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Halfway through 2016, and after two years loéalthy
activity, forecasts for the Spanish economy continue to
be favourabl& | f 1 K2dz3K . NBEA
problems loom dark orthe horizon. The OECD (&)1

debt anel forteigncsector 2013-2016

directly affect the foundations of growtiThey include,
for example the dynamics ofJLCand the role of wage
mgtigration (and &ductivayl n theiny ll; the

restructuring of supply twards sectors that find

the European Commission (2016b), the IMF (2016) and themselves vulnerable tocompetition; changes in

private consensus (FUNCAS, 201&) point to an
average growth of 2.5% for 2016 and 2017. Given the
current trends, with the exception of soaring
unemployment, it could be concludel that the
imbalanceghat accumulatedbefore therecessionand
thosethat were generated during therisisitself, have
beenabsorbed. But this ifar from the caseThe effects

of the crisis are still more than evident, batnterms of
potential growth and internal and external
deleveraging. The situation is by no means exceptional:
similar episodes show that, after credit booms and
busts and episodes of debt reduction in conjunction
with crises in the real estate and banking sectorg th
recessions that follow tend to be deeper and longer
lasting (Jordéet al, 2012 & 2014; Abiacet al. 2013;
Claessenst al., 2013 and Kannaet al., 2013).

Earlier issues dPolicy Briehavehighlighted the role of
the accumulation ofprivate sectorimbalances in the
dynamics of the postehman Brothers crisis (EuropeG,
2012). Subsequently, na initial assessment was
undertaken of the difficult task oflebt reduction and
the critical role played by foreign debt the 2011-2012
crisis (EuropeG, 2014)Today, in the late summer of
2016, it is ndonger a question of trying tanderstand
the reasondor the recession othe difficulties we face
in absorbingaccumulated debt. What matters now is
evaluating the factors undelying the recovery and
determining the strength of the foundations on which it
is being built.

Before continuing, we shouldlarify what this Policy
Briefis not about.Amongsome of the issues we do
not addressdespite their obvious importance,several

factor endowments and the contribution diFPto GDP
growth; unemployment and its role in maintaining
fragile finanaes and, finally,the situation in thereal
estate market and banking sectorAll are elements of
great weight and, in part, common to the adjustments
being made irthe periphery of the euro areéEuropean
Commission, 2016A). And although they ateissues
that have a critical bearing oan accurate diagnosis of
the challenges wdace, they fall outside the scope of
this Policy Brief

Here we focus on two other partial, yet highly relevant,
issues: First, the role of international confidence in
{LI AyQa 2y32Ay3 NBO2JFSNE
of internal reforms, specificgl those affecting the
governance of the euro and the activity of the ECB. In
fact, this radical shift can be identified as the hinge that
separates the second recession (2€2013) from the
growth stage (2012016), a diagnosis for which there is
already broad consensus (European Commission,
2016c). Second, we examine the role being played by
domestic and foreign debt in the recovery, givireir
importance in theorigin of the problems undeylngthe
euro crisis (European Commission, 2016A).

F'YR:

These tweelements are two sides of the same coin: the
loss of international confidence in Spain in 20112
led to a marked flight of capital, and was the basis of
the ensuing collapse of activity. And this loss of
confidence was a reflection of levels of domesiud
foreign debt that were perceived as unsustainable.

Therefore, understanding the reasons for the changing
LISNOSLIGA2Yy 2F { LI AyQa ONBRAD
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any assessment of the strength and prospectsitsf
recovery. This means examining theerglayed by the
fiscal consolidation and the reform policy, and, hence,
determining the extent to which the policies promoted
by the EU have delayed promoted growth. In short,
what is required is an inevitable rereading of the

austerityexpansion debat@ Spain.

The rest of the brief is structured as follows. Following
on from an introduction outlining the state of the
present recovery, the second section summarizes the
role played by the internal reforms and the
readjustments of certain imbalances in modifying
Spanish expectations about the euro. To these we have
to add the changes instigated abroad: new mechanisms
of EU aid, the actions taken by the ECB and other
factors (including, for example, the price of oil). This
evaluation ofthe reasonsboth at home and abroad, of
the recoverydefinesthe imbalances that remain in the
balance sheets of both the private and the public
sectors and in that of thdoreign sectoy which is the
focus of section three. And linked to this section
four, we seek to determine the extent to which the
dynamics of tis foreignbalance is helping to reduce
excessive leverage with the rest of the worldhis
Policy Briefinishesby offeringsome finalconclusions
concerninghe needto reorienti K S O 2edpficimieE Q

policy.

1. From the secondecessian (20112013) to
a period of expansion(20142016): the shift
from external to internal demand

Since mieR013, there has been substantial changén

the main variables of the Spanish economy. The
recovery hasbeen consolidated and, after the fal i
GDP in the period 2032013 @veragng -1.8%), a
turnaround wasfirst noted in 2014 (1.4%yijsing again

in 2015 (3.2%do reach its highest ratsince 2007. This
healthy outlook has continued through the first qter

of 2016 (3.4%).

