spending on activity, albeit with a somewhat smaller contribution than in the 

preceding quarters due to the slowdown in export markets. Accordingly, in 2011 the exter-

nal sector again played a decisive role in cushioning the fall in activity, its contribution to 

average GDP growth in that year being estimated as 2 pp. Underpinning this component 

was the notable buoyancy of exports, which grew at a faster pace than export markets, 

leading to an increase in the corresponding market shares, and a recovery in tourism, 

which benefited from the shifts in international tourist flows in response to the geopolitical 

problems that arose in alternative destinations in North Africa and the Middle East. This 

effect was reinforced by the weakness of imports given the slackness of domestic spend-

ing. The cost and price adjustment undertaken in recent years by the producers of con-

sumables and firms connected with the tourism industry, which is reflected in the price-

competitiveness indices, is undoubtedly driving these good results, so that strategies to 

reduce costs and margins, diversify products and markets, and improve quality need to be 

persevered with in order to entrench the progress made so far.

In the setting described, the nation’s net borrowing continued to decline to 2011 Q3, when 

it stood at 3.5% of GDP, in cumulative four-quarter terms. Following the pronounced ad-

justment in the external deficit in recent years, the correction trend is beginning to show 

signs of slowing, despite the notable improvement in the goods and services balance, as 

a consequence of the brake entailed by the high energy content of Spanish imports and 

investment income payments, two of the main vulnerabilities afflicting Spain’s position vis-

à-vis the rest of the world.

The progressive spending weakness during 2011 was reflected on the supply side of the 

economy. All the productive sectors participated in this trend. The decline in manufactur-

ing activity in recent months, impacted by the deterioration in external demand, has been 

notable, as has the accentuation of the contractionary tendency in the construction sector. 

However, the most unfavourable aspect from the supply standpoint was the behaviour of 

the labour market, which far from beginning to stabilise, as had been forecast at the begin-

ning of the year, saw an acceleration in the destruction of employment in the second half 

of the year. The number of persons employed is estimated to have fallen by 1.7% in 2011, 

which is explained by the reduction in employment in the market economy (-2.2%), since 

in the non-market sectors as a whole employment remained at similar levels to those of the 
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previous year (0.4%), reflecting only gradually the effect of restrictions on the coverage rate 

in public-sector employment. Given the estimated path of output and employment, appar-

ent labour productivity growth remained relatively sharp (2.4%). This was slightly down on 

the previous year, though with a higher growth profile in the second half of the year.

Finally, the trend in labour costs of previous months extended into Q4, with compensation 

in the market economy and in non-market services diverging. Compensation per em-

ployee in the market economy posted growth of around 1.4%, while compensation in 

non-market services fell, to some extent still reflecting the impact of the reductions in pub-

lic-sector wages in the previous year. Underlying the behaviour of labour costs in the 

private sector, which displayed average growth of 1.5% in 2011, as against 0.2% in 2010, 

are two characteristics of the wage-setting mechanism which increase wage inertia: first, 

the pass-through into wage increases of the price rises of an essentially temporary nature 

that occurred in the final months of 2010, as a consequence of the presence in a very 

large number of collective agreements of indexation clauses; and, second, the high pro-

portion of multi-year agreements with a sectoral scope that hinder the adjustment of 

wages to cyclical changes and to the specific situation of each firm. In any case, unit la-

bour costs fell in 2011, for the second consecutive year, with the assistance of productiv-

ity gains, which enabled the position vis-à-vis the euro area countries to improve. Perse-

verance along this path is also required to embed the competitiveness gains that may be 

generated.
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2 THE EXTERNAL ENVIRONMENT OF THE EURO AREA

Global economic and financial conditions during the past quarter have continued to be 

marked by the delicate situation facing the euro area, which remains the main source of 

risk for the global economy. Against this background, there was a significant increase in 

risk aversion on international markets and a downturn in growth prospects, although the 

deterioration in markets and in economic indicators has eased in the past weeks. Perfor-

mances differed in the advanced economies, with some favourable signs in the United 

States, distancing the possibility of a new slump, and a more worrying outlook in the 

United Kingdom and in Japan. A controlled slowdown was the prevailing pattern in the emerg-

ing economies, although there were some problem cases (Turkey and Hungary) and a 

gloomier outlook in the case of Eastern Europe, given its closer links with the euro area 

(see Box 1). Inflation generally eased in the developed economies, and in some emerging 

regions. In this context, monetary policy remained exceptionally expansionary in the ad-

vanced economies. There, the non-conventional measures announced in the preceding 

months have been implemented, and further stimuli are not ruled out if the slackness of 

economic activity persists. In the emerging regions, diminished inflationary pressures have 

softened the monetary policy dilemma previously faced, meaning that in some countries 

the cycle of monetary easing has commenced. In the fiscal arena, a key development has 

been the announced delay in the budgetary consolidation in the United Kingdom and the 

extension during January and February of the reductions in social security contributions, 

and the extension of unemployment benefits in the United States.

During the past quarter, financial market developments were severely affected by the 

continuing sovereign crisis in the euro area. However, in recent weeks this has been al-

leviated by the release of various less-unfavourable-than-expected macroeconomic indi-

cators, especially in the United States, and by various central bank measures (unlimited 

liquidity auctions by the ECB and coordinated action to cut dollar swap rates by 50 bp). 

Against this backdrop, certain developed countries’ (United States and United Kingdom) 

stock markets stabilised and there was some reduction in volatility. US 10-year bond 

yields moved in a narrow band around 2% throughout the period, partly as a result of 

flight-to-quality movements. On the foreign exchange markets, the dollar also acted as a 

safe haven and appreciated against the main currencies, of developed and emerging 

countries alike. In particular, it appreciated by more than 10% against the euro, to $1.26. 

Bank wholesale funding in the main currencies continue to evidence high tensions. In the 

emerging markets, behaviour differed from region to region during the quarter, with a 

downturn in share prices, sovereign yields and risk indicators that was moderate in Asia 

and more marked in Eastern Europe. In Latin America, stock market losses and the in-

crease in credit risk indicators were small. Capital outflows, both from stock markets and 

debt, were intense from mid-November to mid-December. Elsewhere, the trend of com-

modities prices was divergent during the quarter. Prices of metals and foodstuffs fell due 

to the slowdown in economic activity, whereas Brent oil prices held within a range of 

$105-115 per barrel. 

In the United States, the final estimate of GDP for Q3 showed annualised quarterly growth 

of 1.8%, underpinned by private consumption, non-residential fixed investment and net 

exports. The latest indicators show a somewhat brighter picture, although they all contin-

ue to suggest a moderate recovery. Industrial production and capacity utilisation weak-

ened towards the end of the quarter, as did business confidence, although these variables 
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The new EU Member States (NMS)1 have benefited in the past 

decade from a greater degree of trade and financial integration 

with the other EU countries, which has enabled them to make 

headway in real convergence. This greater integration has result-

ed in an improvement in their economic conditions, although it 

has also made them more vulnerable to shocks originating 

abroad, as manifest in the recent periods of financial strains. In 

particular, the heightening of the euro area sovereign debt crisis 

since August 2011 has prompted a growing deterioration in the 

region’s financial markets, while these countries’ external trade is 

undergoing the adverse effects of the decline in economic activity 

in the euro zone. Furthermore, the fragile position of the area’s 

financial institutions might contribute to lessening the exposure of 

their subsidiaries with a presence in emerging Europe, with the 

consequent adverse repercussions on these economies. This box 

analyses the new Member States’ trade and financial depend-

ence on the euro area, highlighting the most evident risks arising 

from integration.

The ongoing development of the NMS in the years prior to the 

crisis was based, among other factors, on growing foreign capital 

inflows. That entailed transfers of technology and business know-

how, which notably improved their capacity and productive qual-

ity and, therefore, their economic and export potential. The export 

share of the NMS in world markets increased most significantly 

from 2000 to 2010, in contrast to the slide the export shares of the

BOX 1TRADE AND FINANCIAL EXPOSURE OF THE NEW EU MEMBER STATES TO THE EURO AREA

1  This box analyses those countries that have not yet adopted the euro 

(Poland, Hungary, Czech Republic, Latvia, Lithuania, Bulgaria and 

Romania).

SOURCES: Eurostat and Fitch.

a Not including transactions by Special Purpose Entities (SPE), which are very signi cant in the case of Hungary.
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developed economies underwent over this same period. In paral-

lel, their imports also expanded, in step with their growing invest-

ment needs and with the growth of certain imported input-inten-

sive industries, such as the automobile sector. Consequently, the 

degree of openness of these economies - measured as the sum 

of exports plus imports as a percentage of GDP - rose during the 

decade, exceeding 69% of GDP in all the countries and surpass-

ing 120% in Hungary, the Czech Republic and Lithuania, on fig-

ures for 2010.

The expansion of foreign trade in the region was essentially based 

on the strengthening of their trade ties with the euro area coun-

tries. Panel 1 shows how in 2010 more than half of these econo-

mies’ exports - with the exception of Latvia, Lithuania and Bul-

garia - were to the euro area countries. This figure is attributable, 

above all, to the strong trade ties with Germany, which received 

44% of the region’s total exports to the euro area. Among the 

NMS, the Czech Republic and Hungary have the biggest trade 

exposure to the euro area, since their exports to this area account-

ed for more than 40% of GDP in 2010 (around half went to Ger-

many), while in the remaining countries the figure was less than 

20% of GDP (see panel 2).

Growing trade integration and economic transformation in the 

NMS have been associated with intense foreign direct invest-

ment flows, in the main from the euro area, driven by the re-

gion’s economic development potential. The cumulative stock 

of direct investment exceeded 60% of GDP in Bulgaria, the 

Czech Republic and Hungary at end-2009, while in the remain-

ing countries it stood at between 36% and 43%. The euro area 

is clearly predominant as regards the source of investment, ac-

counting for more than 70% of the stock, except in Latvia and 

Lithuania (see panel 3). A specific aspect of this process is the 

sizeable presence of foreign banks, which have prompted a 

deep-seated restructuring of these countries’ banking sys-

tems. As a result, between 55% and 85% of banking sector 

assets in these countries belonged in 2010 to foreign subsidi-

aries and branches, whose parents are practically all EU-based 

(see panel 4). In terms of nationality, there is a high presence of 

subsidiaries of Austrian, Italian, Greek and, to a lesser extent, 

of German and French banks; in Latvia and Lithuania, Swedish 

banks own more than half of bank assets.

The strong penetration by EU banks in the NMS is deemed 

most beneficial for these economies, since the existence of a 

long-term strategic interest in the region on the part of ad-

vanced economies’ banks is presumed, something which en-

sures continued funding of subsidiaries by their parent banks. 

In line with this presumption, the so-called “Vienna initia-

tive2” promoted an agreement in January 2009 to maintain the parent 

banks’ exposure in the region, thereby preventing capital flight and the 

outbreak of potential banking and foreign exchange crises in emerging 

Europe. However, the recent heightening of financial strains at banks 

in the euro area has prompted debate about the possible adverse ef-

fects of these countries’ financial exposure, with three factors of risk.

Firstly, the risk of financial deleveraging by the parent banks, in the con-

text of the euro area crisis (which has hampered the wholesale funding 

of many banks), and the need to strengthen capital buffers would have 

unfavourable macroeconomic repercussions for the region. Austria was 

the first euro area country to announce restrictions on the extension of 

credit over certain limits to the Eastern European countries, in order to 

avoid exposure considered excessive. In addition, other euro area 

banks have acknowledged that they are reviewing their local refinanc-

ing plans so as to assess in which countries they should invest.

Secondly, the exacerbation of the problems that would arise from 

contagion via the bank credit channel: insofar as lending institutions 

operate in several countries, the materialisation of credit risk in one 

country might prompt a re-pricing of risk for the entire region. This 

channel may be important for countries in the south-east of the EU, 

with heavy exposure to Italian, Austria and Greek banks, which have 

a number of subsidiaries in several countries in the region.

Third and finally, asymmetry in financial exposure between parent banks 

and subsidiaries. The exposure of foreign banks to the recipient countries 

of financial flows (i.e. the proportion of their investment or loan portfolio 

assigned to those countries) is usually far lower than the percentage that 

these financial flows represent to the recipient country as a proportion of 

total liabilities. Accordingly, minor changes in lending policy from the stand-

point of the parent bank may have a major impact on the macroeconomic 

and financial stability of the country in which the subsidiary is present (in-

cluding sudden corrections in exchange rates, with significant wealth and 

balance sheet effects). This asymmetry chiefly exposes small recipient 

countries to the risk of a strong cut in the provision of credit, even in the 

event of a moderate slowdown in credit by parent institutions.

BOX 1TRADE AND FINANCIAL EXPOSURE OF THE NEW EU MEMBER STATES TO THE EURO AREA (cont’d)

2  This was a European banking coordination initiative whose aim was to estab-

lish a voluntary coordination framework for analysing and resolving financial 

sector crises in emerging European countries (whether belonging to the EU 

or not) that were beginning to encounter serious funding difficulties. The ini-

tiative, led by the IMF, the European Bank for Reconstruction and Develop-

ment (EBRD) and the Austrian Finance Ministry, succeeded in involving the 

public and private sectors, whereby four groups of participants were estab-

lished: i) international financial organisations [IMF, European Investment Bank 

(EIB), World Bank and EBRD]; ii) European institutions (the European Com-

mission and the ECB as an observer); iii) the central banks, Governments and 

supervisory authorities of both the home countries of the main banking 

groups and of the emerging European countries most affected by the crisis, 

and iv) the main international banking groups with interests in the region.
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continue to point to modest growth. In parallel, retail sales rose sluggishly in December, 

though consumer confidence has continued to improve. There was some acceleration in 

net job creation in the labour market, although this remains low compared with previous 

episodes of recovery, and the unemployment rate dipped by 0.5 pp in the quarter (to 

8.5%). On a more negative note, wage growth is far below inflation and the participation 

rate remains at a low level. Housing starts and sales offered marginally more positive 

signs, although the attendant series are still at historical lows and the downward adjust-

ment in prices and tight credit conditions remain in place. CPI inflation stood at a year-on-

year rate of 3.4% in November, while core inflation was 2.2%. Given this economic and 

financial fragility, the Federal Reserve kept its expansionary monetary policy stance un-

changed, while announcing changes in its communications policy, involving the release of 

interest rate projections as from its January meeting.

In Japan, GDP expanded at a quarterly rate of 1.4% (-0.7% on year-on-year) in Q3, driven 

by the rise in exports and the momentum of private domestic demand. However, the Q4 

indicators point to a notable downturn in activity, which is greatest in the manufacturing 

sector and linked to exports, which have been affected by the sluggishness of the external 

environment and the persistent strength of the yen, as well as by the floods in Thailand. In 

the labour market, the unemployment rate held in November at 4.5%, with a weak recov-

ery in employment and in the labour force. The overall CPI return to deflationary territory 

SOURCES: Datastream and Banco de España.

a Percentage of labour force.
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(-0.5% year-on-year in November) and the rate of decline of core inflation steepened. In 

this setting the Bank of Japan held its official interest rate in a range of 0%-0.1%, and re-

tained its asset purchase programme. Further, the Japanese authorities intervened on the 

foreign exchange markets to prevent the appreciation of the yen, for an estimated amount 

of ¥7.7 trillion (1.6% of GDP).

