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1. Overview

Into the year 2000, the Spanish economy
has been sustaining a high growth rate. The
well-rooted expansion of foreign markets and
the continuing buoyancy of domestic demand
have, on Banco de España estimates, placed
the year-on-year growth rate of real GDP at 4 %
in the first quarter, slightly up on the initial rate
released by INE (National Statistics Institute) for
the final quarter of 1999. The climate of growth
is likewise the case for the other euro-area
economies, according to the indicators avail-
able for the opening months of the year. The
12-month growth rate of the harmonised index
of consumer prices (HICP) for the area has
continued accelerating. It stood at 2.1 % in
March (3 % in the Spanish economy), due es-
sentially in both cases to the rise in energy
prices, the effect of which reached its height in
the preceding months.

Charts 1 and 3 show that the gap between
the growth rate of the Spanish economy and
that of the euro area as a whole is narrowing,
while the differences between the growth rates
of consumer prices, measured via harmonised
indices, have been cut slightly. Underpinning
the notable pick-up in the euro-area economies
is, on one hand, the expansionary impact of the
external environment and, on the other, the in-
creasingly firm recovery (albeit still of differing
intensity from country to country) in domestic
demand. Yet in the Spanish economy, despite
the improvement in the contribution of net exter-
nal demand being on a similar scale, what was
already a high growth rate of domestic demand
is moderating, after four years of notable vigour.

For 2000 Q1, it is estimated that real nation-
al demand in the Spanish economy may have
posted a rate of around 4.5 % year-on-year,
with a negative contribution of net external de-
mand of approximately half a percentage point.
Assessment of these data, on comparing them
with 1999 Q4, requires caution as the INE fig-
ures could be altered once information not
available at the time of their release is incorpo-
rated. The trend discernible in the indicators un-
derpinning these estimates points to a stabilis-
ing or moderate loss of momentum of the year-
on-year growth rate of domestic demand in the
final months of the current year, and to an im-
provement in the negative contribution of the
net external balance.

The continuation of the growth phase in the
US economy has played a pivotal role in ex-
tending the expansionary climate to virtually all
the main economic areas, with the notable ex-
ception of Japan. The macroeconomic and fi-
nancial stability attained (or progress towards it)
in many of these countries has been a funda-
mental factor in this favourable environment be-
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coming a generalised feature. And a further un-
derlying factor has been the spread of signifi-
cant technological advances taking place in key
sectors of these economies. The surge in the
prices of energy products since mid-1999 has
posed a threat to the stability marking this pro-
cess. Although the latest developments on the
market for crude oil are tending to ease the
pressures generated, the impact of the increas-
es recorded has yet to run its full course and, in
addition, regard must be had to the ongoing rise
in the prices of other commodities and of cer-
tain manufactures. These effects are felt most
sharply in the economies whose currencies
have depreciated or which are ahead in the
growth cycle.

As stated, the 12-month growth rate of the
HICP for the euro-area countries was 2.1 % in
March, approximately one percentage point up
on the related rate in mid-1999. The strong in-
crease in energy product prices on international
markets, exacerbated by higher import prices
further to the depreciation of the euro, was to a
large extent the determining factor here. The
change in the future price outlook, the firming of
the recovery in economic activity across the
area and the persisting high growth rates of
monetary and credit aggregates (the assess-
ment of which requires looking beyond the influ-
ence of the temporary factors in place during
the monetary union’s first year of life) all bore
on euro-area monetary policy. The European
Central Bank (ECB) decided to continue in
February and March with the gradual pattern of
rises first initiated in November last year, taking
its benchmark interest rate to 3.5 %. These in-
terest rate movements had already been dis-

counted by the money markets which, in turn,
brought forward their expectations about future
upward movements. Financial markets and, in
particular, stock markets were also influenced
by the volatility stemming from the US markets.

The fiscal policy stance of most of the euro-
area economies enabled the overall general
government deficit to be cut to 1.2 % of GDP in
1999. The fresh cuts envisaged for the current
year should have a bearing, above all, on the
effective control of spending. Wage negotia-
tions for the year have not confirmed the fears
that the high demands in Germany had
aroused. And this, combined with favourable
expectations about crude oil prices and with the
response of the monetary authorities, is shap-
ing an environment more conducive to an eas-
ing of pressure on consumer prices in the sec-
ond half of the year.

The generous monetary and financial condi-
tions that continue to prevail across the euro
area are feeding through to the Spanish econo-
my and affecting it due to its particular position
ahead in the cycle. The narrow aggregates,
those most directly related to spending deci-
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CHART 1

Gross domestic product

CHART 2

Confidence indicators

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

   (a)   Non-centred annual rate of change calculated on the basis of
the trend-cycle series.
   (b)   Non-centred annual rate of change calculated on the basis of
the seasonally adjusted series.
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sions, posted the highest rates of increase in
the early months of the year, and the growth of
financing to the private sector remained very
high at around 19 %, far outstripping the rate for
the area as a whole (see Chart 4). As regards
fiscal policy, the end-1999 result was an overall
general government deficit of 1.1 % of GDP,
which was better than expected. The figures on
the State budget outturn in 2000 Q1 also show
a favourable trend. Notable on the revenue side
is the continuing positive performance of indi-
rect tax, which is closely linked to the buoyancy
of economic activity. The strong increase in ex-
penditure is due, in turn, to the concentration in
these months of heavy interest payments. In-
deed, if the period allocation of this expenditure
is made in accordance with National Accounts
criteria, the results are very positive, namely a
slight deficit during Q1 similar to that of the
same period a year earlier.

Against this background, in which greater
export buoyancy has added to the factors driv-
ing domestic spending, final demand in the
economy is estimated to have run at an annual
rate of around 6 % in real terms during 2000
Q1, exceeding the related figure for 1999. The
acceleration in output was, as earlier stated,
less intense since approximately two percent-
age points of the growth of demand leaked out
to the foreign sector, via the increase in im-
ports.

Notable among the national demand compo-
nents was the vigour of private consumption, as
most of the indicators released show. The fac-
tors behind high growth rates in real consump-
tion for the third year running remain essentially
unchanged. They include the rise in real dispos-
able income, low real interest rates, gains in
wealth and favourable consumer expectations.
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CHART 3

Harmonised índices of consumer prices
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CHART 4

Financial indicators
of the Spanish economy
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   (c)   Cumulative data over past four quarters.

-10

-5

0

5

10

1996 1997 1998 1999

-10

-5

0

5

10
NET FINANCIAL SAVING (c)

% of GDP

NATION

% of GDP

HOUSEHOLDS

FIRMS

GENERAL
GOVERNMENT



Of particular significance in these opening
months of the year is the expansionary impact
of wage- and pension-related inflation-adjust-
ment mechanisms (which pass through to cur-
rent-year revenue the differences between the
previous year’s forecast and actual consumer
price growth) on household income. Such differ-
ences largely arose from the increase in the
prices of energy products. Attempts to avoid the
losses in real income deriving from external
shocks prove unfruitful in the medium run and
may have undesirable consequences for the in-
flation rate. The increase in consumer spending
and the notable buoyancy of investment in
housing (where only the initial signs of a slow-
down can be seen) are reducing households’
lending capacity. This is confirmed by the esti-
mate of their net financial saving which, at the
end of last year, was at historically low levels.

The slowdown in construction investment,
which is less than expected some months back
owing, perhaps, to the firmness of investment in
housing, is therefore due to the course of public
works, the growth rate of which began to fall in
mid-1999. Capital investment, for its part, is run-
ning on similar lines to 1999 Q4, having gradual-
ly slowed over the course of last year. Robust fi-
nal demand in the economy and the favourable
corporate conditions prevailing are reflected in
the positive expectations about the future course
of investment shown by most surveys.

The pick-up in goods exports is, as com-
mented, proving to be a key factor in the inten-
sifying growth rate of the Spanish economy in
the opening months of the year, as it is in the
other euro-area economies. Adding to the impe-
tus given by non-euro area markets and by the
weakness of the euro is the boost provided by
the growing buoyancy of intra-Community
trade, as some of the more lagging economies
in the area join the process. The persistence of
high real growth rates for imports, accentuated
by the surge in import prices, is further widening
the current-account deficit, despite the fact that
other associated components (particularly
tourism and transfers) are contributing to its
containment.

Employment developments in the early
months of 2000 are corroborating the strength
of economic activity, which is common to virtu-
ally all branches of industry. The moderate
slowdown dating back to last year in the rate at
which new net jobs are being created does not
appear to have intensified, and is providing for
a gradual recovery in apparent labour produc-
tivity. This, in turn, is preventing the rise in
wages – the consequence, to date, of the effect
of wage-adjustment mechanisms and of collec-
tive bargaining agreements spanning several
years (the information on new agreements is as
yet scant) – from passing through in full to unit
labour costs. The growth rate of this latter vari-
able, which is higher than that of most euro-
area countries, is not substantially different from
that posted last year.

Turning to price developments, the 12-
month growth rate of the consumer price index
(CPI) has stabilised at close to 3 % in Q1, ow-
ing essentially to the effect of higher energy
prices. Food prices are generally trending
favourably, while the rate of increase of non-en-
ergy industrial goods has turned considerably
up, widening the gap (as measured by the
HICP) with the euro-area countries. The service
inflation differential, however, is narrowing
slightly, as the related growth rate has acceler-
ated across the area while holding stable in the
Spanish economy.

The circumstances surrounding the Spanish
economy’s performance so far in the year 2000
are not substantially different from those pre-
vailing at the end of 1999. First, the pick-up in
the external environment is firming and growth
expectations for the world economy are being
revised upwards. Next, price pressures persist
on certain commodities markets which, in the
case of energy products, are tending to ease.
Further, monetary and financial conditions are
particularly generous, although there has been
a change of tack in the euro area-wide mone-
tary policy stance. And finally, the shortfall in
public finances continues to abate, favoured by
the increases in revenue that the buoyancy of
economic activity entails.
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2. The external environment
of the euro area

The trends observed in the final months of
1999 relating to the economic growth of the ex-
ternal environment of the euro area have firmed
in 2000 Q1. The indicators available point to the
prolongation of the robust expansion of growth
in the United States, the acceleration of activity
in the non-EMU EU countries and in the emerg-
ing south-east Asian economies, and the firm-
ing of the recovery in Latin America. Develop-
ments in Japan are less favourable, although
there have been recent encouraging signs po-
tentially heralding a return to positive growth
rates. The generalised advance of economic
activity worldwide coincides with the deteriora-
tion of the inflationary situation, essentially as a
result of the rise in oil prices. Nonetheless, at
the end of March, the Organisation of
Petroleum Exporting Countries (OPEC)
reached an agreement to increase crude oil
production. That should contribute to stabilising
oil prices in the coming months, although the
lagged effects of past rises will continue to be
felt.

According to final National Accounts data in
the United States, GDP posted a growth rate of
4.6 % year-on-year in 1999 Q4 (7.3 % in annu-
alised quarter-on-quarter terms), up three-
tenths of a point on the rate for the previous
quarter. This was the outcome of an additional
rise in domestic demand, which offset the
greater deterioration in net external demand.
These figures place average growth for 1999 at
4.2 %, only one-tenth of a point below the relat-
ed 1998 rate, this being the third year running in
which GDP has exceeded 4 % (see Chart 5).
The resilience of activity has proven compatible
with the favourable trend of domestic costs, ap-
proximated by the GDP deflator, which grew by
1.5 % on average (1.2 % in 1998), despite a sit-
uation close to full employment having been at-
tained owing to the favourable course of labour
productivity. It seems increasingly difficult to at-
tribute this pattern of growth solely to the inter-
play of a series of favourable economic factors
and a policy mix geared to macroeconomic sta-
bility. The length of the non-inflationary growth
period in the United States and the strong in-
crease in labour productivity suggest the pres-
ence of structural changes in the economy that
may be bearing favourably on its potential
growth. On the evidence available, such
changes might be connected with the incorpo-
ration of technical progress arising from the de-
velopment of information technology and com-
munications.

The economic indicators for 2000 Q1 point
to the continuing buoyancy of demand and a
further worsening of the current disequilibria. In-
deed, for the first two months the consumption
indicators show the continuing high growth of
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spending, with the household saving rate at a
new low (down to 0.8 % in February from an av-
erage of 1.9 % in 1999 Q4). The output indica-
tors have also been on an expanding course,
while employment has continued increasing in
the first quarter of the year. The monthly wage
indicators show no acceleration on recent
months so unit labour costs, given the expected
strong growth in productivity in 2000 Q1, remain
contained. Nonetheless, consumer prices grew
in March at a 12-month rate of 3.7 %, a strong
acceleration on the figures for January (2.7 %)
and February (3.2 %). With the fresh food and
energy components stripped out, underlying in-
flation posted a rate of 2.4 %, also considerably
up on the January and February rates of 1.8 %
and 2.1 %, respectively. Lastly, the deteriora-
tion in the terms of trade continues to widen the
trade deficit, which may further erode the cur-
rent-account balance during the present year.

