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QUARTERLY REPORT ON THE SPANISH ECONOMY
1 OVERVIEW

The global economy sustained a notable growth rate in the second half of 2017. On the
latest IMF and ECB projections, global GDP growth for the year as a whole might rise to
3.6%, a rate somewhat higher than that observed in any of the five previous years. This
firming of the expansion in activity, common to most of the main geographical regions, has
been supported by the continuation of accommodative monetary policies and highly
favourable financial conditions, and by a less restrictive fiscal policy stance. Moreover, it
has been accompanied by a strengthening of global trade which, at the start of this year,
was associated with specific temporary factors and, subsequently, appears to have
become more persistent as it has run in tandem with a certain rise in investment globally.
As a result, and unlike the case for most of the period in the wake of the Great Recession,
trade growth is marginally outpacing output growth.

Against this backdrop, it is possible that, in the short term, the various projections
available may be underestimating the degree of expansionary inertia of global activity.
However, over a somewhat lengthier horizon, a set of risk factors remain in place that
mean that the global expansion in output is prone to some fragility. These sources of
uncertainty include a hypothetical tightening of global financial conditions (associated,
perhaps, with a correction in the high prices of certain financial assets, which, in turn,
might be caused by swifter US monetary tightening than expected by global financial
market participants), possible setbacks in the ongoing reform of the Chinese economy
and a hypothetical resurgence in geopolitical risks. Conversely, some of the uncertainties
in place to date appear to have been dispelled, as is the case of the US fiscal reform, the
final materialisation of which might add further impetus to global activity in the short term,
albeit on a lesser scale than that projected at the start of the current president’s term of
office.

This favourable outlook for global activity is in contrast to the scant signs of a rise in
inflationary pressures, as might be expected in light of the progressive reduction in the
degree of cyclical slack. The projections of the main international organisations indicate
that those increases in price growth rates will materialise in the coming years, as output
gaps become increasingly positive.

Global financial markets have moved on a generally upward trend during the current quarter,
against the background of confirmed robust growth in a setting of contained inflation and
the simultaneous dissipation of deflationary risks, and of high values in bond and equity
markets alike. On the currency markets, the exchange rate of the euro against the dollar
has tended to stabilise following its strong appreciation in the first nine months of the year,
while fresh price rises have been recorded in the oil markets, assisted both by the
improvement in global demand and by the extension, announced by OPEC, of supply cuts
to end-2018. Further room for possible oil price rises might, however, be limited, given that
the levels attained support the profitability of the alternative production of shale oil in the
United States.

In the euro area, GDP growth has remained high. Specifically, the rate observed in Q3 was
0.6%, in a setting in which, moreover, the dispersion of the behaviour of the different
economies is diminishing. The latest Eurosystem projections, submitted to the ECB
Governing Council on 14 December, show an improved outlook, which has translated into
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GROSS DOMESTIC PRODUCT AND CONSUMER PRICES (a) CHART 1
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a Year-on-year rates of change based on seasonally adjusted series in the case of GDP and on original series in that of the consumer price indices.

a significant revision of expected GDP growth (by 0.8 pp in cumulative terms in the 2017-
2019 period)."

Inflation, measured by the overall HICP, has been relatively stable in the second half of the year,
although that masks the differing behaviour of the components of energy goods and unprocessed
food, which have risen somewhat, and that of the indicator encompassing the prices of non-
energy industrial goods and services which, on the contrary, has slowed to slightly below 1%.
The Eurosystem’s projections envisage a minor slowdown in overall inflation at the start of 2018
(related to base effects associated with the energy component) and a subsequent gradual rise,
driven by the core component. In 2020 on average, overall inflation and core inflation are
expected to stand respectively at 1.7% and 1.8%. In light of this information, the ECB Governing
Council confirmed, on 14 December, its assessment concerning the need for the area’s
monetary policy to retain an accommodative stance in order to ensure fulfilment of the price
stability objective. This same assessment led it, in October, to decide to extend its asset
purchase programme to September 2018, albeit for lower volumes, and to reiterate its readiness
to prolong purchases beyond that date were it necessary.

In Spain, the quarter-on-quarter growth rate of GDP in Q4 is estimated to have held at a
similar pace to that of Q3, standing at 0.8% (see Chart 1 and Table 1). This stability of the
economy’s output growth rate is the consequence of two countervailing forces. Specifically,
the strength of export markets is expected to have countered the adverse effects stemming
from the increased uncertainty over the political situation in Catalonia which, on the -
relatively scant — information available, is estimated to have been especially concentrated
in this region. From the standpoint of the demand components, the adverse impact of the
uncertainty has been manifest above all in the domestic private expenditure components
and in tourism exports. Elsewhere, on the supply side, both qualitative and quantitative
indicators relating to manufacturing industry have moved on a more favourable trajectory
than those for services, which is consistent with a better performance by the external — as
opposed to the domestic — demand component. Specifically, the growth rates of both
private consumption and investment in capital goods are expected to have fallen in the

1 The Eurosystem’s projections for the euro area as a whole are available at this link. Those for Spain, which are
an integral part of the foregoing and were prepared by staff of the Banco de Espafia Directorate General Economics,
Statistics and Research, can be viewed at this other link.
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MAIN MACROECONOMIC AGGREGATES OF THE SPANISH ECONOMY (a) TABLE 1

2016 2017
2016 2017 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

National Accounts

Quarter-on-quarter rates of change, unless otherwise indicated

Gross domestic product 3.3 3.1 0.7 0.8 0.7 0.7 0.8 0.9 0.8 0.8

Contibution of national demand (b) 2.5 2.6 0.5 0.7 0.4 0.4 0.9 0.6 0.8 0.6

Contibution of net external demand (o) 0.7 0.5 0.2 0.1 0.3 0.3 -0.1 0.3 0.0 0.1
Year-on-year rates of change

Employment 3.0 2.9 3.4 2.8 3.1 2.7 2.6 2.9 2.9 3.2
Price indicators (year-on-year change in end-of-period data) (c)

CPI -0.2 2.0 -0.8 -0.8 0.2 1.6 2.3 1.5 1.8 1.7

CPI excl. energy and unprocessed food prices 0.8 1.1 1.1 0.6 0.8 1.0 0.9 1.2 1.2 0.8

SOURCES: INE and Banco de Espafia.

a Information available to 22 December 2017.
b Contribution to the quarter-on-quarter rate of change of GDP (pp).
¢ Latest available figure for consumer price indices: November 2017.

closing months of the year, while, on the contrary, the high-frequency information available
suggests a possible strengthening of investment in construction. Merchandise trade
figures suggest that the contribution of net external demand to GDP growth has been
positive. In any event, it should be borne in mind that the information available for the
current quarter is still relatively limited, which, in particular, hampers obtaining an accurate
assessment of the impact of the increase in uncertainty.

The year-on-year rate of change in consumer prices stood in November at 1.7%, only slightly
up on the average rate observed since the summer. The changes have been more marked in
terms of the components. Specifically, as has been the case in the euro area as a whole, the
most volatile items have tended to quicken, a development closely linked in the case of energy
prices to the rise in oil prices. Conversely, the moderation in non-energy industrial goods and
services prices has meant that core inflation has slowed significantly, from 1.4% in June to
0.8% in November. Consequently, as in other geographical areas, there are still no signs that the
growing increase in capacity utilisation is giving rise to an increase in inflationary pressures.

In the medium term the recovery is expected to continue, spurred by the substantial
headway made in redressing the imbalances in the economy. Nonetheless, GDP growth is
forecast to lose some momentum in the coming years, as a result, inter alia, of the neutral
fiscal policy stance — as opposed to its expansionary stance in recent years — and the
additional moderate impact of monetary policy easing on agents’ financing conditions.
Specifically, on the latest projections, which are the contribution by the Banco de Espana
to the above-mentioned Eurosystem forecasting exercise, GDP is expected to grow by
2.4% in 2018 and by 2.1% both in 2019 and 2020, while the core inflation component will
tend to rise gradually to 1.8% in 2020.2

There are a total of seven boxes in this Report: an assessment of the prospect of the
recently observed strength of global trade persisting (Box 1); a description of the latest
monetary policy measures adopted by the ECB (Box 2); an analysis of the observed effects

2 These projections are available at: https://www.bde.es/f/webbde/SES/AnalisisEconomico/AnalisisEconomico/
ProyeccionesMacroeconomicas/ficheros/be1704-proye.pdf.
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of the rise in political uncertainty related to the situation in Catalonia (Box 3); an assessment
of the degree of reabsorption of consumer demand postponed during the crisis (Box 4); a
description of the budget outturn (Box 5); an assessment of Spanish firms’ access to
external financing (Box 6); and an analysis of Spain’s international investment position
(Box 7).

21.12.2017.
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THE RECOVERY OF TRADE IN 2017

BOX 1

International trade in 2015 and 2016 was markedly sluggish in
advanced economies and emerging countries alike. However,
following this slack period, in late 2016 trading activity worldwide
started to expand at a more sustained pace. The volume of trade in
goods grew at an average quarterly rate of 1.3% between
December 2016 and September 2017, compared with average
growth of 0.3% recorded in the two preceding years. This recovery,
however, was uneven, with an upturn in Q1, a slight downturn in Q2
and another upturn in Q3 (see Chart 1). Geographically, the
acceleration observed in late 2016 and in early 2017 was mainly
due to strong growth in the commercial activity of emerging Asian
countries. Buoyant US imports and some recovery in Latin America
also contributed positively to world trade growth in the early
months of the year. However, the rebound observed in Q3 mainly
reflects the expansion of imports in the euro area and other
advanced economies, although trade in Asian countries also
contributed significantly in September (see Chart 2).

Chart 1
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The rebound seen in emerging Asia in early 2017 was largely on the
back of the buoyancy of China’s trading activity and Asian intra-
regional trade (see Chart 3). In part, these dynamics are related to the
fiscal and financial stimulus implemented by the Chinese authorities
to sustain their economy’s expansion, which boosted investment
and were passed through to the Asian economies as a whole through
regional value chains.! Other factors that may have contributed to
the pick-up in trade in Q1 are the previous appreciation of the dollar
and the recovery of consumption and investment in the US energy
sector, which is highly sensitive to the increase in oil prices, boosted
by US imports. For its part, Brazil’s exit from recession contributed
to spur commercial activity in Latin America. Also, the upturn in
world trade seen from July and August, supported by the strength of
activity in the euro area and other developed economies, was driven

1 European Central Bank, “Economic Bulletin”, issue 4/2017.

Chart 2
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THE RECOVERY OF TRADE IN 2017 (cont’d)

by trade in investment goods, which had been weighing on total
trade in recent years. Bilateral trade data suggest that euro area
growth also boosted the trading activity of some countries in Eastern
Europe through the regional value chains.

The developments seen in the first three quarters of 2017 are
consistent with short and medium-term international trade
growth projections. In the short term, the significant expansion
of world trade is expected to continue, underpinned by the
momentum of advanced economies. Among the leading
indicators of activity, the Purchasing Managers Indexes (PMls)
relating to changes in production and industry orders remained
at high levels in October and November, in line with those
recorded in the first half of the year. In the medium term, the
projections of different international bodies point to sustained
growth in world trade, with annual increases ranging between
3.2% and 4% for 2018. The expansion of trade in advanced
economies will benefit from output gaps and ongoing
improvement in investment. The pick-up of trade in emerging
economies will be favoured by the timid recovery of commodity
prices in producing countries, the correction of trade imbalances
and sustained growth in China.? In this connection, it is
expected that Asian emerging economies will continue to
contribute substantially to world trade growth, although without

2 See International Monetary Fund, “World Economic Outlook”, October
2017; OECD, “Interim Economic Outlook”, September 2017; European
Commission, “European Commission Forecast, Autumn 20177,
November 2017; World Trade Organization, “Trade Statistics and
Outlook”, press release, 21 September 2017.

BOX 1

returning to the exceptionally buoyant pace of the first half of
the year.

Thus, the performance of trade in 2017 is starting to be consistent
with a progressive recovery in the elasticity of trade to global GDP.
After remaining at very high levels from the 1990s until the onset of
the global financial crisis, even exceeding a value of two, the
elasticity of world trade to global activity moderated substantially
from 2012, with particularly low values (below one) in 2015 and
2016 (see Chart 4). According to several studies, this change was
driven in part by temporary factors, such as the composition of
demand (given the lesser dynamism of investment, a GDP component
with a high import content) or geographical factors, as activity in
advanced economies, which are characterised by having a higher
elasticity, slowed notably. Other explanations point towards
structural factors, such as the halting of the process of developing
global value chains or the slowing of trade openness processes.®
The latest projections indicate that elasticity could in the medium
term return to a value between 1.0 and 1.4, remaining at levels
below pre-crisis values. An attenuation of the temporary factors
mentioned above, with the recovery of advanced economies
crystallising as investment increases, and the growing weight of
final demand in emerging economies, which would suggest a
greater elasticity of trade to activity in these markets too, should
contribute to this recovery.

3 International Monetary Fund, “Global Trade: What's Behind the
Slowdown?”, WEO October 2016. IRC Trade task-force, “Understanding
the Weakness in Global Trade. What is the New Normal?”, European
Central Bank Occasional Paper, September 2016.
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MONETARY POLICY DECISION ADOPTED BY THE GOVERNING COUNCIL OF THE ECB IN OCTOBER

BOX 2

On 26 October, the Governing Council of the ECB announced its
decision to recalibrate the various components defining its
monetary policy stance, in view of the imminent expiry, in
December 2017, of the minimum period for net asset purchases
established earlier. The decisions adopted — and confirmed at the
Governing Council’s most recent meeting on 14 December — imply
the

an extended period of monetary stimulus and reveal

simultaneous existence of two opposing elements.