A change inexternal financingconditions was the
prerequisitefor this change Addressing thébalance of
paymentscrisis (from summer 2011 tothat of 2012)
helped normalisethe situation and, from the second
half of 2013onwards its positive effectsbegan to be
felt: the risk premium onl0Oyear government bonds
fell substantially between 2012 and 2015 (from 547
bags points in July 2012 to around 100 in January

persi stence

ope(G
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2015). With the recovery ofrefinancing conditions &
well as of domesticand foreign confidence, allthe
elements ofinternal demandwere deployed and have
contributed to the upward phasi the current cycle.

First, gross fixed capital formation. Between 2013/Q2
and 2015/@, GFCHrew at an annual rate of 3.9%,
reflecting the sharp rise inspending incapital goods
and, to a lesser extenin construction,thanks to the
rise in NFC(6.4%) andgeneral government(6.7%)
expenditure which offset the dropin household
spending (-8.3%). In the case of the NFCsghe
investment boost including, among other things, the
increase inthe use oftheir production capacity fom
an average o¥2.7% inthe period2012-2013 to 76.8%
in that of 20142015) a GOShat reached record levels
for the last 15 years (42.9% dfs GVAin 2015),
improved expectations irboth the construction and
industrial sectors the reduction in theinterest burden
(representing 7.5% ofthe GOSin 20142015, falling
from 10.1%in 2013-2014),the recovery of new credit
flows @Up 10.0% in 2015) andinally, a reduction in
indebtedness

Second, private consumption. Its iease (2.5% a year
between 2013/Q2 and 2016/Q) reflects the bullish

g‘npulses of disposable income, the improvement in

future expectations, increasing wealth and the recovery
of household credit. In terms of consumer revenue, the
combination of increases in income and spending
restraints resulted iradvances inGDHIin 2014 (0.9%)
and, more intenselystill, in 2015 (2.3%), contrasting
with earlier (averaging-2.0% inthe years2011-2013).

To this weshouldadd the fall in prices-0.3% in 2014
2015), so that disposable family income in real terms
increased both in 2014 (1.04%) and in 2015 (2.9 %), for
the first time since 2009.

The rise in current household income in 2014 (0.2%)
and 2015 (1.2%), the first since 2011, reflects an
improvement in virtually all its components: an increase
in wage income ir2014 (0.9%#and, especially, in 2015
(3.9%);a risein the GOSof individual entreprenels
(2.4% in the year ending 20181); and, in 2015a rise

in current transfers. Only property income fell in 2015 (
15.4%). Meanwhile, current expenditurehas also
contributed to the rise in GDHJ] with falls in 2014 -(
1.6%) becoming stablén 2015 (0.0%), driven by the
contraction in financial costs34.9% in 2015) anda
lower direct tax burden-0.6% in 2015).

In addition, the filtration on the home front of
improved foreign confidence and the increase in

Pagina2
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employment (1.1 million new ops being created favourable financial context: the average interest rate
between 2014/Q1 and 2016/) have resulted in a  of general governmentlebt (ratio between interests,
substantial change in household expectations. jobs ¢ and general governmentcurrent liabilities
Measured in terms of the & consumer confidence Financial Acounts of the Bank of Spain) hakrunk
indicator, averge results for 20142015 stood at4.3%, from 2.9 (2012) to 2.4% (2015%0 that interest
much higher than those for 2012013 ¢28.5%) and payments stood, despite the volume of debt, at a
better even than the historicahverage for the period moderate 3.1% of GDP in 2018eanwhile, the general
19862015 ¢13.4%). government GFCcreased in2015 by a substantial
21.3%, which also reflects the impact of electoral

The dynamics of householtebt and wealthhave also processs.

contributed to the expansion of consumption. Net

financial wealth (assets minus liabilities) increased Thus, domestic demand stopped undermining GDP
strongly. measured with respect to GDHI it rof®m growth (about 2.8 points on average ithe period
123.5%n 2011to 164.7% in 2013yas upto 174.6% in 20082013) to contribute to its growth in 2014 (1.6
2014 andstood at 178.8% in 2015figures not seen points) and, especially, in 2015 (3.6 points), an effect
since 1999.In addition, real estate has also been that has increased in the first quarter of 2018.8
boostedby the firstsigns ofincreases irhousing prices points). In contrast, the balance of the recovery is less
(0.3% in 2014, 3.6% in 2015 and 6.3% in the first positive for net foreign demand (Figure 1)he
quarter of 2016). Finallyhouseholdcredit, althoughits improvement inexport figures in the period20142015
total stock has continued to deok, has begun to ¢ real growth measured athe mean ofthe export of
recover: in 20154, the flow of new creditreached goods (4.7%) and services (6.58owas offset by a
75.7 billioneuros 31.4% abovéhat granted in summer marked recovery in imports, both in 2014 (real increase
2013. of 6.7 and 4.5% for goods and services, respectively)
and, especially, in 2015 (7.4 and 8.1% real growth for
goods and services, respectively). Thus, as the cycle has
acquired impetus, thecontribution of net external
demand has changed sign, from adding 2.3 points to
the changein GDP in the year ending 2013Qto
subtracting-0.4 points in the year ending in the first
quarter of 2016.