In Japan, GDP fell, for the second quarter
running, in 1999 Q4 in relation to the preceding
three months. This meant a year-on-year
change of zero, whereby 1999 closed with aver-
age growth standing at 0.3 %, far below fore-
cast, though clearly above the 1998 figure
( – 2 . 3 %). The economic deterioration in the
second half of the year was further to the previ-
ous fiscal stimulus package having run its
course, the slump in confidence (especially on
the part of consumers) and the appreciation of
the yen in effective terms. The only domestic
demand component which trended favourably
in 1999 Q4 was private investment, in line with
the gradual improvement in business confi-
dence and with the headway made in industrial
restructuring. The slackness of private con-
sumption in the last two quarters of 1999 ap-
peared to exacerbate the adversely trending
labour market in this period and the reduction of
wages, though it was due above all to the per-
sistence of deflationary expectations. The nega-
tive contribution of external demand, for its part,
was largely the result of exchange rate develop-
ments.

The indicators available for 2000 Q1 appear
to point to an improvement in the pace of activi-
ty. Accordingly, the economic deterioration in
the second half of 1999 could prove to be a
transitory phase in the irregular course of the
Japanese economy. Among the domestic de-
mand components, the advance release of the
household spending indicator in February sug-
gests a pick-up in private consumption. The rise
in the composite index gauging the economic
climate (the Tankan business survey) in April
and in the industrial production index in the first
two months of the year might augur a slight re-
covery in private investment, which would help
reinforce the expansionary effects of the latest
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CHART 5

Main macroeconomic indicators
Percentaje change on previous year

   Sources: Banco de España, national statistics and Eurostat.
   (a)   As a percentage of the labour force.
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BOX 1

The plan for restructuring Japanese banks

Throughout the nineties, the prolonged phase of
low growth and, in the main, the sharp fall in real
and financial asset prices led to a heavy deteriora-
tion in the quality of Japanese banks’ lending portfo-
lios and, in particular, to the enormous growth of the
volume of defaults. The consequence of this was an
ongoing decline in the profitability of Japanese
banks (see accompanying chart). On official esti-
mates, non-performing loans in the banking sector
accounted at the beginning of 1999 for 11.7 % of to-
tal loans, or approximately 13 % of GDP. This situa-
tion, which was compounded as from late 1997 by
worsening economic circumstances, forced the au-
thorities to refrain in 1998 from applying partial mea-
sures (as would have occurred in previous years)
and to implement a comprehensive restructuring
plan for the sector.

The aim of this plan, devised in connection with
the principles of the “big bang” financial reforms offi-
cially announced in 1997, was twofold: to prevent
forthwith the possibility of the sector collapsing, and
to steer to a greater extent sectoral regulations and
workings towards market criteria. This involved, on
one hand, a substantial reduction in the short run of the enormous volume of non-performing loans by means of
a programme of government subsidies to recapitalise banks. And, on the other, the adoption of a series of leg-
islative measures and regulatory changes designed to promote, in the medium term, greater banking profitability
and solvency.

To achieve the first aim, the economic authorities gave their approval in March 1999 to public funds supple-
menting those granted in March 1998. These funds were aimed initially at the biggest banks and were subse-
quently and gradually added to in the course of 1999 as other smaller banks were targeted. The government es-
tablished that the amount of the funds should be determined by the applications made by the banks themselves,
requiring in exchange the submission of adjustment plans spanning four years (i.e. up to March 2003). Thus, the
15 biggest banks (with the exception of the biggest bank of all) submitted applications for government aid for a
total value of JPY 7.5 trillion (1.5% of GDP). Of this amount, which was paid out in late March 1999, JPY 6.2 tril-
lion were channelled in the form of the acquisition by the State of preferred stock, and the remaining 1.3 trillion
through the purchase of subordinated debt. Banks, for their part, made two commitments in their restructuring
plans. First, to remove from their balance sheets non-performing loans for a total of JPY 9 trillion (1.8% of GDP)
at the end of March 1999 (the end of the financial year). And further, to implement adjustment measures which,
by the end of the four years the plan covered, would bring about an estimated increase in net income of 11.5%
along with declines in overhead expenses and in staffing levels of 7.9% and 11.6 %, respectively. According to
certain expert assessments, the government assistance plan may be positively viewed in that it has contributed
to preventing several of the biggest banks from going to the wall. Nonetheless, there are continuing doubts
about whether the plan is sufficient to fully resolve the problem within the time frame and under the terms con-
sidered.

Mention should be made of the two key regulatory changes defining the new operational framework for the
banking sector. Firstly, the new system set in place in April 1998 for officially classifying the risk inherent to loans
extended by banks, which is more in keeping with the criteria applied internationally. And secondly, the approval
in October 1998 of legislation governing financial reconstruction (which authorises the government temporarily to
nationalise failing banks and to step in at banks undergoing serious difficulties) and financial normalisation
(which establishes the general outline for recapitalising banks via public funds). In all, total funds of JPY 60 tril-
lion (equivalent to 12.1 % of GDP) were made available to the Deposit Guarantee Corporation to assist banks.
These funds were to be earmarked for recapitalisation, the purchase of shares via nationalisation and liquidation,
and the safeguarding of the depositors in failed institutions in respective amounts of 25, 18 and 17 trillion. In ad-
dition, the Financial Reconstruction Committee was instituted as the sole banking supervisor, with reinforced su-
pervisory powers compared with the precursor institutions.

In addition to providing a way out of the crisis, the legal amendments made have set a substantial process of
change in train, with an essentially liberalising orientation. It will be focused on a banking system hitherto char-
acterised by a high degree of government intervention. In this respect, it should further be highlighted that the
economic authorities have recently indicated that the general guarantee currently in force for safeguarding bank
depositors will not be prolonged beyond the date initially agreed upon (March 2001).

Japanese bank profitability compared (a)

   Source: OECD, Bank profitability (1999).
   (a)   Profit after tax as a percentage of total assets.
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approved fiscal package on gross capital forma-
tion. Lastly, the decline in consumer prices in
the early months of the year has slowed and,
notably, wholesale prices in February have
risen in year-on-year terms for the first time in
over two years. Nonetheless, the limited leeway
for expansionary demand policies and the accu-
mulated losses in competitiveness will hinder
the entrenchment of a growth path in the com-
ing quarters. Only in the medium term, when
the structural reforms undertaken begin to bear
fruit, may a more sustained recovery in the
Japanese economy be expected.

Turning to the non-EMU EU economies, the
United Kingdom posted a GDP growth rate of
3 % year-on-year in 1999 Q4, up on the figure
of 2.2 % for the preceding quarter. Average
growth for the year was thus 2.1 % (2.2 % in
1998). The increase in GDP in Q4 is mainly due
to the buoyancy of domestic demand, especial-
ly of private consumption, which grew by 4.5 %
compared with the same period a year earlier.

This was because the contribution of the exter-
nal sector slipped back after three successive
quarters of improvement, owing to the strength
of sterling and the thrust of final demand. The
indicators available for 2000 Q1 point to the
continuing resilience of domestic demand, al-
though they appear to suggest the composition
of growth in Q1 will be somewhat more bal-
anced than in the previous quarter.

As regards inflation, the retail price index ex-
cluding mortgage interest payments (used by
the Bank of England to set its targets) grew at a
12-month rate of 2.2 % in February. Inflation
thus held at the levels recorded since mid-1999.
Nonetheless, throughout this period the differ-
ential between services and goods prices has
widened, with the former growing at rates close
to 4 %, far outpacing the rates of increase (of
close to zero) of goods more exposed to inter-
national trade. In addition, signs of inflationary
pressures have heightened since the closing
months of 1999 both in the labour market, as a
result of lower unemployment, and in the resi-
dential property market.

GDP in the south-east Asian zone grew in
1999 by somewhat over 4.5 %, marking a no-
table acceleration on the previous year. Assist-
ing growth was the climate of stability on finan-
cial and foreign exchange markets throughout
the year. The data for 1999 Q4 confirmed, in
the great majority of these countries, the accel-
eration in activity that had begun in previous
months. Output growth was very high in South
Korea and Malaysia and, to a lesser extent, in
Hong Kong, Singapore and China. The rest of
the economies in the area affected by the 1997
crisis – the Philippines, Indonesia and Thailand
– grew at rates close to 5 %.

The first signs of economic recovery were
discernible in South and Central America in
1999 Q4 following the crisis beleaguering this
area since mid-1998. The pick-up was assisted
by the improvement in activity in the rest of the
world, against a background of stable financial
markets, and by the rise in price of certain com-
modity exports. Average GDP growth in 1999
was 0.1 %, somewhat higher than forecast, al-
though it is the lowest rate recorded in the en-
tire decade. On the foreign exchange markets,
most currencies appreciated significantly, while
on the money and debt markets, interest rates
fell substantially. Stock markets in the area,
however, followed differing trends. The Mexi-
can, Brazilian and Venezuelan indices rose
strongly compared with stability or slight de-
clines in Argentina, Colombia and Chile.

Country by country, Brazil grew 0.8 % in
1999 thanks to a strong rise in the rate of in-
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CHART 6
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   Source: Banco de España.
   (a)   Three-month interbank market interest rates. Euro area: until
December 1998, weighted average of the eleven member countries;
in 1999 and 2000, three-month EURIBOR.

   (b)   Ten-year government bond yields. Euro area: until December
1998, weighted average of the eleven member countries.



crease of GDP in Q4 (3.1 % year-on-year
against –0.2 % the previous quarter). The infla-
tion rate increased notably from July 1999 on-
wards, essentially as a result of the strong de-
valuation at the start of 1999, although this did
not prevent the achievement of the target set by
the Brazilian central bank for December.
Nonetheless, a better inflationary outlook in the
opening months of the year has allowed the
monetary authority to cut its official interest rate
in late March. Argentine GDP, for its part, post-
ed a negative rate of –3 % in 1999, although it
was on a clearly recovering path in the second
half of the year. Mexico remained the economy
in this area with the best macroeconomic re-
sults. In year-on-year terms, its GDP grew by
5.2 % in the final quarter. Despite the fact that
its average inflation rate in 1999 was higher
than that of the previous year, it made substan-
tial headway in price moderation in the final
months, and this has been sustained into the
year 2000. The growing confidence of interna-
tional investors in the Mexican economy be-
came manifest, at the end of February, in the
upgrading by credit rating agencies of Mexican
government debt issues.

With respect to the economic policies of the
main countries, the United States and the Unit-
ed Kingdom both ran fiscal surpluses in 1999,
accounting for 0.5 % and 1.2 %, respectively, of
GDP. These figures will probably improve in the
year 2000 in the case of the United States, and
the surplus will be maintained, albeit at a lower
level, in the United Kingdom. In Japan, the bud-
get deficit amounted to 7 % of GDP in 1999
and, in 2000 Q1, the latest supplementary ex-
pansionary fiscal package (JPY 18 trillion in to-
tal), implemented in the last fiscal year, has
come into effect. For the current year, the re-
cently approved budget foresees a total deficit
of between 7 % and 8 % of GDP. Monetary pol-
icy in the United States and the United Kingdom
has adopted in recent months a decidedly re-
strictive stance to counter inflationary pres-
sures. Since the start of the year, the Federal
Reserve has twice increased its federal funds
rate by one quarter of a point, taking it to 6 %.
The Bank of England has also twice raised its
official rate, which currently stands at 6 %. Last-
ly, Japan continued to pursue its “zero interest
rates” strategy, although the Japanese central
bank has announced the possibility of abandon-
ing this practice if the improvement in activity
takes root and deflationary signs disappear.

The financial markets in the developed
countries have been marked in recent months
by the reduction in long-term interest rates and
high stock market volatility. The rapid response
by the US and UK monetary authorities to
tackle inflationary pressures was favourably
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viewed on the markets, as reflected by the in-
crease in short-term interest rates and the de-
cline in long rates during the first quarter of the
year (see Chart 6). In Japan, 10-year bond
yields stabilised at around 1.8 % in February
and March.

On the New York Stock Exchange, the rising
trend of the technology stocks was curtailed. As
a result, the NASDAQ index, which had risen
from the start of the year until 9th March by
24 %, has dropped sharply since, all the more
so on the release of the March inflation figures
on 14th April. At the time of this bulletin going to
press, the index was 34 % and 18 %, respec-
tively, below its peak and its level at the start of
the year. The more traditional securities includ-

ed in the Dow Jones index, which had been
volatile in the opening months of the year, also
fell heavily on 14th April, placing this index
around 10 % below its end-1999 level. The
strong decline in the New York equity market
was also immediately reflected in the Tokyo
Stock Exchange Nikkei index which, in trading
on 17th April, lost the gains of approximately
8 % it had built up during the year. On the for-
eign exchange markets, the dollar appreciated
by 5.4 % against the euro and by 2.5 % against
the yen in the period from December 1999 to
mid-April (see Chart 7). Over the same period,
sterling has appreciated in nominal and real ef-
fective terms (by 2.5 % and 1.7 %, respective-
ly), although it has depreciated against the dol-
lar (by 1.5 %).
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3. The euro area and
the monetary policy of the
European Central Bank

3.1. Economic developments

The latest data released on developments in
the euro area depict a recovery led by the
strengthening of net exports, the contractionary
effects in recent years on the external sector of
the crisis in the emerging economies having
been put behind. In turn, relatively generous
monetary and financial conditions and the im-
proved climate of confidence are proving con-
ducive to maintaining robust growth in domestic
demand which, on the latest official forecasts,
could be more pronounced in the coming
months. Against this background, prices have
continued to increase at moderate rates, albeit
on a markedly quickening path as a result of the
increase in the price of oil and the depreciation
of the euro. Currently, the outlook for the price
of crude oil and for wage costs is more
favourable than it was in the previous quarter,
although demand pressure and the potential
emergence of second-round effects derived
from the cumulative increase in the oil price
pose risks to continuing price stability.

