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1. Overview

The Spanish economy has moved into Eco-
nomic and Monetary Union (EMU) under
favourable conditions. For the third year run-
ning, the growth of output and employment in
1998 was notably higher than in most countries
in the area. And the levels of stability attained
(a low budget deficit, a low inflation rate and a
current-account surplus) continued to provide
an appropriate environment for the activity of
private agents, underpinned by a sound finan-
cial position. However, the extension of the ef-
fects of the international financial crisis and
their impact on merchandise exports began to
weaken business confidence. Investment plans
have duly been scaled back and the pace of in-
dustrial output is being adjusted, while con-
sumers continue to show higher and more sta-
ble levels of confidence and expenditure. As a
result, the economy’s growth has slowed slight-
ly, although it remains significantly higher than
in the euro area as a whole, and the pattern of
final demand has tended to swing towards do-
mestic demand (and, herein, towards consump-
tion and construction), to the detriment of ex-
ports.

Against this background, there has been a
rise in the 12-month growth rate of the con-
sumer price index (CPI) in the early months of
1999. Although some transitory factors are in-
volved here, the rise also reflects the persis-
tence of high growth rates in the prices of cer-
tain sectors, especially services, and the differ-
ential with the euro area has widened. Sustain-
ing a higher growth rate than that of the other
euro-area members, under the common mone-
tary conditions of EMU, requires preventing the
rise in prices from translating into a worsening
of the economy’s competitiveness. In this con-
nection, it is vital to tighten control of domestic
costs and general government spending, while
increasing flexibility in the markets for goods,
services and productive factors.

The economic situation outside the euro
area has improved slightly in the first quarter of
1999. This has been as a result of the upward
revision of growth forecasts for the United
States, the signs of recovery in certain emerg-
ing Asian economies and the lesser risk of the
Brazilian financial crisis spreading. However,
adverse factors persist. These include the con-
sequences of the Brazilian crisis on real activity
in Latin America and the absence of firm signs
of recovery in Japan, along with the rise in the
price of crude oil, which is beginning to bear on
the industrialised countries’ inflation rates.

In the euro area, real GDP growth was
2.9 % on average in 1998, a loss of buoyancy
being confirmed in the fourth quarter of the year
(see Chart 1). The dichotomy between the lev-
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els of consumer and business confidence per-
sists (see Chart 2), as does that between the
contribution of domestic demand (essentially
underpinned by private consumption) to growth
and the negative contribution of net external de-
mand. The rate of increase of the harmonised
index of consumer prices (HICP) rose moder-
ately in March (to 1 %) after having stabilised in
the previous months. The upward impact of en-
ergy prices was primarily responsible here,
since the prices of services and of non-energy
industrial goods have recently slowed. Turning
to the budget deficit, the 1998 outturn was bet-
ter than expected (2.1 % of GDP), contributing
to which was economic growth and the fall in in-
terest rates.

The monetary and financial conditions pre-
vailing in the euro area in the first three months
of the year were an extension of the trends
seen in the main member countries during
1998. Real interest rates reached historically
low levels, while both the narrow monetary ag-
gregate (M1) and financing to households and
firms posted high year-on-year increases. The
M3 aggregate, which is the main monetary indi-
cator for defining the Eurosystem’s monetary
policy strategy, stood slightly above its refer-
ence value of 4.5 % in February. This, along
with the absence of significant inflationary risks
and the downward revision of growth expecta-
tions for the area as a whole, led the Governing
Council of the European Central Bank (ECB) to
cut the rate on its main refinancing operations
to 2.5 % on 7th April.

Against this international backdrop, not free
from uncertainty and less conducive to growth,
the Spanish economy has maintained a notable
rate of expansion during the first quarter of
1999. It is estimated that real GDP will have
achieved a growth rate of around 3.5 % year-
on-year during this period, extending the mild
slowdown recorded in the second half of 1998.
National demand might once more be running
at – or the odd tenth of a point below – the
growth rate posted in the fourth quarter of 1998
(4.9 %), while the negative contribution of net
external demand to GDP growth is expected to
widen. From the standpoint of the productive
branches, the keynote is the loss of momentum
in industrial production, since the manufacturing
branches are those most affected by the ongo-
ing fall in merchandise exports. Services are
holding up, however, thanks notably to tourism-
related activities. Construction, for its part, is
currently the economy’s most buoyant sector.

Among the national demand components,
the resilience of private consumption has al-
ready been highlighted. In the first quarter of
1999, it is estimated that its year-on-year rate of
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CHART 1

GDP

Sources: ECB, Instituto Nacional de Estadística and Banco
de España.

( a ) Non-centred annual rates of change calculated on the
trend.

( b ) Non-centred annual rates of change calculated on the
seasonally adjusted series.
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CHART 2

Confidence indicators

Sources: European Commission and Ministerio de Industria
y Energía.
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change stabilised at around 3.5 %, quite similar
to the previous quarter. Underpinning this
growth in consumption has been an increase in
real disposable income similar to that the previ-
ous year, it being difficult at present to assess
the influence on this variable of the personal in-
come tax reform. Although their saving ratio has
stabilised, households’ financing capacity has
progressively been diminishing owing to a
strong increase in investment in housing, in a
setting in which the fall in interest rates and the
gains in wealth of recent years have been con-
ducive to taking on debt.

In connection with gross capital formation,
mention has been made of the current expan-
sion in investment in construction, in both the
private and public-sector spheres. Capital in-
vestment has continued to decelerate, although
its growth rates are still high. Contributing to
this is the favourable financial position of firms,
with their high cash flow and the highly
favourable conditions for raising borrowed
funds, along with the level of their domestic or-

der books. Overall, the real increase in gross
fixed capital formation in the first quarter of the
year may have been around 9 %, to which a
fresh positive contribution to GDP growth of the
change in stockbuilding should be added.

With regard to external demand, the first two
months of the year have, according to customs
data, seen a considerable real decline in mer-
chandise exports. Although the growth in rev-
enue associated with tourism and other ser-
vices remains very high, it seems unlikely that
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CHART 3

Harmonised indices of consumer prices
and unit labour cots.

Annual percentage change

S o u r c e s : Eurostat, European Central Bank and Instituto Na-
cional de Estadística.
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CHART 4

Interest rates

Source: Banco de España.

(a) The series are averages of daily data.
(b) The data for the first quarter of 1999 are provisional es-

timates.
(c) Excluding shares.

INTEREST RATES (a)

%

TOTAL FINANCIAL ASSETS AND LIABILITIES OF
HOUSEHOLDS AND NON-FINANCIAL FIRMS (b)

(Year-on-year growth)

%

0

2

4

6

8

10

12

14

0

2

4

6

8

10

12

14

ECB BENCHMARK
RATE

ONE-YEAR INTERBANK

INTERNAL RATE OF RETURN
ON TEN-YEAR-BONDS

BANK LENDING
INTEREST RATES

BANK DEPOSIT
INTEREST RATES

1995 1996 1997 1998 1999
2

4

6

8

10

12

14

16

2

4

6

8

10

12

14

16

FINANCIAL ASSETS

FINANCIAL LIABILITIES (c)



the trend rate of goods and services exports in
real terms may, in keeping with the rates esti-
mated on QNA terms, reach 5 % in the first
quarter of 1999. The growth rate of imports,
meantime, has fallen much more moderately.
Imports continue to be driven by the – albeit di-
m i n i s h i n g – expansiveness of final demand in
the economy, and by the notable decline seen
in the prices of imported goods.

Against this background, the growth in em-
ployment has remained high, albeit on a slight-
ly slowing trend, in keeping with the course of
GDP. Wage negotiations, though rather unrep-
resentative, point to a moderate cut in wage
growth compared with the previous year. This
would provide for a lower growth rate of unit
labour costs which, to date, has been above
that posted in the euro-area countries (see
Chart 3).

The rise in the 12-month growth rate of the
CPI during the first quarter has been extensive
to virtually all its components, with the excep-
tion of non-energy industrial goods. The
sharpest acceleration has been in foodstuffs,
while in the case of the energy component the
rise in the price of crude oil on international
markets has begun to become manifest, mak-
ing its hitherto negative 12-month growth rate
appreciably less so. Lastly, services prices ran
at a rate (3.8 %) virtually double that in the euro
area as a whole. As a result of these move-
ments, the differential with the euro area, calcu-

lated with the harmonised indices, continues to
widen.

The data on the State deficit in the first quar-
ter of 1999 are affected by numerous factors
hampering assessment: changes in the timing
of refunds on certain taxes, extraordinary accu-
mulation of interest payments etc., with very
high increases being recorded in both revenue
and expenditure. If the figures are analysed tak-
ing these factors into account, the budgetary
performance proves compatible with the deficit-
reduction target set under the Stability and
Growth Programme.

Finally, the data on financing to house-
holds and firms in the first quarter continued
to show high growth rates of around 14-15 %,
far greater than the nominal growth of the
economy. As regards the sector’s financial
assets, the cash, sight deposits and savings
deposits in the hands of these agents contin-
ued increasing at rates above 14 % during
the period. Conversely, a broader set of liquid
financial assets including —in addition to
cash and cash equivalents— time deposits,
repos and shares in mutual funds, among
others, ran at a moderate growth rate (of
above 5 % during the quarter) similar to that
observed in 1998. Overall, the total financial
assets of households and firms grew at a rate
of close to 7 % in the first quarter of 1999,
signifying a moderate slowdown on the re-
s u l t s for the last quarter of 1998 (see Chart 4).
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2. The external environment
of the euro area

In 1999 to date there has been an improve-
ment in expectations about the world economy
as a whole compared with the greater pes-
simism prevailing in late 1998. Several circum-
stances have contributed to this. First, growth
forecasts for the United States have been re-
vised strongly upwards further to the buoyancy
shown by this economy in the last quarter of
1998 and in the first three months of 1999. Sec-
ond, there are increasingly firm signs that a
good number of the south-east Asian
economies might already be posting positive
GDP growth rates, following the sharp contrac-
tion by some of them in 1997-98. Finally, the
contagion of the Brazilian financial crisis has, so
far, been limited, whereby one of the main
sources of instability in late 1998 and early
1999 appears to have been defused.

Nonetheless, adverse elements continue to
cloud the picture of the external environment of
the euro area for 1999. Specifically, the conse-
quences of the Brazilian crisis on real activity in
the Latin-American countries as a whole are go-
ing to be significant; foreseeably, many of these
countries will post negative growth rates in
1999. The forecasts for the two main countries,
Brazil and Argentina, point to an expected con-
traction in GDP in 1999 of around 4 % in the
former country and of 1.5 % in the latter. Other
countries such as Mexico and Chile will proba-
bly show positive growth in output, albeit at a
lower rate than in 1998. In Japan there are no
unequivocal signs of the end of recession, de-
spite the fact that the rise on the stock market
and the improvement in business confidence
might be interpreted as indicative that the end
of the crisis is not far off. Lastly, it should be
stressed that the prices of energy products, the
reduction in which in previous quarters con-
tributed decisively to the generalised decline in
inflation in the industrialised countries, have be-
gun to turn upwards (the dollar price of a barrel
of oil has increased by more than 40 % since
end-February). In the near future, this could
prompt rises in other prices and costs.

The US economy has continued growing at
a very high rate during the first quarter of 1999,
albeit – probably – at a somewhat more moder-
ate pace than in the fourth quarter of 1998 (see
Chart 5). During this latter period GDP grew at
an annualised quarter-on-quarter rate of 6 %,
assisted to some extent by extraordinary factors
such as the good weather, unexpected growth
in exports and an end to labour unrest in the
automobile industry. As reflected in the latest
indicators, the disappearance of these factors in
the period to date in 1999 has not significantly
dampened the buoyancy of domestic demand.
Thus, throughout the first quarter, retail sales
increased strongly; the purchasing managers’
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index grew continuously, at a rate consistent
with an increase in manufacturing output of be-
tween 4 % and 5 % per annum; and the number
of authorised housing starts continued to grow.
Nonetheless, other indicators have pointed to a
potential moderation in activity. This has been
the case of new orders for durable goods,
which fell in February for the first time since Oc-
tober 1998, and of non-farm employment, which
increased by 46,000 in March compared with
the increase of 297,000 recorded in February.
All told, the unemployment rate stood at 4.2 %
in March against 4.4 % in February.

Despite the ongoing momentum of domestic
demand, the fresh decline in unemployment
and the increase in the price of oil, there are still
no signs of inflationary pressures. Consumer
prices have continued to trend very moderately,
as seen in the 12-month growth rate for the
month of 1.7 % (2.1 % if energy and fresh food
are excluded). Wage growth declined in March
(3.6 % year-on-year, against 4.1 % in Febru-
ary).

The resilience of domestic demand, along
with the contractionary effect of the fall in world
demand on exports, has continued to contribute
to widening the current-account deficit which, in
1998, amounted to 2.7 % of GDP. The trade
deficit in February stood at a new high of USD
19,400 million. The growing external deficit is,
likewise, a reflection of the increase in the pri-
vate sector’s financing requirements, the main
source of which is the ongoing decline in the
household saving ratio. In late 1998 and early
1999, this ratio stood at levels close to zero or
was even negative. Box 1 analyses the in-
crease in the US external deficit in relation to
the increases in the EU and Japanese surplus-
es.