On one hand, the new measures are a reflection of the improved
macroeconomic situation in the euro area, with a more robust,
entrenched and broad-based recovery. Activity in the euro area
has been growing uninterruptedly for more than four years and the
prospect of maintaining growth is favourable, in line with the
sustained easing of financial conditions as a result of expansionary
monetary policy, and with strong job creation.

However, on the other hand, the decisions taken in October reflect
the need to maintain a substantial degree of monetary stimulus for
inflation to resume a path of sustained convergence towards rates
that are closer to the medium-term monetary policy target. As is

Chart 1
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also the case of other advanced economies, the improvement in
activity and in the labour market has not yet had the expected
impact on inflation'. As shown in Chart 1, core inflation, which
excludes the more volatile components from the overall index,
was expected to stand at 1% on average in 2017, and subsequently
to rise gradually towards reference rates that are below, but close
to, 2%.

In these circumstances, at its October meeting, the Council
extended the minimum period for net asset purchases to
September 2018, albeit at a reduced monthly pace of €30 billion
as from January 2018, compared with the current monthly volume
of €60 billion (see Chart 2). With this nine-month extension, the
asset purchase programme (APP) will have been in place for at
least three and a half years, since its launch in March 2015. Thus,
in September 2018, cumulative asset purchases will amount to

1 The subdued pace of wage growth is one of the factors explaining the
low inflation rate. For more details, see box 3, «Wage growth in the euro
area», Quarterly Report on the Spanish Economy, Economic Bulletin
3/2017, Banco de Espaia.

Chart 2
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MONETARY POLICY DECISION ADOPTED BY THE GOVERNING COUNCIL OF THE ECB IN OCTOBER (cont’d)

almost €2.6 trillion, tantamount to more than 20% of euro area
GDP. By type of asset, the ECB has stated that it intends to give an
increasingly prominent role in its purchase programmes to private
sector instruments over government bonds, which at the end of
November accounted for 82% of the total portfolio.?

The Council did not make any changes to the policy rates or to the
guidance on the future path of these rates (“forward guidance”).
However, removing the uncertainty as to the duration of the APP
was key to ensuring the effectiveness of the purchases, in terms of
their contribution to supporting the anchoring of inflation
expectations at the currently reduced levels, in a context in which
the Council’s guidance indicates that policy rates shall remain at
current levels for a period extending considerably beyond the end
of net purchases. Accordingly, the decisions adopted in October
by the Council and confirmed at its December meeting have
translated into remarkably stable interest-rate expectations. Policy
rate will not foreseeably increase in the near future in the euro
area, as reflected by developments in the forward yield curve of
the OIS (overnight index swap) shown in Chart 3.

As regards guidance on non-standard measures, the Council left
open the possibility of further extensions of the APP in the event of
a deterioration in the economic outlook or a worsening of the

2 Eligible private assets include asset-backed securities, covered bonds
and corporate bonds, purchased, respectively, through programmes
known as ABSPP, CBPP3 and CSPP.

BOX 2

financial conditions so that they become incompatible with the
monetary policy targets. In addition, the Council made clear its
intention to reinvest the principal payments from maturing securities
for as long as necessary, i.e. for a prolonged period after the end of
net asset purchases. The growing importance of maturities arising
in the portfolio, together with their variable profile and the
reinvestment flexibility retained by the Eurosystem® could,
nevertheless, lead to some volatility in the effective volume of
monthly net purchases. To avoid the incorrect interpretation of net
purchase figures, the ECB also decided to publish information on
the estimated monthly maturities for the next 12 months (a total of
around €134 billion between December 2017 and November 2018)
(see Chart 4).

To conclude, the prolongation of net purchases, the size of the
purchases already carried under the assets purchase programme,
the commitment to continue reinvesting the maturities for a
prolonged period and the forward guidance on interest rates all
point to an extended period of substantial monetary accommodation,
to ensure the gradual convergence of inflation to rates that are
more compatible with the medium-term monetary policy target.

3 The principal payments from maturing securities purchased under the
public sector purchase programme (PSPP) are reinvested flexibly by the
Eurosystem at the appropriate time in the month of the maturity date, as
far as possible, or in the two following months, if the liquidity conditions
in the market so allow it. During the period of net asset purchases, the
principal repayments under the PSPP shall be reinvested in the
jurisdiction in which the maturing bond was issued.
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THE ECONOMIC IMPACT OF THE POLITICAL TENSIONS IN CATALONIA

BOX 3

At the end of September, in the context of the analysis of the risks
to the macroeconomic projections for the Spanish economy
published at the time, the Banco de Espafa highlighted that the
political tensions in Catalonia might potentially affect agents’
confidence and their spending decisions and financing conditions."
Subsequently, on 11 November, various hypothetical scenarios
were put forward in the Financial Stability Report,? based on historical
episodes in which significant increases in uncertainty were
observed, incorporating various assumptions about the intensity
and duration of the current bout of political tension in the region.
In particular, the first scenario assumed a temporary and limited
increase in uncertainty, which was predicted to cause a cumulative
loss of GDP of 0.3 pp up to the end of 2019. A scenario of more
intense and prolonged uncertainty was forecast to result in a
substantially greater loss of activity.> More recently, in the
projections published on 15 December,* the baseline scenario

1 See Macroeconomic projections for the Spanish economy (2017-2019).

2 See Box 1.1 (“The Economic impact of uncertainty arising from political
tensions in Catalonia”) in the Banco de Espafia’s November 2017
Financial Stability Report. For a description of the econometric models
measuring how economic activity and the components of demand
respond to fluctuations in uncertainty, see M. Gil, J. J. Pérez and A.
Urtasun, “Macroeconomic uncertainty: measurement and impact on the
Spanish economy”, Economic Bulletin, 1/2017.

3 For an analysis of the potential impacts of a scenario of a more abrupt
and longer-lasting increase in political uncertainty in Catalonia, also see
Box 1.1 (“The Economic impact of uncertainty arising from political
tensions in Catalonia”) in the Banco de Espafia’s November 2017
Financial Stability Report. Specifically, this box simulates a scenario
assuming the increase in uncertainty in the fourth quarter of the year to
replicate the equivalent to the uncertainty registered in the most intense
previous episode and to subsequently decline linearly until it disappears
at the end of 2019. In this case the estimated negative effect on GDP
would be slightly more than 2.5 pp between end-2017 and 2019.

4 See Macroeconomic projections for the Spanish economy (2017-2020):
the Banco de Espafa’s contribution to the Eurosystem’s December
2017 joint forecasting exercise.
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factored in the impact of the current political tension, drawing on
the latest economic data and the values of the uncertainty
indicators on the closing date of the report (30 November), with
the impact being in line with the first of the scenarios alluded to
above, in which it is of a transitory nature and short lived. However,
it was pointed out that the final impact of this risk factor on the
Spanish economy as a whole would depend on the magnitude and
duration of the uncertainty.

This box reviews the available evidence regarding the trend in the
last quarter of the year of a series of financial, economic and
uncertainty indicators from the standpoint of the Spanish economy
as a whole and of the most important regional economies.

As regards the financial markets, early October saw an
intensification of stock-market volatility and the Spanish stock
market performed less favourably than the main European markets.
This was due, in particular, to the negative trend in bank share
prices, especially in the case of banks headquartered in Catalonia.
The situation subsequently partly returned to normal (Charts 1 and
2). The volatility in sovereign debt markets, on the other hand, has
been much lower, initially registering a widening spread against
the 10-year German Bund and a narrowing of the spread against
Italian bonds. These changes were small, however, and subsequently
reversed, such that in early November levels were again similar to
those observed before the onset of the current bout of political
tension.

The economic uncertainty indicators rose sharply in October,
dropping back somewhat in November (see Charts 3 and 4 for the
specific case of the indicators measuring uncertainty in the
financial markets and uncertainty about the economic situation
and economic policies). If December’s level remains the same as
that observed in the first two months of the quarter, the average for
these indicators over the quarter as a whole will be similar to that
in the more favourable of the two scenarios in the box on the

Chart 2
IMPLIED VOLATILITY
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THE ECONOMIC IMPACT OF THE POLITICAL TENSIONS IN CATALONIA (cont’d)

Chart 3
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COMMERCIAL VEHICLE REGISTRATIONS - CHANGE IN 2017 (d)
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SOURCES: INE, IESE, FUNCAS, CIS Barometer, PRS Group and Banco de Espafa.

a

b

d

Synthetic indicator calculated from indicators of the volatility of the IBEX-35, exchange rates, oil prices, and ten-year bonds. The shaded area represents the
indicator range.

Synthetic indicator calculated based on CIS political assessment indicators (current and expectations), political risk indicator (PRS Group), national parliament
fragmentation index, indicator of uncertainty regarding economic policies (EPU), and disagreement in the public debt forecasts. The shaded area represents the
indicator range.

The scenarios correspond to the hypotheses used in Box 1.1 ("The Economic Impact of Uncertainty Arising from Political Tensions in Catalonia") in the Banco de
Espafa’s November 2017 Financial Stability Report. In scenario 1 it is assumed that the level of uncertainty increases temporarily in 2017 Q4 and returns to the
2017 Q3 level in 2018 Q1. This increase is calibrated based on the statistical distribution of the measures of uncertainty considered, which increase by a magnitude
that is in the 90th percentile of each series (i.e. only 10% of the historical changes in each individual indicator are higher than those assumed). In scenario 2 an
increase in uncertainty in 2017 Q4 equivalent to that recorded in the historical episode marking the sharpest rise is assumed, on the assumption that following
this initial shock the level of the uncertainty indicators decreases linearly over the simulation horizon.

Year-on-year rates from seasonally adjusted series (deviations with respect to average growth of all autonomous regions).
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THE ECONOMIC IMPACT OF THE POLITICAL TENSIONS IN CATALONIA (cont’d)

economic impact of the uncertainty deriving from political tensions
in Catalonia referred to above.

The information on economic activity in Spain as a whole and in
the autonomous regions in the current quarter is still incomplete,
but now includes a significant set of indicators, in particular for the
months of October and, to a lesser extent, November. This
information shows economic activity to have slowed in Catalonia
in the final months of the year to a larger extent than the average
across the regions considered (Charts 5 to 8). The slowdown was
due in particular to the worse performance of a variety of indicators,
including those for employment, tourism and the housing market

BOX 3

in this autonomous region, with respect to the average of all the
regions and, in particular, the largest regions by economic weight.

The final impact of this risk factor on the Spanish economy as a
whole in the fourth quarter will depend on the eventual scale and
persistence of the uncertainty. An easing of tensions in Catalonia,
as was seen in November and early December, could lead to a
scenario of faster output growth than envisaged in recently
published forecasts. On the other hand, a hypothetical resurgence
of tensions in the coming months could result in a more pronounced
impact on agents’ consumption and investment decisions than
may be inferred from the partial data available.
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REABSORPTION OF THE PENT-UP DEMAND FOR CONSUMER DURABLES

BOX 4

In accordance with its weight in GDP, private consumption has
provided more than half of the total growth during the current
Spanish economic recovery, which began in the final stretch of
2013. Specifically, from 2014 to 2016, the increase in this variable
averaged 2.5% (consumption per capita growth in this period was
2.6%), accounting for 1.5 pp of the average increase in output,
which was 2.7% in this period. Such strength in household
spending largely responds to the fact that the current recovery has
been job creation-intensive. In addition, also playing a significant
role in the dynamism of this spending component is the fact that,
during the recovery, decisions on goods and services purchases
that had been postponed during the recession have been made.
This box analyses the extent to which these postponed purchases
(“pent-up demand”) have materialised in the recent expansionary

1 See Chapter 2 of the Banco de Espafia 2015 Annual Report, which
provides evidence that a pick-up in household labour income due to job
creation has a greater expansionary effect on consumption than when it
is attributable to an increase in real wages.

Chart 1
CHANGE IN AVERAGE CONSUMPTION BY PERIOD

period and the degree to which the influence of this factor in
boosting household consumption might wane in the future.

According to economic theory and the international evidence
available, adjustments to household consumption during
recessions are not proportionately distributed among the different
types of goods and services, with the reduction in this variable
bearing down to a greater extent on durable goods.? Moreover, the
spending adjustment in the face of an income shock is not uniform
either across the different types of non-durable goods and services.
For one thing, there are products whose elasticity with respect to
changes in income is low, because they respond to the coverage of
basic needs (necessary goods), such as food, health care, transport

2 See Gonzdlez Minguez, J.M. and A. Urtasun (2015), “Consumption
dynamics in Spain by product type”, Economic Bulletin, Banco de
Espafia, September, for a detailed description of the factors underlying
the asymmetric adjustment of the different categories of goods and
services.
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a Gap between the desired and observed stock (in percentage points of the observed stock). Positive values for the gap, i.e. when the desired stock is greater
than the observed stock, will translate into positive contributions to the growth in spending on durable goods.
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REABSORPTION OF THE PENT-UP DEMAND FOR CONSUMER DURABLES (cont’d)

and education, while others are more dispensable (non-essential
goods). Finally, there are expenditures whose downward adjustment
evidences, especially in the short term, a high degree of stickiness
(non-adjustable consumer goods), related essentially to basic
supplies (housing, water, electricity and gas). Similarly, in recoveries,
the most marked rises in household spending are usually
concentrated in durables and non-essential products.