On the latest national accounts estimate for
the euro area for 1999 Q4 (see Chart 8), GDP
ran at a year-on-year rate of 3 %, six-tenths of a
point up on the previous quarter, thereby pro-
longing the accelerating path dating back to
1999 Q2. The expansion of output in Q4 was
underpinned by the greater contribution of net
external demand (0.3 percentage points com-
pared with –0.4 points the preceding quarter),
reflecting the intense pick-up in exports. Do-
mestic demand remained robust, increasing by
2.8 %. There was no substantial change in ei-
ther its pace or its composition, since both pri-
vate consumption and gross fixed capital forma-
tion trended at very similar rates to those of the
two preceding quarters. Average growth for the
year was 2.3 %, five-tenths of a point down on
1998 owing to the slowdown in domestic de-
mand, since the contribution of net external de-
mand to output was, at –0.5 percentage points,
the same in both years.

Looking behind this overall pattern, the
growth rates of the various economies in the
area were relatively different. Countries such as
Ireland and, to a lesser extent, Spain saw a
higher-than-average increase in activity. This
was the result of their greater potential growth,
the lesser exposure of their trade to the south-
east Asian economies and the greater effect of
the adoption of the common monetary policy on
their domestic monetary and financial condi-
tions, as such a policy entailed nominal and real
interest rates far lower than those prevailing in
these countries in the period prior to the start of
EMU. Germany and Italy, for their part, grew
appreciably below the average owing to their
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tighter trade links with the crisis-ridden
economies. Further, whereas in Germany the
expansionary impact of the single monetary pol-
icy has been relatively limited, Italy has borne
the brunt of the forceful fiscal consolidation
drive required to join EMU. Nonetheless, the
course of GDP has been similar in virtually all
the countries, exhibiting an upward trend
throughout the year linked to the progressive
recovery in exports.

The euro-area indicators for 2000 Q1 (see
Chart 9) support the continuity of the trends ob-
served in the preceding quarter, although they
appear to point to a certain acceleration in do-
mestic demand. The consumption indicators
(consumer confidence, retail trade survey, new
passenger vehicle registrations and retail sales)
show notable signs of strength. Similarly, busi-
ness surveys and indicators of activity, includ-
ing most notably the industrial production index,
are holding on a marked rising path.

Employment grew by 1.3 % in 1999 Q4,
whereby the mild slowdown over the course of
the year continued. Taking the 12 months as a
whole, the average change in employment was
1 . 5 %, entailing a slowdown in the growth of
labour productivity to 0.8 %, although in the
second half of 1999 the path of recovery was
patent. As regards the opening months of the
current year, the unemployment rate stood at
9 . 5 % in February, at a similar level to the two
preceding months. So far, the initial data on the
outcome of collective bargaining in the year
2000 signal some restraint in wage settle-
ments. Thus, insofar as the recovery in the
growth of apparent productivity continues dur-
ing 2000, following the cyclical depression in
1999, the trend of unit labour costs in the com-
ing months could prove compatible with price
s t a b i l i t y .

On ECB estimates, the euro-area current-
account balance ran a deficit of EUR 6.6 billion
in January, 4.2 billion up on the same month in
1999. This was due to the sizeable decline in
the merchandise surplus (EUR 0.9 billion com-
pared with 4.8 billion in January 1999) and to
an increase in the investment income account
deficit, offset only partly by reductions in the
deficit on services and current transfers. Under-
lying the increase in the merchandise deficit
was the rise in the value of imports, which was
greater than that in exports, owing to the force-
ful increase in import prices arising from higher
oil prices and the weakening euro.

Euro-area inflation has continued to worsen
in the opening months of 2000 as a result of
dearer oil, the price of which grew a further
9.2 % between January and March, and the de-
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preciation of the euro (5 % against the dollar in
Q1). In March, the 12-month growth rate of the
HICP stood at 2.1 % (see Chart 10), four-tenths
of a point up on the December 1999 figure. This
reflected the strong increase in the energy com-
ponent, since the index comprising non-energy
goods and services grew by only 0.9 %, a simi-
lar figure to that for the final month of last year.
The trend of service prices was very stable, de-
spite the impact of the growth of fuel prices on
transport costs, against a background of more
buoyant activity. Across the different euro-area
member states, March saw a widening of the
range in which national inflation rates are situat-
ed owing to the trend of the processed food, en-
ergy and services components. With regard to
industrial prices, these grew at a 12-month rate
of 5.7 % in February, six-tenths of a point up on
January, furthering the acceleration discernible
since last year. Component by component, the
prices of intermediate goods grew by 9.2 %
year-on-year, compared with 8.1 % in January,
and consumer and capital goods, though still
growing at moderate rates, have been following
the same trend for several months.

The course of inflation in the coming months
will be highly conditional upon that of oil prices,
and these will largely hinge on the degree of
compliance with the new supply constraints re-
cently adopted by the OPEC countries. The
OPEC members decided at the end of March to
raise output by 7 %, with the aim of stabilising
the price of crude oil in a range of $20-25 per
barrel. Since then, oil prices have fallen by
15 % to around $22 per barrel. The increase in
production, set against the seasonal reduction
in demand, may suffice to stabilise the price of
crude at this new level during 2000 Q2. Howev-
er, if the level of compliance with the cuts were
maintained close to the figure reached in Febru-
ary (74 %, against 91 % in July 1999), the price
could fall to around $ 20 per barrel. As from Q3,
the seasonal pick-up in demand could prompt a
fresh increase in crude prices unless supply is
once more revised upwards at the OPEC meet-
ing scheduled for June.

With regard to budgetary policy, the decline
in the overall budget deficit of the euro-area
countries continued in 1999, falling to 1.2 % of
GDP, eight-tenths of a point below the related
1998 figure. Nonetheless, the correction of bud-
getary disequilibria in 1999 was on a lesser
scale than may be inferred from the course of
the overall balance, since this improvement was
substantially attributable to the reduction in in-
terest payments. The primary surplus increased
by only three-tenths of a point of GDP owing to
the highly favourable behaviour of revenue,
while current expenditure rose by 0.3 % of
GDP.
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Taking results country by country, none
recorded a deficit in 1999 of more than 2 % of
GDP and all improved their 1998 results except
Ireland and Luxembourg which, nonetheless,
are running comfortable surpluses. The biggest
changes in the budgetary balance took place in
Spain, France, Italy, the Netherlands and Fin-
land (see Table 1). 

All the euro-area countries have now submit-
ted revised versions of their stability pro-
grammes, according to which both the deficit of
the area as a whole and of each of the member
states should be close to balance towards the
year 2003. Among the fiscal measures unveiled
in recent months are those of the French gov-
ernment following the upward revision, in step
with the improved outlook for economic growth,
of its forecast revenue for the current year. The
surplus revenue will be applied only in part to
reducing the deficit. The rest will be earmarked
for higher expenditure on education and health
(around 0.1 %) and for easing the fiscal burden,
by means of a one-point cut in the main VAT
rate and the lowering of income tax rates on
households in the lower and middle income
brackets.

3.2. Monetary and financial conditions
in the euro area and in Spain

During 2000 Q1, relatively generous mone-
tary and financial conditions have held in the
euro area. In the light of the signals from other
activity and price indicators, the situation has
prompted growing expectations of interest-rate
rises throughout the period. Indeed, the firming
of more favourable growth prospects and the
expansionary nature of the key monetary and fi-
nancial indicators have pointed to a potential
risk of inflation deteriorating in the medium
term. The euro has thus continued to weaken
against the dollar, compounding its significant
depreciation over the course of 1999 and plac-
ing its real effective exchange rate index
against the developed countries below its aver-
age level in recent years. In turn, real short-
term interest rates have held at very low levels,
below 2 %. Finally, the growth rates of the mon-
etary and credit aggregates have remained
high, and the latest data have shown that the
most liquid components of M3 have continued
to expand significantly. The combination of the
foregoing factors led the ECB to raise its inter-
vention rates on two occasions relatively close
in time, on 3rd February and on 16th March. In
both cases the increase was 25 basis points,
whereby at the end of the period under analysis
the rate on the main refinancing operations of
the Eurosystem stood at 3.5 % and the rates on
the marginal lending facility and the deposit fa-
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cility at 4.5% and 2.5 %, respectively (see
Chart 11).

The monetary and financial situation in
Spain has been more expansionary than in the
euro area as a whole, and this was especially
so before the ECB decided to adopt a less ac-
commodating monetary policy stance. In partic-
ular, the most liquid financial assets and pri-
vate-sector credit have been sustaining high
growth rates, while the inflation differential vis-
à-vis the EMU member states has meant that
real short-term interest rates are lower in Spain
than real rates in the euro area.

Money market interest rates in the area have
trended in keeping with the hitherto prevailing
expectations of an increase in the Eurosystem’s
intervention rates. Thus, the overnight interest
rate, measured by the EONIA (European
Overnight Index Average), has held above the
interest rate on the main refinancing operations
for much of the period and, in the run-up to ten-
ders in which it was assumed that official rates
could be raised, it stood at levels largely antici-
pating such movements. The rates on interbank
deposits were on a similar rising trend. Indeed,
by the end of the period under analysis, they
stood at between 3.8 % and 4.3 % in the range
from the one-month to the twelve-month maturi-
ty, respectively, between 30 and 50 basis points
up on their average levels in December. In turn,
rates on the futures market and implicit rates on

the spot market have evidenced in this period
an upward revision of the levels of short-term
interest rates expected over the course of the
current year. In particular, the one-month for-
ward rate showed at the end of the period un-
der analysis that, following the interest-rate ris-
es by the Eurosystem, market expectations
about fresh intervention-rate movements in the
coming months have been sustained (see lower
part of Chart 12).

In the period to date this year, the virtually
continuous uptrend of interest rates on euro-
area debt markets since early 1999 has been
curtailed. This has been the outcome of the
cushioning effect exerted by the behaviour of
US markets during this period (marked by in-
creased volatility along with a reduction in inter-
est rates), which has checked the upward trend
driven by the favourable economic growth ex-
pectations in the euro area. At the end of the
period under analysis, ten-year bond yields in
the euro area stood at around 5.4 %, somewhat
down on the level as at end-December last
year. As a result of recent developments, there
has been a slight reduction in the slope of the
yield curve, and the long-term yield spread over
the United States has narrowed, standing in
April at around 70 basis points in monthly aver-
age terms. As regards the Spanish debt mar-
kets, the behaviour of prices has run parallel to
that of the main euro-area domestic markets,
and the ten-year yield spread over German

Belgium –3.7 –2.0 –1.0 –0.9 –0.5
Germany –3.4 –2.6 –1.7 –1.1 –1.0
Spain –5.0 –3.2 –2.6 –1.1 –0.7
France –4.2 –3.0 –2.7 –1.8 –1.5
Ireland –0.6 0.8 2.1 2.0 1.7
Italy –7.1 –2.7 –2.8 –1.9 –1.5
Luxembourg 2.7 3.6 3.2 2.4 2.6
Netherlands –1.8 –1.2 –0.8 0.5 1.0
Austria –3.8 –1.9 –2.5 –2.0 –1.7
Portugal –3.8 –2.6 –2.1 –2.0 –1.5
Finland –3.2 –1.5 1.3 2.3 4.1

MEMORANDUM ITEM:

Euro area
Primary balance 1.4 2.7 2.8 3.1 3.1
Total balance –4.2 –2.6 –2.0 –1.2 –0.9
Public debt 74.7 74.5 73.1 72.3 70.5

Source: European Commission.

(a) Deficit (–) / surplus (+).
(b) Forecast.

1996 1997 1998 1999 2000 (b)

TABLE 1

General government financial balance of euro-area countries (a)
(as % of GDP)



16 BANCO DE ESPAÑA / ECONOMIC BULLETIN / APRIL 2000

QUARTERLY REPORT ON THE SPANISH ECONOMY

bunds has held at around 20 basis points (see
Table 2).

Despite the reduction during this period in
short- and long-term interest rate differentials
between the United States and the euro area,
the euro has once more depreciated against the
dollar, following the trend observed since the
start of 1999. In the year to date, the cumulative
depreciation has been almost 5 % in monthly
average terms, meaning that the nominal effec-
tive exchange rate index against the developed
countries has come to stand in mid-April at
more than 2 % below the average monthly level
attained in December (see Chart 11).