In the United Kingdom, GDP grew at a quarterly rate of 0.6% (0.5% year-on-year) in Q3, 

underpinned by stockbuilding and, to a lesser extent, gross fixed capital formation. The Q4 

indicators broadly show activity to be notably sluggish, and augur a slight contraction in 

the manufacturing sector. Retail sales posted positive growth to November, despite the 

downturn in consumer confidence and in the labour market, where the unemployment rate 

climbed to 8.4% in November. Inflation eased by 1 pp from its September peak to 4.2% in 

December, while core inflation held at around 3%. The Bank of England pursued its public 

debt purchase programme (scheduled to run to February) during the quarter to the tune of 

£75 billion, which will account for around 60% of net Treasury issues in the period. In No-

vember, the Government put back meeting its target of eliminating the structural deficit by 

two years, to 2016-2017.

In the new EU Member States not belonging to the euro area, GDP grew on average by 

3.4% year-on-year in Q3, compared with 3.1% in Q2. But signs of industrial production 

SOURCES: Datastream and Banco de España.

a Three-month interbank market interest rates.
b Ten-year government debt yields.
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and exports easing in Q4 were apparent. Throughout the final quarter, the inflation perfor-

mance across these countries was mixed; however, the aggregate rate increased by 0.4 pp 

from September to December to 3.7% year-on-year, owing to price rises in Poland and 

Hungary, where the marked depreciation of their currencies was a contributing factor in 

the final stretch of the year. In terms of monetary policy, behaviour was also mixed: in Ro-

mania, the official interest rate was cut by a total of 50 bp to 5.75% given the notable re-

duction in inflation and the weakness of the external environment, while in Hungary it was 

raised by 100 bp to 7%, further to the severe deterioration in its financial situation, which 

led the Government to apply for fresh financial aid from the IMF and the EU.

In China, GDP grew at a year-on-year rate of 8.9% in Q4 (9.1% in the previous quarter). 

The rate of expansion of activity, which continues to be underpinned by resilient domestic 

demand, thus continued to move on a mildly moderating path. However, external demand, 

especially that from Europe, has been forcefully adjusted during the quarter. Inflation is 

SOURCES: Datastream, Banco de España, IMF and JP Morgan.

a The aggregate of the different areas has been calculated using the weight of the countries that make up these areas in the world economy, drawing on IMF
information. 

b Argentina, Brazil, Chile, Mexico, Colombia, Venezuela and Peru.
c Malaysia, Korea, Indonesia, Thailand, Hong Kong, Singapore, Philippines and Taiwan.
d Poland, Hungary, Czech Republic, Slovak Republic, Latvia, Lithuania, Bulgaria and Romania.
e JP Morgan EMBI spreads. Latin America includes Argentina, Brazil, Colombia, Ecuador, Mexico, Panama, Peru and Venezuela. Asia includes China, Indonesia,

Irak, Kazakhstan, Malaysia, Pakistan, Philippines, Sri Lanka and Vietnam. The data on the new EU Member States relate to Hungary and Poland. 
f Annual data until 2009.
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falling rapidly, standing at 4.1% in December, after averaging 6.2% in Q3. Against this 

backdrop, the monetary policy stance has gradually shifted from the control of inflation 

expectations to support for growth, with bank reserve requirements being cut by 50 bp in 

December (to 21% for the major commercial banks). In the rest of the emerging Asian 

economies, year-on-year growth dipped slightly in Q3 to 5.6% owing to easing in India and 

in Hong Kong. In Q4, it appears activity weakened gradually in most countries in the re-

gion, albeit with differing intensity. The slowdown in the Indian economy, in particular, was 

notable, resulting in part from the cumulative effect of official interest rate rises. Annual 

inflation fell in Q4 in most of the countries. In this setting, the change in monetary policy 

stance was patently clear in Q4, taking the form of official interest rate cuts in Indonesia 

and Thailand, and the end of the cycle of rises in the rest of the region.

In Latin America, GDP increased at a quarter-on-quarter rate of 0.8% in Q3, compared 

with 1.1% in Q2, placing the year-on-year rate at 4.4%, 0.1 pp up on the previous quarter. 

However, this acceleration masks differing developments from country to country, with 

Brazil posting zero growth and Colombia showing a notable spurt. The contribution to 

growth of domestic demand remained high, partly due to developments in stockbuilding, 

while the negative contribution of external demand increased slightly. The initial indica-

tors for Q4 point to a further slowdown in activity and to a deterioration in most countries’ 

trade balance, prompted by a decline in exports. Inflation edged up by 0.1 pp during the 

quarter to 7.1% in December. Chile and Peru overshot their inflation targets, unlike Brazil, 

Mexico and Colombia, although their inflation rates are in the upper range of the target 

intervals. Core inflation rates were lower across the board, suggesting that the relatively 

high inflation is largely in response to temporary factors. In any event, official interest 

rates were cut in Chile (by 25 bp, thereby starting the cycle of monetary easing) and in 

Brazil (two further cuts of 50 bp, following those adopted at the two previous meetings), 

and were raised in Colombia (by 25 bp, thus resuming the cycle of rises that the central 

bank interrupted last July).
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3 THE EURO AREA AND THE MONETARY POLICY OF THE EUROPEAN CENTRAL BANK

In 2011 Q4 the climate of financial instability and high asset-price volatility – which has 

been affecting the euro area especially severely since the summer – continued, without 

any let-up in the worrying negative feedback dynamics between sovereign risk, banking 

risk and loss of economic momentum. The prolongation of the strains on the sovereign 

debt markets, which led in mid-January to a downgrading of the government bonds of a 

large number of euro area countries, and the difficulties banks face in accessing wholesale 

market funding are complicating the process of deleverage and recapitalisation that the 

banking system is addressing in a situation of weak economic activity (see Box 2).

The latest information from short-term indicators suggests a decline in euro area activity in 

Q4, following the modest growth in the summer, as predicted by most of the forecasts 

available. More in the medium term, the worsening of business and household confidence, 

the tightening of financing conditions, the short-tem effects of the fiscal consolidation 

processes under way and the downward revisions to external demand have led the ECB 

and other international organisations and private institutions to scale back their growth 

forecasts for the euro area, in some cases even estimating negative growth in 2012. In ad-

dition, this scenario continues to be subject to a high degree of uncertainty, with a pre-

dominance of downside risks for economic activity, largely related to the prolongation over 

time of financial strains and, in particular, to the possibility that the necessary adjustment 

of bank balance sheets will ultimately impact the supply of loans to the resident private 

sector, which would damage the economic recovery.

The Governing Council of the ECB, considering that it was unlikely that inflationary price 

and wage pressures would materialise in the current context of economic weakness, 

adopted a number of measures to maintain the expansionary stance of monetary policy, to 

restore the functioning of the transmission mechanism and to minimise the risks arising 

from banks’ funding difficulties. Thus, on one hand, interest rates were cut twice during the 

quarter, to stand at 1%. On the other hand, further non-standard measures were adopted 

to support the supply of credit to non-financial firms and households, including a tempo-

rary expansion of the list of collateral, a reduction in the reserve ratio to 1% (from 2%) and, 

notably, the provision of liquidity with a very long maturity (three years) through two ten-

ders with full allotment and a fixed rate equal to the average rate of the main refinancing 

operations over the life of the respective loan.

At their meeting in early December, the euro area Heads of State or Government continued 

to review the area’s governance, as they have been doing since the beginning of the crisis. 

In order to strengthen the crisis resolution mechanisms available, the entry into force of the 

European Stability Mechanism was brought forward to mid-2012 and a review of its fi-

nancing capacity, to be concluded by March, was commenced. In addition, the main ele-

ments of a new fiscal pact were agreed, which will involve additional progress on fiscal 

policy coordination, beyond the governance reform approved in October 2011. The pact, 

which must be ready, at the latest, for ratification at the March meeting, attempts to 

strengthen the prevention instruments, by setting ceilings on budget deficits within the 

fiscal framework of each euro area Member State. Its legal transposition will be supervised 

by the European Court of Justice and it will have adjustment mechanisms that will be au-

tomatically activated in the event of deviations. Also the application of the sanctions envis-

aged in the event of excessive deficits will be made more automatic (see Box 3).
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The sovereign debt crisis continued to affect the euro area in Q4 

and early 2012, so that credit risk premia and the volatility of finan-

cial asset prices (including government bonds) remained at very 

high levels (see Panel 1). At the same time, institutional investors 

continued to question the soundness of the area’s banking sector, 

which led to increasing difficulties for banks to raise funds on the 

market, against a background in which the capacity of the gov-

ernments of the area to provide financial support to the sector 

(as was done in autumn 2008 following the failure of Lehman 

Brothers) has been reduced by the effects of the sovereign debt 

BOX 2TENSIONS IN THE BANKING SYSTEM AND RISKS FOR THE SUPPLY OF CREDIT
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crisis itself. The disruptions in the interbank market and the diffi-

culty for institutions of issuing debt (see Panel 2) have encouraged 

the growing use of secured lending through central counterparty 

clearing houses and, especially, Eurosystem financing.

These circumstances have arisen, moreover, at a time when banks 

have to refinance a large volume of debt, competing with the pub-

lic sector’s demand for funds. Approximately €200 billion worth of 

bank bonds mature in 2012 Q1 (see Panel 3). In the year as a 

whole, the debt to be refinanced amounts to more than €500 bil-

lion, which is equivalent to 1.5% of total bank assets.

Along with the close connection between the sovereign crisis and 

bank’s funding problems in the euro area, the pressures on the 

banks intensified in the second half of 2011 due to the interaction 

of other elements. On one hand, the downward revision to macro-

economic prospects and the risks surrounding such prospects 

have involved a deterioration in the outlook for earnings and for an 

improvement in the balance sheet position of the financial system. 

Also, in the context of the banking package agreed by the EU 

Heads of State or Government in October, the European Banking 

Authority (EBA) established, on a temporary basis, some stricter 

capital requirements. Specifically, banks must raise their core Tier 

1 capital ratios to 9% and construct a further capital buffer against 

European sovereign debt exposure. These temporary require-

ments, along with the adaptation of the banks to the Capital Re-

quirements Directive known as CRD3, entail (according to EBA 

calculations) an overall capital requirement of around €115 billion, 

to be met, at the latest, by 30 June 2012. This amount includes 

€30 billion of capital for the Greek banks, which was envisaged in 

the EU/IMF assistance programme for this country. Excluding 

Greek banks, the temporary capital requirement for the portfolio of 

European public debt, based on its end-September market valua-

tion, amounted to almost €40 billion.

The response of the banking sector to the growing difficulties 

has been to accelerate the ongoing deleveraging process. Thus, 

for example, according to Bank for International Settlements 

data, euro area banks have reduced their foreign assets by 

around 30% since March 2008 (see Panel 4). In proportion to 

their total external exposure, the largest reductions have been 

made by the Belgian, Dutch and Irish banks. More recently, 

banks have also reduced their claims on sovereign issuers (see 

Panel 5). The banks participating in the EBA’s recapitalisation 

exercise and stress tests reduced their European sovereign ex-

posure by some €170 billion during the first nine months of 2011, 

to somewhat more than €1,550 billion. As the panel shows, 

French banks reduced their exposure to the largest extent (by 

more than €75 billion, or about 28%). Sales by German banks 

amounted to some €24 billion, which represented almost 6% of 

their total investment in government debt.

Finally, with respect to the financing of non-financial firms and 

households in the euro area, the complex situation in the banking 

sector has increased the risk that the ongoing restructuring and 

recapitalisation processes may impact on the capacity of banks to 

intermediate funds between savers and private borrowers, which 

would have prejudicial effects on the economic recovery and, 

through this channel, the financial situation of the banks them-

selves. As seen in the final panel, the Bank Lending Survey (BLS) 

data for Q3 point to a substantial additional tightening of credit 

supply conditions, which foreseeably intensified in Q4. However, it 

is premature to relate this tightening to the recent slowdown in the 

growth rates of lending to non-financial firms and households, 

since, according to the BLS, the demand for funds also contracted 

during the period.

In the light of the growing risks, the European authorities have 

adopted a number of measures within their areas of competence, 

in order to ensure that the deleveraging process takes place in the 

most orderly fashion possible, so as to minimise the probability of 

a contraction in the supply of credit. Thus, the ECB has pursued a 

policy of generous liquidity provision, ensuring that banks have 

access to Eurosystem financing by prolonging non-standard 

measures which, as described in more detail in the main text, were 

singularly strengthened in December with the announcement of 

two longer-term refinancing operations, the extension of the range 

of collateral accepted in monetary policy operations and a reduc-

tion in the reserve requirement. For its part, the European Com-

mission extended and updated the special regulatory framework 

which, since 2008, governs state aid to the banking system in the 

form of recapitalisation, the treatment of impaired assets and 

guarantees for bank debt issues. Finally, the EBA has published a 

number of recommendations, addressed to national supervisors, 

to ensure that the new capital ratios are not satisfied through re-

ductions in the assets held on bank balance sheets.

BOX 2TENSIONS IN THE BANKING SYSTEM AND RISKS FOR THE SUPPLY OF CREDIT (cont’d)

Apart from the need for better policy coordination and greater fiscal discipline, it has be-

come evident, as the crisis has developed, that measures are needed to ensure that the 

euro area economy returns to a path of sustained growth. In this respect, on 23 November 

the European Commission published its 2012 Annual Growth Survey, which contains a 

road map for budgetary policies and structural reforms in the EU countries over the com-

ing months, which will be evaluated and monitored within the framework of the second 

European semester. Notable among the priorities that countries must take into account 
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BOX 3THE AGREEMENT OF THE EURO AREA HEADS OF STATE OR GOVERNMENT OF 9 DECEMBER 2011

Since 2010 European institutions and governments have been 

conducting a far-reaching review of the governance and institu-

tional architecture of the euro area, with the intention of eliminat-

ing the weaknesses that have been revealed during the sovereign 

crisis. The latest summit to be held was the European Council 

meeting of euro area Heads of State or Government on 9 Decem-

ber 2011. This saw the laying of foundations for a new fiscal 

compact to give Economic and Monetary Union and the EU a 

more solid disciplinary and fiscal stability framework, and the 

proposal of further measures to enhance the existing financial 

assistance mechanisms.

One of the main aspects of the fiscal compact is the commitment 

to establish a new fiscal rule, which will help to ensure that general 

government finances remain in balance or surplus over the cycle, 

although leeway is maintained for discretionary fiscal policies in 

exceptional circumstances or severe crises. Specifically, the budg-

etary stability objective will be deemed achieved if the annual 

structural deficit does not exceed 0.5% of nominal GDP (although 

each country may establish a stricter reference level). This rule will 

contain an automatic correction mechanism that will be triggered in 

the event of deviation, defined in accordance with the principles 

proposed by the European Commission. The rule must be trans-

posed into national legal systems through binding and permanent 

provisions, preferably constitutional, and should be subject to the 

jurisdiction of the Court of Justice of the European Union. 