The positive performance of the US econo-
my in 1999 to date has led to a substantial up-
ward revision of growth forecasts for the year
as a whole which, generally, point to a rate
slightly above 3 %. However, there are two fac-
tors in the current US situation that may entail
some risk of instability. The first is the above-
mentioned low household saving ratio and the
increasingly intense resort by households to
debt to finance the expansion in consumption.
The second, closely linked to the first, is the
high level of stock market prices. This has gen-
erated a wealth effect which has contributed to
the growth of consumption and to private-sector
indebtedness. Given this situation, a sharp cor-
rection in stock market prices, were it to occur,
could undoubtedly prompt a far-reaching
change in consumption decisions and cause a
sharp contraction in demand. Nonetheless, al-
though this scenario cannot be ruled out, the al-
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Main macroeconomic indicators
Annual percentage changes

S o u r c e s : Banco de España, national statistics and Euro-
s t a t .

(a) The data for the first quarter of 1999 are forecasts, ex-
cept for UK GDP, which is an estimate.

(b) Percentage of labour force.
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BOX 1

Growth of external imbalances between the main economies

A salient feature of international economic develop-
ments in recent years has undoubtedly been the no-
table increase in differences between the current-ac-
count balances of the main areas, and in particular be-
tween the United States, Japan and the European
Union (EU). Whereas in the United States the current-
account balance moved from –0.8 % of GDP in 1992 to
–2.7 % in 1998, that of the EU, which was –1.1 % of
GDP in 1992, stood at 1.1 % last year. Japan has run
surpluses in recent years, its balance standing at 3.2 %
of GDP in 1998. The progressive growth of the US cur-
rent-account deficit in the period 1992-1998 ran in par-
allel to the gradual increase in the overall EU surplus
and, above all, to the sustained high current-account
surplus in Japan (see adjoining chart).

From the standpoint of national economies, it
should be pointed out that the US external deficit is in
response to the specific features of this economy’s cur-
rent growth cycle (the longest witnessed in recent
decades), driven by strong, sustained domestic de-
mand, and to the US economy’s extraordinary external
financing capacity. As to the gradual increase in the EU
external surplus, this is attributable to the composition
of growth in recent years, which has been based more
on external than on domestic demand. It cannot be
ruled out that the EU may also have a relatively low
structural propensity to import, as a result of lower po-
tential output constrained by insufficient flexibility of the
productive structure. Finally, the deep-seated economic
recession besetting Japan in recent years has translat-
ed into a substantial widening of its traditional current-
account surplus, by means of the slowdown and subse-
quent decline in imports rather than because of a
strong expansion in its exports.

Several factors may be a cause for some concern
given the level reached by the aforementioned external
balances. First, the strongly predominant role played by
the United States as a net purchaser from the rest of
the world and, in particular, from the Asian countries in
crisis. That has led the US authorities to call for a
greater contribution from the rest of the industrialised
countries, most especially from the EU, in overcoming
the crisis assailing the emerging economies. However,
analysis of Asian imports from the United States and
from the EU reveals that although the former economy
buys a greater quantity of Asian products, the EU has
increased its Asian imports in 1998 to a greater extent
than the United States. Moreover, the cyclical position
of the United States accounts for its greater volume of
imports. And, finally, it should not be forgotten that the
current foreign sector data of the EU, obtained through
aggregating national balance of payments statistics,
are not sufficiently reliable and tend to overestimate the
European surplus.

A second cause for concern might be the effect on
the stability of the dollar exchange rate of a growing US
foreign deficit. However, after the widespread liberalisa-
tion of international capital flows in recent years, the
significance of trade flows for exchange rate develop-
ments has diminished considerably. The size and volatility of financial flows appear increasingly to be the determining
factors of price changes on foreign exchange markets.

Generally, given the flexible exchange rates and free capital movements in today’s world, it is difficult to arrive at di-
rect normative conclusions on the basis of a specific external balance. The current-account balance reflects the dis-
crepancy between national saving and investment and, therefore, it responds to intertemporal decisions taken by
agents in response to existing incentives. A further point is that the external position, in conjunction with other indica-
tors, contains information on the economy’s situation and prospects, and on the financial position of households and
firms, that may prove relevant for economic policy.
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Sources: IMF, OECD and Banco de España.
(a) A decline in the index denotes a gain in the competitive-
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ternative scenario of a mild slowdown, associat-
ed with the maturity of the business cycle, is
more likely.

In Japan, unequivocal signs that the reces-
sion has touched bottom have yet to be per-
ceived, despite the improvement in certain indi-
cators. GDP in the last quarter of 1998 fell by
0.8 % in relation to the preceding quarter
( – 2 . 8 % year-on-year). And this despite the
strong increase in public investment, which was
not capable of countering the heavy declines in
private consumption and investment. In the
opening months of 1999, the main indicators
have confirmed that the economy remains in re-
cession (fresh falls in industrial production,
housing construction and household consump-
tion). That said, some indicators have improved
partially, as is the case with business confi-
dence, where less pessimism is apparent. Also
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CHART 6

Interest rates

Source: Banco de España.

( a ) Three-month interbank market interest rates. Euro
area: to December 1998, weighted average of the eleven
c o u n t r i e s .

( b ) Ten-year government bond yields. Euro area: average of
the eleven countries.
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of note is the recent climb of the stock market,
although this might be connected with the new
industrial restructuring and merger plans. These
plans, though they may contribute in the medi-
um term to improving the financial health of
firms and profit expectations, might lead in the
short run to labour shedding. That would in-
volve an increase in unemployment, which, in
February, amounted to 4.6 % of the labour
force. Consumption indicators for the first quar-
ter continue to be negative: wholesale sales fell
once again in February at a rate of 2.2 % in
year-on-year terms (–3.9 % in January). Flag-
ging consumption continues to be accompanied
by flat or negative price growth rates. In Febru-
ary, the 12-month growth rate of the CPI was
–0.4 % and producer prices have continued
falling by between 4 and 5 % in year-on-year
terms in the first two months of 1999.

As to the EU countries that have not joined
EMU, the performance of the British economy is
worthy of mention. It ended 1998 with a strong
deceleration, the main source of which is a con-
traction of exports as a result of the crisis in the
emerging economies and of the forceful appre-
ciation of sterling. The economic indicators for
the opening months of 1999 show a similar po-
sition to that of the last quarter of 1998, al-
though the business and consumer confidence
indices have improved slightly, the latter stand-
ing above its historical average. The effects of
the slowdown in activity on prices did not be-
come manifest until well into 1998, since nomi-
nal wages had showed considerable buoyancy
up to that point in a labour market characterised
by an unemployment rate holding stable at its
lowest level for 18 years (4.6 %). As from
September, wages decelerated and consumer
prices moved progressively towards growth
rates close to the inflation target (2.5 %). In
February 1999, the 12-month increase in the
CPI, excluding mortgage interest payments,
was 2.4 %, although in March it edged up once
more to 2.7 %.

Turning to economic policies, the Anglo-Sax-
on countries have continued pursuing their fis-
cal consolidation programmes. The United
States duly posted a relatively high surplus (of
1.3 % of GDP) in 1998, which will probably be
sustained in the coming years. Likewise, in the
United Kingdom, the overall general govern-
ment balance at the end of the year was posi-
tive (0.6 % of GDP). In Japan, public finances
reflected the effects of the successive fiscal
programmes to boost the economy and restruc-
ture the banking sector: the 1998 budget deficit

totalled 5.4 % of GDP and is expected to ex-
ceed 8 % of GDP in 1999 (if the Social Security
surplus were excluded, these figures would be
7.7 % and 10.3 % of GDP, respectively).

With regard to monetary policy, the US Fed-
eral Reserve held its federal funds rate un-
changed at 4.75 % against the background of
accelerating monetary and credit variables ac-
companying the robust growth rate in output.
The Bank of Japan, for its part, cut its discount
rate again on 12th February from 0.25 % to
0.15 %. Finally, given the slowdown in the
British economy and the easing of inflationary
pressures, the Bank of England cut its base
rate on two occasions, in February and in April,
to 5.25 %.

In the United States, the changes in growth
expectations and the perception of greater fi-
nancial stability have been mirrored on the
money and financial markets. First, while short-
term interest rates have held stable, long rates
have increased by 0.5 percentage points be-
tween December and mid-April, with the subse-
quent increase in the slope of the yield curve,
reflecting market expectations about the poten-
tial tightening of medium and long-term interest
rates. Conversely, in the United Kingdom, and
despite the successive cuts in official and short-
term rates, more marked cuts in long rates have
been seen, giving rise to a yield curve with a
slightly negative slope. In Japan, although the
market has partly corrected the rise in long-term
government bond yields which had led to asso-
ciated financing difficulties for the Treasury, the
yield curve continues to evidence a positive
slope, with a spread between the 10-year bond
and the three-month rate of over one percent-
age point (see Chart 6).

Notable on the foreign exchange markets
(see Chart 7) is the strength of the dollar
against the other currencies, due largely to the
buoyancy of the US economy. Notwithstanding,
the strong appreciation of the yen against the
dollar, which began in August 1998, has been
corrected only partially: between August and
January, the yen had appreciated by close to
20 % against the dollar, and thereafter to mid-
April it depreciated by 6 %. The course of ster-
ling has been marked in part by interest-rate
movements; since the Bank of England began,
in October 1998, to reduce its intervention rate,
sterling has depreciated in the period to April
1999 by 5 % against the dollar.
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3. The euro area and the
monetary policy of the
European Central Bank

3.1. Economic developments

In 1999 to date, economic activity in the euro
area has followed a similar pattern to that seen
in the last quarter of 1998. The slackness of the
industrial sector, linked to the generalised fall in
exports, has persisted. Meanwhile, in the ser-
vices sector, the level of activity remains very
high, underpinned by the continuing buoyancy
of consumption. Inflation remains low, although
in March the increase in the price of oil has
prompted a rise of two-tenths of a point in the
12-month growth rate of the HICP to 1 %. In the
labour market, the unemployment rate has held
stable at its January level (10.5 % of the labour
force).

The latest revision by Eurostat of the nation-
al accounts of the euro area has confirmed that,
in the fourth quarter of 1998, the loss of buoy-
ancy in output seen in the preceding quarter
stepped up. This was due to an additional slow-
down in the external sector and in certain in-
vestment components (namely stockbuilding,
though also fixed capital investment to a lesser
extent). However, private consumption per-
formed very positively, as reflected in progres-
sively higher growth rates. Thus, the resulting
strength of domestic demand meant GDP
growth rose to 2.9 % for the year as a whole,
higher than the preceding seven years (see
Chart 5).

As regards the opening months of the year,
the confidence surveys available to March re-
flected the persisting dichotomy since the sec-
ond half of 1998 between business and con-
sumer confidence. The former underwent a fur-
ther deterioration during the first quarter of
1999, placing it clearly below the average for
the past ten years, while the latter held at its
highest level since this indicator first began to
be compiled in 1985 (see Table 1).

The adverse performance of business confi-
dence has been largely due to the additional
deterioration in orders and, in particular, in for-
eign orders. It should nonetheless be clarified
that the decline in the business confidence in-
dex and in orders between the first quarter of
1999 and the last quarter of 1998 has been on
a lesser scale than the fall in these indicators
between the third and fourth quarters of 1998.
For its part, the indicator tracking the assess-
ment of stock levels has stabilised. These
signs, along with the muted recovery in industri-
al production (which grew 1.7 % year-on-year)
in January and the improvement in the interna-
tional environment, point to the possibility that
the slowdown in the industrial sector will be
cushioned in the coming months.
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Turning to construction, the related confi-
dence index is holding stable at high levels,
above those of the seven preceding years and
comparable to those achieved in 1991. The re-
cent performance of new construction orders is
particularly positive in this sector. These results,
which are not yet reflected in the sector’s output
data (which, across the euro area, are running
at negative year-on-year rates), might presage
something of a recovery in residential invest-
ment in the near future.

The available consumption indicators (retail
sales and new passenger car registrations) re-
flect, to some degree, the continuing resilience
of consumption, in line with the sustained high
level of confidence. In January, retail sales
slowed slightly, while new passenger car regis-
trations grew at a year-on-year rate of 5.6 % in
February (5.1 % in January). In any event, reg-
istrations across the area as a whole mask
widely differing developments in the various
countries. For example, whereas in Austria reg-
istrations fell in February by 7.3 % compared
with twelve months earlier, in Portugal they in-
creased by 42.8 %. Nonetheless, retail traders’
confidence has worsened significantly during
the quarter, although still above the average for
the past ten years, a development in contrast to
the information furnished by the indicators of
national consumption.

Data on the foreign sector are currently con-
fined to the trade balance for the euro area to

December, when the slowdown in exports seen
in the preceding quarters steepened. The cu-
mulative trade surplus in 1998 (1.4 % of GDP)
was 7 % less than in 1997. That said, the gain
in competitiveness accumulated by the euro
since the start of the year, along with the im-
provement in conditions outside the area, might
contribute in the coming months to a recovery
in the contribution of the external sector to
growth (see Chart 7). Indeed, during the first
quarter of 1999 the euro was somewhat weak
against the main currencies, particularly the dol-
lar, whose value was bolstered by the sound-
ness of the US economy and by the effects of
the Balkans crisis. The nominal effective ex-
change rate of the euro against the currencies
of the European Monetary Union’s main trading
partners depreciated by 5 % between Decem-
ber 1998 and the first half of April, which meant
a gain in competitiveness of around 6 % over
the same period.