The transmission of the movements in mar-
ket interest rates to the rates applied by banks

in their lending and deposit operations, on an
upward course since mid-1999, has continued
in the first two months of the current year for
which information is available. Fresh rises have
thus been seen in the most representative bank
rates, more significantly so in longer-term lend-
ing to firms and in mortgage loans than in short-
er-dated lending (see Chart 13). As regards
Spanish banks, the rates on their operations
have trended similarly to those of the euro area
during these two months, although the cumula-
tive increase in lending rates since July last
year has been lower than in the area as a
whole, where such rates depend to a greater
extent on long-term market rates.

Equity markets in the euro area have been
more volatile in 2000 Q1 than in the three previ-
ous months, and the uptrend that commenced
with notable force in October last year has been
checked. Prices on these markets have moved
against a backdrop of interest-rate increases in
the euro area and high volatility on the US equi-
ty markets, where prices tended to fall. Predom-
inant in February and in the first half of March
was the influence of growing corporate profit
expectations, set against the firming of the eco-
nomic recovery and the restructuring of certain
sectors in the euro area, especially in the
telecommunications field. In mid-April, however,
expectations that the Federal Reserve would
tighten monetary policy prompted a sharp fall in
US stock market prices, which spread rapidly to
the European stock markets. That has consid-
erably reduced the gains this year seen on the
broad Dow Jones Euro Stoxx index, which in-
cludes the main European equities. In Spain,
where stock markets have been more volatile
than in the previous quarter and appreciated
less than was the case in European markets as
a whole, the fall in share prices led the Madrid
General Index to slip to its end-1999 level, al-
though it subsequently picked up to some de-
gree.

The behaviour of the monetary and credit
aggregates in the euro area was uneven in the
opening months of the year, whereby the decel-
eration observed in January has not subse-
quently firmed. The latest data for February
have shown high rates of expansion in the M3
monetary aggregate (its latest three-month
moving average growth rate in relation to a year
earlier was close to 6 %), while the buoyancy of
overnight deposits has continued, with the M1
aggregate growing at a year-on-year rate above
10 %. Assessment of the figures in these open-
ing months of the year should be made bearing
in mind that the year-on-year growth of M3 was
continuously above its reference rate through-
out 1999, and that there was great uncertainty
over the factors behind this deviation. Some of
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CHART 12

Euro area yield curves

CHART 13

Monetary and credit aggregates
and interest rates in the euro area

   Sources: Banco de España and European Central Bank.
   (a)   Implicit up to six months.
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the momentum of this growth might have been
associated in the opening months of 1999 with
certain special effects arising from the introduc-
tion of the euro and the start-up of Monetary
Union, which might have increased the demand
for overnight deposits. However, the persistent-
ly high growth rate of M3 in subsequent months
and the recent downward stickiness of its
growth rates suggest that the pattern of be-
haviour of this monetary aggregate has been
due not so much to special factors but, above
all, to a genuine process of liquidity expansion.

In Spain, analysis of the variables allowing
an assessment of the liquidity conditions of the
Spanish economy reveals, as in the case of the
European monetary aggregate, the consider-
able buoyancy of the more liquid assets. Cash
and cash equivalents (which include cash in cir-
culation, overnight deposits and savings de-
posits), having trended downwards since 1999

Q4, have expanded significantly in February at
a year-on-year growth rate of around 12 %. De-
posits with an agreed maturity have also shown
increasingly marked vigour. However, the sharp
fall in shares in securities funds during these
first two months of the year has meant that the
growth rate of liquid financial assets as a whole
has decelerated to below 3 % year-on-year in
February (see Table 2).

Turning to the credit aggregates, finance ex-
tended by Monetary Financial Institutions to
euro-area residents expanded in February at a
rate similar to that observed over the course of
1999, at around 8% in year-on-year terms. This
overall figure was a result of differing perfor-
mances across the various sectors. Compared
with the restraint of lending to general govern-
ment, which grew by 1 % year-on-year in
February, finance to the private sector, after
having slowed in January, once more proved as

MONETARY MAGNITUDES (a):

EURO AREA

M3 5.4 5.5 5.9 6.2 5.2 6.2
M1 11.7 11.5 12.8 9.8 9.0 10.4
Credit to private sector 10.1 11.1 10.6 10.4 9.5 10.5

SPAIN

Liquid financial assets 4.3 4.1 4.2 3.6 2.5 2.9
Cash and cash equivalents 15.0 17.5 17.4 11.9 10.5 12.2
Lending to private sector 15.9 19.2 19.3 19.0 19.0 18.8

FINANCIAL MARKETS (b):

EONIA 2.93 2.56 2.43 3.04 3.04 3.28 % 3.51 % 3.61 %

Three-month EURIBOR 3.05 2.63 2.73 3.45 3.34 3.54 % 3.75 % 3.87 %

Government debt

Euro-area ten-year government bond yields 4.18 4.53 5.24 5.30 5.70 5.66 % 5.49 % 5.34 %
US/euro area ten-year bond spread 1.12 1.44 0.76 1.06 1.08 0.97 0.88 0.66
Spain/Germany ten-year bond spread 0.22 0.24 0.27 0.22 0.22 0.22 0.22 0.23

Bank interest rates in Spain

Synthetic deposit rate 1.90 % 1.66 % 1.69 % 1.98 % 1.98 % 2.06 % 2.17 %
Synthetic lending rate 5.02 % 4.54 % 4.71 % 5.02 % 5.10 % 5.33 % 5.55 %

Dollar/euro exchange rate 1.088 1.038 1.050 1.011 1.014 0.983 0.964 0.958

Equity market (d)

Broad Dow Jones EURO STOXX index 3.4 8.9 6.8 39.5 –4.1 6.8 6.0 3.5
Madrid Stock Exchange General Index –0.1 4.2 –1.2 16.2 –3.4 11.4 7.5 2.9

Sources: European Central Bank and Banco de España.

(a) Percentage change on a year earlier.
(b) Monthly averages.
(c) Average for the month up to the latest information available.
(d) Month-end data. Latest data available: 14 April 2000.

20001999

APR (c)MARFEBJANDECSEPJUNMAR

TABLE 2

Monetary and financial situation in the euro area and in Spain
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vigorous as it had in 1999, running at a growth
rate of over 10%. The net external position of
MFIs continued to diminish over the first two
months as a result of a bigger increase in liabili-
ties vis-à-vis the external sector than in foreign
assets; it was EUR 123 billion lower in February
than in the same month a year earlier. As indi-
cated in previous reports, this gap is providing
for a faster growth rate of credit than of liabili-
ties vis-à-vis euro-area residents.

The growth rates of the representative credit
aggregates in Spain have remained high,
against a backdrop of economic expansion and
favourable finance conditions. The latest data

on finance to the resident private sector (non-fi-
nancial corporationand households) show its
growth rate to be holding at around 19 %, un-
changed since mid-1999. This is the result of
something of an acceleration in the finance
raised by a companies, which is growing at over
2 0 %, and of mild restraint in credit to house-
holds. The growth rate of finance to general
government has grown slightly at the start of
this year, although a partial influence here has
been the specific course of the State deficit in
the early months of the year 2000. In any event,
the following section of this “Quarterly Report”
offers a more detailed analysis of financial flows
in the main sectors of the Spanish economy.



4. The Spanish economy The Spanish economy benefited last year
from the general global economic upturn and, in
particular, from the expansionary effect it had
on euro-area activity in the second half of the
year. The rate of growth of activity in Spain,
which had been adversely affected by the inter-
national economic crisis in late 1998 and early
1999, was back on an upward trend, reaching
3.9 % year-on-year in Q4. Throughout the peri-
od, domestic demand sustained high growth
rates (albeit with a moderate downward trend),
based on loose monetary and financial condi-
tions (as described in the preceding section),
and on a fiscal stance that combined a strong
increase in tax receipts with measures encour-
aging spending by other sectors. From the in-
formation available on activity and demand in
the first quarter of 2000 it appears that the re-
covery in output continued, led by a further im-
provement in net external demand, while do-
mestic demand grew at a real year-on-year rate
of around 4.5 %, close to its end-1999 level.

As in other European economies, the Span-
ish inflation rate ended 1999 on a rising trend,
owing to the increase in energy prices. In the
first quarter of the year 2000 prices continued to
grow at high rates, which can be expected to
dip as the oil price returns to more moderate
levels. The inflation differential with the euro
area, having remained at around one percent-
age point in 1999, fell by a few tenths of a point
at the beginning of 2000. In any event, wages
continued to help moderate prices, ensuring not
only that the inflation rate did not accelerate fur-
ther, but also that employment creation was
high in 1999 and, on the available information,
is still high now.

4.1. Demand

On Quarterly National Accounts (QNA) esti-
mates, national demand grew in 1999 Q4 at the
high real year-on-year rate of 4.2 % (1). This
was, nonetheless, below the rates of close
t o 5 % estimated in preceding quarters (see
Chart 14) as a consequence of a levelling off in
the rates of growth of all the spending compo-
nents. In the final quarter of the year, the
growth rates of household and general govern-
ment final consumption spending and of gross
fixed capital formation in relation to capital
goods and construction appear to have slowed.
Despite the loss of momentum of national de-
mand, GDP accelerated slightly, to reach a real
year-on-year rate of 3.9 %, since the negative
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(1) The QNA figures referred to in this chapter are de-
fined in trend-cycle terms, in accordance with the terminolo-
gy used by the National Statistics Institute.



contribution of net external demand to output
growth fell significantly, to stand at –0.4 per-
centage points, down from –1.1 points in Q3.
This outcome was due to the greater buoyancy
of exports, which rose by 10.7 % in Q4, two
percentage points more than in Q3, and to low-
er import growth, although the latter was still
running at a rate of 11.7 %.

Following the release of the INE estimates
discussed above, further information on end-
1999 has been received. Overall, this seems to
indicate that the slowdown in national demand
in Q4 may have been less pronounced than
originally estimated, while the contribution of
net external demand would have been some-
what more contractionary. The short-term indi-
cators for the first quarter of 2000 – based on
very incomplete data – suggest that domestic
demand continued to grow at high rates of
close to 4.5 %. Household final consumption
spending would have grown in the first quarter
at similar rates to those in the preceding quar-
ter, investment in capital goods would have
gained momentum and the slowdown in con-
struction spending, dating back to 1999 Q1,
may have diminished. As regards foreign trade
flows, goods exports continued to recover while
imports stabilised at a high rate of growth, indi-
cating a less contractionary contribution from
net external demand than in 1999. Overall,
GDP may have risen in the first quarter of the
year at a year-on-year rate of 4 %, slightly up
on the previous quarter.

On QNA data, household final consumption
expenditure grew in 1999 Q4 by 4.2 % year-on
a-year, in real terms, three-tenths of a percent-
age point less than in the preceding quarter.
This slowdown has been captured by some in-
dicators, such as apparent consumption of
goods and new car registrations, while other in-
dicators, such as the retail sales index and total
household spending, estimated by the Spanish
Household Expenditure Survey, show more
sustained growth, more in line with the recovery
in the consumer confidence index in that period
(see Chart 15). In fact, the scant information
available on consumption in 2000 Q1 would in-
dicate that the slowdown in its growth came to a
halt, a fact that would also be consistent with
the high levels of consumer confidence in the
first quarter. The retail sales indicator, deflated
by consumer prices, grew by 9.5 % year-on-
year in January and February, well above the
Q4 rate of 4.5 %. New car registrations grew
strongly in the same months, and although they
were weak in March this may have been linked
to the timing of Easter. In any event, the growth
rates of consumption of consumer durables, ac-
cording to the relevant apparent-consumption
index, would have levelled off. Finally, although
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CHART 14

Main macroeconomic aggregates (a)



on the basis of incomplete information for the
first quarter the ongoing slowdown in the aggre-
gate indicator of apparent consumption of con-
sumer goods seems to have continued, this
was due to the poor performance of the food
component, since other consumer goods grew
at similar rates to those in the fourth quarter.

The strength of household consumption in
2000 Q1 is based on the positive performance
of its main determinants. Indeed, it is estimated
that household disposable income will rise in
the year as a whole at a rate similar to that in
1999. As regards the compensation of wage
earners, the slight slowdown in employment will
be offset by the higher growth in average com-
pensation. The payments arising from the trig-
gering of inflation-adjustment clauses in 1999
settlements received in the first quarter of the
current year will have contributed to this higher
growth. Net transfers from the public sector will
also help to sustain disposable income. The so-
cial benefits received by households have been
boosted by the increases in pensions stemming
from the rise in the minimum pension and from
the compensation for the inflation overshooting
in 1999, partly replacing the expansionary im-
pulse provided by the reform of personal in-
come tax last year. The relatively expansionary
performance of disposable income is supple-
mented by the improvement in household ex-
pectations and the rise in property values, fac-
tors conducive to consumption rising faster than
income. As already mentioned, the consumer
confidence index improved significantly in
February and March, regaining levels close to
its all-time high, helped by the rapid reduction in
the rate of unemployment. In addition, financial
conditions remain favourable for the expansion
of household expenditure.

In 1999, on QNA data, general government
final consumption spending grew by 1.8 %, in
real terms, with a profile of progressive slow-
down over the year. The information available
for the first quarter of 2000, relating exclusively
to the State, is distorted by the transfers of re-
sponsibilities to the regional (autonomous) gov-
ernments. However, it is estimated on the basis
of the budget plans for the current year that the
trend slowdown in general government final
consumption expenditure will come to a halt, so
that the rise in this expenditure will be similar to
that in 1999 as a whole.