The compact also states that countries in excessive deficit proce-

dure must submit to the Commission and the Council, for en-

dorsement, an economic programme detailing the structural re-

forms to be undertaken to ensure a durable correction of the defi-

cit within the period established. There is also a commitment that 

all steps and sanctions proposed or recommended by the Com-

mission will automatically be adopted unless a qualified majority 

of the euro area Member States is opposed. In addition, according 

to the compact, all Member States will have to report their na-

tional debt issuance plans ex ante.

The Member States have also agreed to examine swiftly the two 

new proposals submitted by the Commission on 23 November 

2011, in order that both regulations may be in force for the next 

budget cycle (due to commence at the end of 2012). According to 

the first of these proposals, the countries must send their draft 

budgetary plans to the Commission no later than the date estab-

lished. The Commission may adopt an opinion on them and, in the 

event that it identifies serious non-compliance with the obligations 

laid down in the Stability and Growth Pact, request revised draft 

plans. Also further requirements are proposed for national fiscal 

frameworks, in addition to those established by the Directive ap-

proved in December, so that now countries must have in place 

independent fiscal councils and their plans must be based on fore-

casts made by an independent body. The second proposal sug-

gests establishing enhanced surveillance for Member States that 

are experiencing or are at risk of experiencing severe financial dis-

turbance.

As regards the strengthening of crisis management mechanisms, 

the accords adopted involve progress in various areas. Thus, the 

launch of the European Stability Mechanism (ESM) treaty has 

been accelerated, so that it will enter into force as soon as it has 

been ratified by Member States representing 90% of the capital 

commitments, July 2012 having been set as the target date for 

this to occur. The European Financial Stability Facility (EFSF) will 

continue to operate until mid-2013, insofar as assistance pro-

grammes that have already been established are concerned. In 

addition, certain adjustments to the ESM treaty were agreed, 

which would modify the voting systems in order to add an emer-

gency procedure, under which, in the event that the Commission 

and the European Central Bank conclude that an urgent decision 

relating to financial assistance for a country is needed, decisions 

will be taken by a qualified majority of 85% and not by mutual 

agreement. With respect to the involvement of the private sector 

in financial assistance programmes, strict adherence to IMF prin-

ciples and practices was agreed, and the unique and exceptional 

nature of the decisions taken in this respect in relation to Greek 

debt was affirmed.

With regard to the financial resources of the stabilisation tools, it 

was decided to accelerate payments of capital to the ESM and to 

ensure a combined effective lending capacity for the ESM and the 

EFSF of €500 billion. The sufficiency of this capacity and its pos-

sible expansion will be assessed in March 2012. The euro area 

countries also agreed on 19 December to provide additional re-

sources of €150 billion for the IMF to increase the financial capac-

ity of this institution. The United Kingdom refused to make any 

new contributions, while other non-euro area countries announced 

their willingness to make them following approval by their parlia-

ments.

Finally, the agreement refers to the need to coordinate other mac-

roeconomic policies within the euro area. For this purpose it was 

agreed to hold summits at the highest political level, i.e. of euro 

area Heads of State or Government, at least twice a year.

The absence of unanimity among the EU Member States means 

that the reforms and measures agreed will be adopted by means 

of an intergovernmental agreement between the euro area coun-

tries, which will be incorporated into the treaties of the Union as 

soon as possible. The countries not belonging to the euro area, 

except for the United Kingdom, have indicated the possibility to 

take part in this process after consulting their parliaments where 

appropriate. The serious financial instability affecting the euro area 

simply goes to underline the need for rapid finalisation of the legal 

text currently being negotiated (with full respect for the spirit of the 

December political agreement), so that it is formally adopted as 

soon as possible and, in any event, before the agreed March 2012 

deadline. However, apart from fiscal discipline, the solution to the 

challenges facing the euro area requires the resumption of growth-

promoting structural reforms, as argued in the Annual Growth Sur-

vey presented by the European Commission in November, on 

which there is an article in the January 2012 Boletín Económico.
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when establishing their national reform programmes and their budgetary programmes are: 

the design of fiscal consolidation plans compatible with more growth; progress in financial 

system restructuring; the promotion of competition in markets for services and in network 

industries; greater efficiency in general government; review of collective bargaining sys-

tems; and the promotion of active employment policies.

In 2011 Q3, euro area GDP grew by 0.1%, down 0.1 pp from Q2 (see Table 1). This growth 

was the result of an increase in private consumption and the positive contribution of net 

external demand, due to buoyant exports, while government consumption and gross fixed 

capital formation stagnated and stockbuilding made a negative contribution to GDP 

growth. At the country level, the acceleration of growth in Germany and in France (to 0.5% 

and 0.3%, respectively), underpinned by domestic demand and, to a lesser extent, by 

exports, was notable. In Italy, GDP fell by 0.2%, owing to the smaller contribution to growth 

of the net external balance and the contraction in government consumption and gross 

fixed capital formation.

3.1  Economic 

developments

2010 2011 2012

Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1

NATIONAL ACCOUNTS (quarter-on-quarter growth, unless otherwise indicated)

    GDP 0.9 0.4 0.3 0.8 0.2 0.1

    Private consumption 0.1 0.4 0.3 0.0 -0.5 0.2

    Government consumption 0.2 0.1 0.0 0.2 -0.1 -0.1

    GFCF 1.9 0.2 -0.4 1.8 -0.1 -0.1

    Imports 4.2 1.7 1.3 1.1 0.5 0.8

    Exports 4.7 2.1 1.5 1.8 1.2 1.2

    Contributions to quarter-on-quarter change in GDP (pp)

    Domestic demand, excluding stocks 0.5 0.3 0.1 0.4 -0.4 0.1

    Stockbuilding 0.2 0.0 0.1 0.1 0.2 -0.1

    Net foreign demand 0.3 0.3 0.2 0.3 0.4 0.2

    GDP (year-on-year rate of change) 2.1 2.1 2.0 2.4 1.6 1.3

ACTIVITY INDICATORS (quarterly average)

    IPI seasonally and working day adjusted 2.5 0.7 2.3 0.9 0.2 0.5 -1.3

    Economic sentiment 99.2 102.3 105.7 107.4 105.7 98.8 94.0

    Composite PMI 56.6 55.7 54.9 57.6 55.6 50.3 47.2

    Employment 0.1 0.0 0.1 0.1 0.2 -0.1

    Unemployment rate 10.2 10.1 10.1 10.0 10.0 10.1 10.3

PRICE INDICATORS (year-on-year change in end-period data)

    HICP 1.5 1.9 2.2 2.7 2.7 3.0 2.7

    PPI 3.1 4.3 5.4 6.8 5.9 5.8 5.3

    Oil price (USD value) 75.0 78.4 92.3 115.4 114.9 114.8 108.7 112.1

FINANCIAL INDICATORS (end-period data)

    Euro area ten-year bond yield 3.7 3.5 4.1 4.6 4.4 4.0 4.1 3.9

    US-euro area ten-year bond spread -0.72 -1.01 -0.78 -1.14 -1.30 -2.06 -2.17 -2.00

    Dollar/euro exchange rate 1.227 1.365 1.336 1.421 1.445 1.350 1.294 1.279

   Appreciation/depreciation of the NEER-20 (b) -10.3 -6.3 -8.2 3.5 3.9 0.7 -2.2 -1.1

    Dow Jones EURO STOXX 50 index (b) -13.2 -7.4 -5.8 4.2 2.0 -22.0 -17.1 3.5

EURO AREA ECONOMIC INDICATORS (a) TABLE 1

SOURCES: European Commission, Eurostat, Markit Economics, ECB and Banco de España.

a Information to 17 January 2012.
b Percentage change in year to date.
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On National Accounts data, in line with the weakness of activity, the process of employ-

ment creation that commenced at the end of 2010 came to a halt in 2011 Q3. Thus, the 

number of employees in the euro area remained unchanged during this period, since the 

increase in Germany and France was offset by the decline in Spain, and the annual rate of 

change stood at 0.3%, as against 0.5% in the previous quarter. At the same time, the 

stagnation in apparent labour productivity in Q3, along with the increase in compensation 

per employee, led to unit labour costs increasing by more than the GDP deflator, which 

caused profit margins to decline (see Chart 8).

Economic indicators worsened across the board in Q4, although there was some stabilisation 

in December (see Chart 9). On the supply side, the growth rate of industrial production de-

clined and the confidence indicators compiled for the sector by the European Commission on 

the basis of surveys of purchasing managers fell. Likewise, services sector indicators stood 

in Q4 below their Q3 levels, while the rate of decline of construction accelerated. In relation to 

demand indicators, retail sales fell relative to Q3, as did the consumer confidence index, 

which in December was more negative than at any other time during 2011. As regards invest-

ment indicators, capacity utilisation and the assessment of industrial order books declined in 

Q4. Finally, goods exports in October and November grew at a lower rate than in Q3, while 

expected exports lost momentum in the last few months of 2011, in line with the reduced 

strength of world trade, and foreign orders declined in October, November and December.
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In short, the latest conjunctural information suggests that euro area activity declined at the 

end of 2011, as anticipated by certain international organisations and private institutions 

(see Table 1). Various factors have weakened the buoyancy of activity in the euro area, 

including notably the slowdown in the rate of growth of world demand, the adjustment of 

private sector balance sheets, the short-term effects of the ongoing fiscal consolidation 

processes and the unfavourable consequences that the current tensions in the sovereign 

debt markets are having on financing conditions and the confidence of economic agents. 

More in the medium term, prospects have worsened, so that international organisations 

and private analysts have revised their growth outlook downwards, some of them even 

estimating negative growth for 2012. This scenario comes against a background of great 

uncertainty in which there are considerable downside risks. These risks relate to a further 

intensification of the tensions on financial markets, which would complicate the deleverag-

ing taking place in the banking system and could lead to a contraction in the supply of 

credit to businesses and households, ultimately undermining any possibility of economic 

recovery in the euro area in 2012.

There were no significant changes during the quarter in the annual rate of inflation, which 

stood at 2.7% in December. The stability of inflation in recent months has been reflected 

in practically all its components. The only changes were in food prices, the acceleration of 

which was offset by the lower rate of growth of energy prices, in line with the decline in oil 
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prices on international markets. Similarly, core inflation, as measured by the CPI, exclud-

ing unprocessed food and energy, remained steady at around 2% in Q4 (see Chart 10). 

Industrial prices grew by 5.5% in October and November, down 0.3 pp from the end of Q3. 

All the components posted similar growth rates to those of the previous period, although 

capital goods increased more moderately. In the medium term, inflation is expected to 

stand at below 2%. In addition, the risks are generally considered to be balanced, in an 

environment of weaker euro area growth, where cost, wage and price pressures are ex-

pected to remain moderate, although further increases in indirect taxes and administered 

prices are not ruled out, owing to the need for fiscal consolidation in the coming years (see 

Table 2). In this context, long-term inflation expectations remained anchored.

The euro area recorded a current account deficit of €59.2 billion (0.8% of GDP) during the 

first ten months of 2011, which was somewhat larger than the €42 billion deficit in the 

same period of the previous year (0.5% of GDP). This deterioration was basically due to 

the change in sign of the goods balance, which moved into deficit, while the services bal-

ance improved. During the same period, in the financial account there was a decline in net 

capital outflows in the form of direct investment (to €53 billion, down from €138 billion in 

2010), while net inflows of portfolio investment increased by €157 billion to €290 billion. 

Thus, the basic balance, which combines these two types of investment with the current 

account balance, swung from a deficit of -€47 billion in the period January-October 2010 

to a surplus of €179 billion in the same period of 2011 (see Chart 11).

According to European Commission forecasts, the budget deficit of the euro area as a 

whole stood at close to 4% of GDP in 2011, which is around two percentage points small-

er than the deficit in 2010 (6.2%). The budgets presented by the countries for 2012 allow 

a further cut in the budget deficit to be projected for this year, albeit smaller than the one 

recorded last year. These forecasts are subject to a high degree of uncertainty, since, un-

like in most of 2011, when the consolidation was based on the withdrawal of stimulus 

measures and a certain recovery in the economy, fiscal adjustment must be carried out in 

an environment in which downside risks to growth predominate.

In fact, the deterioration in the growth outlook from the summer led many countries to 

introduce new adjustment plans in Q4, in order to comply with the commitments estab-

lished within the framework of the Stability and Growth Pact for 2012. Notable among 

these countries was Italy, which announced a package of fiscal measures at the begin-

ning of December, involving a cut in spending on pensions, an increase in VAT and the 

reintroduction of the property tax. Ireland also stepped up its fiscal consolidation drive 

for 2012, with a rise in the rate of VAT on some products to 23% and cuts in certain 

types of social expenditure. Portugal, meanwhile, cut pensions and public-sector wag-

es and reviewed the products subject to reduced rates of VAT. In Greece, the combina-

tion of a severe economic recession with delays in the implementation of promised 

measures led to a failure to meet the fiscal targets set for 2011 and to the approval of 

new measures to enable the targets to be met in 2012. The terms of the second official 

assistance programme and the participation of the private sector in the debt restructur-

ing process in this economy are still to be determined. Finally, Cyprus and Belgium also 

adopted new fiscal adjustment measures.

All told, in an environment like the present one, in which the financial markets may nega-

tively assess both a lack of commitment on the part of governments to fiscal consolidation 

and the impact that such consolidation may have on short-term growth, the fact that con-

solidation plans might take greater account of the differing impact that different adjust-
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2011 2012 2013

GDP HICP GDP HICP GDP HICP

ECB (December 2011) 1.5-1.7 2.6-2.8 -0.4-1.0 1.5-2.5 0.3-2.3 0.8-2.2

European Commission (November 2011) 1.5 2.6 0.5 1.7 1.3 1.6

IMF (September 2011) 1.6 2.5 1.1 1.5 1.5 1.7

OECD (November 2011) 1.6 2.6 0.2 1.6 1.4 1.2

Consensus Forecast (January 2012) 1.6 2.7 -0.3 1.9 1.0 1.7

Eurobarometer (January 2012) 1.6 2.7 -0.3 1.8 1.0 1.7

GDP AND HICP FORECASTS FOR THE EURO AREA (a) TABLE 2

  

SOURCES: ECB, European Commission, Consensus Forecast, IMF, MJ Economics and OECD.

a Year-on-year rate of change. 

SOURCES: ECB and Banco de España.

a A positive (negative) sign denotes a current account surplus (de cit).
b Capital in ows minus out ows. A positive (negative) sign denotes a net capital in ow (out ow).
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ment measures may have on growth, as proposed in the Annual Growth Survey presented 

by the European Commission on 23 November, is relevant.

Also, progress has continued to be made in improving the instruments to achieve greater 

discipline and credibility in the design of budgetary policy. Thus, the reform of the Stability 

and Growth Pact, agreed in 2011, came into force in January 2012 and has been strength-

ened by the decisions taken by the European Council at the beginning of December, which 

are due to be ratified over the coming weeks (see Box 3). For its part, the European Com-

mission presented two new regulations in November authorising this institution to evaluate 

national budgets sooner, in order to prevent the appearance of excessive deficits, and in-

troducing additional improvements into national fiscal frameworks, including the obliga-

tion to set up independent fiscal councils to supervise national policies and to design 

budget plans on the basis of macroeconomic forecasts compiled by independent bodies. 