These consumption patterns over the course of the economic
cycle have been observed in Spain in the past decade. Chart 1
summarises the course in real terms, from 2008 to 2016, of the
four above-mentioned categories of goods and services,
distinguishing between the adjustment phase, namely from 2008
to 2013, and the recovery phase, running from 2014 to 2016.°
During the recessionary phase, spending on consumer goods fell
off by 4.8%, 2.6 pp more than for consumption as a whole, while
in the recovery it increased by 6.2% in annual average terms,
outpacing total expenditure by 3.7 pp. Under non-durable
consumer goods and services, spending on necessary goods showed
much less marked cyclical oscillations, posting annual average
rates of -0.7% in the downturn and 1.3% in the upswing, which
differ to a much lesser extent than those observed for aggregate
consumption. Developments in non-essential, non-durable
consumer goods were more volatile, declining by 3.3% during the
crisis and posting growth in the subsequent recovery of 2.9%,
which was somewhat more robust than that for total consumption.
Finally, as was to be expected, non-adjustable non-durables
trended more stably over the course of the period considered,
averaging growth of 1.5% during the recessionary phase (3.7 pp
more than total real household spending), followed by a rate of
0.8% in annual average terms during the recovery (1.9 pp below
the rate of increase for consumption as a whole).

Accordingly, a substantial proportion of Spanish households’
adjustment to their spending fell on durable goods and, to a lesser
extent, on non-essential non-durable consumer goods and
services. In the first instance, this is so because households do
not derive their utility directly from spending made in the current
period, but from the consumer services resulting from the products

3 For a detailed analysis of household consumption developments in
recent years, see M. Martinez Matute and A. Urtasun (2017), “The
recovery of private consumption in Spain by product type and
household”, Economic Bulletin 2/2017, Analytical Articles, 20 June.

BOX 4

acquired in the past. As a result, households may lessen these
purchases when their incomes are low (or when uncertainty over
such incomes is high) with a relatively small reduction in their
utility, postponing them for periods when their incomes have
recovered. In the second case, what are involved are goods and
services the demand for which is subject to a comparatively higher
income elasticity, meaning that households make a more-than-
proportionate adjustment to the consumption of this type of
product when faced with fluctuations in their income.

In the case of durable goods, and in order to quantify approximately
the volume of latent or “pent-up” demand, an empirical model has
been estimated in which the stock of durable goods is explained
on the basis of their fundamentals (which include most notably
income and financial conditions). According to this model, the
desired level of durable goods matches that explained by their
determinants, meaning that the difference between this level and
the observed value can be interpreted as the degree of “pent-up
demand”.

Chart 2 presents the results of this estimation. In the recessionary
phase of the latest crisis, the observed level of the stock of
consumer durables stood below the desired level, thereby
reflecting postponed spending decisions. In the current recovery
phase, the pick-up in the traditional determinants of consumption,
along with the need to reduce the significant volume of latent
demand, has translated into a strong growth rate of spending on
durable goods. According to the model estimated, this rise would
have led, by end-2016, to the demand pent up during the crisis
being covered, meaning that this factor would not be expected to
continue acting as a driver of household aggregate consumption
in the short and medium term.

Along these same lines, the latest conjunctural information shows
the strong growth of durables consumption to be tailing off, as
revealed by the course of retail sales of household equipment (see
Chart 3). Likewise, now consumers have regained a higher level of
spending on non-essential, non-durable goods and services, a
significant slowdown is taking place in the attendant growth rates
(as illustrated, for example, by the pattern of residents’ overnight
hotel stays in Chart 4). Consequently, the stabilisation of the
growth rates of spending on specific types of goods and services
might augur some slowdown in consumption in the short and
medium term.
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DEVELOPMENTS IN GENERAL GOVERNMENT ACCOUNTS

BOX 5

The latest figures released on the general government sector in
National Accounts terms show that the general government
(excluding local government) deficit in the first three quarters of
2017 stood at around 2% of GDP, 1.3 pp less than in the same
period of 2016 (see Chart 1). By component, consolidated general
government (excluding local government) revenue' rose by 5.2%
year-on-year in the first three quarters of the year, compared with
adecline of 1.1% in the same period of 2016, due to the dynamism
of tax revenue and social contributions. However, it should be
noted that part of this strong behaviour of direct tax revenue is due
to the base effect associated with the change in regulations on
minimum corporate income tax prepayments, effective from
October 2016.2 Indeed, the latest information on revenue from
shared State, regional and local taxes shows a certain slowdown
in revenue at the beginning of Q4.

Consolidated general government (excluding local government)
expenditure declined by 0.1% year-on-year to September,
compared with the growth of 0.4% recorded in the same period of
the previous year. The moderation was common to all the main
items, some of which even showed significant year-on-year
decreases in nominal terms in the reference period, particularly
investment and unemployment expenditure and public debt
interest payments. However, the most recent indicators of the
behaviour of general government employment show that it picked
up significantly in Q3, according to the Labour Force Survey, and
in the October-November period, according to Social Security
registration data. According to the latest Banco de Espafa

1 Net of transfers to/from other general government sub-sectors.

2 Royal Decree-Law 2/2016 of 30 September 2016. This legislation affected
payments for the year as a whole, which were thus concentrated in the
fourth quarter of the year. Hence the positive impact on tax revenue in
January-September due to this measure will be neutralised in 2017 Q4,
when the year-on-year comparison will again become homogeneous.

Chart 1
GENERAL GOVERNMENT BUDGET BALANCE IN THE NATIONAL ACCOUNTS.
Cumulative figures from January
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projections,® which take into account the most recent budget
outturn information and the official budgetary plans, the 2017
general government deficit may stand at around 3.2% of GDP. The
2017 fiscal policy stance implicit in these projections becomes
approximately neutral, following the expansionary stance pursued
in 2015 and 2016.

Regarding 2018, at the cut-off date of this report the draft State
and Social Security budget for next year had not yet been released.
If this situation persists at 31 December, the 2017 budget will be
extended automatically. In any event, on 16 October the
Government, in compliance with the European Semester calendar,
sent the European Commission the “2018 Budgetary Plan” which
includes the outline of the regional and local government budgets
and which, as far as the rest of the general government sector is
concerned, is formulated under a “no-policy-change” scenario,
i.e. it includes no new economic policy measures. This Budgetary
Plan envisages an overall general government deficit for 2018 of
2.3% of GDP, slightly above the target of 2.2% set for 2018 by the
EU Council.

In its assessment of the Budgetary Plan released on 21 November,
the European Commission acknowledges that the Spanish
government deficit will very likely be below 3% of GDP in 2018.
However, it also notes that, under the “no-policy-change”
assumption used to formulate the Plan, the European Commission
and the Plan itself consider that the deficit will be above the target
set by the EU Council (2.2% of GDP). Similarly, the latest Banco de
Espafa projections are for a government deficit of 2.6% of GDP in
2018. The European Commission invited the Spanish government
to submit an updated Budgetary Plan as soon as it had a draft

3 See report entitled “Macroeconomic projections for the Spanish
economy (2017-2020): the Banco de Espafa’s contribution to the
Eurosystem’s December 2017 joint forecasting exercise”.
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DEVELOPMENTS IN GENERAL GOVERNMENT ACCOUNTS (cont’d)

State and Social Security budget for next year, so the Commission
could adequately assess Spain’s compliance with its fiscal
obligations in the European framework.*

4 See point 11 of the European Commission opinion (21 November, https://
ec.europa.eu/info/sites/info/files/economy-finance/c-2017-8015-en.pdf)
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BOX 5

The general government debt, after reaching a record high of
100.4% of GDP in 2014, has edged downward slightly (see Chart
2, left-hand panel) to stand at 98.7% in 2017 Q3. The main reason
for the recent fall in government debt seems to have been the
growth of nominal GDP (Chart 2, right-hand panel), which more
than offsets the impact of the budget deficit.
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RECENT DEVELOPMENTS IN THE ACCESS OF SPANISH SMES TO EXTERNAL FINANCING BASED ON THE ECB’S

HALF-YEARLY SURVEY

BOX 6

On 29 November 2017 the ECB published the results of the 17th
round of the Survey on the Access to Finance of Enterprises
(SAFE), covering the period from April to September 2017. The
survey asks respondent firms, essentially small and medium-sized
enterprises, about the developments in this period in their economic
and financial situation, their external financing needs and the
conditions under which they have obtained or not such financing.

In the case of Spanish SMEs, the data for this latest round of the
survey show, overall, a continuation of the improving trend in
their economic situation. Hence, the number of firms that
reported an increase in sales once again exceeded those
indicating the contrary, as has indeed been the case
uninterruptedly since 2014, the relative difference between both
groups (net percentage) being in this case 26%, slightly up on
the figure in the previous round (22%; see Chart 1) and similar to
that observed in the euro area (27%). In terms of profits,
developments were somewhat less favourable owing to the
increase in both labour and other costs, a circumstance reported
by a high net proportion of SMEs of the sample (42% and 47 %,
respectively, compared with 49% and 48% in the euro area). The
percentage of companies that reported an increase in earnings
was thus 7 pp greater than those that stated the opposite, 4 pp
more than in the previous round. In the euro area this difference
was 5 pp, with this figure holding at a positive value for the first
time since the survey started (2009).

As regards the most important concern, the lack of customers was
that indicated by the highest percentage of SMEs, both in Spain
and in the euro area as a whole (29% and 24%, respectively; see
Chart 2), although in the case of the euro area, the lack of skilled
labour was a factor that concerned a growing number of SMEs
(23%). Set against this, access to financing was, among all these
factors included in this question, once again that cited by the
lowest proportion of companies, 7% of those in Spain and 8% in
the euro area, these percentages being somewhat lower than
those in the previous round, and the lowest figures recorded in
both areas since the onset of the survey.

Against this background, the proportion of Spanish SMEs that
applied for bank loans declined by around 9 pp to 29% (see Chart 3),
a figure almost identical to that recorded in the euro area. The
availability of bank loans continued to improve (see Chart 4).
Thus, in netterms, 23% of Spanish SMEs reported an improvement
in this aspect, a proportion 5 pp down on the previous survey and
11 pp up on the percentage recorded for their euro area counterparts.
Moreover, the firms surveyed perceived that most of the factors
affecting credit supply exerted a positive impact on the availability

of financing." Specifically, in net terms, 33% perceived a greater
willingness of banks to grant loans (2 pp up on the previous round
of the survey), 30% reported a positive influence of the
improvement in their specific situation on this propensity (2 pp
less than six months earlier), and 24% indicated a positive
influence associated with the brighter macroeconomic outlook (4 pp
below the figure for the previous period).

Further, the percentage of Spanish SMEs whose bank loan
applications were rejected declined by 2 pp to stand at 4%, a similar
figure to that recorded in the euro area as a whole. A broader
indicator of the difficulties in obtaining bank loans? likewise shows
a fresh improvement. Hence, the difficulties affected 9% of these
companies, a figure very similar to that for the euro area, and a few
tenths of a percentage point down on that recorded in the previous
round of the survey, evidencing a continuation of the declining
trend apparent in recent years, from the high levels reached in
2014 (see Chart 5).

The net percentage of firms reporting a decline in interest rates was
6%, down on the previous round (11%; see Chart 6). Moreover, the
net proportion of companies that indicated an increase in loan
amounts and an extension of their maturities remained positive
(16% and 3%, respectively). By contrast, 6% of Spanish SMEs, in
net terms, perceived tightening in collateral required and 14% in
other loan conditions, with these percentages in both cases proving
higher than those recorded in the previous period.

In sum, the latest round of the SAFE shows that, from April to
September 2017, the access of Spanish SMEs to external financing
continued to improve. Against the backdrop of the progressive
strengthening of their economic and financial situation, these firms
reported, overall, that they detected during this period an increase in
the availability of bank loans, assisted by the greater willingness of
banks to grant loans and more favourable financing conditions, and
by the improvement in the firms’ specific situation and in the general
economic outlook. Finally, the survey also shows that Spanish SMEs
anticipated favourable developments in respect of their access to
bank financing in the period from October 2017 to March 2018.

1 The availability of bank loans is the perception that firms have of their
access to financing, which is affected by supply-side (related to banks),
demand-side (the firm’s creditworthiness) and macroeconomic factors
(general economic situation).

2 This indicator captures companies in the following situations: those whose
applications for funds were rejected, those to which the funds were granted
but only in part, companies to which loans were granted but at a cost
deemed by the companies to be very high and those which did not apply
for financing because they believed it would not be granted to them.
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RECENT DEVELOPMENTS IN THE ACCESS OF SPANISH SMES TO EXTERNAL FINANCING BASED ON THE ECB’S BOX 6
HALF-YEARLY SURVEY (cont’d)
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a Percentage of firms indicating an increase less the percentage of those indicatiing a decrease.

b Percentage of firms indicating an improvement less the percentage of those indicating a deterioration.