In 1999 Q4, on QNA estimates, the slow-
down in gross fixed capital formation that com-
menced in preceding quarters accelerated, re-
ducing the real year-on-year growth rate to 7 %,
one percentage point less than in Q3. The di-
minished buoyancy of investment was a result
of weakness in both construction spending and
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CHART 15

Private consumption indicators
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in investment in capital goods. Investment in
capital goods grew, on QNA estimates, at 6.8 %
year-on-year, in real terms, somewhat more
than one percentage point less than in the third
quarter and significantly below the 10 % rate of
the first quarter of the year. It should be noted
though that the information available for end-
1999, in particular that provided by the apparent
investment indicator, based on full information
for the year in question, seems to suggest that
the slowdown in this spending component last
year may have been less sharp (see Chart 16).
This has given rise to an estimate for year-on-
year growth of close to 8 % for investment in
capital goods in 2000 Q1, in line with the growth
signalled by the apparent investment indicator
for this period (albeit based on incomplete
data). It should be noted that the latest figures
for the industrial production of capital goods, re-
lating to February, show a recovery, although
the business survey run by the Ministry of In-
dustry and Energy, on data to February, has
tended to indicate a somewhat less optimistic
situation in investment goods industries. Mean-
while, the autumn results of the weekly invest-
ment survey of industrial firms signal, besides
an upward revision to investment in 1999, in-
vestment growth in the year 2000 at very close
to the 1999 rate, in nominal terms.

In general, the buoyancy of spending on
capital goods forecast for the beginning of 2000
is in line with the expansionary behaviour of fi-
nal demand and with the expectation that this
strength will be sustained in the coming quar-
ters. In fact, industrial orders, a variable approx-
imating expected demand, have been markedly
expansionary since end-1998, as seen in Chart
16. Moreover, the financial position of firms, re-
flected in the results of the Central Balance
Sheet Office quarterly survey (CBQ) available
to 1999 Q4, remains very comfortable, with low
levels of indebtedness and a very high return
on assets. Given that the cost of borrowing con-
tinued to fall to the end of 1999, the differential
between this cost and profitability continues to
widen, which is in principle conducive to new in-
vestment.

Construction investment remained highly
buoyant in 1999 Q4, growing by 7.1 % year-on-
year, although the slowdown to which it had
been subject during the year became more pro-
nounced. In any case, in 1999 as a whole, the
growth of construction investment was notable,
due to the healthy performance of building,
while civil engineering works began to show
signs of stagnation as from the second half of
the year. Within building, the growth in residen-
tial investment, against a background of growth
in employment and disposable income and low
interest rates, which boosted the demand for
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CHART 16
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dwellings, was notable. Also, the healthy finan-
cial position of firms helped to boost spending
on non-residential building.

The most recent short-term information, re-
lating to the first quarter of the current year,
seems to indicate that the slowdown in con-
struction was tending to be curbed in this peri-
od. Input indicators, such as the index of indus-
trial production of construction materials and
apparent consumption of cement, have sig-
nalled greater buoyancy in the most recent
months, which could be related to the onset of a
period of greater buoyancy in civil engineering,
which uses such materials very intensively in
the early stages of work (see Chart 16). Howev-
er, the indicators of employment in the sector
show a continuation in the first quarter of the
year of the slowdown displayed since the sec-
ond half of the previous year. From a medium-
term viewpoint, the recent behaviour of the
leading indicators implies a further slowdown in
this component of investment in the coming

quarters. The rate of growth of indicators of new
building starts in the private sector fell in the
second half of 1999 and the volume of work
tendered by general government dropped in
1999 as a whole, although the decline was less
pronounced in the last few months of the year.

To finish off the components of gross capital
formation, it should be noted that, as in the two
preceding quarters, stockbuilding added one-
tenth of a point to the year-on-year growth rate
of GDP in 1999 Q4. The scant information
available for 2000 Q1 comes from the business
survey and seems to indicate a certain rise in
the level of stocks in industry.

As mentioned at the beginning of this sec-
tion, provisional QNA estimates indicate that
the negative contribution of net external de-
mand to output growth fell significantly in 1999
Q4, to stand at –0.4 percentage points, down
from –1.1 points in Q3 and –1.5 points in the
first half of 1999. This smaller deterioration in
the external imbalance was a consequence of
the strong recovery in exports in the final quar-
ter and the slight slowdown in imports, which
nonetheless continued to grow at high rates.
The figures for December goods trade, which
were not known at the time the QNA estimates
were released, confirm that net external de-
mand made a smaller negative contribution to
GDP growth in Q4. However, they seem to indi-
cate that the correction was less significant than
initially estimated by INE. These figures show
that exports accelerated significantly in the final
quarter of 1999, driven by the strong improve-
ment in the global economy and by the euro’s
depreciation against the US dollar, but they also
show that imports were highly buoyant too,
growing at even higher rates than in Q3. The
still very scant information on the first quarter of
2000 indicates that the recovery in world trade
and the ongoing depreciation of the euro
against the US dollar continued to strengthen
exports, while imports sustained a high rate of
growth, driven by the growth in final demand
and the pick-up in industrial production.

Goods exports were on an upswing through-
out 1999. This firmed in Q3, with the improve-
ment in the European economies and the re-
covery in Asian markets, and strengthened in
Q4, with the upturn spreading to all Spanish ex-
port markets. In the latter period, exports
reached a real year-on-year growth rate of
1 0 . 3 %. January 2000 customs figures show
that the upswing extended into the beginning of
the current year, as a result of the expansionary
behaviour of sales to the EU and the strong
growth in those to other markets (see Chart 17).
As regards product types, the ongoing robust
growth in capital goods, against a background
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of heavy price falls is notable, as is the buoyan-
cy of sales of non-energy intermediate goods,
driven by the recovery in global activity. Sales
of non-food consumer goods gained new mo-
mentum, owing to the growth in semi-manufac-
tures and cars, while exports of food consumer
goods grew more moderately. As regards the
performance of service exports, tourism re-
ceipts displayed considerable strength in 1999,
surpassing the excellent results of the previous
year. The progressive improvement in the Euro-
pean economies, where most of the tourists vis-
iting Spain come from, and the recovery in the
countries afflicted by the international crisis, to-
gether with the euro’s depreciation against the
US dollar and against sterling, were responsible
for this very positive performance by tourism.
The only data available for the year 2000, refer-
ring to January, shows a slowdown in tourism
receipts from the very high end-1999 rates. Fi-
nally, non-tourism services were very buoyant
during 1999, the receipts associated with finan-
cial services, insurance and information tech-
nology services being particularly dynamic.

Goods imports grew at notably high real
rates – well above those for exports – during
1999, as a consequence of the firm growth in fi-
nal demand. However, a mild slowdown began
in Q3 and, on QNA estimates, continued in Q4,
with the year-on-year growth rate down to
1 1 . 7 % in the latter period. As mentioned
above, complete customs data for 1999 Q4
would seem to indicate a strengthening of im-
ports, in line with the recovery in final demand.
The information available on January suggests
that the high real growth rates of foreign pur-
chases levelled off, against a background of
sharp rises in prices. That said, given the
volatility of these flows, further data will be re-
quired to corroborate this development. As re-
gards groups of products, energy imports were
particularly vigorous in January, while the rate
of growth of non-energy components slowed,
especially imports of capital goods and non-
food consumer goods. Finally, service imports
grew at a high rate in 1999. Tourism payments
accelerated significantly in the second half of
the year, to reach a real growth rate well up on
that of the previous year, reflecting the high lev-
el of consumer confidence. This strong rate of
growth moderated in January 2000. Non-
tourism payments were also buoyant in 1999,
especially those relating to financial services, in
tune with the strong foreign investment activity
generated during the year.

4.2. Output and employment

From the viewpoint of the productive branch-
es, the slight acceleration of GDP in 1999 Q4 -
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CHART 18

Gross value added and employment
by industry (a)

0

1

2

3

4

5

1996 1997 1998 1999

0

1

2

3

4

5
TOTAL ECONOMY

GDP

%

EMPLOYMENT

%

-5

0

5

10

15

20

25

1996 1997 1998 1999

-5

0

5

10

15

20

25

GVA

AGRICULTURE AND FISHERIES

EMPLOYMENT

-1

0

1

2

3

4

5

6

7

1996 1997 1998 1999
-1

0

1

2

3

4

5

6

7

EMPLOYMENT

INDUSTRY AND ENERGY

GVA

-6

-3

0

3

6

9

12

15

1996 1997 1998 1999

-6

-3

0

3

6

9

12

15

EMPLOYMENT

CONSTRUCTION

GVA

0

1

2

3

4

1996 1997 1998 1999
0

1

2

3

4

EMPLOYMENT

SERVICES

GVA

   Sources: Instituto Nacional de Estadística and Banco de España.
   (a)   Non-centred percentage change on same quarter a year earlier,
based on the trend-cycle series published by the INE. Employment refers
to full-time equivalent jobs.



from 3.8 % to 3.9 %, year-on-year – stemmed
from increased buoyancy of the industrial
branches and a smaller negative contribution by
agriculture to output growth. At the same time
market services grew at a higher rate, while
construction saw moderation in its growth rate,
while continuing to be the most expansionary
activity (see Chart 18). These trends continued
in the first quarter of the current year, according
to the short-term information available, with a
further acceleration in GDP estimated. Against
this background, employment generation con-
tinued to display notable strength. The number
of full-time equivalent jobs rose by 3.2 % in
1999 Q4, with respect to the same period a
year earlier, similar to the rate estimated for Q3.
This stable employment growth enabled appar-
ent labour productivity to continue to recover, to
reach a year-on-year rate of 0.7 %, which is
nonetheless still somewhat low compared to the
average for the last decade. The recovery in
productivity was especially notable in industry,
where employment growth slowed. In the first

few months or 2000, the employment indicators
have continued to display notable strength, al-
though it is estimated that the rate of growth
has been slightly below that in the second half
of 1999, enabling apparent labour productivity
to recover further.

In 1999 Q4, real gross value added in agri-
culture fell by 1.3 % year-on-year, almost one
percentage point less than in the preceding
quarter. The decline in arable production was a
result of the low rainfall in Spain last year, al-
though the fact that the unfavourable weather
conditions did not affect all regions equally ex-
plains why the output of some crops, such as
vegetables and especially fruit, increased. The
growth in the output of animal products partly
offset the sharp fall in arable output; the produc-
tion of meat, milk and eggs showed greater
vigour. The lack of rain in the first quarter of
2000 gave rise to a potentially unfavourable
scenario for agricultural production this year,
which seems to have changed in recent weeks.

In the last few months of 1999, industrial ac-
tivity received the stimulus arising from the pro-
gressive recovery of the European, South
American and Asian economies, as well as
from the prolonged expansion of the US econo-
my, against a backdrop of depreciation of the
euro. Industrial gross value added rose by
2 . 9 % in Q4, with respect to the same period a year
earlier, nine-tenths of a percentage point more
than in Q3. The most recent economic informa-
tion is unanimous in signalling a continuation of
accelerated growth in industrial value added. In
February, as in previous months, the index of
industrial production was expansionary, reach-
ing a year-on-year growth rate of 10.2 %, which
took its trend growth rate close to 5 %. Also, in-
dustrial social security registrations recovered
significantly in 2000 Q1, increasing by 3.8 %
year-on-year, as against 3.1 % in 1999 Q4. The
results of the surveys of industrial employers’
confidence have moved in the same direction;
the business confidence indicator was three
percentage points higher in March than in De-
cember, with an improvement in expectations
regarding output and orders. At the level of the
individual industries, it can be seen that the ex-
pansion of industrial activity was fairly broad
based in the most recent period, although the
slowdown in other manufacturing industries
sounds a discordant note.

As was implicit when analysing investment
in construction, activity in this industry contin-
ued to be highly buoyant in 1999 Q4, although it
slowed from the previous quarter to a real year-
on-year growth rate of 6.9 %. According to the
preliminary results of the quarterly construction
industry survey, the reduced momentum of ac-
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tivity in Q4 was apparent in both civil engineer-
ing and building, although the loss of vigour in
the former was much greater. Some of the coin-
cident indicators for construction activity, mainly
relating to trends in inputs, have tended to show
a levelling off of their deceleration in 2000 Q1.

Value added in services decelerated slightly
in 1999 Q4. Its year-on-year growth rate fell to
3.4 %, one-tenth of a point lower than in Q3.
This loss of momentum stemmed from non-
market services, which decelerated by eight-
tenths of a percentage point, while market ser-
vices sustained their trend of mild acceleration,
to reach a growth rate of 4.4 %. This expansion
was not across-the-board, but was concentrat-
ed in telecommunications and, to a lesser ex-
tent, in corporate, personal and air-transport
services. The scant economic information avail-
able on the first quarter of the current year
shows a recovery in the distributive trade, ac-
companied by a loss of momentum in hotels
and restaurants.