Finally, the proposals of the Commission identify the need for close macroeconomic sur-

veillance of those countries that may record difficulties in the area of financial stability.

The tensions arising from the sovereign debt crisis, which had intensified and become 

systemic in the summer, persisted in 2011 Q4 and in early 2012. In some countries, such 

as France, Italy and Spain, the sovereign spread over the German Bund reached new 

3.2  Monetary and 
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developments
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SOURCES: ECB and Banco de España.

a ECB estimate using swap market data.
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highs in November and the volatility of government bond yields rose to levels unprece-

dented since the creation of the euro. Moreover, in certain euro area countries the fact that 

the government needs to raise a large amount of funds to redeem government bonds 

maturing in 2012 Q1 is adding to the pressure on bond yields. More than half of the euro 

area countries were affected by downgrades of their sovereign debt, with the latest action 

by S&P in January involving the loss by Austria and France of their AAA rating.
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As described in greater detail in Box 2, the banking sector continued to be subject to 

severe strains, as a consequence of its exposure to sovereign risk, the difficulty of raising 

funds on the markets, the tightening of capital requirements by the European Banking 

Authority and the decline in expected earnings, owing to the weakening of economic 

activity. These circumstances, along with the fact that a large amount of bank debt ma-

tures in 2012, have accelerated the ongoing deleveraging process in the sector and have 

increased the risks of further tightening of financing conditions, or even a contraction in 

the supply of credit.

Against a background of weak activity, with inflation expected to stand below 2% in the 

medium term, the Governing Council of the ECB lowered official interest rates by 25 bp at 

two consecutive meetings, in November and December, after which they stood at 1% for 

main refinancing operations. The deposit and lending facility rates stood at 0.25% and 

1.75%, respectively (see Chart 12). Also, the ECB adopted further temporary non-stand-

ard measures, in order to support the supply of credit to non-financial firms and house-

holds. In addition to the coordinated central bank action in November to supply foreign 

currency liquidity, the Governing Council decided, at its December meeting, to conduct 

two longer term refinancing operations with full allotment, a maturity of 36 months and the 

option of early repayment after one year. At the same time, the ECB widened the range of 

assets eligible as collateral for its refinancing operations and reduced the reserve ratio 

from 2% to 1%, which will release collateral and support money market activity. As a result 

of the first 36-month tender, conducted on 21 December, the Eurosystem lent €489 billion 

to a total of 523 credit institutions. A second operation with the same characteristics will 

be conducted on 29 February. In addition, a second covered bond purchase programme 

(CBPP2) was launched in November, which envisages total purchases of €40 billion (€20 

billion less than in the first programme). As at the cut-off date of this bulletin, the amount 

outstanding under this programme was €3 billion. Finally, purchases of government debt 

under the securities market programme, which was reactivated in August as a conse-

quence of the intensification of the financial tensions, amounted to somewhat more than 

€213 billion.

The monetary policy easing has only partly been passed through to money market inter-

est rates (see Chart 13), as a consequence of the continuation of tensions on the inter-

bank funding markets, which led to further increases in credit risk premiums. Thus, in an 

environment of heightened volatility, the spread of the EURIBOR over repo rates re-

mained on a rising path, exceeding 150 bp in January in the case of 12-month opera-

tions. The three-month and one-year EURIBOR stood, respectively, at around 1.2% and 

1.8% in January, 30 bp and 20 bp below their September levels. The interest rate on the 

10-year German Bund did not change significantly during the quarter, remaining at 

around 2%. In other countries, however, long-term interest rates on government debt 

continued to rise, so that yield spreads over the German Bund widened until the begin-

ning of December and, against a background of high volatility, have held at historically 

high levels since then (see Chart 12).

With regard to the funding of the private sector, the debt issuance of non-financial corpo-

rations increased by 5% year-on-year in November, in line with the increase in previous 

months (see Chart 11). Bank loans grew at a slower rate, reflecting above all the behaviour 

of those to households, which increased at a year-on-year rate of 2.1% in November, 

down 0.8 pp from September. This slowdown is explained by the reduced buoyancy of 

loans for house purchase. As for loans to non-financial corporations, there were no sig-

nificant changes in their growth rate.
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In private fixed-income markets, risk premiums for both financial and non-financial securi-

ties were highly volatile during the period, although their average levels remained rela-

tively steady. The cost of bank loans to private sector households fell slightly during the 

two-month period October-November, while it rose slightly in the case of firms. Thus, the 

rate on new loans to non-financial corporations stood at 3.3% in November, as against 

less than 3% in spring 2011.

Stock markets, in line with financial developments during the quarter, were subject to a 

high degree of volatility in all countries and all sectors. The EURO STOXX 50 index rose 

by 10% during the quarter and the first few days of January, although it fell by 18% in 

2011 as a whole (see Chart 13), and, in the case of the banking sector, by 37%. For its 

part, the exchange rate of the euro fell by 4% in nominal effective terms and by 5% 

against the dollar (see Chart 13).

Finally, the growth of M3 eased in November, to 2% year-on-year, basically due to the 

slowdown in negotiable instruments.

SOURCES: ECB and Banco de España.

a On new business.
b Floating interest rates and up to 1 year initial rate xation.
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4 THE SPANISH ECONOMY

On the as-yet incomplete information currently available, economic activity is estimated to 

have shrunk in 2011 Q4, leading GDP to post a quarter-on-quarter change of -0.3% (see 

Chart 14). The contribution of external demand to GDP growth remained positive, at 

0.3 pp, 0.1 pp down on the previous quarter, affected by the loss of momentum of goods 

exports. National demand slipped somewhat more sharply than in Q3, with a quarter-on-

quarter decline of 0.5%, weighed down by the marked contraction in gross fixed capital 

formation. In year-on-year terms output continued to increase, with a rate of 0.3%, 0.5 pp 

down on the previous period.

The reduction in employment steepened in Q4; the related year-on-year rate stood at -2.4% 

while average labour productivity posted a year-on-year increase of 2.7%. Economy-wide 

compensation per employee is estimated to have held at a similar rate of increase to that of 

the previous quarter, whereby the year-on-year rate of unit labour costs continued to fall. 

The pace of increase in consumer prices slowed in the closing months of the year. Thus, in 

December 2011 annual CPI inflation stood at 2.4%, 0.7 pp down from September and the 

growth rate of the CPI excluding unprocessed food and energy declined 0.2 pp to 1.5%. 

This trajectory is expected to continue over the coming months as the base effects arising 

from the increase in oil prices at the beginning of 2011 disappear.

In 2011 Q4 private consumption continued to show a certain weakness which resulted in 

a slight fall in its quarter-on-quarter rate of change (see Chart 15). This reflected, in the 

second half of the year, a not very favourable backdrop for household spending that was 

marked by the more negative performance of the labour market, the decline in value of 

housing and financial wealth and the worsening of the economic outlook. Private vehicle 

registrations fell – by 5.2% year-on-year in Q4 and by around 2% quarter-on-quarter, 

based on the seasonally adjusted series – as did other consumer durables. Among the 

other quantitative indicators, the large corporations’ sales of goods and consumer ser-

vices published by the tax authorities and the retail trade index posted a sharper year-on-

year decline on average in October and November than in the third quarter. Qualitative 

indicators, such as the European Commission’s consumer and retailer confidence indices 

were relatively stable in the quarter on average. According to data to Q3, household in-

come increased in nominal terms (0.7% year-on-year) for the first time in the last two 

years, on four-quarter cumulated figures of the non-financial accounts of institutional sec-

tors. This increase in household nominal income was the result of a smaller decline in 

employee compensation and an increase in the gross surplus of the self-employed. The 

positive contribution of general government towards sustaining household income re-

mained stable, as did the net negative contribution of property income. Nevertheless, 

nominal consumption expanded at a higher rate than household income, giving rise to a 

fresh decline in the saving rate which was down almost 2 pp in Q3 from the figure for 2010, 

and stood at 12.1% of disposable income on four-quarter cumulative data.

Investment in capital goods is estimated to have decreased by around 2% in quarter-on-

quarter terms in Q4, compared with growth in Q3. Its year-on-year rate of change declined 

to 0.6%, its first fall since 2010 Q1 (see Chart 16). In year-on-year terms, production of 

capital goods fell 4.1% in October and November, and imports were down 9% in October. 

Similarly, commercial vehicle registrations returned to a downward path in Q4 following an 

increase in Q3. In the last part of the year business confidence continued to deteriorate 

4.1 Demand
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SOURCES: INE and Banco de España. 
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(both in industry as a whole and in the capital goods sector) which could reflect a further 

worsening of business investment in the coming quarters.

On non-financial account data for the institutional sectors, the net lending of non-financial 

corporations increased slightly in 2011 Q3 to 1.7% of GDP on four-quarter cumulated 

figures (up 1 pp on 2010). This improvement was underpinned by an increase in the profit 

margin which could indicate firms’ efforts to rebuild balance sheets and strengthen their 

self-financing capacity.

Construction investment was more contractionary than in recent quarters, given the com-

bination of adjustment processes in the residential segment and fiscal consolidation in the 

area of civil engineering works (see Chart 16). In more recent months the indicators for the 

sector as a whole relating to employment and the use of inputs displayed quarter-on-

quarter falls which were sharper than in Q3.

By type of work it is estimated that the quarter-on-quarter rate of decline in residential 

construction has increased. However, this type of investment is expected to become less 

contractionary in the coming quarters, as the gap between housing completions and starts 

continues to narrow. On the demand side for residential assets, transfers of new dwellings 
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remained stable in the July-September period in cumulative four-quarter terms. For its 

part, permits for non-residential construction to October continued to contract sharply in 

terms of surface area, as did government civil engineering tenders.

Finally, general government spending is estimated to have contracted in Q4, particularly in 

respect of investment. The year-on-year rate of decrease in government consumption in 

this quarter is likely to be around -1%, which would indicate that it had fallen less steeply 

than in the previous quarter. Spending on investment is estimated to have continued to 

decline at rates of above 20%, as in previous quarters.

According to the information available for 2011 Q4 on net external demand, its estimated 

contribution to quarter-on-quarter GDP growth was 0.3 pp, 0.1 pp down from the previous 

quarter. In year-on-year terms its contribution also decreased, although it remained high 

(1.7 pp). This behaviour was the result of a somewhat stronger quarter-on-quarter decline 

in imports than exports, in contrast to the increase in both of types of flows in the previous 

quarter (see Chart 17). This took place against the backdrop of a gradual moderation of 

international trade in the second half of 2011, reflecting the world economic slowdown and 

amply offsetting the competitiveness gains linked to changes in the exchange rate in the 
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closing months of 2011. On available information, in Q4 the share of Spanish exports on 

world markets continued to climb. The most recent performance of imports shows slowing 

final demand and that they have become more expensive due to the trajectory of the ex-

change rate.

On customs data, the growth rate of goods exports moderated in October to 5.1%, which 

was considerably lower than that posted in 2011 Q3 (10.9%). By product group, the loss 

of momentum was fairly widespread, the decline in exports of capital goods being particu-

larly notable. Exports of consumers goods decelerated as a result of weak sales of con-

sumer durables, especially cars. By geographical area, sales to the rest of the world 

showed a greater loss of buoyancy than exports to EU countries.

The information available on exports of tourism services indicates that their rate of in-

crease eased in 2011 Q4 compared with previous quarters. This can be inferred from the 

slowdown of tourist inflows and overnight stays to November. By country of origin, note-

worthy is the rise in German and British tourists in Q4 in contrast to the less robust inflows 

of French and Italian tourists. The nominal expenditure of tourists continued to increase in 

year-on-year terms in the period October-November, albeit at a slightly more moderate 

pace than in previous months. It is estimated that exports of non-tourism services rose in 

Q4 in step with nominal balance of payments data.

Imports, on customs data, increased at a year-on-year rate of 0.5% in October, which was 

more moderate than the rate posted in Q3 (1.2%). By product group, the slowdown af-

fected the main headings except for imports of consumer goods which rose notably, part-

ly due to the effect of comparison with the previous year’s poor data. Lastly, real imports 

of services seem to have continued to decline in 2011 Q4 in year-on-year terms, in line 

with the path shown by nominal balance of payments data in recent months.

In 2011 Q4, gross value added in the market economy1 posted a slightly higher fall than in 

Q3. The available quantitative data have progressively confirmed the weakness of produc-

tive sectors which was anticipated by various survey indicators. This information suggests 

a decline in industry and energy as well as in construction in the last part of the year, while 

market services seem to have remained sluggish (see Chart 18).

In the closing months of 2011, industrial activity gradually deteriorated after rising in Q3. 

The industrial production index fell back notably in the period October-November, espe-

cially in those activities which had performed more positively in Q3, such as the production 

of capital goods and non-food consumer goods. The employment figures also reflect the 

decline in the sector in the last quarter and there was a further decrease in Social Security 

registrations. Likewise, developments in respect of turnover and domestic and foreign 

orders underline the weakness of these branches of activity. The qualitative indicators for 

the industrial sector also showed declines in this period. The manufacturing PMI once 

again fell back and held clearly below 50, which is generally interpreted as the point be-

tween the contraction and expansion of activity.

The available market services indicators point to a further moderation of the GVA of 

this sector in Q4, although it is estimated to have increased modestly. On information 

4.2  Output

and employment

1  The new Quarterly National Accounts (base year 2008) do not provide estimates of the market economy aggre-

gate. This branch is proxied by excluding services associated with the activities of education, defence, health 

and social services, compulsory Social Security and general government from the total for the economy.
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to November, the rates of change in the indicators of sales of large firms and of ser-

vice sector activity declined significantly, especially in wholesale and retail trade and 

accommodation and food service activities. Social security registrations in recent 

months indicate a contraction of employment which had not been recorded in previ-

ous quarters.
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The available monthly indicators for the labour market show that job destruction stepped 

up in Q4 with a year-on-year decline in social security registrations of 1.9%, up 0.7 pp on 

that seen in Q3. The contraction was particularly sharp in October and became slightly 

less intense as the quarter progressed. In quarter-on-quarter terms, there was a deteriora-

tion of a similar magnitude with a 0.8% decrease in the seasonally adjusted series com-

pared with a change of -0.5% in the previous quarter. The data of the Labour Force Survey 

for Q3 had already shown a sharp deterioration with job destruction of 2.1%, more than 

1 pp up on the previous quarter. The decline in employment is estimated to have stepped 

up again in Q4, posting a rate of change of 2.4% and employment appeared to have fallen 

more in the market economy.

By sector, the fall in registrations was widespread and jobs were lost in all sectors in 

quarter-on-quarter terms. However, construction remained the sector in which job de-

struction was sharpest and the number of registrations fell by around a quarter of a million 

with respect to the same quarter in 2010. The deterioration of employment particularly 

affected self-employed and foreign employees.