With regard to the cyclical synchrony of the
euro-area countries, actual GDP – according to
the OECD output gap estimates for 1998 – in
most of the countries in the area would have in-
creased by less than potential GDP. Only those
countries that showed appreciably higher
growth in previous years than the average for
the area (the case of Ireland, the Netherlands,
Finland and Portugal) grew above their poten-
tial in 1998 (see Chart 8). Conversely, Italy and
Germany were the countries that grew least in
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TABLE 1

Euro area: qualitative indicators

MONTHLY SURVEY (PERCENTAGE BALANCES):

Industrial confidence –8 –1 2 2 –1 –7 –11 –5 –8 –9 –9 –11 –12
Order books –18 –5 –2 –1 –4 –13 –20 –10 –14 –15 –16 –20 –23

External orders –20 –7 –1 –3 –5 –17 –24 –13 –18 –21 –20 –25 –28
Stocks 11 9 7 7 8 11 14 10 11 13 14 15 14

Costruction confidence –24 –19 –25 –22 –13 –15 –9 –17 –14 –14 –9 –9 –9
Orders –32 –25 –33 –28 –19 –21 –17 –23 –21 –20 –19 –18 –15

Retailer confidence –7 –2 –2 –4 –1 –3 –3 –1 –4 –4 0 –4 –6
Consumer confidence –15 –5 –8 –5 –5 –2 0 –3 –2 –1 0 0 –1
Economic sentiment

index (1985 = 100) 101.2 104.0 103.8 104.9 104.4 103.6 104.2 103.3 103.8 103.8 104.5 104.2 104.0

QUARTERLY SURVEY:

Capacity utilisation (%) 81.7 83.2 82.8 83.4 83.7 82.8 81.9

Source: European Commission.

MAR
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1999199819991998
19981989-1998
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1998, clearly below their potential, owing to the
strong contraction in their exports.

In the first two months of 1999, inflation in
the euro area, measured by the 12-month rate
of change of the Harmonised Index of Con-
sumer Prices (HICP), was stable. In both
months the HICP grew 0.8 % year-on-year, un-
changed on November and December 1998
(see Chart 9). In March, however, the HICP
climbed to 1 %, chiefly as a result of the recent
sharp increase in energy prices, whose year-
on-year rate thus came to stand at –2.8 % that
month (as opposed to –4.2 % in February).

Thanks to a moderate but continuous em-
ployment creation process being sustained
throughout 1998 and in the opening months of
1999, there has been a significant reduction in
the average unemployment rate in the euro
area. Thus, despite the recent economic slow-
down, the fall in business confidence and the
worrying outcome of wage bargaining in certain
countries, the euro-area unemployment rate
measured in harmonised terms fell by three-
tenths of a point in January to 10.5 % of the
labour force and held at this level in February
(see Chart 5).

With regard to the fiscal policies of the EMU
member states, the overall results for the area
for 1998 were significantly better than expected.
It is estimated that the budget deficit amounted
to 2.1 % of GDP, signifying an improvement on
the previous year (see Table 2). However, it
should be recalled that this improvement has
been largely due to circumstantial factors such
as the favourable contribution of the fall in inter-
est rates to reducing debt service costs and the
robust economic growth during the year. Signifi -
cantly, then, between 1997 and 1998 there was
a slight reduction in the primary surplus from
2.5 % to 2.4 % of GDP.

The general government balance of the
euro-area countries has fallen more as a result
of a favourable economic situation than of actu-
al progress in terms of fiscal consolidation. And
this highlights once more the need further to re-
duce structural budgetary imbalances, so that
all countries in the area may comply with the
Stability and Growth Pact. The adverse effects
that the economic slowdown may have on bud-
get deficit forecasts for this year in certain coun-
tries are indicative of the relative ease with
which room for manoeuvre may be lost in fiscal
policy when the economic situation turns un-
favourable. It brings to light the need to attain
structural balances which, even in adverse cir-
cumstances, ensure compliance with the bud-
get deficit ceilings agreed on by the member
states.
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CHART 8

Output gaps and GDP in the euro area

S o u r c e s : OECD («Economic Outlook» December 1998) a n d
national statistics.
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3.2. Monetary and financial developments

The basic elements of the Eurosystem’s
monetary policy strategy were defined in the
second half of 1998. The objective of maintain-
ing price stability was targeted specifying a 12-
month increase in the harmonised index of con-
sumer prices (HICP) in the area as a whole of
less than 2 %. It was also announced that mon-
etary policy decisions would be taken on the
basis of the overall assessment of a broad set
of variables with properties as leading indica-
tors of price developments. Among such vari-
ables, a predominant role was to be assigned to
the monetary aggregates. It was further decided
that implementation of this monetary policy
strategy would be pursued in a decentralised
manner via the national central banks and that
it would be based essentially on open market
operations. These would be conducted via the
weekly main refinancing operations and the
monthly longer-term refinancing operations.
Further, standing facilities would be set in place
at the permanent disposal of the financial sector
counterparties, with their interest rates limiting
fluctuations in short-term interest rates. This
framework was complemented with a reserve
requirement of 2 %, remunerated at market in-
terest rates.

At end-1998 and for the start of Monetary
Union, the Governing Council of the ECB set
the interest rates on the lending and deposit fa-
cilities at 4.5 % and 2 %, respectively, and that
on the main refinancing operations at 3 %.
However, it was agreed temporarily to narrow
the standing facilities corridor during the first
three weeks of January to between 2.75 % and
3.25 %. The aim was to smooth adaptation by
the counterparties to the changes entailed by
the start of the Third Stage, such as the coming
on stream of the new interbank payment sys-
tem, TARGET, and the conversion into euros of
a large number of financial transactions.

In 1999 to date, the Governing Council of
the ECB has analysed the economic situation of
the euro area at its meetings, assessing
whether a change in the single monetary policy
stance was advisable and taking into account at
all times the indicators available on monetary,
financial and real-sector developments in the
economy. During the first quarter, the rate on
the main refinancing operations remained at its
initial level of 3 % and, with the exception of the
first three weeks, the rates on the lending and
deposit facilities held at 4.5 % and 2 %, respec-
tively. At the first meeting of the ECB Governing
Council in April (April 8th) it was decided to cut
the interest rate on the main refinancing opera-
tions by 50 basis points to 2.5 %, and the rates
on the lending and deposit facilities were also
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CHART 9

Harmonised Indices of Consumer Prices
Annual percentage changes

Source: Eurostat.
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TABLE 2

General government balance in the euro-area countries
(as % of GDP)

Belgium –4.9 –4.0 –3.1 –1.9 –1.3
Germany –2.6 –3.3 –3.4 –2.7 –2.1
Spain –6.2 –7.1 –4.5 –2.6 –1.8
France –5.8 –4.9 –4.1 –3.0 –2.9
Ireland –1.5 –2.1 –0.3 1.1 2.3
Italy –9.2 –7.7 –6.6 –2.7 –2.7
Luxembourg 2.7 1.8 2.8 2.9 2.1
Netherlands –3.8 –4.0 –2.0 –0.9 –0.9
Austria –5.0 –5.1 –3.7 –1.9 –2.1
Portugal –6.0 –5.7 –3.3 –2.5 –2.3
Finland –6.6 –4.6 –3.1 –1.2 1.0

MEMORANDUM ITEM:

Euro area
Primary balance (a) 0.3 0.7 1.3 2.5 2.4
Total balance (a) –5.1 –5.0 –4.1 –2.5 –2.1
Public debt 70.8 74.8 76.1 75.4 73.6

Source: ECB.

(a) Deficit (–) / surplus (+).
(e) Estimate.

1998 (e)1997199619951994

cut to 3.5 % and 1.5 %, respectively (see Chart
10). The decision was based on an assessment
of the economic situation; activity across the
area was slowing and the inflation rate was very
low, and there were no perceptible signs of
risks that might endanger the Eurosystem’s
price stability target. As discussed elsewhere in
this report, the real-sector indicators have, in re-
cent months, been slowly deteriorating and this
has led to a downward correction of growth
prospects in the euro area and to more pes-
simistic business expectations. Although the
monetary and financial data did not offer such
an adverse picture of the economic situation,
nor did they appear to signal the existence of
inflationary risks. Finally, the Governing Council
of the ECB concluded that price stability was
firmly rooted in the current and foreseeable
economic and financial context and that a re-
duction in interest rates was appropriate for the
situation of the euro area as a whole and con-
sistent with the strategy adopted. The reduction
in the rates on the standing facilities has, more-
over, meant a narrowing of the interest rate cor-
ridor and has made its bounds symmetrical to
the rates on the main refinancing operations.

As foreseen, in the opening months of 1999
the Eurosystem has provided the bulk of the liq-
uidity applied for by the financial sector counter-
parties via the main refinancing operations. By
means of these weekly operations it has inject-
ed around 70 % of the liquidity granted to coun-
terparties, which accounts, in the maintenance

period ending 23rd April, for around EUR 130
billion, settled via fixed rate tenders announced
beforehand to the counterparties. The remain-
ing 30 % were injected via monthly longer-term
refinancing operations, settled by means of
variable rate tenders and, up to March, with a
single rate tender. On 4th March, the Governing
Council of the ECB decided that these long-
term tenders, the interest rates on which con-
vey no monetary policy signal, would be settled
under the multiple rate method of allotment so
that each bid accepted would involve payment
at the bid as opposed to the marginal interest
rate. In addition, counterparties have had ac-
cess to the lending and deposit facilities to ob-
tain additional financing or to place surplus re-
serves at the end of the day. A significant pe-
nalising component is built into the interest
rates on these facilities and their use has been
substantially confined to specific times, espe-
cially at the end of the minimum reserve main-
tenance periods, which is when the averaging
provision of the requirement loses its stabilising
potential. In the maintenance period ending
23rd April, the average daily use of both facili-
ties accounted for only 1 % of the liquidity
granted via regular open market operations.

The use of fixed rate tenders for the main re-
financing operations has enabled the monetary
policy stance to be clearly signalled. Yet, at the
same time, it has given rise to certain difficulties
in liquidity distribution. As the Eurosystem wish-
es to inject a specific volume of funds via these



tenders, the announcement of a fixed rate has
led counterparties to bid for more liquidity than
necessary, since they anticipate that the rest of
the sector will behave similarly. Thus, ultimate-
ly, the ECB has had to strongly ration the
amounts allotted. This posed certain problems
for counterparties not accustomed to rationing
in the operations previously undertaken with
their respective national central banks. To satis-
fy their liquidity requirements they had to resort
to the interbank market, where the cost of liq-
uidity was generally higher than the related ten-
der cost. To ease the situation, the Eurosystem
gave greater flexibility to the volumes of liquidity
injected via the weekly tenders, so that the
pressures on interbank interest rates abated.
Thus, for example, the overnight interest rate
(EONIA), which had stood until the end of
February above the main operations rate (3 %),
tended to hold thereafter at around this level.

As mentioned, the course of the monetary
aggregates is an essential factor in the analysis
of the Eurosystem. Broadly, in the first two
months of 1999, they showed the same pattern
of behaviour as in 1998 in the euro area as a
whole (see Chart 11). The benchmark monetary
aggregate for the area, M3, posted 12-month
growth rates of 5.6 % and 5.2 % in January and
February, respectively. The latest available
three-month moving average of this aggregate’s
year-on-year growth was 5.1 %, slightly above
the reference value set by the Governing Coun-
cil of the ECB (4.5 %). The acceleration in M3
was basically due to the strong rate of expan-
sion of the most liquid financial assets. Specifi-
cally, the narrow monetary aggregate (M1)
showed a much higher growth rate, running at
12 % year-on-year in February. This strong
growth, which in any event was lower than in
January, may have been influenced not only by
the low level of interest rates but by special fac-
tors relating to the birth of the single currency
and to the portfolio shifts arising as a result.

Turning to the credit aggregates, total credit
to euro-area residents (including the extension
of loans and purchases of fixed-income and eq-
uity securities by Monetary and Financial Insti-
tutions [MFIs]) continued to show high growth
rates. In the twelve months to February, this ag-
gregate expanded by 7.4 %. As in the recent
past, this performance was the outcome of a
very small increase in financing to general gov-
ernment, which stood in February at 2.2 % in
year-on-year terms, and of a strong rise in lend-
ing to the other resident sectors (principally
households and firms), which was 9.5 % that
same month (see Chart 11).

The liabilities of MFIs not included in M3
showed moderate growth in the first two months

of the year, the result of their uneven behaviour.
Whereas fixed-income securities at over two
years ran at relatively high rates (6.8 % year-
on-year in February), long-term deposits held at
rather negligible rates. MFIs’ foreign assets and
liabilities remained very volatile, although the
decline in the net external position of these in-
stitutions initiated in 1998 continued.

EURIBOR rates (interest rates on the Euro-
pean interbank market) were marked by the
gradual downward revision of interest-rate ex-
pectations attributable to the deterioration in
growth prospects for the euro-area as a whole
and to the favourable trend of prices. This
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CHART 10

ECB interest rates
and euro exchange rates

Sources: Banco de España and ECB.
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downward revision of expected interest rates
was reflected in shifts in the yield curve (see
Chart 12), especially in the shortest-dated ma-
turities, and in interest rates on futures. Three-
month rates on euro futures maturing in June
and September declined by around 25 basis
points between late February and early April.