As mentioned above, the QNA data confirm
that the Spanish economy continued to gener-
ate employment at a very brisk rate in 1999 Q4.
In terms of full-time equivalent jobs, a variable
which measures employment in terms of stan-
dardised working hours, employment grew by
3.2 % on the same period a year earlier, en-
abling apparent labour productivity to recover
(see Chart 18). Those indicators offering infor-
mation on the first few months of the year 2000
show that the rate of employment growth – al-
beit still vigorous – was slightly down on end-
1999, and the recovery in productivity will have
continued in this period. Specifically, the num-
ber of social security registrations rose by 5.4 %
in 2000 Q1, entailing a moderate slowdown
from 1999 Q 4.

Industry by industry, employment growth in
1999 Q4 was, in relative terms, in line with the
differences in output buoyancy. In construction
and services the year-on-year rates of growth
were higher (11 % and 3 %, respectively, on
QNA data) than in industry (1.9 %), while em-
ployment continued to decline in agriculture. As
a result, with the exception of non-market ser-
vices, apparent labour productivity recovered in
all industries. According to the information on
social security registrations, employment in
2000 Q1 continued to grow at high rates in con-
struction and in market services, albeit with a
mild slowdown, while it recovered in industry.

Net job creation was concentrated among
wage-earners, as self-employment tended to
decline. This feature is common to the QNA
and the Labour Force Survey (EPA) data. As
mentioned in previous reports, the information

provided by the EPA for 1999 must be interpret -
ed with caution, as the statistics have been sub-
ject to certain modifications within the frame-
work of harmonisation of European labour
statistics. These have led to more precise esti-
mation of the level of employment in the Span-
ish economy, but they have also affected the
comparability with past data. This may explain
why employment growth at end-1999 was
5 . 2 % according to the EPA, two percentage
points higher than the National Accounts esti-
mate. On EPA data, as regards the length of
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contracts, the year-on-year growth rate of
wage-earners with permanent contracts rose in
1999 Q4. However, that of temporary employ-
ment recovered to a greater extent, so that the
ratio of temporary to permanent employment
was slightly up on 1998 Q4, standing at 32.6 %.
Both in Q4 and during the year as a whole,
part-time employment rose faster than full-time
employment, although the results of the new
regulations and the establishment of incentives
for permanent part-time employment may be
considered modest.

According to the EPA, the labour force ac-
celerated in 1999 Q4, rising by 1.8 % year-on-
year, twice the rate in Q3. This was due to a
significant increase in the participation rate,
which stood that 64.1 % for the population be-
tween 16 and 64 years of age. The increase in
participation cancelled out the rise in employ-
ment, leaving the rate of unemployment un-
changed from Q3 at 15.4 %. In fact, the rate of
decline in the number of persons unemployed
fell again, as did that of INEM-registered unem-
ployment in the same period. In 2000 Q1, the
rate of decline in registered unemployment was
again lower than in the previous quarter, al-
though there were signs of a levelling off. The
acceleration in the labour force in 1999 Q4 was
greater among women. However, the increase
of 8.8 % in female employment meant that fe-
male unemployment rates fell, while the male
unemployment rate rose slightly.

4.3. Prices and costs

On QNA estimates, in 1999 Q4 the implicit
GDP deflator grew by 3.5 % year-on-year, sus-
taining the upward trend it had displayed
throughout the year, to make an average in-
crease of 3.1 % in 1999. As unit labour costs
slowed slightly in Q4, and despite the increase
in net indirect taxes per unit of output, the ac-
celeration in the deflator was compatible with a
significant increase in the gross operating sur-
plus per unit of output and with a widening of
margins.

Unit labour costs rose year-on-year by 1.7 %
in Q4, one-tenth of a percentage point less than
in the previous quarter (see Chart 19), since the
recovery in apparent labour productivity made
up for the weak acceleration in average remu-
neration, which increased to 2.4 % from 2.3 %
in the previous quarter. According to the Wages
Survey, average hourly earnings in 1999 Q4, in
terms of total pay, rose by 2.6 % on the same
period a year earlier, one-tenth of a percentage
point up on the Q3 rate. In terms of average
monthly earnings, the increase was slightly
smaller (2.5 %), although the acceleration was
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somewhat greater. Industry by industry, the
largest increase in average hourly earnings was
in construction (4 %), while in industry (2.6 %)
and in services (2.3 %) the increases were con-
siderably more moderate. If these results are
compared with those of collective bargaining,
an estimate may be obtained for wage drift
which, as in recent years, was not significant in
1999. In fact, the average increase in wage
rates agreed in 1999 was 2.4 %, without includ-
ing the effect of inflation-adjustment clauses,
which were activated subsequently by the over-
shooting of the inflation target used as a refer-
ence in the settlements.

The average increase in wage rates agreed
for the year 2000 in the settlements registered
to March 31st was 2.8 %, which was higher
than in 1999. As usual in the first quarter, most
of the registered settlements were under exist-
ing agreements. The increase in wage rates un-
der existing agreements to March was 2.7 %.
The increase agreed in newly signed agree-
ments was 4.5 %, but this was not a represen-
tative figure as very few newly signed agree-
ments had been registered by that date. Indus-
try by industry, the average rise in agriculture
was 3.5 %, which was higher than in services
(2.8 %), industry (2.7 %) and construction
(2.5 %).

Chart 20 shows the behaviour of value-
added deflators and unit labour costs in the
market economy (excluding non-market ser-
vices), in industry and in market services. In in-
dustry, the value-added deflator accelerated
considerably in 1999 Q 4, while unit labour
costs moderated, as a consequence of the
buoyancy of productivity and the favourable
trend in average compensation. As a result, the
gross unit operating margin recovered some-
what in the final quarter of 1999. The market
services deflator grew at the same rate as in
the previous quarter, while unit labour costs
rose by two-tenths of a percentage point more
than in the Q3. There was thus a narrowing of
the gap between these two growth rates, al-
though the unit margin continued to widen.

The upward path of the GDP deflator in
1999 was accompanied by an acceleration in
the imports deflator, so that the final demand
deflator increased year-on-year by 3.7 % in Q4,
eight-tenths of a percentage point more than in
Q3. The deflator for goods and services imports
rose to a year-on-year rate of 4.6 % in the
same period, with an increase in the accelera-
tion that had been taking place over the year.
According to the information on import unit val-
ue indices, this acceleration continued to in-
crease in January 2000. The growth in import
prices was strongly influenced by the prices of
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energy imports, which rose by more than 150
% year-on-year in 1999 Q4, driven by the up-
ward path of oil prices on international markets
and, to a lesser extent, by the euro-US dollar
exchange rate. The positive growth of non-en-
ergy import prices in 1999 Q4 increased in Jan-
uary, in contrast to the declines of the preced-
ing quarters.

Developments in the main price indicators
during the first few months of 2000 have contin-
ued to be determined largely by the upward
path of the price of crude oil on international
markets, together with the depreciation of the
euro against the US dollar. The 12-month
growth rate of the CPI (the main indicator of fi-
nal prices) stood at 2.9 % in March, close to the
end-1999 rate (see Chart 21), despite the de-
cline in the 12-month growth rate of the index of
service and non-energy processed goods
prices (IPSEBENE) to 2.1 % that month, from
2 . 4 % in December. The main components of
the CPI behaved dissimilarly in the first few
months of this year. The strong increase in en-
ergy prices and the growth in those of non-en-
ergy industrial goods were partly offset by the
favourable course of food prices, while service
prices held roughly steady.

The 12-month growth rate of the energy
component rose from 11.5 % in December to
15.9 % in March. Among energy products,
there were significant increases in the prices
of both those whose prices are freely deter-
mined, such as diesel oil and fuels, and in the
case of natural gas, the regulated price of
which was increased in February. The deci-
sion of OPEC to increase oil production from
April will doubtless entail a decline in the oil
price on international markets, which will re-
lieve the inflationary pressures stemming from
the energy component in the coming months.
That said, the reductions in the price per barrel
of oil will not be passed through immediately to
consumer prices, which will continue to hold at
high rates of growth in year-on-year terms.
The 12-month growth rate of prices of non-en-
ergy industrial goods rose by five-tenths of a
percentage point during the first three months
of the year, to reach 1.8 % in March. During
the same period food prices trended
favourably. The 12-month growth rate of the
prices of unprocessed food fell by one per-
centage point to stand at 1 % in March, while
that of processed food prices fell from 2.6 % in
December to 1.1 % in March. This significant
decline is basically a reflection of the fact that
the prices of oils increased significantly in the
first few months of last year, the period of
comparison for the 12-month rate. Finally, ser-
vice prices rose by 3.1 % in March, with price
falls in telecommunications.

The HICP followed a similar path in Spain
and in the euro area during the first quarter (see
Chart 22). In both cases there was a slight in-
crease in the 12-month rate, which was greater
in the case of the euro area. The inflation differ-
ential thus narrowed by one-tenth of a percent-
age point to stand at 0.9 points in March. Com-
ponent by component, the differential narrowed
in the case of food and energy, since the rise in
energy prices was stronger in the euro area
than in Spain. In the case of services, the differ-
ential held steady, while in that of non-energy
industrial goods it widened, since the upward
path of these prices in Spain was accompanied
by a slowdown in the euro area.

The producer price index continued to accel-
erate during the first two months of the year
2000, to reach a 12-month growth rate of 5.1 %
in February, as against 3.8 % in December. The
highest growth rates were recorded for energy
intermediate goods, although there was also a
certain deterioration in the prices of other inter-
mediate goods, as well as capital goods. By
contrast, the prices of consumer goods, and
food consumer goods in particular, slowed,
largely as a result of the high growth rates of
olive oil prices in the first few months of 1999,
the period of comparison for the 12-month rate.
Farm gate prices continued to fall in 1999 Q4,
and the information available for the first quarter
of the year 2000 on wholesale markets general-
ly indicates that these prices trended
favourably.

4.4. State budget

The updated stability programme set a tar-
get for the general government deficit for the
year 2000 of 0.8 % of GDP, 0.5 percentage
points below the deficit then estimated for 1999
(1.3 % of GDP). The year 1999 finally closed
with a public deficit of 1.1 % of GDP. The target
deficit for general government as a whole in the
year 2000 is based on a projected deficit of
0.8 % of GDP for the State and 0.1 % for territo-
rial government, and a surplus of 0.1 % of GDP
for the Social Security System.

The first data for the year 2000 in the Na-
tional Accounts framework, available to March,
are consistent with the achievement of this tar-
get. In the first three months of the year the
State deficit reached approximately PTA 57 bil-
lion (0.1 % of GDP), which was very similar to
the deficit recorded in the same period of 1999
(see Table 3). Revenue grew by 8 %, basically
due to the strength of taxes on consumption,
production and imports. As in 1999, the in-
crease in VAT receipts was notable and larger
than that explained by its determinants. By con-
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trast, direct tax receipts grew weakly, and other
revenue fell significantly, as a consequence of
lower revenue in respect of Banco de España
ordinary profits. As for expenditure, it grew by
8 % in March, which was higher than the rate
for 1999 as a whole. The decline in final con-
sumption expenditure, associated with the
transfer of responsibilities for non-university ed-
ucation to the regional (autonomous) govern-
ments, and the related increase in current
transfers, as well as the reduction in accrued in-
terest, were notable.

On the available cash-basis information, the
State deficit to March 2000 was PTA 1 trillion,
as against PTA 673 billion for the same period
of 1999. The increase in the cash-basis deficit
in 2000 Q1 was due to the reduction in revenue
(2.7 %), in contrast to the moderate growth pro-
jected in the Budget, and to the 3.4 % increase
in expenditure in the first quarter, which was
somewhat higher than budgeted. The various

items of revenue and expenditure will be dis-
cussed below, using cash-basis information.