New hires registered at the National Public Employment Service (SPEE by its Spanish ab-

breviation) show an unfavourable scenario in 2011 Q4. The number of contracts dropped 

by 3% year-on-year, following the slackness in Q3 (0.2%). The decline in Q4 affected 

temporary contracts which had increased almost continuously for nearly two years. Per-

manent hires fell back substantially especially those relating to employment-promoting 

contracts. The weight of permanent contracts in total contracts decreased again to 5.6% 

in December 2011, the lowest figure since May 1997. Lastly, the year-on-year rate of de-

cline in full-time hires intensified in the last quarter of 2011 and part-time hires, which had 

increased in previous quarters, decreased in Q4. 

The numbers registered as unemployed with the SPEE increased by more than a quarter 

of a million in 2011 Q4, with the result that 4.4 million people were unemployed in Decem-

ber. The year-on-year rate of change in those unemployed increased by 3.2 pp to 7.4% in 
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2011 Q4. These developments are seemingly compatible with an unemployment rate of 

22%, according to the EPA, which is around 2 pp higher than at end-2010. The labour 

force is estimated to have remained stable at similar levels to those of recent quarters 

since it seems that the rise in the female participation rate has continued to offset the de-

creases in the foreign labour force and in the male participation rate.

The average wage settlement negotiated in collective agreements for 2011 was 2.5% in 

the period January to December against a backdrop in which the number of agreements 

reached at year end was ultimately very small. In fact, the number of workers affected was 

slightly more than six million, which represents nearly one million workers less than in the 

same month of 2010 and is the lowest figure since 1997. The average settlement in newly 

signed agreements – affecting slightly more than one million workers – amounted to 1.6% 

in line with the mid-point of the wage band recommended by the Agreement on Employ-

ment and Collective Bargaining (AENC by its Spanish initials) of 2010 (see the right-hand 

panel of Chart 19). However, most of the agreements registered corresponded to revisions 

of multi-year agreements signed in previous years, in which the settlements amounted to 

2.7%. This is largely explained by the agreements being linked to the annual increase in 

the CPI in December 2010, which was 3%. The effect of wage indexation clauses linked to 

4.3 Costs and prices

PRICE INDICATORS 
Differentials vis-à-vis the euro area (a) 

CHART 22
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2010 inflation, yet paid in 2011, is estimated to have increased to 0.7 pp. Accordingly, ap-

proximately half of the workers with a registered agreement continue to be covered by an 

annual wage indexation clause. Firm-level agreements continued to be more in line with 

the labour market situation with wage increases of 1.9% in contrast to 2.5% in sector-

level agreements.

These wage developments contrast with the greater moderation displayed by other indica-

tors, such as the quarterly wage cost survey (ETCL by its Spanish initials), which showed 

a 1.5% year-on-year increase in Q3 (see left-hand panel of Chart 19), although labour 

costs per employee and month quickened in this period. The year-on-year increase in 

compensation per employee in the market economy in the closing months of the year is 

estimated to have held at 1.4% (see Chart 20). Given that a fresh increase in productivity 

is expected in the quarter, unit labour costs are likely to have continued to decline in the 

final months of the year, posting a fall of around 2% for Q4 as a whole.

In the period analysed, the deflators of the main components of demand recorded ap-

preciably lower year-on-year growth than in the first half of the year. This was largely a 

result of the developments in domestic producer prices (as proxied by the GDP deflator), 

the rate of growth of which declined by 0.5 pp with respect to the previous quarter, but 

Outturn 2010 
Percentage 

change 
2010/2009    

Outturn
Jan-Jun. 

Percentage 
change

2011/2010   

2010
Jan-Sept 

2011
Jan-Sept 

Percentage 
change   

1 2 5 6 7 8 = 7/6

1 TOTAL RESOURCES 381,427 3.7 -1.4 272,244 270,061 -0.8

    Current resources 381,293 3.7 -1.5 275,155 273,308 -0.7

        Taxes on production and imports 108,699 17.7 -4.3 79,625 79,243 -0.5

        Income and wealth taxes 99,698 -1.4 0.7 69,977 70,201 0.3

        Social security contributions 140,170 0.0 -0.4 104,126 103,593 -0.5

        Other current resources 32,726 -3.6 -1.8 21,427 20,271 -5.4

    Captial resources 134 -1.5 10.3 -2,911 -3,247 -11.5

2 TOTAL USES 479,645 -1.1 -1.2 333,487 326,861 -2.0

    Current uses 426,997 1.0 0.7 299,019 300,191 0.4

        Employee compensation 124,781 -0.7 -2.4 90,170 88,536 -1.8

        Other nal consumption expenditure (a) 91,355 -2.5 2.0 59,838 58,973 -1.4

        Social bene ts (not in kind) 160,974 4.7 0.0 114,638 115,317 0.6

        Interest payments 20,120 8.6 26.3 14,727 18,457 25.3

        Subsidies 12,147 2.6 -0.4 7,695 7,441 -3.3

        Other uses and current transfers 17,620 -8.7 -5.6 11,951 11,467 -4.0

    Capital uses 52,648 -15.1 -17.4 34,468 26,670 -22.6

        Gross capital formation 40,091 -14.3 -20.7 28,699 22,321 -22.2

        Other capital expenditure (b) 12,557 -17.6 -0.4 5,769 4,349 -24.6

3 NET LENDING (+) / NET BORROWING (-) (3= 1-2) -98,218 —  —  -61,243 -56,800 7.3

(As a percentage of nominal GDP) -9.3 —  —  -7.9 -7.1 —  

MEMORANDUM ITEM:

    Primary balance -78,098 —  —  -46,516 -38,343 —  

    Final consumption expenditure 221,715 -0.8 0.1 154,760 153,212 -1.0

GENERAL GOVERNMENT. NON-FINANCIAL ACCOUNT IN TERMS OF NATIONAL ACCOUNTS TABLE 4 

€m and % 

SOURCE: Ministerio de Economía y Hacienda.

a Includes intermediate consumption, market producers' social transfers in kind and other taxes on production. Excludes consumption of xed capital, market  
 output (residual sales) and payments for other market output. 
b Includes net acquisitions of no nancial non-produced assets (K2).  



BANCO DE ESPAÑA 41 ECONOMIC BULLETIN, JANUARY 2012 QUARTERLY REPORT ON THE SPANISH ECONOMY

also of the developments in the prices of imported goods, which displayed more moder-

ate growth.

In 2011 Q4, the declining trend in the main consumer price indicators seen in previous 

months intensified. The annual rate of CPI inflation was 2.4% in December, down 0.7 pp 

from September (see Chart 21). In the same period, the CPI excluding unprocessed food 

and energy slowed by 0.2 pp to 1.5%. The lower growth rate of these indicators reflects 

the petering out of both the base effect of the increase in excise duties on tobacco in De-

cember 2010 and the comparison effects of energy prices. The rate of increase of non-

energy industrial goods prices fell somewhat despite the higher prices of domestically 

produced and imported non-energy industrial goods against a backdrop of a depreciation 

of the euro. The rate of change of services prices increased by 0.1 pp after slowing for nine 

months. The energy component decelerated substantially, its growth rate fell back by 

5.6 pp to 10.3%. The growth rate of unprocessed food prices also fell in Q4.

In the final months of 2011, the moderation of inflation [as measured by the harmonised 

index of consumer prices (HICP)] was sharper in Spain than in the euro area and, conse-

quently the differential, which was zero in September, fell in Q4. Thus, inflation in Spain in 

December was 0.3 pp lower than in the euro area (see Chart 22). The differential in terms 

of the CPI excluding unprocessed food and energy was also negative (-0.6 pp). By com-

ponent, the differential was only positive in the case of energy goods, which was due 

partly to higher increases in gas and electricity prices, as well as to higher rises in vehicle 

fuel prices in Spain. The other components posted a negative differential in December 

which ranged from 0.3 pp in services and 0.7 pp in non-energy industrial goods and pro-

cessed food. In comparison with the end of the previous quarter, the largest change in the 

differential was in processed food since the prices of these goods posted lower increases 

in Spain than in the euro area, after the effect of the one-off rise associated with the in-

crease in tobacco prices in December 2010 in Spain disappeared in December 2011.

Outturn

2010
Jan-Nov 

2011
Jan-Nov 

Percentage 
change 

2011/2010 

1 2 3 4 = 3 / 1 5 6 7 8 = 7 / 6

1  REVENUE 119,481 -3.4 123,405 3.3 -2.1 108,726 107,191 -1.4

    Social security contributions 108,358 -4.4 111,778 3.2 -1.1 97,161 95,924 -1.3

    Current transfers 8,357 12.3 8,154 -2.4 -11.8 8,370 8,050 -3.8

    Other revenue 2,765 -6.7 3,473 25.6 -3.3 3,195 3,217 0.7

2  EXPENDITURE 116,601 1.9 118,826 1.9 3.1 98,006 101,271 3.3

    Wages and salaries 2,483 1.2 2,378 -4.2 -1.8 2,100 2,064 -1.7

    Goods and services 2,032 1.9 1,719 -15.4 -4.0 1,413 1,345 -4.8

    Current transfers 111,557 1.9 114,279 2.4 3.4 94,287 97,659 3.6

        Contributory pensions 95,320 2.1 99,090 4.0 5.0 81,044 85,005 4.9

        Sickness 7,373 -9.5 7,009 -4.9 -9.6 5,272 4,853 -7.9

        Other 8,864 11.0 8,181 -7.7 -4.6 7,971 7,801 -2.1

    Other expenditure 529 -6.1 450 -15.0 -16.4 206 204 -1.0

3  BALANCE (3 = 1 – 2) 2,880 — 4,579 — — 10,720 5,920 —

Initital budget 
2010 

Percentage 
change

2010/2009   

Percentage 
change

2011/2010  

Initital budget 
2011 

Outturn
Jan-Sept. 

Percentage 
change 

2011/2010 

SOURCES: Ministerio de Hacienda, Ministerio de Trabajo e Inmigración and Banco de España. 

SOCIAL SECURITY SYSTEM BUDGET OUTTURN TABLE 5 

€m and % 
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The regional governments managed in 2010 (the latest figures 

available) 37% of total general government expenditure and are 

responsible for 55% of general government employees1 and for 

almost 94% of public spending on health and education. Also, the 

new ordinary-regime regional government financing system sig-

nificantly increased in 2010 the percentages assigned to regional 

governments of personal income tax (from 33% to 50%), of VAT 

(from 35% to 50%) and of excise duties on manufactured prod-

ucts (from 40% to 58%).

This relevance of regional governments in terms of responsibility 

for public revenue and expenditure underlines the importance of 

their contribution to budgetary stability. In this context, Spain’s lat-

est Stability Programme established guidelines for reducing the 

regional governments’ deficit, in terms of National Accounts (NA), 

from -3.5% of GDP in 2010 to -3.3% and -1.3% of GDP in 2011 

and 2012, respectively.2 The government announced, however, on 

30 December 2011 that the regional governments would miss the 

target set for 2011 by around 1.2 pp. The latest available data on 

regional government budget outturn for 2011 Q3, indicate that the 

source of this deviation has centred principally on weak revenue 

which fell by 3% to Q3, compared with a budget projection of a 

slight increase for 2011 as a whole. Developments in spending to 

Q3 have been in line with those included in the budget for the year 

as a whole.3

In the final months of 2011, the regional governments submitted 

their draft budgets for 2012, according to a set timetable. The 

main headings of these draft budgets are in the accompanying 

table.4 According to these aggregate figures, these budgets indi-

cate that there will be a deficit of -1.2% of GDP in 2012. By head-

ing, note that the figures in the above-mentioned table refer to the 

estimated initial budgets and the settlement for 2011 is not avail-

able. As significant deviations arise in 2011 from the estimated 

initial budgets, the informativeness of the rate of change in the 

estimated initial budgets shown in the table will be invalidated. 

Furthermore, given the delay in the approval of the State budget 

for 2012, the estimate of revenue in the regional governments’ 

budgets is more uncertain than in previous years. With these ca-

veats, noteworthy in the aggregate information are the budgeted 

increases in direct and, especially, indirect taxes, although they do 

not offset the falls in revenue envisaged in charges and current 

transfers and in capital. As for expenditure, a fall of 2.1% in ini-

tially budgeted expenditure is projected which would be centred 

on the “capital” item (-14.5%). In particular, the level of investment 

is estimated to stand at end-2012 at practically half of the amount 

budgeted in 2008. The interest burden is the only item which is 

expected to increase, in this case by 35%, which is similar to that 

of previous years and is due to the rise in debt issued.

BOX 4THE REGIONAL GOVERNMENT BUDGETS FOR 2012

3  It is important to point out that the regional governments’ budget outturn 

figures published quarterly by the Ministry of Economy are not directly 

comparable with the regional governments’ initial budgets. The Ministry 

makes certain adjustments for standardisation purposes based on infor-

mation sources which are not public. In this respect, in Q1 the Ministry 

is also expected to publish the regional governments’ initial budgets in 

homogeneous terms, which will differ, therefore, for certain items from 

the aggregate figures presented in the accompanying table.

4  Castilla-La Mancha and Castilla y León have extended their budgets to 

the next year; consequently, these regional governments were included 

as an average of the other regional governments.

1  According to the latest statistical bulletin of general government personnel.

2  The deficit target was -1.3% of GDP in 2011, stripping out the effect of 

regional government payment deferrals to the central government as a 

result of the final settlement of revenue for 2009. It should be noted that 

in 2010 and 2011 there were notable differences between the estimated 

budget balance and the NA balance for the regional governments. In fact, 

under the financing system of regional governments, the latter receive 

annually the funds from the taxes transferred to them based on forecasts 

of tax receipts included in the State Budget. Subsequently, with a two-

year lag, this revenue is settled definitively on the basis of final receipts. 

As a result of high revenue forecasts made in 2008 and 2009, in 2010 and 

2011 the definitive revenue settlement is expected to mean that the re-

gional governments should return the surplus funds received to the 

State. The State, however, has allowed the regional governments to delay 

these refunds until 2012 (and by up to 60 months), consequently, the re-

gional governments’ payments to the State are not reflected in their 

budgets for 2010 and 2011 and, consequently, nor are they reflected in 

their budget deficits for those years. The NA criterion, however, includes 

these payments in the years when they should be made, namely in 2010 

and 2011; therefore, the above-mentioned deficits, net of those pay-

ments, would amount to -2.4 % of GDP in 2010 and to -1.3 % of GDP in 

2011, ratios which are readily comparable with the budgeted figures of 

the regional governments, since they are also net of those payments.



BOX ?TÍTULO RECUADRO

BANCO DE ESPAÑA 43 ECONOMIC BULLETIN, JANUARY 2012 QUARTERLY REPORT ON THE SPANISH ECONOMY

BOX 4THE REGIONAL GOVERNMENT BUDGETS FOR 2012 (cont’d)

The producer price index moderated in Q4, posting a year-on-year rate of change of 6.3% 

in November, down 0.8 pp from September. This is essentially attributable to the lower rise 

in the prices of energy and intermediate products. The prices of consumer industrial goods 

and capital goods held at similar year-on-year rates of change to those of the previous 

quarter. For their part, the import and export price indices for industrial products moder-

ated, to reach year-on-year rates of 8.8% and 4.4%, respectively, in November. In both 

cases the prices of energy products also displayed very high rates of change.