¢ This indicator captures the proportion of firms that are in one of the following situations: those whose loan applications were rejected, those whose loans were
granted but only in part, those whose loans were granted but at a cost deemed by the firms to be very high and those who did not apply for financing because
they thought it would not be granted to them (fear of rejection).

d Percentage of firms indicating better conditions (lower interest rates, higher amounts, longer maturities, less demanding collateral and other required conditions)
less percentage of firms indicating worse conditions.
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RECENT DEVELOPMENTS IN THE INTERNATIONAL INVESTMENT POSITION

BOX7

During the first half of the year, the debit balance of the Spanish
economy’s net international investment position (IIP) increased by
€44.7 billion with respect to end-2016. In terms of GDP, its weight
also increased (by 2.3 pp, to 86.2%), despite the growth of output
(see Chart 1). This increase was the result of the €47.7 billion
increase linked to changes in the valuation of claims on and
liabilities to non-residents arising from price and exchange rate
movements, which more than offset the decrease associated with
the slightly positive balance recorded by net financial transactions
(€1.5 billion), in line with the nation’s net lending, and other
changes in volume' (€1.5 billion).

1 The other changes in volume are any change in the value of assets and
liabilities that is not due to transactions or revaluations. These include

Chart 1
COMPONENTS OF CHANGE IN THE NET IIP (a)
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The breakdown of assets and liabilities shows that, excluding
financial derivatives, between January and June 2017 residents
once again acquired, in net terms, a high volume of foreign assets
(€92.4 billion, €81.2 billion excluding the Banco de Espafia), which,
together with valuation changes and other negative, albeit small,
changes in volume (—€24.7 billion), resulted in an increase in the
asset balances vis-a-vis the rest of the world of 11.8% of GDP in
2017 H1 (see Chart 2). The net change in liabilities was also

variations arising from debt forgiveness and write-offs, economic
appearances and disappearances of assets, reclassifications and those
arising from agents’ change of residence. In practice, this component
may also include statistical discrepancies between the IIP and the
Balance of Payments (BP) deriving from update timing differences.
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Chart 4
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The net IIP is the difference between the value of the external assets of the resident sectors and that of their liabilities to the rest of the world.

a

b Cumulative change between January and June 2017. In Charts 2 , 3 and 4, the GDP relates to H1.

¢ Excluding financial derivatives.

d Excluding the Banco de Espafia and the net position in derivatives.

e The external debt comprises the balance of all liabilities entailing future repayment of principal, payment of interest or both (i.e. all financial instruments, except
own funds and financial derivatives).

f Including only direct investment in the form of debt.

g Excluding the Banco de Espafia and direct investment in the form of debt.
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RECENT DEVELOPMENTS IN THE INTERNATIONAL INVESTMENT POSITION (cont’d)

positive during the period, reaching 19.6% of GDP in H1 (see
Chart 3), both owing to the net positive investment by non-
residents in the Spanish economy (€89 billion, €40.5 billion
excluding the Banco de Espafa) and to valuation effects and other
changes in volume which had a positive impact overall
(€23.83 billion).?

The positive balance of net financial transactions (€38.9 billion),
excluding the Banco de Espafia, amply exceeded the surplus on
the current and capital accounts recorded between January and
June (€5.6 billion). This resulted in a very negative net balance of
the Banco de Espafia’s financial transactions with the rest of the
world, standing at 6.5% of GDP in H1 (see Charts 2 and 3), mainly
owing to the increase in net liabilities vis-a-vis the Eurosystem.
This development continued to be largely influenced by the ECB’s
quantitative easing policy, which has generated excess liquidity
within the euro area, prompting financial flows between euro area
countries. In particular, the liquidity generated in Spain from the
ECB’s quantitative easing measures was largely channelled
towards the rest of the world. Thus, since end-2014 the net
acquisition of foreign assets by resident agents has increased,
while net liability flows vis-a-vis the rest of the world, excluding the
Banco de Espafia, have declined, against a background of gradual
private-sector deleveraging.®

As mentioned above, the valuation effects contributed to the
decline in the Spanish economy’s net IIP (increase in debit balance)
in H1. This was the outcome of both the fall in the value of assets
and the increase in that of liabilities (see Chart 4). The former led
to an appreciation of the euro during Q2, which lowered the value
of foreign currency-denominated instruments. This impact was
only partially countered by the revaluation of assets and,
specifically, of shares in equity and investment funds, which took
place over the period (debt instruments, however, depreciated
slightly), against a backdrop of increasing share prices. The value
of liabilities was also affected by these factors, although in this
case the positive impact associated with the revaluation of shares
in capital and investment funds was higher, owing to the greater
increase in the prices of liabilities as compared with those of
assets of this kind, since the proportion of foreign currency-
denominated liabilities is substantially lower than that of assets.

The breakdown by institutional sector shows that the increase in
the debit balance of the net IIP as a percentage of GDP was the
result of the increase in the debtor position of the Banco de
Espafa, the non-financial private sector and, to a lesser extent,

2 In net terms, financial derivatives had a highly marginal negative effect
on the IIP, owing to the negative balance posted by net financial
transactions, which was not fully offset by the positive impact of the
valuation effects and the other changes in volume.

3 For further details, see the article “The Eurosystem quantitative easing
measures and the financial account”, Economic Bulletin, April 2016,
Banco de Espafa.

BOX7

general government; overall, this more than offset the increase in
the credit balance recorded by all other financial institutions
(monetary financial institutions other than the central bank and the
financial sector of the other resident sectors) (see Chart 5). Excluding
the Banco de Espafia, the debit balance of the net IIP relative to
GDP had decreased by 1 pp, to 68.2%, although in absolute terms
it had also increased (by €3.7 billion, to €777.5 billion).

The breakdown by functional category reveals that, excluding the
Banco de Espafia, the Spanish economy’s net debtor position, in
the form of direct and portfolio investment, increased (by
€183.1 billion and €0.4 billion, respectively), while that in other
investment decreased (by €10 billion). The decline in direct
investment in net terms arose from an increase in external assets
lower than the increase in liabilities to the rest of the world. As
regards portfolio investment, the increase in the external assets of
resident agents was also amply offset by the increase in their
liabilities to the rest of the world. These increases (in both assets
and liabilities) were posted practically across all sectors and all
instruments (except for the balance of debt securities issued by
other resident sectors held by foreign agents, which decreased).
Lastly, the decline in the net debtor position in other investment
arose from both the increase in the assets abroad of residents and
the decrease in domestic liabilities held by the rest of the world. In
terms of GDP, only direct investment increased its debit balance,
which rose by 1.1 pp, to 3.6% (see Chart 6),* while the debit
balances associated with other investment and portfolio
investment decreased (by 1.2 pp to 13.8% and by 0.9 pp to 50.2%,
respectively).

To better assess the degree of vulnerability associated with the
Spanish economy’s international position, it is useful to supplement
the IIP information with other indicators, such as the volume of
gross external debt (which includes solely the liabilities entailing
payment obligations, which in Spain account for around 75% of
the total).? The gross external debt relative to GDP increased by
1.9 pp, to 168.8%, between December 2016 and June 2017, since
the increase in the weight of the Banco de Espafa’s external debt
(by 3.6 pp, to 38.2% of GDP) was higher than the fall relating to
other sectors (see Chart 7). The weight of financial institutions
other than the Banco de Espafia and of other resident sectors
declined, during the same period, by 1.3 pp and 0.7 pp, to 35.1%
and 25.7%, respectively,® in line with the deleveraging process
these sectors are undergoing. Conversely, the weight of general
government increased in absolute terms, although slightly less
than the growth of output and, accordingly, there was hardly any

4 The net debit balance of positions in financial derivatives remained
unchanged during this period, at 0.5% of GDP.

5 The external debt of a country comprises the balances of all liabilities to
non-residents entailing future repayment of principal, payment of
interest or both (all financial instruments, except equity and financial
derivatives).

6 Excluding direct investment in the form of debt instruments.
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RECENT DEVELOPMENTS IN THE INTERNATIONAL INVESTMENT POSITION (cont’d)

change relative to GDP, with the figure remaining close to 49%.
Also, the breakdown by maturity continues to evidence a high
weight of long-term liabilities — almost 74% of the total, excluding
those of Banco de Espafa and direct investment — (see Chart 8),
which usually entail lower refinancing risks.

In conclusion, despite the current and capital account surpluses
and the growth of output, the Spanish economy’s net debtor
position in H1 increased in both absolute and GDP terms owing to

Chart 5
NET IIP (a). BREAKDOWN BY INSTITUTIONAL CATEGORY
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BOX7

changes to the valuation of instruments. Therefore, this indicator
remains at high levels, which means that there is an element of
vulnerability insofar as the substantial refinancing needs which
this position generates expose the Spanish economy as a whole
to potential adverse changes in international market financing
conditions in the future. A reduction of the international debtor
position to more comfortable levels requires maintaining recurring
external surpluses, for which purpose it is necessary to persevere
in accumulating the competitive gains which make them possible.
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The net IIP is the difference between the value of the external assets of the resident sectors and that of their liabilities to the rest of the world.
Cumulative change between January and June 2017. In Charts 2, 3 and 4, the GDP relates to H1.

a
b

¢ Excluding financial derivatives.

d Excluding the Banco de Espafia and the net position in derivatives.
e

The external debt comprises the balance of all liabilities entailing future repayment of principal, payment of interest or both (i.e. all financial instruments, except

own funds and financial derivatives).
f Including only direct investment in the form of debt.
g Excluding the Banco de Espafia and direct investment in the form of debt.
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External environment
of the euro area

2 EXTERNAL ENVIRONMENT OF THE SPANISH ECONOMY

In 2017 Q4, the recovery in global activity has not only continued to spread but has also
intensified, with most economies recording higher growth rates. This has led to upward
revisions in the forecasts for the current year and 2018. The improvement in activity contrasts
with the performance of inflation in the advanced economies, since its core component
remains in most cases below the central bank target rates. In the advanced economies
financial markets have tended to perform favourably, with gains and low volatility. In emerging
markets, however, there has been greater volatility, with some stock market falls, increases in
sovereign spreads and exchange rate depreciation, although these have not been sufficient
to cancel out the favourable performance for the year as a whole.

In fact, financial markets in the advanced economies have been characterised in Q4 by a
broad-based optimism, against a background of low volatilities, stable long-term interest
rates and stock market gains. The dollar has tended to rise, mainly against the yen. All this
is in line with strong corporate earnings and the release of positive economic data. The
possibility of approval of the tax reform in the United States has provided additional
underpinning for valuations in the technology sector. Monetary policy decisions have been
taken without producing any significant surprises on the financial markets.

In emerging markets, some currencies have depreciated sharply against the dollar, and
sovereign spreads have increased. The stock markets of these economies have been
highly volatile, and sharp falls were recorded between the third week of November and the
beginning of December, although they have been partially reversed since. In Latin America
the decline began a little earlier, in October, as a consequence of specific factors,
particularly in Brazil (problems with approval of promised reforms) and Mexico (renegotiation
of NAFTA). Of less significance was the fall in Chinese stock markets caused by the
uncertainty over future regulations to control indebtedness, together with a possible profit-
taking effect. Net capital inflows into debt and equities have slowed, with marginal outflows
in the latter case. Even so, the inflows in Q4 have been higher than in the same period a
year earlier.

The commodity price index has risen by 0.8% in Q4, owing to the growth of industrial
metals prices (0.2%) and especially food prices (2.2%). The price of Brent crude has
reached $64 per barrel, an increase of 12.3%. More buoyant demand (due to the
improvement of the world economy), along with the high degree of compliance with the
OPEC agreement (which was extended to 2018 as a whole) and certain political tensions
(in Saudi Arabia and Iraqi Kurdistan), have contributed to this increase.

In the advanced economies the Q3 growth data were robust in all cases, especially in the
United States (with an annualised quarter-on-quarter rate of 3.2%, up 0.2 pp from the
previous quarter, largely as a result of the pick-up in investment) and in Japan (2.5%
annualised quarter-on-quarter growth), where growth was above the long-term potential
rate. In the United Kingdom the economy picked up slightly from the previous quarter (by
0.1 pp, to 0.4% quarter-on-quarter). Leading indicators for the fourth quarter generally
suggest that the rates of growth in these economies have been sustained.

Inflation in the advanced economies has been strongly influenced by food and energy
prices. In the United States, CPI inflation stood at 2.2% year-on-year in November (the
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private consumption deflator, which the Federal Reserve System targets, stood at 1.4%),
and in Japan it rose by 0.1 pp, to 0.8%, in October. In the United Kingdom, the inflation
rate remains above target, and reached 3.1% in November. However, core inflation rates
remain distant from central bank targets, except in the United Kingdom. As regards
monetary policy decisions, both the Federal Reserve System and the Bank of England
have raised official interest rates during the quarter. In the case of the Federal Reserve, the
increase was 25 basis points (bp), to a range of 1.25% to 1.5%, in December, reflecting the
ongoing decline in economic slack, despite the doubts regarding the persistence of low
inflation. The Bank of England raised its official rate by 25 bp (to 0.5%) in November. In the
area of fiscal policy, the agreement in both chambers of the US Congress to press ahead
with tax reform, which could involve a fiscal stimulus of around 1 pp of GDP, is notable.
However, as the reform is focused on the revenue side, with the largest effects on the
highest incomes (which have a lower propensity to spend), and is being introduced at a
time when the output gap is closed, it is estimated that the fiscal multiplier will be relatively
modest. In Japan, a programme of tax incentives for investment in innovation and wage
rises have been announced.