Given the growth in income, wealth and credit attne
improved expectations,in 2014 the high income
elasticity of consumption (Arcet al., 2013) began to
shift towards a demand for durable goods, initially
increasingpreviously frozen levels @onsumption and
continuing into 2015 (Gonz&z and Urtasun, 2015J.0
this has been added eéhconsumptionof non-durable
goods so that private consumption in real terms
increased in 2014 (1.2%) and acceleratedyrowth in Figurel. Net domestic and foreign demanc200%2015 (contribution
’ i . . to real GDP growth in percentage points
2015 (3.1%), accentuating its increase even more in the .
first quarter of 2016 (3.7%).

As for the public sector,following a less demanding 4]
agreementthan expectedwith the EUregardingthe
nature of the O 2 dzy ({fistd @dnsolidation (2013),
disposable incomelevels improved thanks to the
recovery in tax revenue § cumulative rise of7.6%
between 2013 and 2015) andocial contibutions -4 1
(3.2%) andgreater control over financial costs. Thus, -6
income rose both in 2014 (3.0%) and 2015 (8.4%), g |
although the increase was not enough to finance the
growth in transfers (0.1% and 1.0% 2014 and 2015
respectively or final general govemment consumption
(0.0% in 2014 and 3.1% in 2015), drivienpart, by the
electoral process, which resulted in antinued public
dissaving gveraging-3.1% of GDPin the period 2014
2015). However, he most worrying aspect of this
behaviouris that it hagaken place in an extraordinarily

[

ource: Banco de Espafia.
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2. Internal and extemal foundations of the The collapse in activity from m&D11 onwards

recovery adjustments, reforms and the reflected the impact of the crisis in confidenoeith
action of the ECB ’ NB I NR  duure {n itk dund.TRis wasriggered

by the failure to curb the imbalance in public finances,
_ and,as aresult, the impossibilityof recovering room for
Taking stock of the strengths and weaknesses of the 5n0euver to make adjustments in the financial sector,

recovery requires a precise evaluation of the reasons ,nich by that time waheavily exposed tthe rampant
that led to the second crisis of 202D13. There is N0 geterioration in credit conditions linkedto the real
consensus on the factors that resulted in the second ggtate boom (Figure 2). In summer 2011,29%.of the

recession, although t-he prevailing opinichighlights 1.8trillion euros of outstanding credit corresponded to
above all the contractionary effects of the reforms and productive  activities linked to the real

fiscal adjustments. However, thigew is not shared by  oqtate/construction sector oo home mortgages a

this Policy Bief. First,becausethe fiscal consolidation figure that had barelghifted sincehe beginning of the

in Spain has beeonly a moderate one: with public crisis (at the end of 200®tal creditto the construction
debt increagng from 35to 100% of GDP between 2007 gector represented 60.2% of private credit stock).

and 2015.Second, because whatever the undoubted
contractionary effect of these policies, they need to be Figure2. Private credit h Spain20082015by subsector
evaluated in relation to the inevitable collapse of
spending generated by thdeleveragingof the private 500
sector (Cuepo et al, 2013; IMF, 201%; Banco de
Espafia, 201&: an extraordinaryburst in domestic 400
demand caused bthe more than 22point reduction in
private spending (from aeed to finance10% of GDP  3q0 |
in 2007 to a surplus in financiedsourcesf almost 12%
in 2012). Third, because¢heir negative effects on
activity have to be assessed iterms of their
contribution to the recovery in international confidence
in Spain and finally, alsotheir effects on the changes
introduced by the ECB poliand EU reforms.

a. Credit to construction sector (billion euros)

200 -

100 A

Construction Real estate Total

2.1.A tale of crisis and recoveryhe cardinalrole ¥ 2008/TS M20LUT2 M2018/T4 56106 Banco de Esparta

of foreign confidence 200 D-Total credit by seciof% GDP)

It is unquestionable that adjustment policies have had 1

recessionary consequences. The IMF has highlighted 160 -
this fact both in the area of structural reforms (IMF, 129
201%; European Commission, 2)6and in that of 120
fiscal consolidation (IMF, 20&p But this overall 94
assessment loses relevance in the specific case of Spain g | 75
especiallyif we ignore the causes of the crisis in the
country after summer 2011 (Milesierreti & Tille,
2011; Merler & Pisarfrerry, 2012; Sinn, 2012 & 2014;
Eichengreen, 2015)We should not forget in this
regard, that in the final months of 2010 and in early 0 2010 2015
2011, the Spanish economy, under the protection of = Productive act. ® Households m General government = Total - g,ce: Banco de Espa
fiscal and monetary expansion, hadbsorbed part of
the postLehman Brothers shock, with a GDP that was
alreadygrowingby late 2010 (0.5% annually), while the
contraction in employment had been largely contained
by summer 2011 -0.7% annually), and, in particular,
temporary salaried employent was already rising
(2.2%).