At the meeting of the Council of Ministers of 30 December it was announced that the 

deficit of the general government sector as a whole, in National Accounts terms, was es-

timated to stand in 2011 at approximately 8% of GDP, which is a significant deviation from 

the official target of 6% of GDP. On information provided by the Government, all the con-

stituent agents of general government appear to have experienced significant deviations, 

4.4 The State budget

2009/2008 2010/2009 2011/2010 2012/2011

1 REVENUE 168,225 164,814 150,158 152,191 151,416 -2.0 -8.9 1.4 -0.5

Current revenue 159,416 155,318 141,858 142,557 142,889 -2.6 -8.7 0.5 0.2

    Direct taxes 32,202 38,247 29,955 40,176 41,120 18.8 -21.7 34.1 2.4

    Indirect taxes 56,114 44,725 36,114 50,570 55,953 -20.3 -19.3 40.0 10.6

    Charges, prices and other revenue 4,546 4,753 4,882 4,978 4,473 4.5 2.7 2.0 -10.1

    Current transfers 65,997 67,001 70,356 46,056 40,281 1.5 5.0 -34.5 -12.5

    Interest and dividends 557 592 551 777 1,062 6.4 -6.9 41.0 36.7

Capital 8,808 9,495 8,300 9,634 8,527 7.8 -12.6 16.1 -11.5

    Disposal of investments 630 633 518 2,197 1,591 0.4 -18.1 — -27.6

    Capital transfers 8,178 8,863 7,782 7,437 6,935 8.4 -12.2 -4.4 -6.7

2 EXPENDITURE 168,544 175,029 174,608 168,011 164,554 3.8 -0.2 -3.8 -2.1

Current expenditure 136,373 143,187 144,923 144,320 144,310 5.0 1.2 -0.4 0.0

    Wages and salaires 52,328 55,335 56,507 53,721 53,581 5.7 2.1 -4.9 -0.3

    Goods and services 28,033 28,924 29,467 28,470 28,344 3.2 1.9 -3.4 -0.4

    Interest payments 2,489 2,741 3,714 4,942 6,669 10.1 35.5 33.1 34.9

    Current transfers 53,347 55,978 54,998 57,071 55,345 4.9 -1.8 3.8 -3.0

    Contingency fund 175 209 237 117 371 19.2 13.6 -50.8 — 

Capital 32,171 31,842 29,685 23,691 20,245 -1.0 -6.8 -20.2 -14.5

    Investment 16,381 15,975 13,276 9,899 8,381 -2.5 -16.9 -25.4 -15.3

    Capital transfers 15,790 15,867 16,409 13,792 11,863 0.5 3.4 -15.9 -14.0

3 BALANCE (1-2) -319 -10,215 -24,450 -15,820 -13,138 —    —    —    —    

% of GDP 0.0 -1.0 -2.3 -1.5 -1.2 —    —    —    —    

MEMORANDUM ITEMS (% of GDP):

NA BALANCE (b) -1.6 -2.0 -3.1 -3.3 -1.3 —    —    —    —    

NA BALANCE with deferrals (% of GDP) (c) -1.6 -2.0 -2.4 -1.3 -1.3 —    —    —    —    

Rates of change
2008 2009 2010 2011 2012 (a)

€m and % 

SOURCES: Ministerio de Economía y Hacienda, regional governments and Banco de España.

a All regional governments. The budget headings for Castilla-La Mancha and Castilla y León are taken as an average of those of the other regional governments. 
b The NA balance includes deferrals among regional governments' payments, although they are not re ected in the budgets.
c The budget stability target included in the latest Updated Stability Programme is shown for 2012.
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in particular regional and local governments which were responsible for two thirds of the 

total deviation. Full information about end-2011 will be available in March. This section 

reviews the latest statistical information published on the State budget.

The latest available data for the general government sector as a whole, in National Accounts 

terms, were published on 30 December and refer to 2011 Q3. According to this information 

source, the general government sector is estimated to have posted a deficit in the period Jan-

uary-September 2011 of 7.1% of GDP, 0.8 pp down on the deficit of 7.9% of GDP recorded in 

the same period of 2010 (see Table 4). Noteworthy by component were weak government re-

ceipts which fell by 0.8% between January and September, in contrast to the projection in-

cluded in the latest Stability Programme of an increase in 2011 as a whole of more than 5%. For 

their part, total uses of general government decreased by 2% in the first three quarters of the 

year, more in line with the 2.5% reduction included in the Stability Programme.

By subsector, information is available to November on the budget outturn of the Social 

Security system (see Table 5). According to this information, worth noting is the weak 

1 2 3 4 = 3/1 5 6 7 8 = 7/6

1  REVENUE 127,337 24.8 106,020 -16.7 -20.1 119,210 97,314 -18.4

    Direct taxes 59,262 9.5 55,239 -6.8 -14.6 57,057 49,592 -13.1

        Personal income tax 39,326 29.2 35,494 -9.7 -15.6 37,055 32,055 -13.5

        Corporate income tax 16,198 -19.8 16,008 -1.2 -12.3 16,489 14,611 -11.4

        Other (a) 3,738 7.5 3,737 -0.0 -13.1 3,512 2,926 -16.7

    Indirect taxes 51,825 80.8 36,142 -30.3 -32.0 49,735 34,815 -30.0

        VAT 38,486 143.8 24,968 -35.1 -33.4 37,445 26,190 -30.1

        Excise duties 10,338 1.9 8,179 -20.9 -36.1 9,515 5,884 -38.2

        Other (b) 3,001 9.5 2,995 -0.2 0.8 2,775 2,740 -1.2

    Other net revenue 16,251 -15.7 14,639 -9.9 4.2 12,419 12,908 3.9

2  EXPENDITURE 179,572 -5.1 150,056 -16.4 -19.5 162,257 135,863 -16.3

    Wages and salaries 26,975 1.5 26,982 0.0 0.9 23,181 23,767 2.5

    Goods and services 4,632 -4.7 3,384 -26.9 -10.1 3,542 3,308 -6.6

    Interest payments 19,638 11.3 27,421 39.6 5.7 19,516 21,955 12.5

    Current transfers 104,656 -6.9 74,598 -28.7 -27.9 95,404 72,905 -23.6

    Investment 8,782 -16.1 5,793 -34.0 -26.9 7,352 5,472 -25.6

    Capital transfers 14,890 -14.2 9,208 -38.2 -35.5 13,263 8,455 -36.2

3  CASH-BASIS BALANCE (3 = 1 – 2) -52,235 —   -44,036 —   —   -43,047 -38,549 —   

MEMORANDUM ITEM: TOTAL TAXES (State plus share of regional and local governments)

TOTAL 135,862 16.3 141,538 4.2 2.3 127,752 130,832 2.4

Personal income tax 66,977 4.9 71,761 7.1 4.1 62,610 65,226 4.2

VAT 49,079 46.2 48,952 -0.3 1.9 46,947 48,126 2.5

Excise duties 19,806 2.4 20,825 5.1 -3.0 18,195 17,480 -3.9

2010
Jan-Nov 

2011
Jan-Nov 

Percentage
change   

Outturn 2010 
Percentage 

change 
2010/2009    

Percentage 
change 

2011/2010  

Initial
budget
2011 

Outturn
Jan-Sept. 

Percentage 
change 

2010/2009   

STATE BUDGET OUTTURN TABLE 6 

€m and % 

SOURCE: Ministerio de Economía y Hacienda.

a Includes revenue from the tax on the income of non-residents. 
b Includes taxes on insurance premiums and tariffs. 
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revenue from social security contributions which are likely to have contracted by slightly 

more than 1% in 2011 due to the negative trend in social security registrations. As for 

expenditure, contributory pensions seemingly grew by approximately 5%, although pen-

sions (except for the minimum ones) had been frozen in 2011, reflecting a modest rise in 

the number of pensions paid and a slight increase in the average pension received, while 

spending on unemployment and other welfare benefits (mainly sickness benefits) is likely 

to have fallen substantially. Weak revenue, given the relatively persistent spending on 

benefits is estimated to have generated, according to the Government’s estimate at end-

2011, a deficit of the social security funds, as a whole, amounting to €0.7 billion, which 

would mean a negative deviation from the subsector’s target, in National Accounts terms, 

of 0.5 pp of GDP.

For its part, the State recorded a deficit of €52.4 billion to November 2011, in National Ac-

counts terms, which represented 4.8% of GDP (5.2% in the same period of 2010) com-

pared with the target of 2.3% of GDP for the whole year. However, in December the State 

2010 2011

CREDITS Current account 278,444 314,498 12.9

Goods 155,988 184,595 18.3

Services 79,481 85,882 8.1

    Tourism 35,037 38,264 9.2

    Other services 44,444 47,619 7.1

Income 30,974 29,142 -5.9

Current transfers 12,000 14,878 24.0

Capital account 6,455 5,445 -15.6

Current + capital accounts 284,899 319,943 12.3

DEBITS Current account 319,888 346,581 8.3

Goods 195,188 218,637 12.0

Services 54,247 54,620 0.7

    Tourism 10,596 10,344 -2.4

    Other services 43,651 44,276 1.4

Income 49,511 52,868 6.8

Current transfers 20,941 20,455 -2.3

Capital account 1,356 1,164 -14.1

Current + capital accounts 321,243 347,745 8.2

BALANCES Current account -41,444 -32,083 9,361

Goods -39,200 -34,043 5,157

Services 25,234 31,262 6,028

    Tourism 24,441 27,920 3,479

    Other services 794 3,342 2,549

Income -18,537 -23,726 -5,188

Current transfers -8,941 -5,577 3,364

Capital account 5,100 4,281 -818

Current + capital accounts -36,344 -27,802 8,542

January-October Rate of change 
2011/2010 (b)

BALANCE OF PAYMENTS: MAIN COMPONENTS (a) 

  

TABLE 7

€m 

SOURCE: Banco de España. 

a Provisional data. 
b Absolute changes for balances. 
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will record revenue from settlements under the regional government financing system, 

which on official figures is estimated to exceed 2 pp of GDP. In cash basis terms, the State 

posted a deficit between January and November 2011 of €38.5 billion (see Table 6) com-

pared with the deficit budgeted for the whole of 2011 of €44 billion.

Information is also available to November 2011 on revenue from taxes shared by the State 

and regional and local governments, in budgetary accounting terms, which is likely to 

confirm the weak tax revenue for 2011 overall. In the area of indirect taxes, the growth rate 

of receipts from excise duties is estimated to be well below budget targets (-3.9% in the 

period January-November, compared with 5.1% budgeted for 2011), while VAT receipts 

are expected to be higher than projected (2.5% to November). Personal income tax re-

ceipts grew by 4.2% to November, compared with a growth rate of 7.2% projected for the 

year as a whole. Finally, corporate income tax receipts (State) fell in the period January–

November by 11.4%, which was below the projected increase of 1.2% included in the 

budget. This was despite a slight rise in corporate income tax receipts in Q4 as a result of 

the changes in the timing of partial payments included in Royal Decree-Law 9/2011 of 19 

August 2011.

During the first ten months of 2011 there was an overall deficit on current and capital ac-

counts of €27.8 billion, 24% down on the same period of 2010 (see Table 7). This decline 

is explained by the narrowing of the current account deficit which offset the contraction in 

the current account surplus. In turn, the fall in the current account deficit reflected the 

widening of the surplus on services and the reduction of the trade and current transfers 

deficits, which offset the increase in the income deficit.

In the first ten months of 2011, the trade deficit decreased by 13% to €34 billion, owing to 

the notable correction of the non-energy balance which amply offset the increase in the 

energy bill. The services surplus increased by 24% to €31 billion, thanks to the improve-

ment in the tourism and other services balances. The current transfers deficit fell by 38% 

to €5.6 billion, while the income deficit widened by 28% to €24 billion. Finally, the capital 

account surplus decreased by 16% to €4.3 billion.

4.5 Balance of payments
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5 FINANCIAL DEVELOPMENTS

Spain was again among the countries most strongly affected by the financial strains in the 

euro area associated with the sovereign debt crisis. This was reflected in high volatility of 

government debt yields, which in 10-year bonds reached nearly 7% at the peak of the ten-

sion in the second half of November. However, in 2011 Q4 the Treasury raised substantial 

funds in its auctions, which continued to meet with high demand (see Box 5). The turmoil 

also affected the credit risk premia on fixed-income securities issued by financial corpora-

tions, which rose during the fourth quarter of the year, while those on securities issued by 

non-financial corporations fell slightly. In the stock markets, the IBEX 35 exhibited consid-

erable variability, and at end-2011 stood very near its end-September level, compared 

with gains of 6.3% and 11.2% by the EURO STOXX 50 and S&P 500, respectively. Thus 

the loss for the year amounted to 13.1% for the Spanish index and 17.1% for the Euro-

pean one, while the US indicator ended the year around its end-2010 level (see Chart 23).

2012 has so far seen high price volatility on the financial markets, a phenomenon accom-

panied by the downgrading by two notches of the rating assigned to the Kingdom of Spain 

by one of the main credit rating agencies, within the framework of a general upward re-

assessment of sovereign risk in the euro area. At the date this report went to press, the 

IBEX 35 had lost 0.4% since the beginning of the year (the S&P 500 and EURO STOXX 50 

showed slight gains), while the yields on Spanish 10-year government debt and its spread 

over German debt of the same term stood at levels near to those at the end of last year. 

Meanwhile, the credit risk premia on private-sector securities decreased moderately.

Against this background, credit institutions again encountered significant difficulties in 

raising funds on the fixed-income and interbank markets. On the fixed-income markets, 

however, net issuance was positive in October and November (latest available informa-

tion), although it should be taken into account that relatively little debt matured in this 

period. On the interbank market, the net debtor position of banks vis-à-vis the rest of the 

world decreased in the same period as a result of the fall-off in funds raised in secured 

interbank transactions (for the first time since mid-2010) and, to a greater extent, in 

other funding. The considerable tensions persisting in this market have been reflected in 

a further widening of the spread between 1-year EURIBOR and EUREPO (cost of se-

cured transactions) of the same term, which reached 174 bp at year-end. Thus the for-

mer scarcely fell (down by 14 bp in Q4 to 1.95%), despite the 50 bp drop in official inter-

est rates in these months, while the EUREPO dropped more sharply (by 35 bp). Faced 

with this situation, banks turned to the Eurosystem to cover a significant part of their li-

quidity needs.

In the real estate market, unsubsidised housing prices continued to fall in the closing 

months of 2011, according to the latest data published by the Ministry of Infrastructure 

and Transport. Thus the year-on-year rate of decline stood at 6.8% in December, com-

pared with a decrease of 5.6% at the end of the third quarter (see Chart 23). In quarter-on-

quarter terms, the fall was 1.6%, somewhat more than that of September (1.3%). Hence 

the market value of this asset showed a cumulative fall of 19% from the beginning of 2008 

to the end of last year (25% in real terms).