Although there was the odd upward-moving
bout in longer-dated interest rates during the
first quarter, they generally held fairly stable
around the levels reached at end-1998 (see
Chart 11). These increases were basically as-
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CHART 12

Euro area yield curves

Sources: Banco de España and ECB.

( a ) In December 1998, average of the interbank interest
rates of the euro area countries.
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sociated with external factors, linked to the up-
ward revision of growth expectations in the US
economy and to rises in Japanese bond rates.
In this respect, the cut of 50 basis points to the
Eurosystem intervention rate on 7th April was,
due to its probably being greater than expected
by the markets, reflected in a downward move-
ment in long-term rates of about 10 basis
points. As a result of the foregoing movements,
10-year bond rates stabilised in mid-April at
around 4 %.

Bank lending rates, which are of particular
relevance for spending and borrowing deci-
sions by non-financial firms and households,
continued on a downward course in the early
months of 1999 (see Chart 11). In February,
the latest month for which information is avail-
able, the average euro-area interest rate on
loans extended to firms at over one year and
on credit to households for house purchases
stood at 5.1 %, 1.2 percentage points less than
a year earlier. Movements in interest rates in
the euro area were reflected in an increase in
the short-and long-term spreads over the Unit-

ed States, although this would not appear fully
to explain the progressive appreciation of the
dollar against the euro (by 10 % from January
to mid-April – see Chart 10). This process
seems to be related more to the different
growth prospects of the US and European
economies and, probably, to developments in
the Balkans conflict.

Equity markets in the euro area were gener-
ally affected by the increase in volatility on inter-
national markets. In early January, widespread
rises were recorded on markets across the
area, though they were subsequently corrected
in part. Meantime, as from March, prices gener-
ally began to resume a slightly upward trend. In
any event, throughout the first quarter of the
year there was no sign of a clear trend on Euro-
pean stock markets. In this connection, the 4 %
rise in the EURO STOXX general index from
end-February to early April is in contrast to the
clearly upward trend seen on the US and
Japanese markets, probably as a consequence
of the differing growth prospects for the
economies involved.
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4. The Spanish economy 4.1. Demand

On provisional INE estimates, the expansion
in Spanish national demand accelerated in
1998. Real growth was 4.9 % on average dur-
ing the year, well above the 2.9 % rate recorded
in 1997. The rates of growth of all the compo-
nents of demand increased. Construction
spending and private consumption accelerated
notably, as did capital investment. However,
while construction spending gained momentum
over the year, private consumption and capital
investment slowed slightly in the second half,
as did general government consumption. The
result was that the rate of growth of aggregate
national demand tended to stabilise. The contri-
bution of net external demand, which had
turned negative in the final quarter of 1997, be-
came more broadly contractionary over the
course of 1998, reducing output growth by 1.2
percentage points on average during the year.
This result reflects the sharp slowdown in ex-
ports, as a consequence of the weakness of in-
ternational (including European) markets, while
imports remained notably buoyant, with only a
slight moderation in the final months of the
year.

The short-term information available for the
first few months of 1999 tends to show a firming
of the patterns of behaviour displayed by the
main components of demand at the end of
1998, with the year-on-year growth rate of na-
tional demand estimated to have slipped by the
odd percentage point. Specifically, it is estimat-
ed that private consumption and capital invest-
ment again recorded high real rates of growth,
although they are still tending to slow moderate-
ly. By contrast, the rate of growth of construc-
tion spending accelerated further. The negative
contribution of external demand to real output
growth may have risen in this period as a con-
sequence of the weakness of exports, while im-
ports were sustained by the stronger final de-
mand of the economy.

Most of the available private consumption in-
dicators were expansionary in the first quarter
of 1999, although no more so than in the previ-
ous quarter. Chart 13 shows, on the basis of
very partial information, that the growth in the
index of apparent consumption of consumer
goods and services tended to moderate. This
was a result of a loss of momentum in the food
and consumer durable components, in the latter
case despite the extraordinary surge in new
passenger car registrations, which reached a
year-on-year growth rate of 23.3 %, slightly
higher than in the final quarter of 1998. The
general retail sales index also slowed in the first
two months of the year, in line with the deterio-
ration in confidence apparent from the business
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surveys conducted in this branch. There has
also been a further deterioration in recent
months in the perceptions of the producers of
such goods regarding the current course of de-
mand, although they are more optimistic re-
garding the future.

The growth in private consumption at rates
slightly above 3.5 % is justified by the contribu-
tion of its main determinants and does not in-
volve appreciable changes in the household
saving ratio. However, as will be seen below,
the strong increase in housing investment, in
response to the decline in interest rates and cu-
mulative wealth gains, is significantly reducing
the private sector’s financing capacity and in-
creasing its borrowing. The rate of growth of
household disposable income remains high,
since lower growth in employee compensation
– the result of a gradual decline in wage rates,
against a background of a slight decrease in
employment growth – has been offset by a re-
duction in withholdings on earned income. This
reduction is a result of the tax reform introduced
at the beginning of the year, which has led to an
increase in spending capacity that is still difficult
to quantify. At the same time, the cumulative
decline in interest rates continues to drive the
demand for certain consumer durables and, in
particular, for new passenger cars, by making
their financing significantly cheaper. Finally, ac-
cording to consumer surveys consumers are
highly optimistic. 

On QNA estimates, government consump-
tion increased by 1.2 % year-on-year in real
terms during the fourth quarter of 1998, continu-
ing the slowdown commenced at the beginning
of the year. This rate of growth was sustained in
the first quarter of 1999, owing to the modera-
tion in the compensation, in real terms, of gen-
eral government employees, as a consequence
of the lower increase in public-sector employ-
ment. In nominal terms, employee compensa-
tion slowed somewhat from the previous quar-
ter. The real rate of growth of net purchases of
goods and services fell slightly, while fixed capi-
tal consumption accelerated, in step with the
greater buoyancy of public investment in 1998.

The acceleration of gross fixed capital for-
mation, which began at the end of 1996, seems
to have halted in the first quarter of 1999. Un-
like last year, the greater strength of investment
in construction does not seem to have fully off-
set the further moderation in the capital goods
component, as shown by most of the available
indicators (see Chart 14). These include the in-
dicator of apparent investment in capital goods,
which has continued its downward path in the
first few months of the year as a consequence
of the lower buoyancy in the domestic output of
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Private consumption indicators

S o u r c e s : Instituto Nacional de Estadística, European Com-
mission, Dirección General de Trabajo and Banco de España.

( a ) Non-centred percentage change on same quarter a
year earlier, based on the trend of the indicator.
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such goods, since imports continue to grow at
high rates. The confidence indicator of the capi-
tal goods production industry also declined fur-
ther in the first two months of the year, com-
pared with the final quarter of 1998. Finally, in-
vestment plans for 1999 for industry as a whole
have been revised significantly downwards, ac-
cording to the Ministry of Industry and Energy’s
half-yearly investment survey carried out in au-
tumn 1998. This produced a forecast of 4 % in-
vestment growth in 1999 as a whole, in real
terms, against the 8 % estimated for 1998.

In any event, the buoyancy still being dis-
played by capital investment (with year-on-year
increases of more than 10 %) is justified by two
factors: the favourable financial position of
Spanish firms – a result of both their high fund
generating capacity and of successive cuts in
interest rates, which have substantially reduced
the cost of borrowing – and the strength of do-
mestic demand, despite the strong deceleration
in external sales. This situation is reflected in
the Central Balance-Sheet Office data for the
fourth quarter of 1998, a period in which the
profitability ratios of the firms were at very high
levels, similar to those of the preceding quar-
ters.

On QNA data, investment in construction
was stronger in the fourth quarter of 1998,
growing by 7.8 % year-on-year. The most re-
cent indicators, referring to the first quarter of
1999, show that this aggregate was very expan-
sionary. Although certain signs of moderation
are apparent in the acceleration that has contin-
ued uninterrupted since end-1996, its growth
has possibly reached rates of well over 8 %.
Specifically the concurrent input and employ-
ment indicators for this branch show very high
rates of growth in the first few months of the
year, similar to those seen in the preceding
quarter. Thus, apparent cement consumption
grew by 18.9 % in January and February,
against 19.8 % in the fourth quarter of 1998,
while social security registrations and registered
unemployment trended very favourably. In the
same vein, sentiment in the construction sector
regarding current levels of output continued to
rise in the first two months of the year, although
a slight decline is noted in surveys of order-
book levels and future output.

The continuing buoyancy shown by invest-
ment in construction is endorsed by the trend
estimated on the basis of leading indicators. In-
formation on private-sector building – permits
granted by local authorities and architects’ as-
sociations’ approvals – was very expansionary
in 1998. The improvement in the spending ca-
pacity of households and the healthy financial
situation of firms, together with the fall in the
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Gross fixed capital formation
indicators

S o u r c e s : Ministerio de Fomento, Oficemen and Banco de España.

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

(b) Level, trend.
(c) Obtained from the quarterly construction industry survey

and deflated by the construction costs indicator. Four-quarter
rate of change based on original series.
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cost of financing for house purchases, justify
the vigour of this segment of spending. Public
works also acquired notable strength, according
to figures for government tenders, which rose
by 49.6 % in 1998 (against 2.1 % in 1997), in
step with the increase in budget appropriations
for the enlargement and improvement of infras-
tructure.

The level of stocks increased progressively
during 1998 to account for three-tenths of a per-
centage point of real output growth in the final
quarter. The decline in commodity prices and
interest rates has led to a fall in the cost of hold-
ing stocks which has clearly raised the desired
levels of stocks. This trend may have continued
in the first quarter of 1999, as no significant
changes in their determinants are appreciated.
In addition, the results of the monthly business
survey for the first two months of the year indi-
cate that the percentage of firms holding stocks
at a higher level than desired held steady at lev-
els similar to those seen at the end of 1998.
Thus, the contribution of this aggregate to out-
put growth may have been sustained in the first
quarter of the year.

On QNA estimates, the negative contribution
of net external demand to GDP growth
strengthened in the fourth quarter of 1998, as a
consequence of the sharp slowdown in exports,
while imports sustained high – albeit decreasing –
real rates of growth (see Chart 15). The infor-
mation available for the first quarter of 1999
suggests that the negative impact of real net
external demand on output growth may have in-
creased (exceeding the 1.4 percentage points
estimated by the INE for the preceding quarter),
due to the pronounced weakness of external
sales and the buoyancy of imports, under-
pinned by the strength of domestic demand and
the fall in the prices of foreign goods.

According to Customs data, goods exports
grew at a negative real year-on-year rate in
the final quarter of 1998, for the first time since
1986. The latest information suggests that ex-
ports remain very depressed and declined at a
year-on-year rate of –0.3 % in January and
February. This is a consequence of the weak-
ness of sales to EU countries, in line with the
slowdown in their economic activity in recent
months, as well as the sizeable decreases in
those to the emerging economies of south-
east Asia and Latin America and the transition-
al economies of Eastern Europe. By group of
product, all components grew at negative real
rates in January, except for exports of capital
goods, which show notable growth. In contrast
to the progressive weakening of goods ex-
ports, tourism receipts remained highly buoy-
ant in the first few months of the year. Accord-

ing to the balance of payments figures they
rose by 16.1 % in the first two months of 1999,
while the number of tourist visits and foreign
visitors staying in hotels grew considerably to
March. This is explained by the depreciation of
the euro in the first few months of the year and
the high levels of confidence of European con-
s u m e r s .

As for imports, their real rate of growth stood
at 8.3 % in January and February, exactly the
same rate as in the preceding quarter. Purchas-
es of capital goods and non-food consumer
goods grew steadily, while those of non-energy
intermediate goods held at a very moderate
tempo, in step with the weakness of industrial
activity. Imports of energy intermediate goods
sustained high real rates of growth, driven by
the fall in their prices in the first few months of
the year. Finally tourism payments continued to
increase strongly.
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CHART 15

Foreign trade (a)

S o u r c e s : Ministerio de Economía y Hacienda, Instituto Na-
cional de Estadística and Banco de España.

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

(b) These series are deflated by their related unit value in-
dices.
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4.2. Output and employment

On provisional INE estimates, the modest
slowdown in real GDP in the second half of
1998 continued during the first quarter of 1999.
Accordingly, year-on-year real GDP growth will
have been around 3.5 % in this period, one-
tenth of a percentage point lower than in the
preceding quarter and three-tenths of a point
below the average rate in 1998. From the view-
point of productive branches, the slight loss of
momentum is basically due to the behaviour of
industrial activity, linked in turn to the effects of
the international crisis on the export sector. As
mentioned above, construction has not strayed
from its accelerating path and services are dis-
playing greater stability, albeit with a trend of
slight deceleration. In this context, employment
growth continues to be notable, having ended
1998 at a rate of growth of 3.3 %, according to
the QNA estimate, somewhat below the level
recorded at the beginning of the year (see
Chart 16). This picture of smooth deceleration
in the rate of growth of jobs, similar to that seen
in real output, seems to be confirmed by the in-
dicators available for the first few months of
1999.