In this tale, it is the uncertainty generated by the
LR2aaAocAfAdGe 2F { LI AyQthe I 0t YR
effects of this on foreign and domesticirfandng and
F3SydaQ exdeldayfoRs\ tfial originated the

collapse ofactivity and employment thatharacterised
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the second recession (King, 2018%.immediateorigins But against the backdrop of the collapse of

lay inthe new Greekcrisis and in particulat in the international confidence in Spain and the consequent
German decision to impose a sevéraircut on holders flight of capital, it was critical to restore external

of Greek debt (June 2011), which resulted in a financing. Toachievethis, it was necessary to lay the
significant and sharp net outflow of fundeom Spain foundations of the promotion of credit and ik
(about 380 billioneurosuntil the end of 2012), with its required accelerating the adjustmentf the balance
corollary of a risein risk premiums and refinancing sheets of the finane sector and controlling the
difficulties, especially for the finampc sector. Tle explosionin public debt. And bothrequired acut in
process generated a severe shadoka country with a financing costs andhe inflow of capital into the
very highnet international debt and foreign liabilities  country. Finally, improving confidence was also a
that required about 30Million eurodyearto refinane precondition for GDP growth, not only for its external
(Baldwn et al.,2015). effects but because the high level of indebtedness of
the domestic sectorpresented high risk levelsvhich

led to spending decisiondeing postponed thereby
deepening the recession.

What adjustments were necessary to restore
confidence and restablishcapital inflow® Firstthere
were thoseof a financial nature this required clearing

up the banka Balance sheets anthe restructuring and In short, had it not been for the recovery of confidence
downsizing of the sector, essential conditions for in the second half of 2012, which resulted in the
controlling high interest rates,addressing thesharp reduction of tensions ithe financing of the bankghe
increase in bad debts and redag the difficulties of outlook for the future would have been extremely
external financingin the sector The latter were so bleak The domesticonditions for recoverytherefore,
acute thatthey led the ECB toimplement itslong-term required precisely the adjustment programme that was

refinancing @erations(LTROsin December 2011 and implemented in20122013, and whicHinked upwith
February 2012, with nearly &illion euros of new the measures adopted in 2042011. From this point of
credit, of which the Spanish financial sector was the view, the austerityexpansion debate was, in the
main beneficiary (with 77% of the outstanding credit of Spanish case immerseds it wasin the second
the ECBgoing to the euro areabanking sector in recession, atintellectuallytheoretical dilemmabut one
February 2012). that wasnon-existent in practice.

Second, it was necessaryto reduee public finance
imbalancesTacking the deficitrequireda reduction in
corporation tax subsidiesan increase in VAT and
income tax, a freeze and reduction in staffing and cuts
in certain areas ofexpenditure;and, in the medium
and longterm, a second pension reform. Thirid,was

2.2. The externallink to the internal reforms the
ESM and the new role of the ECB

A nonquantifiable feature othe structural reforms and

fiscal adjustment, but certainly one that is no less
important, was their impact on the decisions taken by
necessaryto introduce wage restraing and increased o Eyropean institutions. The hard stance adopted by
labour market flexiblity, the result of labour reform Germany on the European Stability Mechanism (ESM),
measuresand the collapse of employment and rising ;4 its opposition t0SEG Sy RA y 3 iKS 9/ .

unemployment. Finally, other minor reformsvere facilities, suggest that in the absence of reforms
needed(the de-indexation of public contracts and new implemented in Spainwhat proved to be decisive
defaultregime, for example). financial support from the ESM and the ECB { LJ A y Q&
bankingsector would have been, at best, much more
complex andexacting While it is true that these

measures have had an impact on other countries, the

In the shortterm, financial reform, @bilizing the deficit
andthe labourreforms had contractionary effectdqe it

directly or indirectly, by increasing uncertainggnong
{ LJ- hofig@Roldsand businesseslike Howeverheir sizeof the imbalances in Spain aaot be ignored when
implementation was necessary to regain confidence €valuatingthe reasons fotheir enforcement.

abroad and to encouragethe refinancing of thedebt
and, thereby, recover the confidence of resident
agents, essential fquromotingdomestic demand.

In any case, once decisions had been take regarding the
measures to support and stimulate activity in the euro
area, Spain benefited greatly thanks to the fact that the
intervention of the ECB underpinned the fall in risk
premiums while the depreciation dhe euro boosted
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its exports. Therefore, if these reforms and a certain purchasedwas extended to 80 billioreuros/month
degree of fiscal consolidation were the necessary while the policy was extended forivate securitiesThe
conditions for recovery, these sufficient conditions Bank also announcethe launchthat summerof four
were introduced from outside Spain new TLTRQuctionsand it further reduced both the

ordinary interest rate(down to 0.0%)and that of the

The origin of this powerful tailwind was thgrowing deposit facility down t0-0.4%)

activism of the ECB in the face of the increasingly

evident financial fragmentation of the euro areAfter The consequences of this policy, although modest with
{ LI Ay Q abailout Fphin (ully 2012 September regard to credit expansion, were great for both interest
the ECBadopted the Outright Monetary Transactions and exchange ratesThus, in early 2016, the Spanish
(OMT), whichssignalledthe end o { LJI prgbieds and Treasury had already issued securities (up to 9 tme)n
the more general crisigfflicting the euro. With this at negative rates, and had added to the growing supply
safety net in place the markedly expansionary of very longterm debt (50 years at 3.5% interest), while
measures taken between 2013 and 2016 have helped the 10yearbonds were issued in April 205 alower
reduce the costs of external and internal refinancing rate of 1.5%. Moreover, the actions oECBled to a
and to strengthen and extenthe protective umbrella marked depreciation of the eurofrom about $1.40

of the ECB wer Spain. euro in May 2014 to 1.08 in early 2016).