The interest rates on credit extended to households and firms showed scantly significant 

changes between September and November (latest available data). The moderate decline 

5.1 Highlights
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BOX 5PUBLIC DEBT MARKET PERFORMANCE IN 2011 Q4

The closing months of 2011 were characterised by notable price 

volatility in the secondary government debt markets of Spain and 

other euro area countries. Thus, although Spanish 10-year govern-

ment bond yields ended the year around their levels at the begin-

ning of the fourth quarter (slightly above 5%, as shown by panel 1 

of the accompanying chart), in the second half of November they 

reached nearly 7%, a level not seen since 1997. The yield spread 

over Germany, given the relative stability of German debt yields, 

moved above 450 basis points, amply exceeding the highs record-

ed last summer. This behaviour resulted from changes in agents’ 
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perception of the challenges facing the euro area economies and 

of the scope and effectiveness of the measures adopted or being 

implemented.

Against this background, the main credit rating agencies down-

graded the rating of Spanish government securities between one 

and two notches in October last year, based on a worsening of the 

medium-term growth outlook, on the risks associated with fiscal 

consolidation and on the intensification of the euro area crisis. 

Subsequently, in the framework of a general review of euro area 

sovereign risk, two of these agencies announced a new period of 

downward revision which, in one of the cases, resulted in Spanish 

sovereign debt being downgraded by another two notches on 13 

January 2012.

The financial tensions also adversely impacted secondary market 

liquidity, although the behaviour of instruments was uneven. Thus 

the average monthly volumes traded in outright bond transactions 

decreased by 14% in October-November (latest available figures) 

with respect to the previous quarter, while they rose by 5% in 

Treasury bills. Nevertheless, in both cases the figures recorded 

were notably higher than in the closing months of 2010 (up 25% 

and 54%, respectively). Simultaneously, panel 2 of the accompa-

nying chart shows that in the 10-year bond segment the bid-ask 

spread1 (a more direct indicator of lack of liquidity) increased nota-

bly, returning to levels close to those in past bouts of high tension, 

as in May and December 2010.

Despite these tensions, the Spanish government managed to is-

sue a total gross volume of €56 billion in those three months (40% 

more than in the previous quarter and 23% more than in the same 

period of 2010), and the €16 billion of net funds raised enabled it 

to meet satisfactorily the financing needs for the year as a whole. 

Thus total net issuance (of bills and bonds) in 2011 was €48.6 bil-

lion, slightly more than the target of €47.2 billion set at the begin-

ning of the year.

A look at the instruments shows that net issuance in Q4 continued 

to focus on bonds, since less than €1 billion of bills were issued in 

net terms. Hence, despite the higher interest rates demanded for 

those maturities, the Treasury continued financing itself at rela-

tively long terms (the average life of the debt at the end of the 

quarter was 6.4 years, compared with 6.5 year in September 

2011). This strategy helped to reduce refinancing risk by limiting 

repayments in the upcoming quarters.

This was made possible because investor demand for funds 

continued to be significant. However, this demand decreased 

somewhat in the November auctions, coinciding with the mo-

ments of greatest secondary market tension. This is seen most 

clearly in panels 3 to 6 of the accompanying chart. In that month, 

the bid-cover ratio (volume of bids received in the auction di-

vided by the volume of bids accepted) remained high in Treasury 

bill placements, but only at the expense of a reduction in the 

amounts allotted and a significant rise in the yields offered. Also, 

the spread between the marginal interest rate and the average of 

the bids accepted (which is also usually an indicator of the is-

suer’s difficulty in placing the desired volumes on the market) 

widened to 18 basis points, the largest seen in the last four 

years. In the bond auctions conducted during that month, de-

mand also fell appreciably, so the bid-cover ratio fell and the 

marginal rates and their spread over the average rate at issue 

rose. This situation reversed, however, in the last month of the 

year, in which (probably attracted by the high yields and by cred-

it institutions’ readier access to the Eurosystem derived from the 

latest unconventional measures approved by the ECB) bids in-

creased notably and the Spanish Treasury was able to trim its 

financing costs moderately, while at the same time making the 

largest monthly gross issue of the year (€23 billion). Thus the 

marginal interest rate on 12-month Treasury bills fell to 4.05%, 

against 5.20% in November, with even more significant falls on 

3- and 6-month bills. Meanwhile, the marginal rate of 5.4% in 

the 10-year bond auction was also notably lower than in Novem-

ber (7.09%).

Judging from the results of the first government debt auctions in 

2012 (bonds on 12 January and bills on 17 January), this situation 

seems to have continued in the beginning of the current year. In 

those auctions, the Spanish government placed nearly €15 billion 

(above the envisaged maximum), with a strong demand and mar-

ginal yields around 1.5-2 percentage points lower than in the pre-

vious auction.

The estimated average issuance cost for the State in 2011 Q42 

was 5.2% (against 5% in the preceding quarter and 3.8% in 

2010), the highest since 2001. Having said that, the relatively 

long average life of the securities issued means that only a 

small part of this higher cost passes through to the total financ-

ing cost of the State. The future behaviour of the State’s total 

financing cost will depend largely on euro area sovereign debt 

market tensions.

BOX 5PUBLIC DEBT MARKET PERFORMANCE IN 2011 Q4 (cont’d)

1  Difference between the ask price and bid price at which market-makers 

trade. The more liquid a market, the smaller this spread.

2  Calculated as the average cost resulting from each of the auctions of the 

various instruments, weighted by the outstanding balance at each maturity.
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in the interbank interest rates used as a benchmark in these transactions, which incorpo-

rated only partially the monetary policy easing in this period, was accompanied in most 

segments by a slight rise in the spreads applied to those benchmark rates by credit institu-

tions. There was an increase in the cost of fixed-income security issuance by firms to end-

2011 and a decrease in the cost of equity issuance.

The latest available data on financing to households and firms, relating to November, show 

rates of decline somewhat larger than those at the end of Q3. In the case of households, 

the contraction of credit stood, in year-on-year terms, at 2.1%, against 1.5% in Septem-

ber, as a result of the larger fall-offs in both house purchase loans and in consumer credit 

and other lending. Similarly, the year-on-year fall in corporate debt amounted to 2.1%, 

compared with 2% in September. By instrument, the fall in bank loans was 4.5%, whereas 

the growth rate of fixed-income securities slowed to 6%. The most recent information on 

loan purpose, relating to 2011 Q3, reflects contractions in the outstanding balance of bank 

loans in all economic sectors, sharper than those in June.

SOURCES: Blommberg, Reuters, Datastrem, MSCI Blue Book, Ministerio de Vivienda and Banco de España.

a The cost of equity is based on the three-stage Gordon dividend discount model.
b The cost of long-term debt is calculated as the sum of the average 5-year CDS premium for Spanish no nancial corporations and the 5-year euro swap rate. 
c In June 2010 the statistical requirements relating to the interest rates applied by credit institutions to their customers were changed, which may cause breaks 

in the series. Particularly signi cant was the change in the interest rate on consumer credit and other lending, since, as a result, from that month it no longer 
includes credit card operations.   

d Base 2001 to December 2004; base 2005 thereafter.
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The behaviour of firms’ and households’ debt, in conjunction with that of their income and 

average financing costs, allowed their debt and debt burden ratios to fall further in 2011 

Q3. In the case of households, net wealth continued to decline as a result of decreases in 

the value of both the real estate and the financial components. The prolongation of the 

patterns seen in debt and the behaviour of real asset prices suggest that the aforemen-

tioned trends will continue in the closing months of the year. In the case of firms, for the 

sample of corporations reporting to the CBQ, among which the biggest have a notable 

weight, there was a fall in activity and in corporate profits in the first three quarters of 2011 

with respect to the same months of the previous year. This gave rise to a decrease in the 

return on equity. In addition, the debt to assets ratio and the debt to income ratios of these 

firms scarcely changed, while the associated debt burden edged up slightly. The overall 

outcome of these developments was that the indicators of financial pressure on invest-

ment and employment increased, interrupting the downward path followed until then.

Therefore, although the process of deleverage of households and firms proceeded in 2011 

Q2, both sectors continued to be subject to considerable financial pressure, as reflected 

by the level of their doubtful assets ratios. Thus, the volume of loans classified as doubtful 

continued to rise in October, and this, along with the decrease in the overall debt granted 

to other resident sectors (in which firms and households are included), resulted in a rise of 

0.26 pp in the doubtful assets ratio for this aggregate, pushing it up to 7.4%.

Although continuing to decelerate, general government debt grew at a brisk pace (12.6% 

year-on-year in November, 2.3 pp less than in September). By instrument, the rate of ex-

pansion decreased across the board, albeit particularly sharply in short-term securities, 

which slowed by 2.9 pp to 3.6%. The quarter-on-quarter stagnation of the general govern-

ment liabilities and of GDP between June and September meant that in 2011 Q3 the sec-

tor’s debt ratio failed to increase for the first time since the beginning of 2008, although the 

rise in the average cost of funds contributed to the further growth of the associated finan-

cial burden.

Further, according to the most recent financial accounts information, in 2011 Q3 the na-

tion’s net borrowing continued on its downward path to stand at 3.5% of GDP in 12-month 

cumulated terms, down 0.1 pp from June (see Table 8). This behaviour was the result of a 

decrease in the debtor position of general government (to 8.8% of GDP, down 0.4 pp from 

mid-year), an increase in household net lending, a fall in corporate net lending and scant 

changes in the credit balance of financial institutions. The breakdown by instrument shows 

that between June and September the bulk of foreign capital inflows were channelled 

through reductions in the interbank position of the Banco de España and, to a lesser de-

gree, in secured transactions settled in central counterparty clearing houses.

To summarise, in 2011 Q4 financial developments in Spain were again marked by the in-

tensification of financial tensions. This affected above all the cost of debt of the various 

resident sectors, since the potential impact on flows was cushioned by the access to Eu-

rosystem funding, which has recently been made easier by the introduction of 3-year li-

quidity tenders.

The cost of bank financing to households showed scantly significant changes between Sep-

tember and November. Thus the interest rate on house purchase loans increased by 5 bp, 

while that on consumer credit and other lending, which is more variable, decreased by 12 

bp. These changes resulted from movements in the same direction in the spreads applied by 

credit institutions to interbank benchmark rates and from a slight decline in the latter.

5.2 Households
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Household debt decreased in November, in year-on-year terms, by 2.1%, 0.6 pp more 

than at the end of Q3, as a result of the larger falls in house purchase loans (down 1.2%, 

compared with 0.8% two months earlier) and in consumer credit and other lending (down 

5%, 1 pp more than in September). In annualised quarter-on-quarter terms, the debt 

growth rates of the sector were also negative and, in absolute terms, were somewhat 

higher than in September and very similar to the year-on-year rates.

The contraction of household liabilities, along with a slight increase in income, resulted in 

a decrease of 2 pp in the ratio of debt to gross disposable income (GDI) between June and 

September, thereby extending the pattern of gradual deleveraging (see Chart 24). The debt 

burden contracted slightly relative to GDI due to a decrease in debt principal repayments, 

while the gross saving rate and the saving after debt service held on their downward path 

since the beginning of 2010. This was again compatible with an increase in net lending, 

since investment in housing continued to fall. Household net wealth also fell again in these 

months as a result of a decline in both the real estate and the financial components.

According to the Financial Accounts, for which information is available up to Q3, house-

hold investment in financial assets decreased further to 1.1% of GDP in 12-month cumu-

lated terms (see Table 9). In fact, between June and September there was disinvestment 

in financial assets, the largest falls being in cash holdings (4.1% of GDP), sight deposits 

(3.6% of GDP) and long-term debt securities (1.1% of GDP). By contrast, investment in 

shares and other equity recovered and became positive after five consecutive quarters of 

disinvestment.

Finally, the sector’s doubtful assets ratio rose further between June and September to 

stand around 2.7% for house purchase loans and at 7% for consumer credit and other 

lending, 0.17 pp and 0.41 pp, respectively, above the values in Q2. 

Between September and November interest rates on loans to firms behaved differently 

depending on the amount of the transaction. Thus there was an increase of 10 bp in the 

cost of loans up to €1 million and a decrease of 13 bp for loans exceeding this amount. 

These developments resulted from changes in the same direction in the spreads applied 

5.3  Non-financial 

corporations

Q3 Q4 Q1 Q2 Q3

National economy -8.4 -9.6 -9.2 -4.7 -4.4 -4.0 -4.1 -3.6 -3.5

Non- nancial corporations and households 
and NPISHs

-11.5 -13.4 -6.5 5.1 4.6 4.4 4.3 4.8 4.6

    Non- nancial corporations -9.8 -11.5 -6.7 -0.8 1.2 1.3 1.0 1.6 1.1

    Households and NPISHs -1.7 -1.9 0.2 5.9 3.4 3.1 3.3 3.2 3.5

Financial institutions 0.7 1.9 1.8 1.3 1.0 1.0 0.9 0.8 0.7

General government 2.4 1.9 -4.5 -11.2 -10.0 -9.3 -9.3 -9.3 -8.8

MEMORANDUM ITEM:

Financing gap of non- nancial corporations (a) -17.4 -15.5 -11.9 -8.3 -0.4 -1.1 -1.5 -0.8 0.2

2006 2007 2008 2009
2010 2011

NET FINANCIAL TRANSACTIONS  
Four-quarter data 

TABLE 8

% of GDP 

SOURCE: Banco de España.

a Financial resources that cover the gap between expanded gross capital formation (real investment and permanent nancial investment) and gross saving. 
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by credit institutions to interbank benchmark rates and from a slight decline in the latter. 

As regards the cost of other sources of corporate finance, that of short-term debt security 

issuance increased by 67 bp between September and November, and that of long-term 

maturities rose by 9 bp between September and December. By contrast, the cost of eq-

uity decreased by 33 bp in the quarter as a whole, but showed notable volatility, in keeping 

with the volatility of share prices in these months.

According to the latest survey on SMEs’ access to finance conducted by the ECB, Span-

ish SMEs reported a fresh decline in the availability of credit between April and September 

2011, although at a somewhat slower rate than in the previous half, and expected this 

situation to continue between October 2011 and March 2012. Despite this, the proportion 

of Spanish SMEs whose loan applications were denied fell to 11%, compared with 16% in 

the previous half (and well below the 25% denial rate in 2009 H2). Also, the proportion of 

SMEs that declined a loan granted to them because they considered the associated cost 

SOURCES: Ministerio de Vivienda, INE and Banco de España.

a Includes bank credit and off-balance-sheet securitised loans.
b Assets 1 = total nancial assets - "other".
c Assets 2 = assets 1 - shares (excluding mutual fund shares) - shares in FIM.
d Estimated interest payments plus debt repayments.
e Balance of households' use of disposable income account.
f Gross saving less estimated debt repayments.
g Calculated on the basis of the estimated changes in the stock of housing, in the average area per house and in the price per square metre.
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to be too high increased by 4 pp to 5%. SMEs perceived a notable tightening of the 

credit conditions applied in loans, similar to that reported by larger firms. Thus, in net 

terms, 80% of them had to pay higher interest rates on financing received and 45% had to 

provide more collateral.

The latest available data on corporate financing, relating to November, show year-on-year 

rates of contraction similar to those at the end of Q3 (2.1%, compared with 2% in Septem-

ber). By instrument, the fall in bank lending by resident credit institutions was 4.5%, 0.2 pp 

more than two months earlier, while the growth of debt securities slowed by 1.9 pp to 6%. 