In the emerging economies, activity data have been generally positive. The Chinese
economy grew in Q3 by 6.8% year-on-year, a slightly lower rate than in the previous
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quarter, partly due to the smaller contribution of gross capital formation. The 19th
Communist Party congress set the target of shifting the focus from the growth rate to the
composition of growth. In India, GDP showed signs of recovery and, in the rest of Asia, the
trend was also generally positive. In Latin America, the Q3 data were positive, except in
Mexico, which suffered the impact of two earthquakes in September. Chile and Colombia
recorded higher growth rates (1.5% and 0.8% year-on-year, respectively), while Brazil and
Peru were the most sluggish economies. Inflation remained contained in the region, except
in Mexico and Colombia. As regards monetary policy, the rate increases in Mexico (of 25
bp, to 7.25%) and Argentina were notable, while in Brazil, the official rate was reduced to
7%, and the rate of reductions was decreased; in Colombia and Peru rate cuts were made
unexpectedly.

Lastly, economic growth in Eastern Europe has remained solid, especially in Poland and,
above all, in Romania (4.9% and 8.8% year-on-year, respectively). Inflation continued to
rise, against a background of sharp wage increases. The Czech Republic is the first
country in the region to have raised rates. Turkey, meanwhile, recorded growth well above
expectations in Q3 (11.1% year-on-year), underpinned by Government-approved stimulus
measures and the recovery in tourism. Inflation has also risen to high levels (13% in
November) and other imbalances have widened, leading the central bank to raise its late
liquidity window rate by 50 bp in December (to 12.75%). In Russia, growth has been
disappointing (1.8% year-on-year), down 0.7 pp from the previous quarter, although the
central bank continued with its rate reductions, against a background of falling inflation.
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Brazil, Chile, Colombia, Mexico and Peru.

Malaysia, Korea, Indonesia, Thailand, Hong Kong, Singapore, Philippines and Taiwan.

Poland, Hungary, Czech Republic, Bulgaria, Romania and, from July 2013, Croatia.

JP Morgan EMBI spreads. Latin America includes Argentina, Brazil, Colombia, Ecuador, Mexico, Panama, Peru and Venezuela. Asia includes China, Indonesia,

Iraq, Kazakhstan, Malaysia, Pakistan, Philippines, Sri Lanka and Vietnam. The data on the new EU Member States relate to Hungary, Poland, Romania and, since

July 2013, Croatia.

f A decrease in the index represents a depreciation of the currency against the dollar.

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

The latest National Accounts information and the indicators referring to Q4 confirm that
the economic expansion in the euro area is proving to be stronger than expected a few
months ago, buoyed by the maintenance of a highly accommodative monetary policy and
a favourable global environment. The macroeconomic forecasts of the Eurosystem
published in mid-December involve a significant upward revision to the growth expected
for the period 2017-2019, to 2.4 %, 2.3% and 1.9%, respectively, with growth of 1.7%
projected for 2020 (see Table 3).

The strength of economic activity is still not reflected in inflation developments and wage
growth. Core inflation, which excludes the more volatile price components, has edged
down, while wage settlements remain anchored at rates of around 1.4% in the euro area
as a whole. Indeed, the latest Eurosystem projections revise the path of inflation excluding
energy and food downwards, so that it remains at very modest levels, close to 1%, this
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EURO AREA ECONOMIC INDICATORS (a) TABLE 2

2016 2017
Qf Q2 Q3 Q4 Qf Q2 Q3 Q4

National Accounts (quarter-on-quarter rate)

Gross domestic product 0.5 0.3 0.4 0.6 0.6 0.7 0.6
Contributions to quarter-on-quarter change in GDP (pp)

Domestic demand, excluding inventories 0.6 0.8 0.3 0.6 0.3 0.8 0.4

Change in inventories -0.1 -0.2 0.1 0.1 -0.1 0.1 0.1

Net external demand 0.0 -0.3 0.0 0.0 0.5 -0.2 0.1
Other indicators

Unemployment rate (b) 10.3 10.2 9.9 9.7 9.5 9.1 9.0 8.8

HICP (year-on-year rate) (c) 0.0 0.1 0.4 1.1 1.5 1.3 1.5 1.5

CPI excl. Unprocessed food and energy 10 0.8 0.8 0.9 0.8 10 13 11

(year-on-year rate) (c)

SOURCES: Eurostat, ECB and Banco de Espafia.

a Information available up to 21 December 2017.
b Average for the quarter. Latest figure available, October 2017.
¢ End of the period. Latest figure available, November 2017.

ECONOMIC DEVELOPMENTS

year and next year, and rises to 1.8% in 2020. However, the expected trajectory of oil
prices has prompted an upward revision to the projections for the overall inflation index,
relative to the September exercise; it is now projected to remain at around 1.5% over the
three-year period 2017-2019 and to rise to 1.7% in 2020.

Against this background of strengthening recovery and a moderate inflation outlook, the
Governing Council of the ECB decided to extend the asset purchase programme beyond
December 2017, at a rate of €30 billion per month. Specifically, at its October meeting, the
Governing Council announced that the purchase programme would be extended to at
least September 2018 and, in any event, until inflation resumes a path of sustained
convergence towards the medium-term price stability target. It also reiterated its readiness
to increase the size and/or the duration of the programme in the event of a deterioration in
the economic outlook or a worsening of financial conditions such that they become
incompatible with a sustained adjustment of inflation towards levels consistent with its
target. In addition, the Governing Council expressed its intention to continue reinvesting
the maturities arising in its portfolio relating to the asset acquisition programme for a
prolonged period after the end of net purchases and, in any event, for as long as necessary.
It also decided to keep interest rates unchanged, confirming its expectation that they will
remain at current levels for a prolonged period, beyond the horizon of the asset purchase
programme (see Box 2 for a more detailed analysis of the measures taken by the ECB).

In 2017 Q3, euro area GDP grew at a quarter-on-quarter rate of 0.6%, which was somewhat
higher than projected but similar to the rate recorded in previous quarters (see Table 2).
Growth was once again underpinned by domestic demand and, in particular, private
consumption (which, nonetheless, slowed somewhat), supported by the improvement in
employment and household confidence, and by the favourable financial conditions.
Investment has been growing at higher rates than last year, against a background of high
capacity utilisation, a reduction in corporate debt and improved profit expectations. Net
external demand, for its part, made a moderate positive contribution to GDP growth, as
compared with its negative impact in the previous quarter, as a result of an increase in
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GDP AND HICP GROWTH FORECASTS FOR THE EURO AREA TABLE 3

2017 2018 2019
GDP HICP GDP HICP GDP HICP
European Central Bank (December 2017) 2.4 1.5 2.3 1.4 1.9 1.5
European Commission (November 2017) 2.2 1.5 2.1 1.4 1.9 1.6
OECD (November 2017) 2.4 1.5 2.1 1.5 1.9 1.7
International Monetary Fund (October 2017) 2.1 1.5 1.9 1.4 1.7 1.7
Conensus Forecast (December 2017) 2.3 1.5 2.1 1.4 — —
Eurobarometer (December 2017) 2.3 1.5 2.1 1.4 — —

SOURCES: ECB, European Commission, Consensus Forecast, IMF, MJ Economics and OECD.
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exports reflecting the increase in world trade during the year, which offset the adverse
effects associated with the appreciation of the euro. Solid GDP growth was recorded by all
the main euro area countries, with the largest increases seen in Germany and Spain (0.8%
in both cases), and more moderate increases in Italy and the Netherlands (of around 0.4%).

The latest data, albeit incomplete, suggest that growth rates have remained high in Q4.
The qualitative indicators have recorded broad-based improvements over the quarter, and
in many cases currently stand close to their all-time highs. These improvements have been
seen in the European Commission’s business confidence indicators and Purchasing
Managers’ Index (PMI) surveys, as well as consumer confidence and employment
expectations according to European Commission surveys (Chart 5). As regards external
demand, the assessment of foreign orders and export expectations anticipates favourable
developments in the final quarter.

The behaviour of the available quantitative indicators, which collect information with a
greater lag, has been more uneven. Retail sales fell in October, after increasing in the
previous month, while vehicle registrations rose significantly in November, having declined
in the previous month. On the supply side, industrial production increased by 0.2% in
October, with respect to September. Finally, the rate of unemployment again fell slightly, to
8.8% in October, its lowest level since January 2009.

Inflation has remained at similar levels to recent months, standing at 1.5% in November.
However, the rise in core inflation in Q3 (to 1.3%) came to a halt and it fell to 1.1% in
October and November, when services prices were particularly subdued. The moderate
growth in unit labour costs, when, despite notable job creation, there is still a large amount
of slack in certain segments of the labour market, contributed to this price behaviour.
Labour market reforms, low productivity growth and the existence of indexation
mechanisms, whereby wage settlements are explicitly or implicitly based on past inflation,
also contributed to the low wage growth.

In November, the European Commission announced its economic policy priorities for 2018
within the framework of the European Semester and completed its assessment of the draft
budgets prepared by the Member States for that year. Also, the annual edition of the Alert
Mechanism Report of the Macroeconomic Imbalance Procedure was published.

In the fiscal sphere, the draft budgets for 2018 project a further reduction in the general
government deficit for the euro area as a whole, to 0.9% of GDP, from its estimated level

of 1.1% in 2017. Public debt is also projected to fall in 2018, to 86% of GDP, from 88% in
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2017. In structural terms, there would be little change in the government balance in 2018,
so that the fiscal policy stance would remain practically neutral, which the European
Commission considers to be appropriate.

According to the conclusions of the European Commission, subsequently endorsed by the
Eurogroup, the assessment of the draft budgetary plans of the euro area countries suggests
that Belgium and Italy will fail to comply with their commitment to reduce debt and are at a
high risk of recording significant deviations from their medium-term budgetary targets. Of the
countries subject to the corrective arm of the Stability and Growth Pact, there are also doubts
regarding France’s compliance with its commitments, as the structural adjustment planned is
less than required for progress towards the medium-term budgetary objective and
deleveraging. In the case of Germany, the European Commission considers that its favourable
budgetary position affords scope for further spending increases targeted at raising the
economy’s potential growth rate, on public investment and education, for example.

The Alert Mechanism Report of the Macroeconomic Imbalance Procedure foresees a slight
reduction in the euro area current account surplus in 2017, to 3%. The report considers
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a Estimated by the ECB using swap market data.

that in-depth reviews should be carried out for the nine euro area Member States in which
imbalances were identified in the last round of the European Semester, in February 2017.
These countries are the five major euro area economies (Germany, Spain, France, Italy and
the Netherlands), Ireland, Portugal, Cyprus and Slovenia. Finally, the report states that
close monitoring is required for those countries not subject to in-depth reviews, in which
sustained increases in house prices (Belgium, Finland and Luxembourg) or in labour costs
(Estonia, Latvia and Lithuania) have been observed.
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FINANCIAL DEVELOPMENTS
AND MONETARY POLICY

Finally, in early December, the European Commission presented new proposals for
institutional reform to strengthen the Economic and Monetary Union (EMU). First, the
proposals supplement its October Communication, which proposed compromise
solutions to complete the Banking Union by 2019, with the creation of a common deposit
insurance scheme that (unlike the initial 2015 proposal) does not explicitly envisage full
risk mutualisation in the final implementation phase. Second, the Commission proposes
setting up a European Monetary Fund (EMF) anchored within the EU’s legal framework, to
assume the functions and powers of the European Stability Mechanism (ESM). The EMF
would also take over the function of last resort lender for the Single Resolution Fund
(SRF) , by means of a credit line that banks will have to repay to preserve fiscal neutrality.
Third, the creation of structural reform incentive mechanisms and investment stabilisation
instruments is proposed to tackle asymmetric shocks; these mechanisms could take the
form of loans and subsidies financed through the EU budget. In addition, the appointment
of a euro area Economy and Finance Minister is proposed, who, depending on the
functions eventually conferred thereon, may contribute to improving economic policy
coordination. Finally, the Commission proposes incorporating the so-called Fiscal
Compact into EU law, along with the elements of flexibility in the application of the
Stability and Growth Pact, associated with structural reforms and the economic situation,
presented by the Commission in 2015.

In Q4, the financial conditions of the economy held relatively stable, at very favourable
levels. This was the result of a moderate decline in long-term interest rates and in the
spreads vis-a-vis the German Bund, and the notable stability of the euro exchange rate
and stock markets, which also recorded low levels of volatility.

The interest rates on government bonds generally fell (see Chart 7.3) in Q4, with the yield
on the German Bund down to 0.41% in mid-December, from 0.46% at the end of the
previous quarter. With the exception of France and Finland, sovereign debt yields narrowed,
especially in the case of Portugal, Italy and, above all, Greece (following the agreement on
the third review of the financial assistance programme and the implementation of short-
term debt relief measures). The yield spread between ten-year US government bonds and
the Bund stands at around 210 bp, above its level at the end of September.
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As regards the stock market, there was a small increase in the Dow Jones Euro Stoxx 50
index over the quarter as a whole (0.7%), against a background of low volatility. Since the
beginning of the year the index has risen by somewhat more than 8.5%. On the foreign
exchange market, the euro exchange rate has fluctuated within a narrow range during the
quarter, appreciating slightly in nominal effective terms, by 0.4%, since the end of
September, while against the dollar it has also appreciated by 0.4%, and against the
pound sterling by 0.7% (see Chart 7.6).