Thus, in 2013 the EGMIt the ordinary interest rate to Along with the intervention of the ECB, overcoming the
0.5% (May); adopted its forward guidance policy (July) euro crisis required substantial changes in the
and launched new unlimited, fixedte auctions (until governance of the Union, including the introduction of
July 2014);it tried to reactivate the as®t-backed the ESM and the Fiscal Compact inirggpr2012 and,
security (AB$ market (Julybeptember); agreed above all, the promotion of the Banking Union (June).
emergency lending operations (swap eavith the Fed [ A1S6A&SST {LIAYQE TFAYLFYOALT
(October); and furthereduced interest rates to 0.25%  the finalisation of the bailout program (January 2014)
(November) and extended forward guidance (untii and the implementation of the banking union
summer 2015). In 2014the Bank continued its (November 2014) and its antecewdlts (the Asset Quality
expansivepolicy. The targeted longetterm refinancing Review and stress test), which confirmed that the
operations (TLTR@yogranme wasintroduced inJune, Spanish bailout had been successful.

Witk GKS AY 27F s ydaaN® kheet 163 TﬂKsb'gl"th' | . ‘ th
early2012 levels new covered bond purchase e combination of this new regulatory framework, the

. first stepstaken towards a singleesolutionmechanism
programmeswere launched and interestates were P 9

further reduced (0.15%), while deposfacility ratesfell (January 2016) andhg growing actrism of .the E_CB
below zero for thefirst time in their history ¢o -0.10% have laid the foundationshat seem to offerfinancial

form 0.0%in 2012). In September, further reductien tranquility to the euro area This wasparticularly

were madein the standard rate of financingo(0.05%) not|cgable cljn .thzeoi/;\rlouz e;(’)'igde_f_hc’f f|r(1jan0|.al Crrl]SIS
and in the deposit facility ¢o -0.20%), and TLTRO expgrlenc.:se n i th ap half 'f 201us, e.s}:r)]ltg ; ©
auctions were initiatedwith little success although the tensions inGreecein the first half o SSpanish debt

Spanish bank absorbed a significant portion of their r|sl.< prem|u.ms remained  relatively §taple (at 120
funds. points), until the outbreak of problemsnstigated by

China in August 2015, andn particular, the fresh
In 2015, with the route for chanrlghig resources to turmoil in the financial marketsbetween December
private credit blocked, and against a worrying bacdr 2015and February 2016, wherthey reached 150 basis
with regards to falling pricesthe ECB adopted the points. Later, in March and April they steadied
expansionary monetary policy of quantitative easing somewhat ataround 20/130 points but returned to
(QE), initially with the aim of purchasing 60 billion values ofl60in the wake of theBrexit crisisn June and
euros/month  of public debt from European the impact of this decision oSpanish andabove all,
governments and institutions. The QE received a furthe Italian banks
boost in December,with the intervention being
extended until March 2017 andhe ECB pledginthat
debt repaymentswould continue to be made while
further penalizing deposit facilgs (down to -0.30%).
Finally, in March 2016 the volume of delid be

In short, changes in ECB poliapodifications to the
mechanisms foprotectingthe EU, the fall in oil prices
(Bank of Spain, 208 domesticreforms (particularly
those affecting thefinancial sector)the reduction of
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debt in the privateand financial sectarand, finally, a Figure 3. Consolidated private debt in Spain ansbme euro area
more favourable externabackdropallow account for ~ countries 19952015(%Gbh

the exceptional conditions that allowefdr the growth oo Spain, 1998015

in spendingof the various components of domestic

demand from mie2013onwards 200 | 201

150 -

3. Reduction of private indebtdness and its |

substitution by public debt higher debt
levels in2016than in 2007 5o-| ‘ ‘ ‘ ‘

Since theonset of the recovery in the second half of 0

i i § &L P LT LELS LI L
2013, the indebtedness of resident sectors Hagher S D S S S S S SO
entrenched thetrends present since 2011namely,the Source: Banco de Espafia.
reductionin private (fmgnmal and norflnan_ual)secto_r 200 b-Euro area, 2014
leverage, both domestic andabroad the increase in 266

public indebtedness and, as a result,considerably 250 4
higher debt levels irR016 thanthose experienced in
2007. The following paragraphs summarize these 200 190

166
aspectsas they affechon-financial resident agents. 10

0
148 146 146 143

119 119
For the private sector (households and@¢rexcluding, 100 109 100

in the case of the formerquity stake and investment o
funds), the more than two years of recovery have 50 -
meant a substantial reddion in its leverage, whether
measured on a consolidated or unconsolidated basis. In

150 ~

75

SEFE F SEFEEFTFEFEF

. & PN S L

the latter case, although the pace of reduction of the EFFEE F FETESE TS fﬁ‘gg
Q ©

absolute values has moderated somewha?.§% per f
year from 201302 to 201504 vs.-4.2%from 2010 Q2
to 2013/Q2), in relation to GDP, dbt reduction has
become accentuateth the recoveryprocess(European
Commission, 2015: a sharp drop of almoss0 points Sn ) ) s
of GDPfrom the record high of 201@2 (269.6%) to significant intrahousehold differences, the distinctive
215.8% of GDP by the end of 2015. Thus, the annual elemeht of the dynamics Of_ |.ts debt @e major

deaeasein this ratio (8 pointsiear of GDP between reduction recordedfrom 960 billioneurosin 2008 to