In the fourth quarter of 1998 primary activity
extended the headway observed since the be-
ginning of the year. However, the low rainfall in
the second half meant that the advances be-
came smaller, and in the final quarter of 1998
the year-on-year rate of growth of gross value
added stood at 3.1 %, in accordance with the
QNA estimate. Agricultural output was hit par-
ticularly hard by the unfavourable weather, es-
pecially those crops which ripen in the second
half of the year, such as fruit and wine grapes.
These trends seem to have remained broadly
the same at the beginning of 1999, although the
impact of the adverse weather on the activity of
the sector has become stronger.

As mentioned above, the fall in exports of in-
dustrial products has primarily affected industri-
al activity, excluding construction. As a result,
the rate of growth of the gross value added
generated by this branch dipped slightly during
1998, although it remained buoyant. According
to the data for the first few months of 1999 the
slowdown continued. The cumulative growth in
the industrial production index (IPI) in January
and February was 2.2 %, compared with the in-
crease of 4.8 % in the final quarter of 1998,
both rates being adjusted to take into account
the different number and distribution of working
days. Also, the business climate indicator
reached one of its lowest values for two years
in February 1999, largely as a result of the de-
terioration in order books.
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Gross value added and employment by branch of activity
Rate of change

Source: Instituto Nacional de Estadística.
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The loss of buoyancy apparent in the IPI
data extends to all their components, although
to a varying degree. The reduction in the year-
on-year rate of growth of the index of produc-
tion of consumer goods (cumulative growth of
0.3 % to the month of February, against 5.6 %,
on homogenous terms, in the fourth quarter of
1998) is notable, especially in the food aggre-
gate, although this decline also affects the rest
of its components, including consumer
durables. The slowdown in the production of
capital goods is less severe, and that of inter-
mediate goods is practically imperceptible. In
the latter case it is cushioned by the upturn in
energy production. By the branches of origin of
the products, the metal industry has remained
most buoyant.

As seen from the viewpoint of demand, con-
struction activity intensified during 1998. This
vigour stemmed from the growth in civil engi-
neering projects and house building and, given
the further headway indicated by the available
first-quarter data on the apparent consumption
of cement and the numbers of persons regis-
tered for Social Security, it can be expected to
be sustained.

The rate of growth of value added in the ser-
vices branch is displaying greater stability: the
smooth slowdown seen since end-1997 in both
its components (market and non-market ser-
vices) is not so large. The information available
for the first quarter of 1999 – albeit very scant –
shows no significant change. The moderate
slowdown seen in certain branches can be ex-
pected to be mitigated by the strength of others
– inferred from the available employment data –
such as hotel and catering and telecommunica-
tions.

The boost to the generation of employment
in 1998, consistent with the strength of produc-
tive activity and the moderation in the growth of
average labour costs, weakened in the fourth
quarter of the year. On QNA data, the number
of persons employed rose by 3.3 % year-on-
year in the fourth quarter, three-tenths of a per-
centage point below the rate in the third quarter.
This more subdued performance was preceded
by the slowdown in employees in employment
in the third quarter. However, this aggregate
continued to grow at a high rate (4.3 % at the
end of 1998), and there was a slight increase in
the second half of the year in the rest of the em-
ployed labour force in relation to the same peri-
od of 1997, after a year and a half of declines.

The available data on social security regis-
trations and registered unemployment for the
first quarter of 1999 suggest that the moderate
slowdown in the number of jobs created during

this period will continue, in step with economic
activity and its distribution between the main
productive branches. Thus, on March data the
number of Social Security registrations seems
to have dipped. Although the detailed informa-
tion only goes up to February, registrations in
construction and in services were notably buoy-
ant, while in industry the slowdown which be-
gan last summer firmed. As for registered un-
employment, the rate of decline of the first quar-
ter (13.8 %) was similar to that at end-1998.
This decline was at its strongest in agriculture
and services and more moderate in industry,
while in construction the sharp decline in unem-
ployment of 1988 was sustained.

4.3. Costs and prices

According to the wage survey, average
hourly earnings (in terms of basic pay) rose by
2.4 % in the fourth quarter of 1998 in relation to
the same period a year earlier. In the year as a
whole, such earnings grew on average by
2 . 6 %, more than one percentage point less
than in the previous year (3.9 %). As has be-
come usual, the increase in average monthly
earnings was somewhat lower (1.9 % in the
fourth quarter and 2.1 % on average during the
year), as a consequence of the hiring of work-
ers on shorter hours. By branch of activity, the
largest increase in average hourly earnings in
the fourth quarter was in construction (3.5 %)
– which also saw the emergence of a slightly
accelerating profile during the year – followed
by services (2.9 %) and industry (2 %). The lat-
ter sector saw a marked containment of wages
in 1998. There was also a general reduction in
wage drift in 1998. This phenomenon is affect-
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Wages
Annual percentage changes

Sources: Instituto Nacional de Estadística and Ministerio de
Trabajo y Asuntos Sociales.
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CHART 18

Price indicators (a)
Spain

Source: Instituto Nacional de Estadística.

(a) 12-month percentage change based on original series.
( b ) Index of non-energy processed goods and services prices.
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ed by various factors, among which the hiring of
new workers on low wages, the elimination in
some branches of seniority pay and the lower
growth in the number of hours of overtime
worked stand out.

The average increase in wage rates in the
collective bargaining agreements registered to
31 March – which gives an indication of how
wages will behave in the year as a whole – was
2.3 %, three-tenths of a percentage point below
the average growth in 1998 (see Chart 17). This
further headway in the process of wage decel-
eration would, if confirmed, mean a slight in-
crease in real wages, albeit lower than the fore-
cast growth of apparent labour productivity. To
date, 95 % of the agreements registered corre-
spond to revisions of agreements spanning sev-
eral years signed in previous years, with an av-
erage settlement of 2.3 %; newly signed agree-
ments, scarcely significant so far, showed more
moderate growth (2 %). By branch of activity,
only in services was a representative number of
agreements signed, with an average recorded
settlement of 2.4 %, several tenths of a percent-
age point higher than that in industry and con-
struction.

Most indicators of prices in the Spanish
economy deteriorated during the first few
months of 1999 (see Chart 18). Thus, in March,
the year-on-year rate of change of the CPI
stood at 2.2 %, eight-tenths of a percentage
point higher than in December. This un-
favourable outturn fed through to the most sta-
ble component of the CPI, the IPSEBENE (in-
dex of non-energy processed goods and ser-
vice prices), which was already recording high-
er rates than the general index. In March it rose
year-on-year by 2.5 %, three-tenths of a point
above the growth in December. The har-
monised index of consumer prices (HICP) grew
by 2.1 % in March with respect to the same
month of 1998. As the rates in the countries
which make up the euro area increased to only
1 %, the differential continued to widen. The
gap recorded in the service component is espe-
cially significant, although that of non-energy in-
dustrial goods is also tending to widen (see
Chart 19).

Since December 1998, the rates of growth of
all the components of the CPI, with the sole ex-
ception of non-energy industrial goods (whose
inflation stabilised at 1.6 %) rose, the more er-
ratic ones to a greater extent. Unprocessed
food prices grew by 3.2 % year-on-year in
March, as against 0.9 % at end-December and,
with the oil price on international markets begin-
ning to pick up and electricity tariffs being re-
duced in the first few months of 1999 by less
than in the preceding year, the growth rate of

the prices of energy goods rose from –6.6 % to
–2.9 % over the same period. The rate of
growth of processed food prices rose from
0.4 % to 1.9 %, due in part to the increase in to-
bacco and olive oil prices. Finally, services
prices increased by 3.8 %, as has become usu-
al well above the increases in the prices of other
products, and above the rise recorded in De-
cember (3.7 %). Product by product, the largest
differentials with respect to the euro area in
February continued to be found in services in-
flation (approximately 2 %), although the gap
was also significant for non-energy industrial
goods (1 %).

The year-on-year rate of change of the pro-
ducer price index was still negative in February
(–1.4 %), although less so than at the end of
1998 (in December the year-on-year rate was
–2.1 %). This profile basically matches that of
food consumer goods, which rose by 1.7 % in
February after falling at a rate of 1.1 % in De-
cember, due above all to the behaviour of to-
bacco and olive oil prices. The price of interme-
diate goods also followed a somewhat less
favourable path, with a reduction of 4.6 %,
against 4.9 % in December. By contrast, infla-
tion of non-food consumer goods fell by two
tenths of a percentage point to stand at 1.2 %,
while that of capital goods held steady at 0.3 %.
The trend in prices received by farmers for agri-
cultural products was less favourable in the
fourth quarter of 1998, the upward profile of
vegetable prices being notable.

Import unit value indices slowed again in
January 1999, falling by 6.6 % with respect to
the same month of 1998. The sharp fall in im-
port prices was, above all, a consequence of
energy prices, which have still not reflected the
rise in the price of crude oil on international
markets.

Combining the information furnished by
these price and cost indices in the accounting
framework of input-output tables for the Span-
ish economy, indicators can be obtained for the
process of price formation and, residually, the
behaviour of operating margins (see Chart 20).
In the fourth quarter of 1998, the latest for
which complete information is available, there
was a significant slowdown in the final prices of
non-financial firms (most pronounced in the
case of goods sold on export markets), which
was also accompanied by lower growth in vari-
able costs, so that the unit operating margin
was practically unchanged. As for costs, the
trend in unit labour costs was somewhat less
favourable. This was connected with the slow-
down in apparent productivity caused by the
lower buoyancy of activity. Nonetheless, this
behaviour was offset by the decline in interme-
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diate costs, linked to the sharp reduction in im-
port prices.

By branch of activity, prices and margins
continued to behave differently in manufactur-
ing and services. In manufacturing, final prices
fell by 1.3 %, as a result of the reduction in the
international prices of competing products and
the pressure of demand which, although high,

was lower than in the preceding quarters. Unit
variable costs also slowed, although by a small-
er amount, since the greater vigour of unit
labour costs offset the reduction in the cost of
intermediate goods. This led to a squeezing of
operating margins as a percentage of output.
Service prices grew at high rates, well above
those of their variable costs, which behaved
more like those in the other branches of activity.
In consequence, the gross operating margin per
unit of output continued to widen.

4.4. The State budget

In the first quarter of 1999, the State cash-
basis deficit fell by 3.1 % in relation to the same
period of 1998. This decline was the result of
revenue (up 23 %) rising by more than expendi-
ture (up 19.2 %) (see Table 3), in contrast to
the budget forecast of a small reduction in rev-
enue (0.5 %) and a slight increase in expendi-
ture (1.2 %). In order to assess the budget out-
turn during this period it is necessary to take
into account the impact of certain extraordinary
factors. As regards revenue, the high year-on-
year growth in the first quarter was, above all, a
consequence of the reduction in the volume of
rebates in respect of the main taxes, since the
Treasury, to adapt to the new shorter rebate pe-
riods (generally six months), speeded up their
processing during the final months of 1998, with
the result that rebates pending at the beginning
of 1999 were much lower than a year earlier.
Moreover, there was extraordinary revenue of
ESP 340 billion corresponding to capital gains
recorded by the Banco de España, which ex-
ceeded the ESP 224 billion raised in 1998 from
the privatisation of Argentaria. As for expendi-
ture, the concentration of interest payments in
the first few months of 1999 should be men-
tioned. In any event, if these effects are elimi-
nated, the improvement in the cash-basis deficit
in relation to the budget would be maintained
and its reduction with respect of the first quarter
of 1998 could be even greater.

The data released in the National Accounts
framework, however, show that the cumulative
State deficit in the first quarter of 1999 stood at
ESP 912 billion, 29.3 % higher than in the same
period of 1998. Expenditure rose by 19.2 %, in
line with the increase according to the cash-ba-
sis criterion, while revenue grew by 17.4 per
cent, which was less than in cash terms. This
difference was primarily due to the revenue in
respect of capital gains and privatisation pro-
ceeds mentioned above, which is not recorded
as current revenue when the National Accounts
methodological criteria are applied. In any case,
when the discrepancies in the schedule of rev-
enues and expenditure mentioned above are
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CHART 20

Price and cost indicators

Sources: Instituto Nacional de Estadística and Banco de Es-
paña.

( a ) Non-centred percentage change on same quarter a
year earlier, based on the trend of the indicator.
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taken into account, the result of the first quarter
does not depart from the budget deficit target
envisaged in the Stability and Growth Pro-
gramme for 1999. The breakdown of the data
hereafter will be in cash terms, this being the in-
formation available (see Table 3).

With regard to revenue, the high growth of
direct taxes is notable, due, as mentioned
above, to the lower volume of rebates made in
respect of both personal income tax and corpo-
rate income tax. Moreover, in relation to the
IRPF, it should be taken into account that part
of the revenue from withholdings on earned in-
come relates to December pay. This revenue
was not affected by the reduction in the with-
holding percentages under the new system of
calculation which came into force in January
1999. Consequently, the receipts from this tax
are expected to decelerate over the coming
months. Meanwhile, receipts from corporate in-
come tax will not be significant until April, when

the first advance payment becomes due. In the
first quarter, therefore, they were governed by
the change in the timetable for rebates. Note
that the projected reduction in the receipts from
this tax for the year as a whole is a conse-
quence of the receipts in 1998 in respect of
capital gains which arose in the privatisation of
state-owned firms.