On the revenue side, total tax receipts grew
in line with the budget forecast. However, this
aggregate behaviour conceals contrary trends
in the various components. While indirect taxes
were highly buoyant, direct tax receipts fell sig-
nificantly in the first quarter. The reduction in
personal income tax revenue was largely due to
the decline in receipts from the withholdings of
regional (autonomous) governments and of so-
cial security relating to previous years. More-
over, it should be noted that the withholding tax
revenue corresponding to the first two months
of 1999 was raised by applying the previous tax
regime, with higher withholding rates, and that
the rate of withholding tax on dividends has also
been reduced in the year 2000. As for corporate
income tax, receipts in the first quarter are hard-
ly indicative of their path in the year as a whole,
as they were significantly affected by an in-
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TABLE 3

State Budget outturn
PTA bn and %

1. Revenue 18,364 4.8 18,742 2.1 5,001 4,866 –2.7
Direct taxes 7,817 4.8 8,008 2.4 1,861 1,738 –6.6

Personal income tax 5,098 2.1 5,149 1.0 1,678 1,589 –5.3
Corporate income tax 2,558 10.0 2,688 5.1 130 43 –66.9
Other (a) 161 14.9 171 5.8 53 106 100.9

Indirect taxes 7,951 13.3 8,558 7.6 2,161 2,505 15.9
VAT 5,114 17.0 5,655 10.6 1,494 1,777 19.0
Excise duties 2,567 7.4 2,630 2.5 603 657 9.0
Tariffs 144 9.2 143 –0.9 33 38 12.9
Other 126 5.3 130 3.3 31 34 7.6

Other revenue 2,597 –14.8 2,176 –16.2 979 622 –36.4

2. Expenditure (b) 19,421 4.2 19,769 1.8 5,674 5,866 3.4
Wages and salaries 2,979 –2.4 2,888 –3.0 656 628 –4.3
Goods and services 436 12.3 340 –22.0 133 133 0.2
Interest payments 3,178 –4.7 2,806 –11.7 1,593 1,564 –1.8
Current transfers 10,809 9.1 11,664 7.9 2,665 2,930 9.9
Investment 957 2.6 1,012 5.8 409 373 –8.8
Capital transfers 1,063 6.6 1,059 –0.3 218 238 9.2

3. Cash-basis deficit (3 = 1 – 2) –1,057 –5.1 –1,028 –2.8 –673 –1,000 48.6

MEMORANDUM ITEM: NATIONAL ACCOUNTS:
Revenue 18,796 8.7 — — 4,573 4,937 8.0
Expenditure 19,882 3.5 — — 4,623 4,994 8.0

Net borrowing (–) or lending (+) (c) –1,087 –43.4 –788 –27.5 –51 –57 12.1

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

(a) Including revenue from the tax on the income of non-residents.
(b) Including unclassified expenditure.
(c) The annual figures (columns 1 and 3) are drawn from the Spanish Finance Ministry’s response to the Excessive Deficit Procedure

questionnaire (ESA 95 methodology).
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crease in rebates and by the change in the tax
treatment of non-residents in March 1999 ( 2 ) .

In the first quarter, the receipts from all the
indirect taxes grew at much higher rates than
were forecast in the Budget and recorded in
1999 as a whole. As already mentioned, the
strength of VAT was notable, with a 19 % rise in
receipts in the first quarter. This increase in
their growth rate was, to some extent, a conse-
quence of higher energy prices. Among excise
duties, the increase in those on tobacco and
electricity were notable, as was the tax on cer-
tain means of transport, reflecting the significant
increase in vehicle registrations.

The budget headings covering all other rev-
enue, with the exception of capital transfers
(which mostly arise from transactions with the
EU), posted lower growth rates than budgeted
in the first quarter. The reduction in revenue ob-
tained from the Banco de España, in respect of
both capital gains and ordinary profits, was no-
table, as was the decline in receipts from debt-
issuance premiums.

As for expenditure, the growth to March of
current expenditure was higher than budgeted,
albeit in line with the increase during 1999 as a
whole. This overshooting of the Budget projec-
tion was basically due to the concentration of
interest payments and to the increase in current
transfers to territorial government correspond-
ing to their share in State revenue. Within the
latter, those to the regional (autonomous) gov-
ernments grew by almost 40 % to March, as a
consequence of the above-mentioned transfers
of responsibilities for non-university education
in 1999, and of the transfer this year to the
Castile and León regional (autonomous) gov-
ernment. By contrast, the contribution to the So-
cial Security System to finance the current
transactions of INSALUD (the national health
service) rose by 6.4 %, in line with the budget
projection, while the contributions to the Com-
munity budget declined. As regards capital
transactions, investment declined in 2000 Q1,
owing to the smaller volume of payments under
obligations assumed in previous years, which
offset the increase in capital transfers.

Finally, the first data on the budget outturn
for the Social Security System in 2000 are
briefly discussed. Receipts from social-security
contributions (excluding surcharges and penal-
ties) rose by 9.5 % in January, well above the
7.9 % rate projected in the Budget and the
7.2 % increase in 1999 as a whole. The growth
in this revenue continued to be driven by the
buoyancy of the total number of registered
workers, which rose by 5.4 % in 2000 Q1, in
line with the increase for 1999 as a whole. On
the expenditure side, spending on contributory
pensions grew by 4.7 % in January, much more
slowly than budgeted. However, this item is ex-
pected to accelerate during the year as a result
of the increase in minimum pensions and the
payment in February 2000 of the compensation
for the inflation overshoot in 1999. The number
of contributory pensions grew by 1.2 % to
March, in line with the budget projection and the
increase in 1999. The total number of recipients
of unemployment benefits fell by 5 % in Febru-
ary, as against an average reduction of 9.4 % in
1999, reflecting the slower rate of decline of
registered unemployment (7 % to February, as
against 12.6 % in 1999 as a whole). In line with
developments in 1999, the fall in the number of
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TABLE 4

Balance of payments: summary table (a)

EUR m

Current account 11,907 14,292
Merchandise 6,894 8,383
Services 3,008 3,431

Tourism 1,660 1,807
Other services 1,348 1,625

Income 879 1,116
Current transfers 1,125 1,361

Capital account 1,559 726

Current account 13,579 16,116
Merchandise 8,373 10,649
Services 1,988 2,367

Tourism 316 352
Other services 1,672 2,014

Income 1,780 1,766
Current transfers 1,438 1,334

Capital account 61 79

Current account –1,671 –1,823
Merchandise –1,479 –2,265
Services 1,021 1,065

Tourism 1,344 1,454
Other services –324 –389

Income –900 –650
Current transfers –313 27

Capital account 1,498 646

Source: Banco de España.

(a) First provisional results.

JAN 1999

Receipts

JAN 2000

Receipts

Payments Payments

Balance Balance

(2) Revenue from withholdings on interest paid on pub-
lic debt held by non-residents to February 1999 was includ-
ed in corporate income tax receipts. Since that date it has
been included under the tax on non-residents.



recipients of unemployment benefit was smaller
in February than the number of registered un-
employed persons hired, so that the eligibility
ratio rose (to 65 %, up from 64.5 % in February
1999).

4.5. The Spanish balance of payments
and capital account

In January 2000, the current and capital ac-
counts ran an overall deficit of EUR 1,177 mil-
lion, an increase of EUR 1,003 million on the
deficit in the same month of 1999. This out-
come reflects the further strong rise (53.2 %) in
the trade deficit in the first month of the current
year. This was because, although the strong re-
covery in exports of recent months firmed in
January, and imports slowed slightly, there was
a further deterioration in the terms of trade, ba-
sically due to the notable increase in the prices
of imported energy products. The other current-
account items, by contrast, trended favourably.

The tourism surplus continued to rise and the
income deficit narrowed by EUR 251 million, re-
flecting the improvement in the credit system’s
income and the reduction in payments made by
general government. The balance of current
transfers also improved by EUR 340 million, as
a consequence of the increase in flows from the
EU under EAGGF-Guarantee and the Euro-
pean Social Fund. Finally, the surplus on capital
account deteriorated by EUR 851 million in rela-
tion to January 1999, due to the lesser buoyan-
cy of structural funds from the EU, although
these tend to be subject to delays during the
first few months of the year.

The nation’s borrowing requirement reflected
by these data would indicate a weakening of
the sectoral balances of households and firms
as a result of the buoyancy of residential invest-
ment and the strength of private productive in-
vestment, against a background of favourable
growth prospects and progress in reducing the
budget deficit.
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5. Financial flows in
the Spanish economy

5.1. Financial flows in the economy
as a whole

The information for 1999 Q4 from the finan-
cial accounts of the Spanish economy highlights
the firming of the trends indicated in previous re-
ports. As can be seen in Table 5, the decline in
the nation’s net financial saving continued. Tak-
ing cumulative data over four quarters, growth
stood at –0.9 % of GDP, meaning that the na-
tion’s saving was negative for the first time in re-
cent years. This performance was essentially
determined by the sharp slowdown in household
saving, while the net financial saving of firms di-
minished only slightly and general government
continued to reduce its net borrowing.

In terms of the net financial position, mea-
sured as the difference between the stock of fi-
nancial assets and liabilities, the data for 1999
Q4 confirm the increase in the credit balance of
the non-financial corporations and households
sector, as has been the case since the early
nineties. The increase in the net financial posi-
tion of firms basically reflects the significant re-
structuring undertaken in recent years, thanks
to more favourable financial conditions and bet-
ter corporate results. The net financial position
of households has been reinforced by the no-
table rise in the value of their financial wealth
and by the change in the composition of their
saving in favour of financial instruments offering
greater capital-gains generating capacity, rather
than by an increase in assets purchased.

Turning to the financial account of the bal-
ance of payments, net capital outflows were
recorded in 1999, as in the previous year. In
other words, the Spanish economy invested
more financial resources abroad than those it
obtained from non-residents, whereby net as-
sets vis-à-vis the external sector (excluding re-
serves) increased by EUR 12 billion (see Table
6). The significant rise in net capital outflows is
mainly due to the strong buoyancy of Spanish
direct and portfolio investment abroad, which
amounted to EUR 76 billion, equivalent to 14 %
of GDP. The salient event during the year was
undoubtedly the exceptional expansion of direct
investment abroad which, at EUR 33 billion,
was double the previous year’s figure.

As regards other investment, 1999 saw a
change in the composition of foreign assets,
with a notable reduction in non-financial private-
sector deposits in non-resident banks. That sug-
gests that agents, given unified payment sys-
tems in the euro area, have opted to cancel a
portion of their previous positions. In turn, the
foreign assets of the credit system increased
forcefully, this being mainly the outcome of the
increase in the intra-system assets held by the



Banco de España, and whose origin is linked to
the interbank operations transacted via the TAR-
GET system. The decline witnessed in reserve
assets is in response to the transfer of reserves
from the Banco de España to the ECB at the be-
ginning of the year and to the maturity of foreign
exchange swaps previously entered into.

Concerning purchases of external liabilities
(capital inflows), the most notable development
is the appreciable increase in non-resident port-
folio investment, which amounted to EUR 41
billion. Unlike the previous year, in which over
half the total of portfolio investment took the
form of equity purchases, the slackness of na-
tional stock markets for much of 1999 shifted in-
vestors’ attention towards government debt se-
curities. With respect to other foreign liabilities
included under the heading of other investment,
there were two notable aspects. On one hand,
the high foreign indebtedness of the non-finan-
cial private sector (which, in part, has been in-
strumental in financing Spanish firms’ direct in-
vestment transactions abroad). And on the oth-
er, the increase once again in credit institutions’
foreign liabilities, although the rate of their in-
debtedness was less than in 1998.

With regard to the sectoral structure of finan-
cial flows, the net capital outflows recorded dur-
ing 1999 were mostly determined by the net ac-
quisition of foreign assets by the non-financial
private sector. This was financed via the indebt-
edness of the credit system (excluding the Ban-
co de España) and the acquisition of govern-
ment debt by non-resident investors.

Into the year 2000, there is only balance of
payments information for January, which may
not prove very relevant as regards the potential
patterns to be expected this year. In any event,
the main development for this month is that
there was a net capital inflow, part of which was
due to a direct investment flow from abroad into
Spain. The flow was relatively high and exceed-
ed that of Spanish direct investment in other
countries.

5.2. Financial flows of households
and non-financial corporations

As discussed in the previous section, the net
financial saving of the non-financial private sec-
tor fell notably in 1999 Q4 to -0.3 % of GDP (on
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Financial saving of the nation –2.7 0.5 1.5 1.3 1.0 1.1 0.9 0.9 0.7 0.2 –0.9
Non-financial corporations and households –0.2 4.9 3.1 2.6 2.0 2.1 1.7 1.6 1.2 0.9 –0.3

Non-financial corporations –4.0 –0.7 –0.8 –0.3 –1.0 –0.9 –1.0 –0.8 –0.6 –1.0 –1.2
Households 3.8 5.6 3.9 2.9 3.0 2.9 2.7 2.4 1.8 1.9 0.9

Credit institutions (a) 1.4 0.7 0.6 0.7 0.8 0.6 0.6 0.5 0.4 0.4 0.4
Institutional investors (b) –0.2 0.1 0.2 0.2 0.1 0.1 0.1 0.1 0.1 0.1 0.1
General government –3.8 –5.4 –2.4 –2.2 –2.0 –1.7 –1.7 –1.4 –1.1 –1.2 –1.1

Financial position of the nation –16.7 –19.2 –19.4 –18.0 –17.7 –18.1 –19.2 –20.4
Non-financial corporations and households 39.8 48.1 53.2 59.2 68.5 77.2 86.2 95.9

Non-financial corporations (d) –17.3 –16.4 –13.6 –10.9 –6.7 –4.8 –0.3 5.4
Households 57.1 64.5 66.8 70.1 75.2 82.0 86.5 90.6

Credit institutions (a) (d) 12.5 14.1 13.0 12.1 12.8 14.2 14.2 14.2
Institutional investors (b) –1.1 –1.2 –1.0 –0.9 –0.6 –0.5 –0.6 –0.6
General government –35.2 –42.3 –46.5 –50.3 –52.6 –52.0 –49.7 –47.5

Source: Banco de España.

(a) Defined according to the 1st Banking Directive.
(b) Insurance companies, portfolio investment institutions and securities-dealer companies and securities agencies.
(c) Calculated as the difference between outstanding financial assets and liabilities.
(d) Liabilities do not include shares.