Finally, in relation to monetary and credit aggregates, loans to the private sector continued
to recover. The growth rate of loans to non-financial corporations stepped up in October
t0 2.9%, while that of loans to households held steady at 2.7%. According to the 2017 Q3
euro area bank lending survey loan growth is supported by easing credit standards on
loans to households and by unchanged standards for loans to non-financial corporations,
as well as by increasing demand across all categories. As for monetary aggregates, the
year-on-year growth rate of M3 stood at 5% in October, a level around which it has been
fluctuating since spring 2015. The year-on-year growth rate of the narrowest aggregate,
M1 (cash and sight deposits), fell by 0.4 pp, to 9.4%.
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3 THE SPANISH ECONOMY

The quarter-on-quarter growth of Spanish GDP stood at 0.8% in 2017 Q3, 0.1 pp down on
the previous quarter (see Chart 9). The increase in output in Q3 was due exclusively to the
growth of domestic demand, which made a positive contribution of 0.8 pp, 0.2 pp more
than in Q2. The greater dynamism of this aggregate was attributable to the acceleration in
investment in equipment and other products, which more than offset the slowdown in
investment in construction, while private and government consumption remained buoyant.
The contribution of net external demand to aggregate growth in Q3 was zero, following its
positive contribution of 0.3 pp the previous quarter. Both exports and imports were flat,
following the muted increase in the former and the slight fall-off in the latter the previous
quarter. In year-on-year terms, the respective growth rates of GDP and of employment
over the course of the quarter were 3.1% and 2.9%.

On the basis of the latest conjunctural information, GDP is expected to increase in Q4 at a
similar pace to Q3, at around 0.8%. The expansion in output will mainly be underpinned
by national demand, while the as-yet incomplete external sector indicators available would
suggest a slightly positive contribution of external demand. Employment is expected to
have maintained its growth rate in Q4. The still-scant regional information available for this
period points to the emergence of the first adverse effects linked to the increase in
uncertainty as a result of the political situation in Catalonia over recent months. These
effects have made themselves felt in the indicators of domestic private expenditure and
foreign tourism, which might lead to this region posting a lower growth rate in activity in
the final stretch of the year than that of the Spanish economy as a whole, in contrast to the
Catalonian economy’s greater dynamism in previous quarters.

As was the case in Q3, consumer prices in the final quarter of the year have maintained
relatively stable growth, following their marked rebound at the start of the year and
subsequent slowdown to June. However, some heterogeneity continues to be seen
across the different price components. Non-energy industrial goods and services prices
slowed from September to November, a development partly countered by an acceleration
in food prices, particularly unprocessed food, and, to a lesser extent, in energy prices.
As a result, the year-on-year change in the CPI stood in November at 1.7%, 0.1 pp
down on the September figure, while the year-on-year growth rate of the CPI excluding
unprocessed food and energy, which proxies core inflation, fell to 0.8%, 0.4 pp less
than in September.

In Q4 to date, domestic financial markets, in line with the pattern observed in the rest of
the euro area, have generally held relatively stable. The increase in uncertainty caused by
the political tensions in Catalonia has had relatively limited and short-lived effects on
market prices, while the prolongation of the ECB’s expansionary monetary policy stance
has continued to help support valuations. Hence, as at the cut-off date for this Report, the
IBEX-35 stood at 0.7 % below its end-September levels, an identical decline to that posted
by the EURO STOXX 50 (see Chart 10.1). On the government debt markets, the Spanish
10-year government bond yield has fallen by around 15 bp relative to the end of Q3 to
1.5%. Given that the equivalent German 10-year benchmark has declined to a lesser
extent than the Spanish yield in this period, the spread between both has narrowed slightly
to 105 bp. The average risk premia on fixed-income securities issued by financial
corporations has declined during the quarter, while the related premia for non-financial

BANCO DE ESPANA 34 ECONOMIC BULLETIN 4/2017 QUARTERLY REPORT ON THE SPANISH ECONOMY



MAIN DEMAND AGGREGATES. CONTRIBUTIONS TO GDP GROWTH (a) CHART 9

1 CONTRIBUTIONS TO ANNUAL GROWTH 2 CONTRIBUTIONS TO QUARTERLY GROWTH

SOURCES: INE and Banco de Espana.

2014 2015

s NATIONAL DEMAND
s GDP. YEAR-ON-YEAR RATE

a Seasonally adjusted series.

+% Download

3.1

Household spending
decisions

2016 2017 2014 2015 2016 2017

" EXTERNAL DEMAND s EXTERNAL DEMAND s GOVERNMENT CONSUMPTION
PRIVATE CONSUMPTION GROSS CAPITAL FORMATION

s GDP. QUARTER-ON-QUARTER RATE

Dynamic chart

corporations have scarcely changed. On the interbank market, the 12-month EURIBOR
has fallen back slightly to -0.19%.

In recent months, credit institutions have continued to finance themselves under favourable
conditions, which, in turn, has enabled the average costs of bank lending to the non-
financial private sector to hold at low levels, close to their historical lows. Against this
background the volume of new business continued growing, in year-on-year terms. This
pattern of flows has translated into a moderation of the year-on-year rate of contraction of
the outstanding bank credit balance of households and non-financial corporations. Finally,
the financial position of households and non-financial corporations is expected to have
continued strengthening, in a setting in which their incomes are estimated to have
increased and their debt to have fallen.

On the latest conjunctural information, the quarter-on-quarter rate of change of household
consumption spending is expected to have stood at 0.6% in Q3, behaving similarly to the
two previous quarters (see Chart 11). As a result, the quantitative indicators have in the
quarter to date generally moved similarly to the previous quarter, as in the cases of Social
Security registrations and the industrial production of consumer goods. By contrast, under
the qualitative indicators, the consumer confidence and retail trade indices —among others
- have lost momentum.

As regards investment in housing, the information available points to an acceleration in
Q4, thus sustaining high growth rates, in a setting in which higher growth in the coincident
indicators — particularly in employment and the production of construction materials — has
been observed. According to the information provided by INE, open-market house prices
continued to quicken in Q3, rising to a year-on-year growth rate of 6.7% compared with
5.6% the previous quarter. This greater dynamism was chiefly due to the behaviour of
second-hand house prices.

The latest information on household financing costs shows that they have held at low,
practically unchanged levels. Thus, from June to October (the latest figure available), the
average interest rate on new lending business for house purchases held at around its
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historical low (2.2%), while the rate on funds allocated for consumption and other purposes,
which shows greater volatility, stood in October at 6.4%, 0.2 pp more than in June (see
Chart 10.2).

The results of the latest edition of the Bank Lending Survey (BLS), for October, reveal a
favourable trend in the supply of credit to households in Q83, since banks eased their
lending standards, both for house purchases and for consumption and other purposes.
Also, the general conditions applied to loans granted eased once again in both segments,
in particular regarding gross margins. According to this Survey, household demand for
funds for house purchase held unchanged in this same period, while the demand for
consumer and other loans increased. In both segments, banks anticipated increases of
some intensity in loan applications and stable supply for Q4.

Between June and October, and on the back of favourable conditions of access to
financing, the growth of volumes of new business in lending to households quickened, in
year-on-year terms, in both segments (house purchases and consumption and other
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purposes). The greater activity in the credit market contributed to some moderate easing
in the year-on-year decline in households’ outstanding debt, which stood in October at
1%, 0.1 pp less than the rate in June (see Chart 10.3). By loan type, these developments
were the outcome of a 2.8% contraction in credit for house purchase, compared with
2.9% four months earlier, and of greater dynamism in lending for consumption and other
purposes, whose growth rate rose from 4.6% in June to 5.1% in October.

On the latest available data, households’ financial position is expected to have continued
improving in 2017 Q3. Thus, the debt ratio relative to GDI is estimated to have continued
declining, as a result both of the fall in the outstanding balance of debt and of the expansion
in incomes. Combined with the unchanged average cost of debt, this is estimated to have
made for a further decline in the debt burden ratio, which stands at historically low levels
(see Chart 12.1). Household net wealth is expected to have increased again in this period
thanks to the rise in the value of households’ real estate equity, since their financial assets
will have held stable owing to the fact that financial assets and liabilities have fallen by
similar amounts (see Chart 12.2).
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3.2 Business activity and Business activity, proxied by the real value added of the market economy, is estimated to
investment have held in Q4 at a similar rate of expansion to that observed in Q3, with no notable
difference in behaviour from that period for the main sectors of activity.

Specifically, analysing the information on the industry and energy sector, there is discernibly
higher growth in Q4 than in Q3. In this respect, Social Security registrations in industry
moved on a stable path in terms of the rate of increase, similar to that observed in the
summer months. The industrial production index shows a slight increase. Among the
qualitative indicators, the European Commission’s business confidence indicator increased
over the two months spanning October and November, interrupting the deteriorating path
observed in the previous quarters. As regards the manufacturing PMI, the latest data also
evidence an improvement, in line with the trend observed in the case of the euro area.

There has been an estimated expansion in market services in the final stretch of the year
similar to that observed in Q3, although signs of this expansion tailing off have been
detected more recently. Such is the case of the quantitative indicators where, for example,
Social Security registrations in this sector of activity are estimated, in seasonally adjusted
terms, to have undergone an increase very similar to that in Q3, although there was some
month-on-month slowing in November. Among the qualitative indicators for this sector,
both the European Commission’s confidence indicator and the PMI have in the period to
date in Q4 been at a level lower than their corresponding average for Q3.

The behaviour of the growth of value added in the construction sector is likewise estimated
to have been relatively stable, holding at a high rate. The course of the latest indicators,
such as the industrial production index of non-metallic minerals and the number of Social
Security registrations in this sector, would confirm this forecast.

Lastly, the increase in investment in capital goods in Q4 is expected to be somewhat
below 2%. That would entail the stabilisation of the growth of this demand component at
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rates close to those observed in the first half of 2016, following the erratic profile shown in
the second half of last year and the first half of 2017, as a result of the regulatory changes
affecting corporate income tax. In this respect, mention should be made of the sound
recent performance of the industrial production index of capital goods and of new
commercial vehicle registrations. The qualitative indicators also showed some increase,
albeit with exceptions.

As in the case of households, the latest information indicates that the average interest
rates on new bank loans granted to non-financial corporations have varied slightly, holding
at historically low levels. Thus, in October, the average cost of loans for an amount of less
than €1 million stood at 3.1% and the rate on those above this amount at 1.7%, figures
which in both cases are within the range observed over recent months. The interest rate
on long-term fixed-income issues and that on own funds are not expected either to have
varied considerably, standing in November at 2.1% and 9.8 %, respectively (see Chart 10.2).

According to the October BLS results, banks marginally tightened their lending standards
in respect of non-financial corporations in Q3, as they did with general conditions
(particularly spreads on higher-risk loans). The demand perceived by banks is estimated to
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3.3 The external sector
and the balance of
payments

have held stable. For Q4, banks expected a rise in applications and for supply to hold up.
The results of the latest edition of the ECB Survey on the Access to Finance of Enterprises
(SAFE), for the period from April to September 2017, signal, by contrast, a further
improvement in Spanish SMEs’ perception of access to credit (see Box 6). This is affirmed
by 23% of them, in net terms, which is 5 pp down on the previous survey but 11 pp up on
the percentage recorded by their euro area counterparts. The SAFE also points out that
loan applications are expected to have fallen as a result of firms’ lower financing needs.

Against this background, the volume of new lending continued to grow in year-on-year
terms in recent months, with loans for an amount below €1 million — the segment that
essentially covers business with SMEs — accelerating and those for amounts above this
figure easing. In terms of outstanding balances, the rate of contraction of loans to non-
financial corporations has progressively eased in recent months, standing at 0.5% in
October (see Chart 10.4). Financing via fixed-income securities, including those issued by
subsidiaries abroad, continued to grow in year-on-year terms, but at a slower pace (4.5%
in October against 9.5% in June). The growth of the total debt of this sector has been
positive but very moderate (0.2% in October).

Lastly, the financial position of non-financial corporations is expected to have strengthened
once again in Q3. The debt ratio and, to a lesser extent, the debt burden ratio as a
percentage of GDP continued to fall, assisted by the improvement in profits and the decline
in debt (see Chart 14). In the case of the debt burden, this decline came about despite the
average cost of the outstanding balance of debt holding steady. According to the sample
of non-financial corporations that report to the Quarterly Central Balance Sheet Data
Office Survey (CBQ), comprising mainly large corporations, the expansion in activity, along
with the favourable behaviour of financial costs and revenues, allowed ordinary profit to
grow by 4.8% year-on-year in the first three quarters of 2017, which is a lower rate than
that of the same period a year earlier.? In the period from April to September 2017, the
SAFE highlights a positive trend in Spanish SMEs’ profits, since the proportion of firms
reporting an increase in business profits was 7 pp higher than those reporting a decline
(see Box 6).

The partial information available for Q4, referring exclusively to October, points to a
moderate increase in the contribution of net external demand to the quarter-on-quarter
growth of GDP, following its zero contribution in Q3. This performance has been on the
back of an acceleration in external trade in goods and services, in imports and exports
alike, following their stagnation in the previous quarter. In year-on-year terms, trade
transactions with the rest of the world in Q4 are also estimated to have quickened to some
degree (see Chart 15).

The Customs data for October showed year-on-year real growth of exports and imports of
9.2% and 9.3%, respectively. By type of good, the increases in capital and intermediate
goods, in particular energy goods, stood out among exports, while consumer durables
exports continued to post declines, as in Q3. From the standpoint of the geographical
breakdown, the growth in exports was, as in the previous quarter, sharper in those intended
for non-Community markets. Turning to imports, the increase in purchases abroad was
chiefly underpinned by intermediate — particularly energy — goods and consumer goods,
especially durables, which quickened appreciably.