As in the case of direct taxes, in the period
January-March receipts from all the indirect tax-
es grew at rates well above those foreseen in the
budget. VAT, the most important indirect tax,
was also affected by the reduction in the volume
of rebates, while receipts from excise duties in-
clude one month more revenue than in 1998
from the electricity tax (which was charged for
the first time in February last year). Among the
other indirect taxes, that on insurance premiums
was charged in January 1998 at a lower rate.
Nonetheless, and especially in the case of excise
duties and taxes on external trade, the buoyancy
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TABLE 3

Budget: outturn
ESP billions and %

1. Revenue 17,534 17,445 –0.5 4,064 5,001 23.0
Direct taxes 7,457 7,431 –0.3 1,370 1,861 35.8

Personal income tax 4,992 5,201 4.2 1,344 1,678 24.9
Corporate income tax 2,324 2,082 –10.4 5 158 —
Other 140 149 5.7 22 25 11.1

Indirect taxes 7,015 7,524 7.3 1,885 2,161 14.7
VAT 4,373 4,807 9.9 1,268 1,494 17.8
Excise duties 2,391 2,463 3.0 563 603 7.0
Tariffs 132 133 0.8 29 33 16.6
Other 120 120 0.7 25 31 26.8

Other net revenue 3,063 2,490 –18.7 809 979 20.9

2. Expenditure 18,649 18,867 1.2 4,759 5,674 19.2
Wages and salaries 3,053 3,132 2.6 654 656 0.4
Goods and services 388 340 –12.4 116 133 14.7
Interest payments 3,334 3,042 –8.8 1,051 1,593 51.6
Current transfers 9,906 10,411 5.1 2,411 2,665 10.5
Investment 898 945 5.3 300 409 36.3
Capital transfers 1,071 997 –6.9 228 218 –4.3

3. Deficit (3 = 1 – 2) (a) –1,114 –1,422 27.6 –695 –673 –3.1

MEMORANDUM ITEM: NATIONAL ACCOUNTS (b):
Revenue 17,316 — — –3,855 –4,524 17.4
Expenditure 18,550 — — 4,560 5,436 19.2

Financing capacity (+) or borrowing
requirement (–) –1,234 –1,164 –5.6 –705 –912 29.3

Sources: Ministerio de Economía y Hacienda and Banco de España.

(a) This is the cash-basis deficit as defined by IGAE (National Audit Office).
(b) The budget figure is for Central Government. according to the reply of the Ministerio de Economía y Hacienda to the Excessive

Deficit Procedure questionnaire.

Outturn Initial
projection

1998
1

1999
2

Percentage
change
3=2/1

1998
JAN-MAR

4

1999
JAN-MAR

5

Percentage
change
6=5/4

Outturn



of consumption and imports are the factors which
best explain the favourable trend in receipts in
the first quarter of the year.

Finally, the budget headings which include
the other net revenue of the state, excluding
current transfers (which mostly originate from
other general government bodies), also
recorded rates of change in the first quarter
notably higher than those budgeted. The
growth in profits and dividends, due to the ex-
traordinary revenue obtained from the Banco
de España mentioned above, and in rates
and other income, which was affected by
much more favourable positive issuance pre-
miums than foreseen in the budget, stood
out. All the same, this set of revenues is also
expected to slow over the coming months as
the revenue from the sale of state-owned
firms and from the royalty paid by the mobile
telephony firms in 1998 becomes incorporat-
ed into the basis of comparison.

As for expenditure, all the headings, except
wages and salaries, grew in the first quarter of
1999 at rates higher than those budgeted for
the whole of the year. In the case of interest
payments, their high growth, at above 50 %, is,
as already mentioned, linked to the different
maturity schedule of government securities.
This schedule is always announced at the be-
ginning of the year and, therefore, this heading
is budgeted with some accuracy. Over the com-
ing months, therefore, it will tend to converge
with the budget forecast for a reduction of 8.8 %
in this heading. In addition to the effects of larg-
er payments in 1988 due to the early repayment
of debt, this forecast also takes into account the
effects of the reduction in interest rates since
end-1995 and of the primary surpluses
achieved in recent years. Current transfers (up
10.5 %) also increased by significantly more
than forecast in the budget (5.1 %). Here, it is
the growth in transfers to social security, due to
the assumption by the State of the full cost of
the health service (previously partly financed by
social security contributions), and to the Re-
gional (Autonomous) Governments, due to the
transfer of powers in relation to non-university
education to the governments of Aragón,
Baleares and La Rioja, which should be taken
into account.

Wages and salaries grew by 0.4 % in the
first quarter, less than the 2.6 % growth forecast
in the budget. The increase in both public-sec-
tor wages and pensions has been set at 1.8 %
for 1999. Taking into account the increase in
the number of pensioners and the normal level
of wage drift, expenditure under this heading
could accelerate. The growth in expenditure
commitments in the first quarter, which stood at
1.9 %, seems to indicate this will be the case.

Finally, there have been significant devia-
tions from budget under the headings of goods
and services and investment, since around
4 0 % of the appropriations budgeted have al-
ready been used up. Accordingly, compared
with forecasts for 1999 of a decline of 12.4 % in
goods and services and of growth of 5.3 % in
investment, increases of 14.7 % and 36.3 %,
respectively, were recorded in the first quarter.
In both cases the deviations are the result of
obligations outstanding from previous years,
which account for most of those acknowledged
in the first quarter.

4.5. The balance of payments and the
capital account of the economy 

The current- and capital-account balance
amounted to EUR 1,388 million in the first
two months of 1999, which was a consider-
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TABLE 4

Balance of payments: summary table (a)

EUR millions

Current account 26,954 26,608
Merchandise 15,357 14,727
Services 5,687 6,356

Tourism 3,172 3,683
Other services 2,515 2,673

Income 2,011 2,030
Current transfers 3,899 3,494

Capital account 1,835 1,675

Current account 25,778 26,789
Merchandise 17,195 17,540
Services 3,726 3,997

Tourism 552 622
Other services 3,174 3,375

Income 2,756 3,177
Current transfers 2,100 2,074

Capital account 110 106

Current account 1,176 –181
Merchandise –1,838 –2,813
Services 1,961 2,359

Tourism 2,620 3,061
Other services –659 –702

Income –745 –1,147
Current transfers 1,798 1,420

Capital account 1,725 1,569

Source: Banco de España.

(a) Provisional.

JAN-FEB
1998

Receipts

JAN-FEB
1999

Receipts

Payments Payments

Balance Balance



able deterioration on the EUR 2,901 million
recorded in the same period a year earlier
(see Table 4). The weakness of goods ex-
ports is causing a notable widening of the
trade gap, which the excellent tourism results
have not been able to offset. As for other ex-
ternal transactions, the decline in the current
transfer surplus is notable. This is a conse-
quence of the fall in income received under
the European Social Fund, stemming from a
certain delay in the receipt of the funds as-
signed in the EU budget. The investment in-
come deficit deteriorated, due to the notable
increase in payments by the credit system,
although the receipts of this sector and the
private sector showed notable buoyancy, as-
sociated with the expansion in their external
a s s e t s .

From the viewpoint of the flows of saving
and investment of resident sectors, patterns of
behaviour have been similar to those seen in
1998. Thus, the deterioration in the financing
capacity of the economy as a percentage of
nominal GDP, inferred from the balance of pay-
ments figures mentioned above, is explained by
the decline in the financing capacity of house-
holds and firms, which is not offset by the
downward path of the net borrowing of general
government. The decline in the financing ca-
pacity of the private sector is, in turn, a conse-
quence of the strong expansion of housing in-
vestment and of private productive investment,
since the saving ratios of households and firms
tended to stabilise, after last year’s fall (as a
percentage of GDP, when capital transfers re-
ceived are taken into account).
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5. The markets
and financial flows
of the Spanish economy

As already mentioned in the February 1999
Boletín económico, the new framework creat -
ed by the start of Stage Three of EMU has re -
quired changes in the information traditionally
used for the analysis of domestic financial con -
ditions. The changes introduced are explained
in Box 2.

5.1. Interest rates and the financial
markets

In recent months, the financial decisions of
economic agents have been made against an
economic background (analysed in previous
sections of this quarterly report) marked by rela-
tively high growth of economic activity com-
pared with the rest of the European Union
economies. This growth has been driven by
more buoyant consumption and investment de-
mand. As regards monetary conditions in the
euro area there have been no significant
changes in the stance of monetary policy, al-
though it has become more accommodating, as
a consequence of the reduction in the ECB’s
reference interest rates at the beginning of April
and the depreciation of the euro against the dol-
lar. In any event, as highlighted in section 3.2 of
this report, nominal and real interest rates in the
euro area currently stand at historically low lev-
els. In Spain, the convergence towards the in-
terest rates of the start of the single monetary
policy has involved significant reductions with
respect to the levels prevailing in previous
years.

In the first quarter of 1999, developments in
Spanish financial markets were very similar to
those in the other euro area countries. As seen
in Table 5, interest rates on the primary and
secondary markets for short-term debt held
practically unchanged with respect to the final
quarter of 1998, at levels below 3 %. Although
the yield on 10-year bonds increased slightly in
the first quarter, the spread over German debt
with the same maturity, at around 20 basis
points, was at a similar level to end-1998.

Bank rates, however, were revised slightly
downwards. The synthetic deposit rate was
reduced by 22 basis points with respect to
the previous quarter, to stand at 1.9 %, while
the synthetic lending rate was lowered by a
similar amount (14 basis points), to 5 %, de-
spite the strong demand for credit. In March
1999, the decrease in synthetic lending and
deposit rates with respect to the same month
of the previous year amounted to 1.1 percent-
age points. In consequence, the spread be-
tween the two rates, an indicator of the net
interest margin, has held at slightly above 3
percentage points.

36 BANCO DE ESPAÑA / ECONOMIC BULLETIN / APRIL 1999

QUARTERLY REPORT ON THE SPANISH ECONOMY



37

BOX 2

Presentation of the financial flows analysis method

Monitoring the national components of monetary and credit aggregates in the euro area is not an ap-
propriate method of analysis under the new circumstances, since such components have certain short-
comings regarding their use in the case of a national economy. By contrast, analysis of the financial flows
of the Spanish economy, in terms both of instruments and sectors, provides a more comprehensive frame-
work for assessing, from the financial standpoint, the spending and saving decisions of the various eco-
nomic agents, especially non-financial firms, households and general government. The very nature of the
exercise and the information-availability limitations mean that the core of this analysis must be of a quar-
terly frequency and based on the information from the quarterly financial accounts of the Spanish econo-
my compiled by the Banco de España Research Department.

The Banco de España publishes and assesses each month the course of a set of financial indicators,
among which are liquid financial assets and the financing of the most relevant economic sectors which,
owing to their characteristics, are available monthly drawing on euro-area bank statements. It is true that
these aggregates make up a large portion of total financial assets and liabilities, and probably that portion
most linked to economic agents’ spending decisions. But there are other instruments such as shares and
insurance products, on the assets side, and inter-company credit, on the liabilities side, which are relevant
for the more comprehensive analysis proper to quarterly economic reports. Nonetheless, when it comes to
using the information relating to monitoring markets and financial flows that is included in quarterly reports
on the Spanish economy, in line with the description in the preceding paragraphs, certain clarifications re-
lating to the time horizon of the analysis, the basic groupings used and the criteria for valuing financial in-
struments should all be considered:

— Time horizon of the analysis. The period in which financial conditions are monitored is limited by the
availability of the information. The quarterly financial accounts are available with a lag of more than
one quarter. Thus, for example, the latest data from the quarterly financial accounts currently refer to
the fourth quarter of 1998. In this way, to assess developments in the first quarter of 1999, an estima-
tion must be made based on the various sources of information available: euro-area monthly banking
statements, Banco de España Book-Entry Government Debt System, CNMV (National Securities Mar-
ket Commission), etc. On this basis, the flows and stocks of the various financial instruments of non-fi-
nancial firms, of households and of general government have been projected. In any event, these pro-
jections are highly provisional insofar as they are a mere approximation to quarterly financial flows,
which, moreover, are usually subject to a high degree of revision, especially at the close of the year. In
this first report, therefore, a more detailed assessment is made of the information available on the
fourth quarter of 1998, cautiously uncovering the trends that may be derived for the first quarter of
1999 on the basis of the data available.

— For the analysis of the economy’s financial flows, it is appropriate to group economic agents in sectors
responding to similar patterns of economic behaviour. In this respect, the financial assets and liabili-
ties-holding sectors used in this report are non-financial firms and households and general govern-
ment. Moreover, to examine who are the issuers of these financial assets and liabilities, a further two
groupings have been established, namely credit institutions, among which the Banco de España is in-
cluded, and institutional investors, encompassing insurance companies, portfolio investment institu-
tions, agency brokers and broker-dealers.

— To make monetary analysis of the sector of households and non-financial firms easier, a regrouping
based on instruments and sectors has been made so as to obtain a set of liquid assets similar to that
prevalent in traditional monetary analysis.