Q1 Q2 Q3

HOUSEHOLDS AND NPISHs:

    Financial transactions (assets) 2.6 4.7 3.4 3.1 1.8 1.1

        Cash and cash equivalents -0.4 4.2 -0.1 0.0 -0.3 -0.1

        Other deposits and xed-income securities (a) 6.2 -0.8 3.2 3.5 2.8 1.8

        Shares and other equity (b) 0.1 1.1 0.6 0.3 -0.5 -0.1

        Mutual funds -3.3 -0.1 -1.7 -1.6 -1.3 -0.7

        Insurance technical reserves 0.5 0.8 0.4 0.3 0.3 0.0

        Of which:

           Life assurance 0.3 0.6 0.1 0.1 0.3 0.3

           Retirement 0.1 0.2 0.3 0.1 0.0 -0.3

        Other -0.5 -0.5 1.2 0.6 0.9 0.3

    Financial transactions (liabilities) 2.4 -1.2 0.3 -0.2 -1.4 -2.3

        Credit from resident nancial institutions (c) 3.4 -0.5 0.1 -0.5 -1.3 -1.3

           House purchase credit (c) 2.7 0.1 0.5 -0.1 -0.4 -0.5

           Consumer and other credit (c) 0.8 -0.4 -0.3 -0.4 -1.0 -0.8

        Other -1.1 -0.7 0.2 0.2 0.0 -1.0

NON-FINANCIAL CORPORATIONS:

    Financial transactions (assets) 2.0 -8.7 7.9 6.5 4.2 -0.6

        Cash and cash equivalents -1.1 -0.3 -0.1 0.4 -0.5 -0.7

        Other deposits and xed-income securities (a) 2.1 -0.5 2.0 2.5 2.4 1.5

        Shares and other equity 3.6 -0.5 3.0 2.5 1.4 0.3

        Of which:

           Vis-à-vis the rest of the world 3.5 0.0 2.6 2.3 1.8 0.2

        Trade and intercompany credit -3.2 -7.4 3.2 1.0 0.1 -2.2

        Other 0.6 0.1 -0.2 0.2 0.9 0.5

    Financial transactions (liabilities) 8.7 -7.9 6.6 5.6 2.6 -1.7

        Credit from resident nancial institutions (c) 5.5 -3.0 -0.9 -1.5 -2.8 -3.7

        Foreign loans 3.0 0.0 0.7 1.2 1.2 0.8

        Fixed-income securities (d) 0.3 1.4 0.7 0.6 0.6 0.6

        Shares and other equity 2.3 1.6 1.8 2.7 2.7 3.1

        Trade and intercompany credit -3.3 -7.0 3.3 1.1 0.1 -2.2

        Other 0.9 -0.8 1.0 1.5 0.8 -0.3

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

    Financing (e) 6.6 -0.8 0.5 0.0 -1.2 -1.8

        Households and NPISHs 4.4 -0.3 0.2 -0.5 -1.6 -1.5

        Non- nancial corporations 8.2 -1.2 0.8 0.4 -0.9 -2.0

2008 2009 2010
2011

TRANSACTIONS OF HOUSEHOLDS, NPISHs AND NON-FINANCIAL CORPORATIONS 
Four-quarter data 

TABLE 9

% of GDP 

SOURCE: Banco de España.

a Not including unpaid accrued interest, which is included under "other".
b Excluding mutual funds.
c Including derecognised securitised loans.
d Includes the issues of resident nancial subsidiaries.
e De ned as the sum of bank credit extended by resident credit institutions, foreign loans, xed-income securities and nancing through securitisation special 

purpose entities. 
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SOURCES: INE and Banco de España.

a The indicators calculated from the CBSO sample were constructed until 2009 using CBA information; thereafter they have been extrapolated using CBQ 
information. 

b Interest-bearing borrowed funds.
c Gross operating pro t plus nancial revenue.
d De ned as total in ation-adjusted assets less non-interest-bearing liabilities.
e Aggregate of all corporations reporting to the CBSO that belong to the Endesa, Iberdrola, Repsol and Telefonica groups. Adjusted for intra-group nancing to 

avoid double counting. 
f Includes interest plus interest-bearing short-term debt.
g NOP, using National Accounts data, is de ned as GOS + interest and dividends received - interest paid xed capital consumption.
h Own funds valued at market prices.
i Own funds calculated by accumulating ows from the 1996 stock onwards.
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In annualised quarter-on-quarter terms, the debt growth rate of the sector was also nega-

tive (-1.7%), being, in absolute terms, somewhat higher than in September. The latest in-

formation on lending by loan type, relating to Q3, reflects decreases in the outstanding 

balance of bank financing in all sectors, these declines being sharper than in June. Once 

again, the fall-off was particularly sharp in construction (15.8% year-on-year) and in real 

estate services (5.2%), and comparatively more moderate in other services (1.4%). In in-

dustry it was 4.3%, against 3.9% in June.

On Financial Accounts information, the credit balance of the corporate sector’s net finan-

cial transactions decreased in 2011 Q3 to 1.1% of GDP in twelve-month cumulated terms, 

down 0.6 pp on June. Despite this, the drop in purchases in the rest of the world brought 

a narrowing of the financing gap, the indicator which approximates the funds required to 

bridge the difference between gross corporate saving and gross capital formation plus 

permanent foreign investment, which changed sign to post a positive balance equivalent 

to 0.2% of GDP, compared with -0.8% at mid-year.

The stagnation of firms’ liabilities, along with the moderate rise in their income shown by 

the National Accounts for 2011 Q3, meant that the debt ratio continued to decrease slow-

ly, extending the trend initiated in 2009 (see Chart 25). As a result, despite the higher aver-

age cost of financing, the debt burden also declined slightly in this period. For the sample 

of CBQ reporting firms, among which the biggest have a notable weight, corporate activ-

ity and income fell in the first three quarters of 2011 with respect to the same months of 

2010. Thus, after the recovery seen in 2010, the ordinary net profit of these firms de-

creased by 2.9%, resulting in a drop of more than 1 pp in return on equity to 6.5%. This 

fall, which was apparent in all sectors and particularly marked in information and commu-

nication, was compatible with a rise in average profitability, suggesting that the course of 

the aggregate indicator reflects the performance of the larger firms, the results of which 

were comparatively less favourable. Meanwhile, the debt-to-assets and debt-to-income 

ratios of these firms scarcely changed, against a backdrop in which their debt showed lit-

tle variation, while the associated debt burden increased slightly. The overall result of 

these developments was the interruption of the downward path of the indicators of finan-

cial pressure on investment and employment, which rose, most markedly in the case of the 

SOURCES: I/B/E/S and Banco de España.

a Net worth is proxied by the valuation at market price of shares and other equity issued by no nancial corporations.
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latter. As far as the coming quarters are concerned, analysts revised downward the long-

term growth expectations for the profits of listed companies and the same applies even 

more so to short-term expectations, which moved into negative territory for the first time 

since the beginning of 2010 (see Chart 26).

The doubtful assets ratio of non-financial corporations grew again in 2011 Q3, more 

sharply in lending to construction and real estate services firms (the ratio of which in-

creased by 1.23 pp) than in other companies, the ratio of which was up by 0.33 pp. Con-

sequently, the difference between the indicators of these two groups widened again, and 

in September stood at 18.2% and 4.7%, respectively.

The Financial Accounts show that in 2011 Q3 general government borrowing decreased 

by the equivalent of 0.4 pp of GDP in cumulated annual terms, although it continues to be 

high (8.8% of GDP) (see Table 8). 

Once again, the main method of financing used by general government was bond issu-

ance, through which funds equivalent to 7.4% of GDP were obtained, down 0.5 pp from 

June (see Chart 27). Also down were the funds raised through loans and short-term debt 

securities, which represented, respectively, 0.3% and 0.7% of GDP (0.8 pp and 0.3 pp less 

than at the end of H1). On the asset side, net acquisitions of securities decreased by 0.6 pp 

to 1.1% of GDP and the stock of deposits dropped again, this time by the equivalent of 

1.5% of GDP, 0.2 pp more than in Q2.

The growth rate of general government debt decreased again between September and 

November. In year-on-year terms, it stood at 12.6% in November, 2.3 pp less than in Q3. 

The quarter-on-quarter stagnation of general government liabilities and of GDP between 

June and September meant that, for the first time since the beginning of 2008, the sector’s 

debt ratio did not increase in 2011 Q3, remaining at 66% of GDP. However, the debt bur-

den grew further to 2.4% of GDP, a development which contributed to the rise in the aver-

age cost of funds.

5.4 General government

SOURCE: Banco de España.

a A postive (negative) sign denotes an increase (decrease) in assets or a decrease (increase) in liabilites.
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On the latest Financial Accounts information, 2011 Q3 saw a continuation of the down-

ward path of the nation’s net borrowing, which stood at 3.5% of GDP in 12-month cumu-

lated terms, down 0.1 pp from June (see Table 8). This behaviour was the result of a de-

crease in the debtor position of general government, higher net lending of households, 

lower net borrowing of non-financial corporations and scant changes in the credit balance 

of financial institutions.

Sectoral analysis shows that, in net terms, households and non-financial corporations re-

ceived external financing equivalent to 4% of GDP in Q3 (1.6 pp more than in the previous 

quarter). General government also received funds from non-residents, albeit to a lesser 

extent (1.1% of GDP and 1.9% of GDP, in twelve-month cumulated terms) (see Chart 28). 

By contrast, credit institutions switched to granting, in net terms, financing to the rest of 

the world, for a considerable amount, equivalent to 8.7% of GDP (0.5% in the past twelve 

months. There was also a rise in the capital inflows associated with the activity of institu-

tional investors, which continued to reduce their holdings of foreign assets. The funds 

raised in the rest of the world by resident sectors (other than the Banco de España) were 

insufficient to cover the nation’s net outflows of funds and its net borrowing. As a result, 

the balance of the Banco de España’s net financial transactions with the rest of the world 

again showed a debit balance, for a considerable amount, equivalent to 13% of quarterly 

GDP (1.1% of GDP in twelve-month cumulated terms). The October balance of payments 

information shows that the financing of the Spanish economy in that month was covered 

by this latter means, while the net flow of funds raised by the other institutional sectors 

was negative.

The breakdown by instrument shows that the bulk of capital inflows in 2011 Q3 was 

channelled through the Banco de España intra-system position and, to a lesser extent, 

though collateralised transactions settled in central counterparty clearing houses. The 

funds raised in this way represented, in net terms, 14.4% and 7.6% of GDP, respectively 

5.5 The rest of the world
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c Insurance companies and collective investment institutions.
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(1.7% and 8.4% of GDP in twelve-month cumulated terms) (see Table 10). By contrast, 

there was a significant fall in the balance of net interbank financing raised through bi-

lateral transactions between credit institutions, amounting to 10.5% of GDP (6.3% in 

the past twelve months). Also seen was, for the fourth quarter running, a disinvestment 

by non-residents in debt securities issued by credit institutions, whereas those issued 

by general government switched to a positive flow. Also up were the funds raised 

through shares and other equity, although they fell slightly in twelve-month cumulated 

terms. Foreign direct investment in Spain fell by 0.5 pp to 1.9% of GDP in annual terms 

(0.9% of GDP in Q3).

Q1 Q2 Q3

NET FINANCIAL TRANSACTIONS -9.2 -4.7 -4.0 -4.1 -3.6 -3.5

    Financial transactions (assets) 0.6 -0.5 -3.8 -1.5 1.1 2.6

        Gold and SDRs 0.0 0.0 0.0 0.0 0.0 0.0

        Cash and deposits -1.3 -3.2 -1.4 0.7 0.4 1.6

        Of which:

           Interbank - credit institutions -0.5 -1.7 -1.3 0.5 0.2 0.9

        Securities other than shares 1.3 0.0 -7.0 -7.2 -4.8 -2.7

        Of which:

           Credit institutions 1.5 1.2 -3.1 -2.5 -0.4 0.7

           Institutional investors -0.5 -1.0 -2.9 -3.7 -2.8 -2.2

        Shares and other equity 1.7 1.6 2.5 3.0 3.1 1.0

        Of which:

           Non- nancial corporations 3.5 0.0 2.6 2.3 1.8 0.2

           Institutional investors -2.3 0.5 1.0 1.1 1.0 0.6

        Loans 0.8 0.2 0.3 0.5 1.3 1.3

    Financial transactions (liabilities) 9.8 4.1 0.1 2.6 4.8 6.1

        Deposits 8.0 -0.5 -0.5 -1.3 0.8 4.9

        Of which:

           Interbank - credit institutions (a) 6.2 0.7 -7.4 -7.8 -1.8 -5.4

           Repos - credit institutions (b) 0.2 0.1 5.8 6.2 8.3 8.4

           Interbank - BE (intra-system position) 1.9 -0.8 0.2 -1.1 -6.5 1.7

        Securities other than shares -2.7 3.4 -2.0 -0.6 -0.5 -2.6

        Of which:

           General government 1.1 5.1 1.9 2.3 2.0 1.7

           Credit institutions -1.9 1.0 -1.4 -0.9 -0.9 -1.6

           Other non-monetary nancial institutions -1.9 -2.6 -2.6 -2.0 -1.5 -2.7

        Shares and other equity 3.2 1.1 0.9 2.5 2.4 2.3

        Of which:

           Non- nancial corporations 2.4 0.3 1.3 2.5 2.3 2.2

        Loans 2.9 0.2 1.0 1.5 1.6 1.2

        Other, net (c) 0.3 -1.0 -1.2 -1.0 -0.7 -1.1

MEMORANDUM ITEMS:

    Spanish direct investment abroad 4.7 0.7 1.6 3.0 3.5 1.8

    Foreign direct investment in Spain 4.8 0.6 1.8 2.2 2.4 1.9

2008 2009 2010
2011

FINANCIAL TRANSACTIONS OF THE NATION  
Four-quarter data 

TABLE 10

% of GDP 

SOURCE: Banco de España.

a Including bilateral repos.
b Including transactions with central counterparty clearing houses.
c Includes, in addition to other items, the asset-side caption re ecting insurance technical reserves and the net ow of trade credit. 
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Capital outflows decreased between June and September to 2.7% of GDP, although in 

twelve-month cumulated terms they increased to 2.6%. Analysis by instrument shows that 

net investment by residents in debt securities issued by the rest of the world turned posi-

tive again, following negative figures in the previous quarters, while there was a swing to 

disinvestment in shares and other equity.

Also down was Spanish foreign direct investment, which was practically zero and thus 

came to stand at 1.8% of GDP in the period between October 2010 and September 2011.

As a result of the developments in capital inflows and outflows and of the changes in asset 

prices and in exchange rates, the value of the Spanish economy’s net liabilities to the rest 

of the world were equivalent to 91.9% of GDP in September 2011, down 0.4 pp from June 

(see Chart 28). This decrease was due to the reduction in the net external debt of the fi-

nancial sector (excluding the Banco de España) and of firms to non-residents, which offset 

the decline in the credit balance of households and the rise in the debit balance of general 

government. For its part, the Banco de España’s credit balance vis-à-vis the rest of the 

world decreased by 3.2 pp to become practically zero.

17.1.2012.
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