2010/Q2 and 2013Q2) accetrated in 2014 (10 points) 782 billion in 201_5. This reflectﬁwe gf‘fect_ of a set qf
andeven moresoin 2015 (15 points). factors of opposing dynamlt_s no_mmal ircreases in
income (GDP or GDHI)financial sector losses

In consolidated terms, the process in all sectors is repayments and a slow recovery of new credit
similar: falling from 200% to 176% of GDP between operations between 2013 and 2015 (47.7f6m 51.2
2010 and 2013 (EC, 2014b), dalling agairto 153% by billion euros in 2013 to 75.7 bilion in 2015).
2015, a reductionalso of almost 50 points of GDP Deleveraging has started to note the effects of nominal
presentingan identical acceleratiorin the reduction in GDP growth, with the annual rate of decline
the recovery (gure 3). Given the different nature of accelerating substantially between 2013 and 2015
household and NF@abilities, a more accurate view of  (annual rate of-5.7%, 9point cumulative reduction),
the dynamics of private debt requires disaggregating more than twice the-2.6% rate recorded between 2010
the behaviourof the two sectors. and 2013 {6.7 points of GDP). The final result has been
the sharp fall in debt: from 81.3% of GDP in 2013/Q4 to
72.3% in 2018p4. Notwithstanding this, in 2014 (latest
data available)the 77.3%of debt/GDPratio recorded

Source: Eurostat.

In the case ofhousehold liabilities while there are
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by Spanish households exceed#@t: euro area average
(64.4%)by 13 percentage points of GDP and was only
lower than that of the Netherlands, Portugal and
Ireland (kgure 4). In fact, of the 18 members of the
monetary union, only Cyprus, the Netherlands, Ireland
and Portugal (with 148.4%21.7%, 89.2% and 89.0% in
2014, respectively) hhlevelsof family debthigher than
those of SpainAnd in comparisonwith the euro area
big three Spain greatlyexceededthe debt of French
(64.7%), German (54.9%) and Italian (48.7%)
households It is hadly surprising, therefore, that the
EU (2015a) should continue to identify the financial
position of Spanish households as being among the
most fragile of the euro area, a fragility accentuated by
the prevalence of variable interest rates (Ampudit
al., 2014) and high unemployment. The same
acceleration in this contraction emerges if the
denominator of the debt ratio ischanged tofamily
income, although in this case the contractioneigen
more markel: -5.0% annually between 201Q4 - 2015
/Q4 (-12.2 points of GDHI, upo 113.6%)vs. -3.1%
between 2010/Q4 2013/Q4 (-12.4 pointsto 125.8%).

Figure4. Non-consolidated household liabilities in Spain and some
countries of the euro area19952015(%GDR

a. Spain, 19982015
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If we shift our focus from the ability of households to
service their debt payments to measures of solvency in
the sector, the results are more positiveogether with
the nominal growth in GDP and GDHiis reflectsan
opposite movement to that taken by dlebtedness and
financial asset prices. Thus, the debt/financial asset
ratio has not stopped fallingfrom 49.6%in 2007 to
43.3% in 2013reaching38.8%by the end of 2015, a
similarfigure to that recorded in 2002Mleanwhile, the
net (financial or total) wealth/GDHI ratios present
similar resuls: the net financial wealttGDHlIratio rose
to 178.8% in 2015/@ a verysimilarlevel to that of the
1999 value (182% When we mclude real estate
wealth, given thatthe increase here has bedmgher
than in that of financial wealth, the net total
wealth/GDHlratio value of 791.1% recordeat the end
of 2013 has increased to 820.1%, recovering values
similar to thosen 2011.

Given this dynamic, just how far dobsusehold debt
need to be cut backAny assessment of thisequires
the definition of the equilibrium values which are
affected by potential GDP growtirojections. kwever,
various estimatesoint to values aroundl-1.5% (for
2013 to 2030, the & places itat an average of 1.2%
(European Comrasion, 2018), the Bank of Spain
(2015) at 1.5%,Cuadrado &Moral-Benito (2016)at
around 1%up to 2020 and the IMF (2015 at an
average ofl.1% from 2015 to 2020). To thie need to
add expectations regarding inflation which, for the
coming yearsare largely contained. Based onthese
considerations, and if the debt levid returned topre-
boom levels(52.4% of GDP on averabetween 1999
and 2001), the 72.3%recorded at the end of 2015
would still have to bereduced by an additional 20
points. Howeverthe 2015 value othe net financial
wealth/GDHI ratio (178.8% of GDHI) waigher than
that recorded in the periodl9992001 (164.1%); and
the same is true if the reference rate used istlof
total net wealh/GDHI, since its value in 2015 (820.3%
of income) was already higher than the averdigrires
for the period1999-2001 (645%).