— Regarding the valuation criteria for financial instruments, a harmonised treatment of all assets and lia-
bilities has been sought. That has meant making estimates to obtain a valuation at market prices, as
opposed to the current criterion prevailing in quarterly financial accounts where instruments are gener-
ally valued at book price. The instruments where the change in valuation criterion is most relevant are
shares in mutual funds and shares held by households and firms. In this way, the monetary analysis of
quarterly financial accounts is enhanced, since valuation at market prices allows for assessment of the
relative significance of changes in actual financial transactions and of portfolio revaluations in deter-
mining the financial position of the sectors.
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The Spanish Stock Exchange, like other Eu-
ropean markets, was highly volatile, strongly in-
fluenced by developments on international mar-
kets, and primarily those in the US. Accordingly,
at the end of the first quarter, prices were at a
level very close to that of end-1998.

5.2. Financial flows in the economy as a
whole

Net national financial saving fell during 1998,
as a result of a rapid decline in private saving
that was not completely offset by the increase
in general government financial saving (see
Table 6). On information to the fourth quarter of
1998, net national financial saving in the year
as a whole amounted to 0.9 % of GDP, as
against 1.6 % in 1997. All the same, it should
be noted that, considering a longer period, the
Spanish economy has, in recent years, record-
ed positive levels of net financial saving instead
of the traditional negative levels.

By sector, the largest decline in net financial
saving was recorded by households, primarily
due to the rapid relative growth in their financial
liabilities. The net financial saving of non-finan-
cial firms fell more slowly, to reach –1.7 % of
GDP. In the case of general government, bud-
getary consolidation has led to a progressive
recovery in its saving.

Unlike financial saving, which represents
flows (i.e. new lending and borrowing), wealth
or financial position measures the stocks of fi-
nancial assets and liabilities. The latter concept
therefore also includes other flows, principally
associated with capital gains and losses stem-
ming from the revaluation of the securities port-
folios held by economic agents. Table 6 shows
that the net financial wealth of the nation has
remained stable, at a liability position of around
20 % of GDP. The net f inancial wealth of
households has grown significantly in recent
years, representing 93 % of GDP at end-1998.
Also, non-financial firms have been improving
their net financial position in recent years, at-
taining a liability position of 2 % of GDP in
1998.

An analysis of inter-sectoral financial flows is
also very important for understanding the eco-
nomic and financial activity of economic agents.
In recent years, there has been a fundamental
change in the relations of the Spanish economy
with the rest of the world with the increasing in-
ternationalisation of the financial decisions of
agents. This has led firms to invest abroad and
institutional investors to channel a significant
part of the savings of households into foreign
assets. As a result credit institutions have had
to resort heavily to foreign credit to cover the
gap between the increase in demand for financ-
ing from firms and households and the expan-
sion in bank deposits. In sum, these circum-
stances show that the slight increase in net
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TABLE 5

Interest rates and domestic financial markets (a)

BANK RATES:

Synthetic deposit rate 3.22 3.02 2.79 2.67 2.06 1.92
Synthetic lending rate 6.54 6.20 5.93 5.80 5.15 5.01

TREASURY:

Auction of twelve-month Treasury bills (b) 4.47 4.01 4.05 3.67 2.95 2.94
Auction of three-year bonds 4.90 4.32 4.35 3.96 3.54 3.51
Auction of ten-year bonds 5.78 5.14 5.05 4.75 4.32 4.40

SECONDARY MARKETS:

Six-twelve month Treasury bills 4.50 4.05 4.06 3.64 2.88 2.91
Ten-year public debt 5.64 5.09 5.02 4.47 4.08 4.25
Spread over German bond 0.31 0.18 0.22 0.43 0.20 0.22
Commercial paper 4.80 4.41 4.02 4.16 3.26 ...
Private-sector bonds 5.48 5.06 4.96 4.35 4.29 3.93
Madrid Stock Exchange General Index (c) 42.22 40.49 39.66 8.72 37.19 –0.12

Source: Banco de España.

(a) Average daily data for the last month of the quarter.
(b) Marginal interest rate.
(c) Cumulative percentage change in the index since the start of the year.

1997
Q 4

1988

Q 2Q 1 Q 3 Q 4
1999
Q 1



National financial saving –3.0 0.5 1.6 1.4 1.0 1.2 0.9
Non-financial firms and households –0.4 5.1 3.4 2.9 1.9 1.6 1.9

Non-financial firms –4.2 0.9 1.2 –1.4 –2.5 –2.0 –1.7
Households 3.8 6.0 4.6 4.3 4.4 3.7 3.6

Credit institutions (a) 1.6 0.9 0.6 0.7 0.9 0.7 0.7
Institutional investors (b) –0.1 0.2 0.2 0.1 0.1 0.1 0.2
General government –4.0 –5.6 –2.6 –2.3 –1.9 –1.3 –1.8

Spain’s financial position –17.4 –20.0 –20.2 –18.9 –18.5 –19.0 –20.5
Non-financial firms and households 41.5 50.2 55.4 61.7 71.6 81.0 90.5

Non-financial firms (c) –17.9 –17.7 –14.7 –12.1 –7.7 –5.9 –2.1
Households 59.4 67.9 70.1 73.9 79.2 86.9 92.6

Credit institutions (a) (c) 13.0 14.7 13.5 12.6 13.4 14.9 15.0
Institutional investors (b) –1.2 –1.2 –1.0 –0.9 –0.6 –0.5 –0.6
General government –36.7 –44.1 –48.4 –52.6 –55.0 –54.7 –52.4

Source: Banco de España.

(a) Defined according to the 1st Banking Directive.
(b) Insurance enterprises, collective investment undertakings and securities-dealer companies and securities agencies.
(c) Shares are excluded from their liabilities.

national financial saving, from an average of
0.5 % of GDP in the period 1993-1997 to 0.9 %
of GDP in 1998, has been insufficient to cover
the large increase in the external assets of the
Spanish economy. 

The incomplete balance of payments data
available for January 1999 confirm the trend in
flows mentioned above. However, unlike in
1998, there was a net inflow of capital in Jan-
uary (see Table 7). Capital outflows in the form
of direct investment and portfolio investment
continued to run at high levels, while the majori-
ty of capital inflows were again in the form of fi-
nancing obtained by Spanish credit institutions
abroad. In any event, it should be noted that the
changes consequent upon Spain’s membership
of the single currency mean that the balance of
payments data must be analysed with caution.
Thus, it should be noted that the interbank fi-
nancing raised by Spanish institutions through
the TARGET system, recorded as a capital in-
flow, is completely offset by the external assets
recorded by the Banco de España in respect of
these transfers, which constitute a capital out-
flow of the same amount. Consequently, the fig-

ures for capital inflows and outflows may be in-
flated to some extent by the operation of this
payment system. Likewise, the fall in the bal-
ance of reserve assets at the Banco de España
in January 1999, of somewhat more than EUR
5 billion, is largely explained by the transfer of
reserves to the ECB. As a counterpart to this
transfer the Banco de España has recorded an
asset of the same value.

5.3. Financial flows of households 
and non-financial firms

In 1998 and in 1999 to date, the financial as-
sets and liabilities of households and non-finan-
cial firms have followed diverging paths, with a
slowdown in the growth rates of assets and a
progressively faster expansion in the liabilities
of these agents, as seen in Chart 21. Financial
assets grew by 9 % in the first quarter of 1999
with a certain polarisation in demand, which is
primarily directed towards assets with less risk
and lower yields, and towards those with the
highest risk, which are also the most profitable.
The aggregates which grew most were cash
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FINANCIAL SAVING AS % OF GDP
(CUMULATIVE DATA TO THE FOURTH QUARTER)

Average
1993-1997 1997

1998

Q 1 Q 2 Q 3 Q 4

FINANCIAL POSITION AS % OF GDP
(FOURTH QUARTER DATA)

Average
1988-1992

1992 1993 1994 1995 1996 1997 1998

TABLE 6

Saving and financial position



and cash equivalents, at rates of close to 15 %,
and total financial assets. Meanwhile, so-called
liquid assets, which group together, along with
cash and cash equivalents, liquid assets, such
as time deposits, repurchase agreements and
shares in fixed-income mutual funds, have been
slowing down to very moderate rates of growth,
of around 5 % (see also Table 8)

In the same period, financial liabilities expand-
ed sharply. However, in the case of credit financ-
ing, which includes bank credit and funds raised
through the issuance of securities, the accelera-
tion, which began at the end of 1996, halted in the
first quarter of 1999 at rates close to 15 % .

In any case, the recent behaviour of the fi-
nancial assets and liabilities aggregates of the
private sector mentioned above shows that
monetary and financial conditions in the Span-
ish economy remain relatively loose.

5.3.1. Financial flows of households
Lately, the financial flows of the household

sector have been marked by a progressive

decline in the rate of growth of its invest-
ments and a notable increase in financial lia-
bilities, based on very high growth in credit
granted by credit institutions. However, in
1998 this lower financial saving was offset by
the cumulative net revaluation of equities and
shares in mutual funds, which reached
around 4 % of GDP. The effect of the revalu-
ation of portfolios has been a dominant factor
in the determination of the profile of the net fi-
nancial position of households in 1998 (see
Chart 22). In fact, the upward trend in stock
markets that prevailed throughout 1997 and
in the first quarter of 1998 (taking prices on
the Madrid Stock Exchange to double their
end-1996 level) came to a sudden halt in the
third quarter, with a sharp fall in prices due to
the crisis in international financial markets.
This caused a significant change in the value
of households’ portfolios. In the third quarter,
for example, the value of the equity portfolio
of households fell by around 15 %. In the final
quarter of the year there was a certain recov-
ery, but it did not continue in the first quarter
of 1999.
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TABLE 7

Balance of payments on financial account
EUR millions

BALANCE ON FINANCIAL ACCOUNT –2,756 –990 –620 287
CHANGE IN LIABILITIES VIS-À-VIS EXTERNAL SECTOR 34,479 65,681 21,394 28,172

Investment 16,689 25,506 2,420 372
Excluding marketable securities 5,621 10,152 1,326 69
Marketable securities 11,068 15,353 1,094 303

General government 9,952 4,125 396 –343
Other resident sectors 1,183 8,469 845 295
Credit system –67 2,760 –147 351

Other investment 17,790 40,176 18,974 27,801
General government 21 866 –74 –319
Other resident sectors 544 4,319 579 1,863
Credit system 17,226 34,991 18,469 26,257

Of which:
Long-term loans and deposits 3,090 11,462 1,263 303
Short-term deposits and repos 14,135 23,529 17,207 25,953

CHANGE IN ASSETS VIS-À-VIS EXTERNAL SECTOR 37,236 66,671 22,014 27,886
Investment 25,328 57,293 3,343 4,214

Other resident sectors 19,890 44,627 3,339 3,142
Credit system 5,454 12,863 4 1,072

Other investment 1,555 21,625 19,083 28,817
General government 331 388 92 57
Other resident sectors 12,392 17,668 12,892 3,635
Credit system –11,168 3,569 6,099 25,126

Of which:
Short-term loans and deposits and repos –13,113 2,452 6,091 20,492

Reserves 10,352 –12,248 –413 –5,146

Source: Balance of Payments, Banco de España.

1997 1998 1998
JAN

1999
JAN



As regards households’ financial assets,
Chart 22 shows that in the first quarter of 1999
the progressive slowdown in their growth
seems to have become more pronounced. The
year-on-year expansion in that period was
6 . 4 %, as against average growth of 11 % in
1998. The most liquid instruments (cash and
deposits) are the only ones to have accelerated
moderately in the first quarter, in terms of their
contribution to the growth of financial assets.
Cash and cash equivalents, which include cash
and sight and saving deposits have grown by
around 9 % in the last two quarters. Component
by component, households’ sight deposits have
grown most strongly, while cash continues, as
in the last few quarters, to display practically
zero growth. As regards other deposits there
has been a recovery in time deposits, as a re-
sult of the more favourable tax treatment of
those of over two years. In any event, the finan-
cial flows generated by this set of more liquid
instruments make a modest contribution to the
growth of all financial assets. In fact, the com-
ponent made up of so-called liquid financial as-
sets has continued to record moderate and de-
clining rates, of around 3.5 %, in the first quar-
ter of 1999.

In terms of their contribution, mutual fund
shares and equities have made the largest con-
tribution to the growth of the financial assets of
households over the last two years, although
the growth rates of both instruments have mod-
erated in recent quarters. In fact, the total value
of the portfolio of mutual funds grew in the
fourth quarter of 1998 by 25 % year-on-year, a
rate which may fall to 11 % in the first quarter of
1999. The factors behind this slowdown are, on
one hand, connected with the poorer perfor-
mance of stock markets, both domestic and in-
ternational, which has reduced the accumulated
capital gains in these instruments. On the other
hand, stock market uncertainty, together with
the low level of current interest rates, has dis-
couraged agents from investing in these instru-
ments. Furthermore, the changes made in Jan-
uary 1999 to the tax treatment of mutual funds,
which have made them less attractive to in-
vestors, especially in comparison with bank de-
posits, may also have played a part in the shift
in the demand for assets away from mutual
fund shares and towards deposits. The avail-
able evidence suggests that net subscriptions
for shares in mutual funds, which amounted to
EUR 7.5 billion in the final quarter of 1998, have
fallen significantly in the first few months of
1999.