FINANCIAL SAVING AS % OF GDP
(Cumulative data over four quarters)

19991998Aver-
age

1988-
1992

Aver-
age

1993-
1997

1997
Q4Q3Q2Q1Q4Q3Q2Q1

FINANCIAL POSITION AS % OF GDP (c)
(Fourth-quarter data)

19991998199719961995199419931992

TABLE 5

Saving and financial position
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cumulative data over four quarters). This was
particularly due to the heavy fall in household
saving, the result of the growth of liabilities out-
pacing that of financial assets. According to the
estimates based on the provisional information
available for certain financial asset and liability
items, this trend might hold in 2000 Q1.

Turning to financial assets, Table 7 and
Chart 23 show how, from January to March
2000, private-sector financial investment may
have sustained a stable growth rate of around
14 % compared with a year earlier, virtually un-
changed on the second half of 1999. Converse-
ly, it is estimated that liquid financial assets
(comprising cash, bank deposits, repos, bank
securities and shares in fixed-income mutual
funds) have continued to grow at a much more
moderate rate than total financial assets, run-
ning at a stable year-on-year rate of around 3%.
The rate of expansion of cash and cash equiva-
lents moderated appreciably in 1999 Q4. As a
result, its annual growth rate stood at 12 % at
end-1999, compared with 17 % in previous

quarters. Foreseeably, it will have continued on
this trend in the January-March period in 2000.
The relative restraint of cash and cash equiva-
lents (which is most likely associated with the
higher opportunity cost of holding such assets
given rising interest rates) might be interpreted
as a sign of agents’ lesser willingness to adopt
immediate spending decisions. However, the
related rates of expansion remain very high
and, moreover, the biggest slowdown appears
to be for firms whereas it is less significant for
households, where the relationship between
cash and cash equivalents and spending deci-
sions may be more direct.

As regards private-sector financial liabilities,
the expansionary trend of previous quarters,
with growth running at around 16 %, has been
sustained. This figure reflects the firming of high
rates of increase in finance extended to the pri-
vate sector. Indeed, the indebtedness aggre-
gate made up of bank credit and fixed-income
securities is estimated to have grown at a rate
of 20% in 2000 Q1 compared with a year earli-

TABLE 6

Balance of payments on financial account
EUR m

BALANCE ON FINANCIAL ACCOUNT –2.775 –991 9.098
CHANGE IN LIABILITIES VIS-À-VIS EXTERNAL SECTOR 34.479 65.678 88.157

Direct investment (a) 5.621 10.151 8.819
Portfolio investment (b) 11.068 15.353 41.419

General government 9.952 4.125 23.812
Other resident sectors 1.183 8.469 9.348
Credit system –67 2.759 8.259

Other investment 17.790 40.174 37.919
General government 21 866 –356
Other resident sectors 544 4.318 13.846
Credit system 17.226 34.990 24.429

CHANGE IN ASSETS VIS-À-VIS EXTERNAL SECTOR 37.255 66.669 79.059
Direct investment 10.970 16.507 32.658

Other resident sectors 9.844 14.756 33.199
Credit system 1.126 1.751 –541

Portfolio investment 14.377 40.787 43.170
Other resident sectors 10.049 29.873 29.302
Credit system 4.328 10.914 13.868

Other investment 1.555 21.623 24.202
General government 331 388 213
Other resident sectors 12.392 17.668 –8.853
Credit system –11.168 3.567 32.842

Reserves 10.352 –12.248 –20.971

Source: Balance of Payments. Banco de España.

(a) Includes portfolio investment in unlisted shares.
(b) Includes direct investment in listed shares.

1998

JAN-DEC
1997

1999



er, one percentage point up on the end-1999
rate.

5.2.1. Financial flows of households

The most significant development in respect
of household finances during 1999 Q4 was the
fact that their net financial saving diminished
drastically to 0.9 % of GDP, the lowest level of
the past two decades. This has come about due
to a series of factors that have encouraged
spending and debt to the detriment of saving.
Such factors include most notably: the increase

in the financial wealth of the sector, under-
pinned above all by the rise in stock market
prices; favourable finance conditions, which
have been conducive to households incurring
bank debt at a notable rate; and, lastly, the
favourable economic outlook, which leads to a
reduction in precautionary saving.

In 2000 Q1, in line with recent quarters, the
growth of assets has accelerated slightly while
the pace of liabilities has moderated (see Chart
24). It is estimated that total financial assets
have grown in this period at a year-on-year rate
of 12 % (similar to end-1999). In terms of their
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TABLE 7

Financial assets and liabilities of households and non-financial firms

HOUSEHOLDS AND NON-FINANCIAL CORPORATIONS:

Total financial assets 1.423.6 14.3 10.9 12.0 14.2 14.2 14.6
Liquid financial assets 549.5 5.4 4.3 4.2 4.3 2.8 2.5

Cash and cash equivalents 271.8 14.6 14.9 17.5 17.5 11.9 12.5
Other liquid financial assets 277.6 –1.1 –3.1 –5.5 –5.4 –4.7 –5.7

Other financial assets 874.2 22.6 16.6 18.5 22.4 23.3 23.8

Total liabilities 938.0 13.2 14.4 16.3 16.4 15.8 16.2
Bank financing plus fixed-income securities 618.4 16.2 15.9 19.2 19.3 19.0 20.0

Credit from resident credit institutions 481.8 15.7 14.8 16.6 15.9 15.6 16.5
Other financial liabilities 319.6 8.3 12.0 11.4 11.4 10.2 9.4

HOUSEHOLDS:

Total financial assets 905.2 12.8 8.5 8.9 11.3 11.6 12.0
Liquid financial assets 446.8 3.6 2.2 1.6 1.1 0.7 0.3

Cash and cash equivalents 204.9 8.9 10.6 14.2 15.4 13.9 12.7
Other liquid financial assets 241.9 0.4 –2.8 –6.3 –7.9 –8.2 –8.3

Other financial assets 458.4 27.4 17.2 18.8 26.2 25.8 26.3

Total liabilities 380.0 13.2 15.4 15.1 15.3 14.6 12.7
Bank financing plus fixed-income securities 272.7 18.3 18.5 18.3 18.3 17.7 16.0

Credit from resident credit institutions 246.9 19.1 19.3 19.0 18.9 18.2 16.3
Other financial liabilities 107.3 3.0 8.8 8.2 8.8 7.4 5.2

NON-FINANCIAL CORPORATIONS:

Total financial assets 518.4 17.3 15.8 18.0 19.4 19.0 19.5
Liquid financial assets 102.7 14.8 15.5 17.7 21.3 13.0 13.5

Cash and cash equivalents 67.0 35.4 30.2 28.8 24.6 6.1 11.7
Other liquid financial assets 35.7 –13.5 –5.4 1.4 16.2 27.8 16.8

Other financial assets 415.7 18.0 15.9 18.1 18.9 20.7 21.1
Or which: Claims on non-financial corporations

and households 192.6 8.3 8.5 9.0 8.1 8.9 13.9
Claims on rest of the world 126.7 48.4 37.3 41.7 39.9 38.1 38.3

Total liabilities 558.0 13.2 13.8 17.2 17.2 16.7 18.6
Bank financing plus fixed-income securities 345.7 14.5 13.7 19.9 20.2 20.0 23.3

Credit from resident credit institutions 235.0 12.5 10.4 14.2 13.0 13.0 16.7
Other financial liabilities 212.3 11.3 13.9 13.1 12.8 11.7 11.7

Source: Banco de España.

(a) EUR billions.
(b) The data for 2000 Q1 are provisional estimates.

Four-quarter % change

1998

Q4 Q1 Q2 Q3 Q4 Q1

2000 (b)1999

Latest
quarter
balance
(a) (b)



composition, the contribution of liquid financial
assets has once more remained very moderate,
running at a rate of virtually zero (0.3 %). Both
cash and cash equivalents and the remaining liq-
uid assets appear to have held at a stable growth
rate compared with 1999. Thus, the former post-
ed a rate of increase close to 13 % year-on-year,
while the growth rate of other liquid assets was
negative of the order of 8 %. In this respect, the
most salient development in recent months has
been the shift in saving from fixed-income mutual
funds towards other financial instruments, such
as deposits with an agreed maturity, equity and
international funds, and insurance products.
Among the latter, demand appears to be concen-

trated in unit-linked funds, which offer an attrac-
tive, tax-efficient return.

The expansion of household financial liabili-
ties, which had exhibited a very high growth
rate throughout 1999 (15 %), may have moder-
ated in 2000 Q1 to a rate below 13 % year-on-
year. The rate of advance of finance obtained
via resident credit institutions, the main source
of finance for this sector, has fallen to 16 %
year-on-year, two percentage points down on
the end-1999 rate. Drawing on information on
the end-use of credit in 1999 Q4, credit extend-
ed for house purchases is holding at a high rate
of 19 %, while that to finance durable goods ac-
quisitions has, in line with the trend throughout
the year, moderated appreciably to 8 % in rela-
tion to the same period a year earlier.

5.2.2. Financial flows of non-financial
corporations

The financial flows of firms show the respec-
tive growth rates of financial assets and liabili-
ties to be more balanced than in the case of
households. That has made for stable net finan-
cial saving in this sector, which stood at –1.2 %
of GDP in 1999 Q4. This level, similar to that
seen in recent years, shows that firms are fi-
nancing the current phase of economic growth
without having to incur significant debt in net
terms. The sector is therefore generating a high
volume of own resources to finance its invest-
ments and, moreover, Spanish firms are clearly
targeting more of their investment abroad. In
fact, irrespective of whether financing is via
debt or capital increases, the external expan-
sion of corporate activity does not affect net fi-
nancial saving, since it involves in parallel an in-
crease in the financial assets held by firms.

With regard to recent developments in finan-
cial assets, these were as buoyant in 2000 Q1
as in previous periods. The growth of total fi-
nancial assets could be close to 20 % com-
pared with the same period in 1999. As in previ-
ous periods, it is the less liquid financial instru-
ments which continue to make the highest con-
tributions (see Chart 25), and notable among
these are assets vis-à-vis households and firms
(so-called inter-company credit), and claims on
the rest of the world.

In parallel with the growth of financial assets,
it is estimated that firms’ financial liabilities in-
creased considerably in 2000 Q1, up to a rate
close to 19 % year-on-year, two percentage
points higher than the end-1999 rate. This rise
is attributable to the increase in credit obtained
both from the resident banking system and from
other households and firms, the year-on-year
growth rates for both of which increased by
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CHART 23

Non-financial corporations and households (a)
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   Source: Banco de España.
   (a)   The data for 2000 Q1 are provisional estimates.
   (b)   Excluding shares.
   (c)   Excluding trade credit.
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CHART 25
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   (a)   The data for 2000 Q1 are provisional estimates.
   (b)   The flows and revaluation are cumulative data over the latest
four quarters.
   (c)   Difference between the change in the stock and the flow.
   (d)   The liabilities do not include shares. Calculated using an
estimate of the assets valued at market prices.
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around four points in relation to the previous
quarter.

Information on the destination of bank fi-
nance for 1999 Q4 shows notable restraint in
lending extended to productive activities. The
related growth rate was 12 %, four points down
on the previous quarter. This restraint was due
to the reduction in credit extended to the indus-
trial sector and to services, which ended the
year expanding at respective rates of 9 % and
11 %, six percentage points down on the previ-
ous quarter in both cases. Nonetheless, credit
to construction activity held on a rising trend,
running at 20 % year-on-year, five points above
the rate for the preceding quarter.

5.3. General government financial flows

Cumulative general government net borrow-
ing during the four quarters to 1999 Q4 fell to

1.1 % of GDP, three-tenths of a point below the
budget target set at the beginning of the year.
The information available for 2000 Q1 suggests
this improvement has continued, with the esti-
mated net financial saving for the sector as a
whole in line with that budgeted for the entire
year.

Unlike in previous quarters, financial liabili-
ties have recently been on a rising course (see
Chart 26), running at a year-on-year rate of
change of 3 % in 1999 Q4, a very similar rate to
that expected for 2000 Q1. This does not con-
tradict the data on the course of net financial
saving, since this also depends on changes in
financial assets. Moreover, the pattern of inter-
est payments in the opening months of the year
has meant that net borrowing in this period has
been greater than in previous years, without
this bearing on the annual targets set.

Notable in connection with the composition
of the stock of financial liabilities was that
throughout 1999 there were positive net issues
of long-term liabilities, while the stock of short-
term instruments diminished drastically. This
meant that, at end-1999, the average life of pe-
seta-denominated government debt was 5.3
years, compared with five years at the close of
1998. In the period from January to April 2000,
there have been negative net issues of public
securities for an amount of EUR 1.7 billion, the
result of redemptions of both long- and short-
term borrowings for EUR 0.6 and 1.1 billion, re-
spectively. Nonetheless, in the case of medi-
um- and long-term debt, this figure is strongly
influenced by the sizeable redemption of three-
year bonds that took place in mid-April. Ac-
cordingly, these funds may once more be re-in-
vested in medium- and long-term bonds at the
related May tenders. The outstanding balance
of six- and twelve-month Treasury bills has de-
clined, while that of 18-month bills has in-
c r e a s e d .

26.4.2000.

CHART 26

Growth of general government liabilities

  Source: Banco de España.
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