3 See the Analytical Article “Results of non-financial corporations in 2016 and in the first three quarters of 20177,
Economic Bulletin 4/2017, Banco de Espafa.
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On the latest information, for October, the growth rate of inbound tourism is expected to
have eased, apparently affected by the situation in Catalonia where, in October, overnight
hotel stays and tourist arrivals declined and the growth rate of tourist expenditure slowed.
As far as the indicators for Spain as a whole are concerned, the growth rate of tourist
arrivals eased significantly in October, following the strength shown in September, a
conditioning factor of which was the decline in tourist inflows from France and Germany,
while those from the United Kingdom increased only slightly. Overnight hotel stays
maintained a moderate growth rate in October. Against this backdrop, nominal tourist
expenditure slowed in October, affected by the deceleration in arrivals, which countered
the recovery in average spending per tourist.

The Spanish economy’s net lending fell slightly over the recent period. Specifically, in
the 12 months to end-September the balance of payments surplus stood at 2% of GDP
(0.2 pp less than in 2016 as a whole). This decline is due to the widening of the goods
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FOREIGN TRADE AND BALANCE OF PAYMENTS CHART 15
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rates.
d Data conform to the sixth edition of the IMF's Balance of Payments and International Investment Position Manual (BPM6).
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BALANCE OF PAYMENTS AND INTERNATIONAL INVESTMENT POSITION CHART 16

1 BALANCE OF PAYMENTS ON FINANCIAL ACCOUNT (a) 2 INTERNATIONAL INVESTMENT POSITION (c)

% GDP % GDP

-20 - -120 L
2013 2014 2015 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Qf Q@2 Q3 Q4 Q1 @ Q@ Q@ a1 Q2
2016 2017 2015 2016 2017
NET CHANGE BANCO DE ESPANA mmmm MONETARY FINANCIAL INSTITUTIONS (EXCLUDING BANCO DE ESPARA)
s CHANGE IN LIABILITIES EXCLUDING BANCO DE ESPANA (b) mmmmmm BANCO DE ESPARA
s CHANGE IN ASSETS EXCLUDING BANCO DE ESPARA s OTHER RESIDENT SECTORS
e BALANCE ON FINANCIAL ACCOUNT GENERAL GOVERNMENT

SOURCE: Banco de Espana.

a Four-quarter cumulative quarterly data.
b Sign changed.
¢ Assets minus liabilities vis-a-vis the rest of the world.

¥ Download

deficit which, in turn, essentially reflects the increase in the energy deficit, linked to the rise
in oil prices. These developments offset the increase in the services (tourist and other
services alike) surplus and the reduction in the income deficit.

The latest available Balance of Payments information, for 2017 Q3, shows that the rest of
the world acquired assets issued by resident agents totalling €2.8 billion during that period.
These investments were concentrated under the headings of portfolio investment
(€3.2 billion) and, to a lesser extent, direct investment (€1.1 billion), while the figure was
negative under other investment (€-1.4 billion). Domestic agents, excluding the Banco de
Espafia, increased their positions abroad by an amount totalling €24.8 billion, by means of
portfolio investment (€13 billion) and direct investment (€12.1 billion), while they divested
slightly under the other investment heading (€400 million). Combined with a low negative
net flow of operations linked to financial derivatives (€0.5 billion), this led the financial
account, excluding the Banco de Espafa, to post a credit balance amounting to
€21.4 billion. With regard to the sectoral breakdown, net flows associated with claims on
and liabilities to the external sector (excluding financial derivatives) were positive for the
other resident sectors and the general government sector (€30.6 billion and €10.3 billion,
respectively), while, by contrast, other monetary financial institutions raised funds from the
rest of the world in net terms (€18.9 billion). The Banco de Espafia’s net debit position vis-
a-vis the rest of the world increased once more, but to a lesser extent than in previous
quarters (€215 million). In line with the economy’s net lending, net financial operations
vis-a-vis the external sector evidenced a credit balance for an amount equivalent to 3.2%
of GDP in cumulative 12-month terms. This was the result of resident investment in the rest
of the world being higher than that by foreigners in the Spanish economy (see Chart 16.1).

In Q2, the debit position of the nation’s net international investment position vis-a-vis the
rest of the world increased by €30.7 billion relative to March, standing at 86.2% of GDP,
1.9 pp up on three months earlier and 2.3 pp more than the December 2016 level (see
Chart 16.2). The increase in the debit balance in the first half of the year was the outcome
of a positive cumulative flow in net financial transactions in that period (€1.5 billion), which
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3.4 The labour market

was broadly offset by the negative amount of other flows (€-46.2 billion). This latter
movement is essentially due to the changes in the valuation of instruments and, in
particular, to the appreciation of the euro, which had a greater adverse impact on the value
of assets than on that of liabilities, and to the rise in the value of equity securities, which
was sharper in the case of liabilities than in that of assets (see Box 7).

Following the slight slowdown during Q3, the latest labour market indicators suggest the
dynamism of employment has continued in the final stretch of 2017. Specifically, Social
Security registrations posted a growth rate in November of 0.8%, in terms of the quarter-
on-quarter rate of change of the three-month moving average of the seasonally adjusted
series, 0.1 pp above the growth rate in Q3. This slight acceleration was seen in all sectors
of activity, although it was sharper in construction which, along with non-market services,
was more buoyant. This information reveals that employment, in QNA* terms, is expected
to maintain its quarter-on-quarter growth rate at 0.8% in Q4, thereby closing the gap it had

4 In terms of full-time equivalent jobs.
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3.5 Prices

maintained over recent quarters with the growth of Social Security registrations. In the
case of the market economy, the rate of expansion of employment is expected to ease by
0.1 pp t0 0.8% (see Charts 17.1 and 17.2).

The rate of decline of unemployment registered by the National Public Employment Service
(SEPE by its Spanish abbreviation) steepened in November to 1.5%, in terms of the
quarter-on-quarter seasonally adjusted three-month moving rate of change, compared
with the 1.2% decline in Q3 (see Chart 17.2). Against this background, the new hires
registered with SEPE continued to November on the moderate path initiated in early 2017,
posting a year-on-year increase of 4.3% in the first 11 months of the year. By type of
contract, temporary contracts proved less dynamic than permanent ones, meaning that
the weight of the latter in total contracts increased slightly in relation to the same period a
year earlier, t0 9.4%.

With regard to wages, everything suggests the year 2017 will conclude without any
agreement between the social agents marking wage recommendations for this and the
coming years. In this setting, the information on collective bargaining agreements recorded
from January to November, covering 6.9 million workers, points to an increase in wage
rates in 2017 of 1.4%, more than 0.4 pp up on the agreed rise for 2016. Most wage-
earners with a settlement concluded for 2017 have signed a multi-year agreement in
previous years, with an increase in wage rates of 1.3%. The agreements signed in 2017
increased considerably during the second half of the year, covering more than 2.3 million
wage-earners in November. In these agreements, the agreed wage rise is somewhat
higher, at 1.8%. Other wage indicators, influenced by the characteristics and wage
conditions of net job creation, maintained a more moderate tone in Q3; one such example
was average gross compensation at large corporations, which showed a slight increase of
0.2%, although the month of October saw some quickening in this rate to 0.6%. As to
QNA-based compensation per employee, in seasonally adjusted terms a small rise was
seen in the year-on-year rate in Q3, both in the economy as a whole, to 0.1%, and in the
market economy, to 0.2%, resuming in both cases similar growth rates to those observed
at the start of the year. A slight acceleration in both indicators is expected in Q4, entrenching
the return to positive rates of increase (see Charts 17.3 and 17.4).

In Q4 the year-on-year growth of the import deflator is estimated to have fallen notably,
prolonging the slowdown observed in the previous quarters. This profile is in contrast to
the forecast for domestic producer prices, proxied by the GDP deflator, which are estimated
to have quickened in Q4 (see Chart 18.1).

As regards consumer prices, measured by the private consumption deflator, these are
estimated to have continued slowing in year-on-year terms in Q4. That would confirm the
pattern of lower price growth, following the peak reached in Q1, and is attributable to
temporary factors linked to the rise in energy prices and to the comparison effect when set
against these prices a year earlier.

The latest information available on the CPI, for November, revealed a slight increase in its
year-on-year growth rate (by 0.1 pp to 1.7%). The acceleration in the overall index is in
response to the rise in energy prices, whose year-on-year rate increased by 2 pp, since the
non-energy component slowed by 0.2 pp to a year-on-year rate of 1.1%. Unprocessed
food prices slowed in November following their marked rise in the two previous months.
Core inflation, measured by the year-on-year growth rate of the CPI excluding unprocessed
food and energy, declined by 0.1 pp to 0.8%. Among its components, the prices of non-

BANCO DE ESPANA 45 ECONOMIC BULLETIN 4/2017 QUARTERLY REPORT ON THE SPANISH ECONOMY



PRICES

1 GDP DEFLATOR AND UNIT LABOUR COSTS (a)

2014 2015

m GDP DEFLATOR

2016 2017

e IARKET ECONOMY ULCs

3 CONTRIBUTIONS TO YEAR-ON-YEAR CPI RATE

pp
r _. '_’;'-’i'-”:i: w0 =g
= =5 EESR
2014 2015 2016 2017
s SERVICES s NON-ENERGY INDUSTRIAL GOODS
PROCESSED FOOD s JNPROCESSED FOOD

mm— ENERGY

s OVERALL CPI

SOURCES: INE, Eurostat and Banco de Espafia.

a Year-on-year percentage change based on the seasonally adjusted series.

(% Download :]

CHART 18

2 PRICE INDICATORS
Year-on-year rates

2014

— (P|
e (PI, EXCLUDING UNPROCESSED FOOD AND ENERGY

e PP|

4 CONTRIBUTIONS TO SPAIN-EURO AREA HICP DIFFERENTIAL

pp

2017

2014 2015 2016

s NON-ENERGY INDUSTRIAL GOODS
s JNPROCESSED FOOD
m— OVERALL HICP

mmmm— SERVICES
PROCESSED FOOD
e ENERGY

energy industrial goods and of services slowed, both by 0.1 pp, while the year-on-year rate
of change of processed food prices increased by 0.2 pp, showing a similar acceleration to

that of the previous month.

Finally, the year-on-year rate of change of the harmonised index of consumer prices (HICP)
increased by 0.1 pp in November to 1.8%. The year-on-year inflation rate for the euro area
as a whole rose by 0.1 pp to 1.5%. As a result, Spain’s inflation differential with the euro

area remained at 0.3 pp in November.

21.12.2017.

BANCO DE ESPANA 46 ECONOMIC BULLETIN 4/2017 QUARTERLY REPORT ON THE SPANISH ECONOMY


http://www.bde.es/f/webbde/SES/Secciones/Publicaciones/InformesBoletinesRevistas/BoletinEconomico/descargar/17/T4/Graficos/Files/4TR_2017_G_18Ing.xlsx

ANALYTICAL ARTICLES

Chronology of Analytical Articles. 2017 Q4.

MIGRATORY PRESSURES IN THE LONG RUN: INTERNATIONAL MIGRATION
PROJECTIONS TO 2050

Rodolfo Campos

Published on 5 December 2017

This article presents bilateral international migration projections to 2050 based on a new
methodology that takes into account the population growth both in countries of origin and
countries of destination. To do this, the methodology used by Hanson and Mcintosh (2016) to
project the future migratory flows to a sample of OECD countries is generalised to all countries
worldwide. The United Nations population growth forecasts are used as a basis for projecting
future migratory flows. The main findings of the exercise indicate that the number of migrants is
projected to increase from 2.8% of the world population in 2010 to around 3.5% in 2050, as a
result of the strong increase in migrants from India and sub-Saharan Africa. Against this
background, and despite the slowdown in demographic growth in Latin America, the United
States is expected to continue to receive high net immigration flows and to remain the country
with the highest stock of immigrants globally, while continental Europe will post larger net
immigration flows.

RESULTS OF NON-FINANCIAL CORPORATIONS IN 2016 AND IN THE FIRST THREE
QUARTERS OF 2017

Alvaro Menéndez and Maristela Mulino

Published on 30 November 2017

According to the CBA and CBQ surveys, non-financial corporations as a whole continued to
create employment in 2016 and in the first nine months of 2017, as did most sectors and most
of the firms individually. As regards business activity, the main surpluses grew significantly in
2016, resulting in an increase in aggregate ordinary net profit. The favourable behaviour of
extraordinary costs and revenues also contributed to the increase in net profit. By contrast, in
the first three quarters of 2017, gross value added and ordinary net profit continued to grow, but
at more moderate rates than in the previous year, owing to the adverse effects of the behaviour
of some large firms with a high weight in the quarterly sample, which led to a slight decrease in
aggregate profitability. Also, during the first nine months of this year, non-recurring items had a
negative impact, leading to a sharp contraction in net profit. Lastly, average debt ratios continued
to decline in 2016, while in the first three quarters of 2017 they rose slightly. Driven by the lower
cost of borrowing, the debt burden declined in both periods. The article includes two boxes, the
first of which analyses the performance of SMEs relative to larger firms in 2016, and the second
the results and financial position of Spanish consolidated groups in 2016.