As with Spanish households, and although here only an
aggregate balance is calculated, the differences
between NFCsare marked, wh a wide range of
different outcomesbeing recorded depending on firm
type (Maudoset al.,2016). But for the sector as whole,
there has been a notable reduction in imforceable
debt (ie., debt securities, loans, insurance and pension
systems and tragl credits and advances), from 2.0
trillion euros at the end of 2008 to 1.5illion in the
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last quarter of 2015 (Bure 5), with high absolute
reductions until 2013wing to the high levels odebt
clearance in theconstruction and real estatsectors
(Menéndez and Médez, 2013), a process which the
restructuring of thefinancial sector andhe creation of
S w9. o6{LIAYyQa o6FR olylo
in 2009/QL, when themaximum creditevels ever were
recorded in theproductive sectorthe partabsorbed by
the construction and real estate sectreached 42.2%
of GDR but by2013this had been cut t®3.0%, andy
the end of 2015, it had shrunk to a modest 16.6% of
GDP, a similar figurte that recorded in2002-2003.

Figure 5 Unconsolidated delb of the NFCsin Spain and other
countries of the euro area19952015(%GDR

140 a. Spain (unconsolidated debt)

132,2

120 +

104,

100 +

80 -

60

40

20 A

SSESSSSSTSIESTSE
NN NNV NN N NN NNV NN

Source: Banco de Espafia.

§
N

1_9_96

$
N

19_90

$888
NN NN

140 b. Euro area countries, 2007 and 2014 (consolidated debt)

117
120 4
10 108 110
98
100 - 93
87
77
80 | 69 72
60 -
5046
40 -
20 1
0 .
o N o & N o
S % i 3 @ °
-&.Qf‘\’b Qo(“ <« <« A (,z‘
& m2007 w2014 Source: Eurostat.

As for NE income (GDP, GVA ar@0$, the rate of
deleveraging has accelerateder the lastwo years.In
the case of GDP,the reduction of the ratio in the
recovery from 2013/Q4 to 2015/Q% (from -5.0%
annually,-15.6 percentage points of GDP in totalas
higher thanthat recordedin the previous crisis, so that,
in the last quarter of 2015, delstood at 140% of GDP.
This reduction in indebtednes$es occurred despite the

recovery
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increase in new credit flows. This reflects the
differences betweenthe deleveraging mechanisms
during the crisis (until 2013) andluring the recovery
(up to 2016). Whilén the recessiorthe basic factomwas
that of repaymentsor the recognition of lossedn the

by 4.3% between 2013 and 2015, compateé decline

in the debt stock of -5.4%), which allowedor the
aforemenioned credit growth whilethe debt? GOSatio

has shrunk. [bur point ofreference isSNFCdebt in the
euro areain 2014, the Spanish showed less leverage
than Luxembourg, Cyprus, Ireland (179.6%), the
Netherlands (117.3%), Portugal (1088%nd Belgium
(101.7%), although their position was wor#igan that

of the big three, exceeding French (87.1%), ltian
(76.5%) and, especially, German (4686yporations
Thus, ifwe takeasour point ofreference the average of
these three countries,in 2014 Spaif) & bC/ a
required a debt reduction of around 23 points of GDP
(despite the correctiors made, the EC (20&¢4
considered that, at the end of 2013, the indebtedness
of the NFCswas still excessive in relatiomwith their
assetsand their capacity ofepayment). In the case of
solvency measures, the resulbhere is also more
positive: the rgayable liabilitiesfinancial assetsatio
has not stopped falling since the beginning of the crisis
(from 88.1% to 81.1% between 2007 and 2013) ahd
the end of 2015 itstood at 73.6%, afigure not seen
since homogeneous dateame into existencéend of
1994).

In the light of this improvement, and of its accentuation
over the last two years, how far badoes NFC debt
have to becut back If we take as our reference the
pre-boom level (121.8% of GDP on averader the
period 19992001), the valueat the end of 2015
(143.5%)was still some22 percentage points of GDP
higher. In contrast the enforceable debt/GOS ratim
2015 (628.2%) was alrdp lower thanthat for the
period 19992001 (680.5%)And thesame is true if the
benchmark indexisedis the enforceable debtfinancial
assetratio: the 73.6%recorded in2015 was lower than
the averagebetween1999and 2001 (79.3%)uerpoet
al., 2013 report, for the end of 2013, arequired
reduction of about 20 percentage points of GDP using
the metricproposed byArrow et al.,2004).

Aggregating households and NFCs (and in consolidated
terms for each sector), what is the correct path to take?
In 2014,the average stock of debt of the NFCs and
households in the euro area was 142.8% of GDP, about
27 points lower than the corresponding figure for Spain,
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improvement in 2014 and 2015, Spain has not been

France presents higher values (151.8%). Based on thisable to comply with the revision of the deficit targets

measure, at the end of 2014, the private sector still
needed to reduce the weight of its debt by about 30
percentage points of GDP (European Commission,
2014a). In 2015, deleveraging needs, given the
dynamics of debt reduction and GDP growth, have
fallen. They are however higher if we take as our
objective debt levels at the beginning of the period of
expansion: the 170.3% of private debt (the
unconsolidatedsum d the (consolidated) valuesf
households and NFELsin 2014 exceeded by 60
percentage points of GDP the 110.6% recorded in 2000.