Another instrument making a larger contribu-
tion to growth of the portfolio of households’ fi-
nancial assets in recent quarters has been eq-
uities. After the disturbances in stock markets

over the summer months private investors and,
in particular, households have shown caution in
their acquisitions of new securities, with moder-
ately positive flows in the final quarter of 1998.
In any event, the increase in stock market lev-
els in the fourth quarter relieved the financial
position of households, enabling them to recov-
er a large part of their third quarter losses and
to close the year with a significant revaluation of
their portfolios. Developments in the markets
during the first three months of 1999 were char-
acterised by stagnation at end-1998 levels, with
an increase in volatility, which may have dis-

41BANCO DE ESPAÑA / ECONOMIC BULLETIN / APRIL 1999

QUARTERLY REPORT ON THE SPANISH ECONOMY

CHART 21

Non-financial firms and households (a)

Source: Banco de España.

(a) The data for the first quarter of 1999 are provisional es-
timates.

(b) Excluding shares.
(c) Excluding trade credit.
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couraged the taking of new positions in this
market.

Households’ financial liabilities have grown
considerably in the last two years, at higher
rates than assets, especially in 1998. In the first
quarter of 1999 this rapid expansion continued,
with a year-on-year growth rate of 13 %. The
dominant component is credit granted by resi-
dent credit institutions (see Chart 22). Here,
there has been a certain moderation in the rate
of growth: as against the year-on-year rate of
19 % attained in the final quarter of 1998, in the
first quarter of 1999 the rate of expansion
slowed to 16 %.

The notable expansion in bank credit in re-
cent quarters may be a consequence of a num-
ber of supplementary factors to the basic deter-
minants of households’ demand for credit,
these being the growth of disposable income
and interest rates. In fact, the notable increase
in financial liabilities may be linked to the simi-
larly high growth of the financial wealth of the
sector in the last two years, which has largely
been a result of the favourable trend in stock
markets. First, it may be supposed that house-
holds have financed part of their acquisitions of
financial assets, for example those arising from
some of the privatisations carried out in the
past, by means of bank credit. Second, the
greater accumulation of financial assets due to
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TABLE 8

Financial assets and liabilities of households and non-financial firms

HOUSEHOLDS AND NON-FINANCIAL FIRMS:

Total financial assets 1,197.0 11.0 13.4 12.6 9.3 11.9 8.9
Liquid financial assets 542.0 7.1 6.9 5.6 5.5 5.7 5.3

Cash and cash equivalents 240.6 11.6 10.5 7.7 10.2 14.6 14.4
Other liquid financial assets 301.4 4.2 4.6 4.1 2.3 –0.6 –1.0

Other financial assets 655.0 15.0 19.8 19.4 13.0 17.9 12.0

Total financial liabilities 803.0 10.4 9.5 12.3 12.1 13.1 14.0
Bank financing plus fixed-income securities 509.9 11.8 12.9 15.3 14.5 15.7 14.8

Credit from resident credit institutions 413.3 13.3 13.8 16.6 15.6 15.1 15.0
Other financial liabilities 293.1 8.2 4.2 7.4 8.1 8.9 12.6

HOUSEHOLDS:

Total financial assets 782.7 11.7 14.8 11.9 7.4 10.8 6.4
Liquid financial assets 453.2 6.6 6.7 4.7 5.1 4.2 3.5

Cash and cash equivalents 180.1 7.2 7.8 5.2 6.8 9.3 9.2
Other liquid financial assets 273.0 6.3 6.0 4.4 4.0 1.1 0.0

Other financial assets 329.5 21.1 29.4 24.3 11.3 21.8 10.7

Total financial liabilities 326.4 10.6 9.5 10.8 11.4 13.7 13.2
Bank financing plus fixed-income securities 228.6 13.9 16.8 17.4 16.5 18.3 15.2

Credit from resident credit institutions 206.2 14.5 17.6 18.2 17.2 19.1 15.9
Other financial liabilties 97.7 4.3 –3.7 –1.6 1.4 4.3 8.8

NON-FINANCIAL FIRMS:

Total financial assets 414.3 9.7 10.7 13.9 13.1 14.1 13.8
Liquid financial assets 88.8 9.9 8.3 10.5 7.8 14.1 15.3

Cash and cash equivalents 60.5 31.5 21.3 16.9 23.6 34.4 33.2
Other liquid financial assets 28.4 –10.6 –6.2 2.3 –10.4 –14.1 –10.3

Other financial assets 325.5 9.7 11.3 14.9 14.6 14.1 13.4

Total financial liabilities 476.7 10.3 9.5 13.4 12.5 12.8 14.6
Bank financing plus fixed-income securities 281.3 10.2 9.8 13.8 13.0 13.7 14.5

Credit from resident credit institutions 207.1 12.3 10.4 15.1 14.1 11.4 14.1
Other financial liabilities 195.4 10.4 9.0 12.8 11.8 11.5 14.6

Source: Banco de España,

(a) EUR billions.
(b) The data for the first quarter of 1999 are provisional estimates.

4-quarter % change

1997

Q 4 Q 1 Q 2 Q 3 Q 4 Q 1

1998 1999 (b)
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quarter
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(a) (b)



the revaluation of portfolios may have relaxed
the financial restrictions on households and en-
couraged them to increase their levels of in-
debtedness to finance consumer goods or
house purchases.

Quarterly bank balance sheet information on
the use of credit granted by banks and savings
banks, for the fourth quarter of 1998, shows
that the financing granted to individuals (which
does not precisely coincide with the definition of
households used in this section) is primarily
credit for house purchases. Although this ap-
pears to have slowed in relation to prior quar-
ters, it is still recording rates of around at 17 %.
Credit for the purchase of consumer durables
although only accounting for 5 % of all financing
granted by credit institutions, has continued to
grow at very high rates in recent quarters. Cred-
it for other purposes (including the purchase of
financial assets, leisure, education, etc) has
also grown at very high rates.

5.3.2. Financial flows of non-financial firms

The recent course of the financial flows of
non-financial firms shows that, set against
households, the revaluation effect has had a
lesser bearing on the course of the sector’s fi-
nancial position in recent years when compared
with that of financial flows arising from transac-
tions. Furthering the comparison with the
household sector, it should also be indicated
that firms’ demand for assets responds to differ-
ent reasons than those of households, meaning
that their balances are much more variable.
Thus, firms’ demand for liquid financial instru-
ments is more associated with their treasury
management than with their spending deci-
sions. Moreover, their volume of liquid assets is
only one-fifth of that of households, which con-
tributes to their rate of change being more
volatile.

Bearing in mind these caveats, it should be
highlighted that non-financial firms’ financial as-
sets have sustained the brisk growth rate with
which they ended 1998, running at 14.6 % in
the first quarter of 1999. Liquid assets have
made up a growing share of the total of finan-
cial assets and, hereunder, it is cash and cash
equivalents which have shown the biggest
growth rates (see Chart 23). Among the instru-
ments that have most contributed to the growth
of financial assets are assets vis-à-vis house-
holds and firms and claims on the rest of the
world, which have mainly taken the form of an
increase in foreign direct investment flows. In-
deed, as earlier mentioned, Spanish firms have
been stepping up their foreign investment no-
tably, especially in Latin America. One aspect
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CHART 22

Households (a)

Source: Banco de España.

(a) The data for the first quarter of 1999 are provisional es-
timates.

( b ) Cumulative flows and revaluation data to the fourth
quarter.

( c ) Calculated using an estimate of the assets valued at
market prices.

( d ) Difference between the change in the stock and the flow.
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worth mentioning is the change recorded in re-
cent quarters in firms’ equity holdings; as can
be seen in Chart 23, since end-1997 these
have contributed negatively to the growth of as-
sets. This partly reflects the privatisation during
1998 of public-sector firms under the SEPI
(State Industrial Holding Company) umbrella,
which means that shares previously recorded in
the firms sector (to which SEPI belongs) are
now considered as part of the sector which ac-
quired them, such as households or credit insti-
tutions.

The financial liabilities of firms continue to
run at a high and rising growth rate. Compared
with a year earlier, they stood at close to 15 %
in the first quarter of 1999 (see Chart 23). Apart
from financing obtained through credit institu-
tions, the average growth of which held at
around 13 % in 1998 and 14 % in the first quar-
ter of 1999, mention should be made of the sig-
nificant contribution by the other channels of fi-
nancing during recent quarters. Specifically, the
resort to foreign financing and to corporate
credit made up almost half the total growth in fi-
nancial liabilities in the sector. One of the ex-
planatory factors behind the high growth rates
of credit may be associated with the sizeable
taking of positions abroad via direct investment,
since such positions might be being financed
through bank credit, whether from resident or
non-resident credit institutions. Indeed, Spanish
firms purchased shares and other equity issued
by foreign firms worth almost EUR 10 billion in
1998, which approximates to foreign direct in-
vestment to some extent, accounting for 2 % of
GDP. Meantime, the flow of credit for the rest of
the world rose in 1998 to over EUR 8 billion.

As regards the information classifying fi-
nancing to firms in terms of productive activi-
ties, the latest quarterly data from bank balance
sheets (for end-1998) show that credit from
banks and savings banks to the construction
and services sectors is running at close to 20 %
year-on-year, up on the rate in the third quarter.
Financing extended to the industrial sector con-
tinues to post a year-on-year rate of 11 %.

5.4. General government financial flows

In 1998 the overall general government
deficit stood at 1.8 % of GDP, eight-tenths of a
point below the previous year’s level. The
downward course of the cumulative quarterly
data on net financial saving appears to be in
line with the target set in the Stability Pact,
which involves attaining a budgetary position
close to equilibrium over a not-too-distant time
horizon. The deficit is expected to improve by
around a further two-tenths of a point of GDP in
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CHART 23

Non-financial firms (a)

Source: Banco de España.

(a) The data for the first quarter of 1999 are provisional es-
timates.

(b) Cumulative flow and revaluation data to fourth quarter.
( c ) Shares are not included in liabilities. Calculated using

an estimate of the results valued at market prices.
( d ) Difference beween the change in the stock and the

flow.
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1999. The general government net financial po-
sition (assets - liabilities) is a debtor one, stand-
ing at 52 % of GDP at end-1998.

Throughout the period to date in 1999, the
deficit-financing framework in place for most of
1998 has been maintained. As a result, long-
term instruments have remained the main fund-
raising source (see Chart 24). Specifically, net
bond issues have exceeded the borrowing re-
quirement for the period, whereby the reduction
of the stock of short term instruments and the
lengthening of the average life of outstanding
balances have continued. Despite some insta-
bility on financial markets, which pushed yields
on the secondary market for debt up in Febru-
ary and March, there was significant demand
for government securities, which enabled the
Treasury to lower its issuance rates once more.

As regards Treasury bills, there was a nega-
tive net issue of EUR 7.5 billion, despite the fact
the gross issue amounted to 14.4 billion. Re-
demptions were concentrated in the 18-month
bill segment, while there was a positive net is-
sue of 12-month bills. The background of de-
clining money market interest rates has been
conducive to a fall in the financing cost of short-
term instruments. In the period as a whole, the
downward movement of marginal rates at issue
meant a decline of about 30 basis points in the
12- and 18-month segments in relation to those
prevailing at end-1998; they came to stand at
around 2.6 % for both maturities. Meantime,
there was a decline of about 20 basis points in
the six-month maturity, to 2.5 %. Regarding the
periodicity of Treasury bill tenders in 1999, the
Treasury has altered the frequency of six-month
deal tenders; these will now be every four
weeks (previously there were fortnightly), alter-
nating with the 12- and18-month bill tenders,
which will be held every two weeks.

Turning to bond issues, the volume of funds
raised in the first four monthly tenders in 1999
amounted to EUR 13,432 million, although this
strong issue will be partly lessened by redemp-
tions totalling 6,188 million on 30th April. The
high demand for this type of instrument enabled
the Treasury to cut its marginal rates: compared
with last December, 45 basis points were
shaved off three- and five-year bonds, and
about 20 basis points off ten- and fifteen-year
bonds. Thus, at the April tender, marginal rates
were set at 3.10 %, 3.38 %, 4.12 % and 4.55 %
for the three-, five-, ten- and fifteen-year bonds,
respectively. The Treasury’s comfortable finan-
cial position was likewise manifest in the suc-
cessive reductions in issuance targets, the

amounts of which for the April tender stood at
minimum levels for this year.

The funds obtained on the securities mar-
kets have allowed financial requirements for the
first quarter of 1999 (about EUR 5.1 billion) to
be comfortably covered. As a result, a small
portion of the Treasury’s financial requirements
has had to be covered through resort to its cur-
rent account at the Banco de España, drawing
down EUR 62 million. Consequently, the bal-
ance on this account at the end of March stood
at around EUR 10 billion.

These financing arrangements have meant
that the proportion of bonds in relation to total li -
abilities in circulation has grown continuously in
recent quarters from 54 % at end-1997 to 59 %
in the fourth quarter of 1998. Conversely, the
share of short-term instruments has progres-
sively declined, moving over the same period
from 20 % to 16 %. Likewise, the credit compo-
nent, which is of particular importance in financ-
ing the Territorial Government sub-sector, has
seen its share in total liabilities fall during 1998
by one percentage point; it accounted for 16 %
in the fourth quarter of 1998. As a result of this
financing structure, the average life of outstand-
ing liabilities has been extended during 1998.
According to data on book-entry government
debt, average life has increased from 3.5 years
at end-1997 to around five years at present.

26.4.1999.
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CHART 24

Growth of general government liabilities
% change on same quarter a year

earlier and contributions

Source: Banco de España.
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