CONTINGENT CONVERTIBLE BONDS AND SUBORDINATED DEBT OF EURO AREA
CREDIT INSTITUTIONS

Ignacio Fuentes and Juan Carlos Casado

Published on 23 November 2017

The progressive entry into force of the new bank capital accord, known as Basel lll, and the
approval of the new regulations on the recovery and resolution of credit institutions in the
European Union are increasing the need for credit institutions to have a sufficient capital buffer
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to absorb potential losses. In order to meet these legal requirements, European banks have, in
recent years, issued contingent convertible bonds and subordinated debt. This article analyses
the main characteristics of these hybrid instruments. It first presents the information available
on the volumes and the numbers of issues and issuing institutions, and then analyses issuance
costs and market prices of outstanding issues, paying particular attention to Spanish institutions’
issues.

AN ASSESSMENT OF THE EFFECTIVENESS OF REBATES FOR KEEPING THE OVER-
60S IN EMPLOYMENT

Mario Izquierdo Peinado and Sergio Puente Diaz

Published on 16 November 2017

Traditionally, employment policies in Spain have rested to a greater extent than in other countries
on the application of rebates to the Social Security contributions of specific groups. The
international empirical evidence on the effectiveness of this type of programme tends to show
that, in general, these programmes involve a high budgetary cost, with limited although positive
effects on the groups concerned, without affecting the aggregate level of employment. With the
aim of providing additional evidence on this matter, this article summarises the results of an
exercise assessing a specific Social Security contribution rebates programme in force from
2006 to 2012 for the group of workers over 60. Specifically, using data from the Spanish MCVL
(Social Security administrative labour records), the effect that the elimination of this rebates
programme had on the probability of these workers losing their job is estimated. The results
show that the elimination of the incentives gave rise to a positive and significant although limited
impact on the probability of this group losing their job, which was concentrated among the low-
skilled, with relatively few years of service in the firm and with lower severance costs. Overall,
the evidence would indicate that the programme produced scant benefits in terms of a higher
rate of employment retention for the group of workers concerned. These findings are confined
to this specific programme and, therefore, they are not extensible to the range of employment
rebates for different groups that have been in force in the past in Spain or are so are present,
although they highlight the need for a detailed assessment of active employment policies
providing for an analysis of their effectiveness.

HUMAN CAPITAL FORMATION IN THE LABOUR MARKET
Juan Jimeno, Aitor Lacuesta, Marta Martinez and Ernesto Villanueva
Published on 31 October 2017

The data from the OECD’s Programme for the International Assessment of Adult Competences
(PIAAC) allow comparable measures of several aspects of human capital in 13 developed
economies to be obtained. Drawing on these data, this article shows that work experience
improves the numeracy and literacy skills of low-educated workers, a result that is observed in
economies with different labour market institutions, educational systems and workforce
compositions. The analyses performed suggest that on-the-job learning contributes considerably
to the human capital of less educated individuals, which may help steer the formulation of active
employment policies.

THE OCTOBER 2017 BANK LENDING SURVEY IN SPAIN
Irene Roibas
Published on 24 October 2017

The results of the Bank Lending Survey show that during the third quarter of 2017 credit
standards in the households segment eased somewhat in both Spain and the euro area, while
they tightened slightly for enterprises in Spain and remained virtually unchanged for enterprises
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in the euro area. Demand for loans to enterprises remained stable in Spain, whereas it increased
across the euro area as a whole, and household demand grew in both areas. Spanish and euro
area banks alike generally perceived unchanged or improved wholesale market access
conditions, while in the case of retail markets, a slight deterioration in access conditions was
perceived in Spain, which was not observed across the euro area as a whole. Meanwhile, the
banks in the survey replied that the ECB’s expanded asset purchase programme has generally
helped improve the financial situation over the last six months, except in the case of profitability
in the euro area, which has been adversely affected. They also reported that the programme is
continuing to encourage an easing of lending conditions for the private non-financial sector.
Spanish and euro area banks alike reported that the ECB’s negative deposit facility rate caused
a reduction in net interest income in the last six months, having a moderately negative impact
on interest rates and the mark-ups on loans to households and businesses, and a positive
(albeit small) effect on lending volumes.

REPORT ON THE LATIN AMERICAN ECONOMY. SECOND HALF OF 2017
Published on 20 October 2017

Latin America is now participating in the cyclical improvement in global activity. The weighted
average growth rate of GDP in the region’s six main economies stood fairly close to estimated
potential growth. Moreover, the results across the countries show a degree of convergence.
Broadly, there has been a significant reduction in inflation rates which has enabled central banks
— with the odd exception, such as Argentina and Mexico - to cut policy rates. To offer a deeper
assessment of the monetary policy stance in the main economies with an inflation target, the
Report includes a thematic section in which a Taylor rule is constructed on the basis of estimated
natural interest rates. Furthermore, the Latin American economies have continued to adjust
their external balances to a new scenario of low commodities prices, but fiscal adjustment has
not progressed to the same extent. Nonetheless, the region’s financial markets have performed
very favourably and currencies have tended to appreciate.

The higher-frequency indicators show that the dynamism of activity has run into the second half
of the year. Nonetheless, the continuity of the recovery in the region is subject to certain
downside risks. Chief among these in the external environment is the possible tightening of
financial conditions on international markets. Risks persist too in the case of possible changes
in tack in US policies, principally towards greater trade protectionism in the context of the
negotiation of the North American Free Trade Agreement, to which Mexico is a signatory. In this
respect, the second thematic section of this report analyses the factors behind the recent
strength of private consumption in Mexico, against a relatively unfavourable background. On
the internal front in the region, where there is a very busy electoral calendar until late 2018, the
risks appear to be more balanced. In the medium term, the countries in the region remain
subject to modest growth prospects.

A SHORT-TERM FORECASTING MODEL FOR GDP AND ITS DEMAND COMPONENTS
Ana Arencibia Pareja, Ana Gémez Loscos, Mercedes de Luis Lépez and Gabriel Pérez Quirds
Published on 10 October 2017

This article summarises the key aspects of the extended and revised version of Spain-STING
(Spain, Short-Term INdicator of Growth), which is a tool used by the Banco de Espafia for short-
term forecasting of the Spanish economy’s GDP and its demand components. Drawing on a
broad set of indicators, several models are estimated that enable GDP, private consumption,
public expenditure, investment in capital goods, construction investment, exports and imports
to be forecast. The assessment of the new model’s predictive power for the period spanning
June 2005-September 2016 shows a slight improvement on the previous version of Spain-
STING.
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CHINA’S ECONOMIC IMBALANCES AND THE ROLE OF THE FINANCIAL SECTOR
Jacopo Timini
Published on 5 October 2017

China’s economic success in recent decades has been associated with a distinctive, highly
investment dependent, pattern of growth, which has led to a high level of non-financial private
sector debt. The Chinese authorities, recognising that this model has reached its limits, have
made “rebalancing” the pattern of growth one of their key economic policy objectives. One
feature of this rebalancing is that of promoting an orderly deleveraging process to avoid a sharp
adjustment of the economy. In this context, this article discusses the challenges being faced by
the Chinese authorities as they seek to reduce non-financial sector debt levels and mitigate the
risks associated with the excessive growth of the financial system, and of the shadow banking
sector in particular.
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GENERAL GOVERNMENT EMPLOYMENT OVER THE PAST DECADE
Marta Martinez Matute and Javier J. Pérez
Published on 7 November 2017

DEVELOPMENTS IN PUBLIC INVESTMENT DURING THE CRISIS AND THE
RECOVERY

Javier J. Pérez and Irune Solera

Published on 17 October 2017
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BANCO DE ESPANA PUBLICATIONS

The Banco de Espafia publishes various types of documents providing information on its
activity (economic reports, statistics, research papers, etc.). The full list of Banco de Espana
publications can be found on its website at http://www.bde.es/f/webbde/Secciones/Publica-
ciones/Relacionados/Fic/Catalogopublicaciones.pdf.

The list of articles published in the Economic Bulletin since 1990 can be consulted at http://
www.bde.es/f/webbde/Secciones/Publicaciones/InformesBoletinesRevistas/BoletinEconomico/
indice_general_ingles.pdf.

Most of these documents are available in pdf format and can be downloaded free of charge
from the Banco de Espafia website at http://www.bde.es/webbde/en/secciones/informes/.
Requests for others should be addressed to publicaciones@bde.es.
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ACRONYMS AND ABBREVIATIONS

ABS
APP
BCBS
BE
BIS
BLS
BOE
BRICs
CBA
CcBQ
CBSO
CCR
CDSs
CESR
CNE
CNMV
CPI
CSPP
DGF
EBA
ECB
ECOFIN

EDP

EFF

EFSF
EMU
EONIA
EPA

ESA 2010
ESCB
ESFS
ESM
ESRB

EU
EURIBOR
EUROSTAT
FASE

FDI

FROB
FSB

FSF

Asset-backed securities

Asset Purchase Programme

Basel Committee on Banking Supervision

Banco de Espafa

Bank for International Settlements

Bank Lending Survey

Official State Gazette

Brazil, Russia, India and China

Central Balance Sheet Data Office Annual Survey
Central Balance Sheet Data Office Quarterly Survey
Central Balance Sheet Data Office

Central Credit Register

Credit default swaps

Committee of European Securities Regulators
Spanish National Accounts

National Securities Market Commission
Consumer Price Index

Corporate sector purchase programme

Deposit Guarantee Fund

European Banking Authority

European Central Bank

Council of the European Communities (Economic and
Financial Affairs)

Excessive Deficit Procedure

Spanish Survey of Household Finances

European Financial Stability Facility

Economic and Monetary Union

Euro overnight index average

Official Spanish Labour Force Survey

European System of National and Regional Accounts
European System of Central Banks

European System of Financial Supervisors
European Stability Mechanism

European Systemic Risk Board

European Union

Euro interbank offered rate

Statistical Office of the European Communities
Financial Accounts of the Spanish Economy
Foreign direct investment

Fund for the Orderly Restructuring of the Banking Sector

Financial Stability Board
Financial Stability Forum

COUNTRIES AND CURRENCIES

In accordance with Community practice, the EU countries are listed using
the alphabetical order of the country names in the national languages.

BE
BG
cz
DK
DE
EE
IE

GR
ES

Belgium EUR (euro)

Bulgaria BGN (Bulgarian lev)
Czech Republic CZK (Czech koruna)
Denmark DKK (Danish krone)
Germany EUR (euro)

Estonia EUR (euro)

Ireland EUR (euro)

Greece EUR (euro)

Spain EUR (euro)

France EUR (euro)

ltaly EUR (euro)

Croatia HRK (Croatian kuna)
Cyprus EUR (euro)

Latvia EUR (euro)

Lithuania EUR (euro)
Luxembourg EUR (euro)

Hungary HUF (Hungarian forint)
Malta EUR (euro)
Netherlands EUR (euro)

Austria EUR (euro)

Poland PLN (Polish zloty)
Portugal EUR (euro)

Romania RON (New Romanian leu)
Slovenia EUR (euro)

Slovakia EUR (euro)

Finland EUR (euro)

Sweden SEK (Swedish krona)
United Kingdom GBP (Pound sterling)
Japan JPY (Japanese yen)

United States

USD (US dollar)

GDI
GDP
GFCF
GNP
GOP
GVA
HICP
IASB
ICO
IFRSs
IGAE
P
IMF
INE
LTROs
MFls
MROs
MTBDE
NAIRU
NCBs
NFCs
NPISHs
OECD
oJL
ONP
OPEC
PER
PMI
PPP
QNA
SAFE
SDRs
SEPA
SGP
SMEs
SPEE
SRM
SSM
TFP
TLTROs
ULCs
VAT

Gross disposable income

Gross domestic product

Gross fixed capital formation

Gross national product

Gross operating profit

Gross value added

Harmonised Index of Consumer Prices
International Accounting Standards Board
Official Credit Institute

International Financial Reporting Standards
National Audit Office

International Investment Position

International Monetary Fund

National Statistics Institute

Longer-term refinancing operations

Monetary financial institutions

Main refinancing operations

Banco de Espafia quarterly macroeconomic model
Non-accelerating-inflation rate of unemployment
National central banks

Non-financial corporations

Non-profit institutions serving households
Organisation for Economic Co-operation and Development
Official Journal of the European Union (Legislation)
Ordinary net profit

Organisation of Petroleum Exporting Countries
Price/earnings ratio

Purchasing Managers’ Index

Purchasing power parity

Quarterly National Accounts

ECB Survey on the Access to Finance of Enterprises
Special Drawing Rights

Single Euro Payments Area

Stability and Growth Pact

Small and medium-sized enterprises

National Public Employment Service

Single Resolution Mechanism

Single Supervisory Mechanism

Total factor productivity

Targeted longer-tem refinancing operations

Unit labour costs

Value Added Tax

CONVENTIONS USED

M1
M2

M3
Qt, Q4
H1, H2

bn

bp
pp

0.0

Notes and coins held by the public + sight deposits.

M1 + deposits redeemable at notice of up to three months +
deposits with an agreed maturity of up to two years.

M2 + repos + shares in money market funds and money
market instruments + debt securities issued with an agreed
maturity of up to two years.

Calendar quarters.

Calendar half-years.

Billions (10°).

Millions.

Basis points.

Percentage points.

Not available.

Nil, non-existence of the event considered or insignificance
of changes when expressed as rates of growth.

Less than half the final digit shown in the series.
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