Another way to assess the debt reduction needs of the
non-financial private sector is according to their active
credit: at theend of 2015, this already represented 13%
of the total granted in the euro area, higher than the
10.4% provided by Spanish GDP,
theoretical surplus credit of 253 billion euros, about 23
percent of GDP which, as other forms of NFC debt are
not considered, this theoretical volume of deleveraging
should be considered the lower limit (Figure 6).

Figure6. Private sector credit in Spain and in some countries of the
euro areg 2007#2015(%GDR
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agreed in 2013. Thus, since the beginning of the
recovery in 2013, public debt has increased 7.1 points
of GDP, reachindg00.5% in the first quarter of 2016
(Figure 7). What can we expect from this pattern? The
provisions of the EC (European Commission, @p1i%

its maximum at around 105% of GDP in 2@D78 and,
then, it should be gradually reduced, although its fall to
acceptable values is predicted as being long and drawn
out: in 2025, it would still represent between 90 and
100% of GDP, depending on the different growth and
interest rate scenarios.

Figure7. Publicdebt in Spain and other countries of the euro area
19952015(%GDP angthange in points of GDP
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In short, the debt of the non-financial sectors
(householdsNFCsand general governmentwas, at the
end of 2015, higher than the figurecodedat the end
of the expansion: a totabf 2326 of GDP (definition of
MIP debt) in 2007vs. 265.2%in 2015. While it istrue
that the nonfinancial private sector has reducdts
debt (-32.3 percentage points of GDP since 20@7)s
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equally true thatthe public sector has increaseits
debt levels(by 65.2 points), drastically modifying its
composition (European Commission, 26jl8However,
given that private debt reacheds maximum level in
2010, if the comparison is madeom that date, the
total leverage (noffinancial private sector and public
sector) has not changed: 264%f GDP in 2010
compared to 26%in 2015 (Fgyure 8).

Figure 8. Total nonfinancial (private and general government
sector debtin Spain and euro area countrie§9952014(%GDP)
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4. Foreign debt and balance of payments
with the rest of the world shifting events in
the recovery

The dynamics of foreign debt is a function of both the
change in GDP anthodifications in the debt stogk
which in turn depend on changes in the balanck
paymentswith the rest of the world. Inthe recovery
process, shifts have been recorded in both elemeiris
the case ofGDP, substantial advanckave been made
while, in that ofnet debt, Spain has presenteccurrent
account surplussince 2013 Despite thesepositive
trends, the fact is that net debt hasnly experienced a
moderate reduction At the same timepetween the
crisis of 20082013 andthe recovery 0f20132016
domestic demand hasregained its traditional
importance, impeding GDP growth fothe first time
since the onset of the crisis. This changgas not
occurred as a result of reduction in exportsor
because ofa lower penetration of world markes.
Basically, it reflects the increasing rate of imports
Moderation in the current account lance, and te
fact that some of itsbalanceqenergy, primary income)
depend on exceptional items, beyond our contieads

recovery
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us toquestion the future of the external balanc€&hus,
in what follows, thisPolicy Brieturns its attention to
the dynamicsof debt and thereasonsunderpinning it
andthenita $81a (2 SELXIAY
foreignindebtedness.

4.1. Improvement in the external balance:

transitory or structural?

Between 2007 and 2013, the highly negative balance
presented by the current account9(6% of GDP in
2007) was radically corrected, albeit that once positive
values had been reached, and against the backdrop of a
recovery of domestic demand, its progressasw
suddenly cut short: 1.5% of GDP in 2013, 1.0% in 2014
and 1.4% in 2015. In terms of LJI AfiaRdng
capacity/need, the dynamic has been somewhat more
positive (Figure 9) The significantfinancing need
recorded in2007 €9.2%) has given way to external
financing capacity in 2013 (2.2%), 2014 (1.6%) and 2015
(2.1%), since thdinancial balance (basically, capital
transfersoriginatingfrom the EU) has beemaintained
since the beginning of the crisi, around0.5%o0f GDP.

Figure 9. { LJI Aexte®ranl financing @pacty/need 2007-2017* (%
GDR
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Thus, since 2013 Spain has experienced an atypicaldynamic reflects a growing geographical spread into
period of current account surpluse®verthe last forty emerging areas with a higher import propensiiygo,
years (AMECO data), onlythre periods19841986 and 2013) an increase in the number of exporting
19961997 didthe current accountpresent a positive companies (Gomez and Martin, 2014) amgeater
balance or indeed one that was close to zero @n diversification in the type of products exported (Oliver,
average ofl.2%and -0.7% of GDRn these periods 2016); as well asa fall in the ULG due to the
respectively) However, in terms of 1 KS O 2 dzy doNdinthént ofthese costs and increasefroductivity
financing capacitineed (INE, 1986)it recordedmodest and, linked to ths last aspegt a recovey in the
external surpluses in 1971973, 19781979, 19841986 attraction of FDI in Spain, which also drives sales
and 19951997. IfEC forecastfor Spain(which extend abroad. In fact, when improvements i LJ Xoic& a
until 2017 are added to the surplus of 2012015, we competitiveness measured in terms of ULE are
will be facing the longst period of external resource compared with prices in developed countes, the

generation since thel960s In short, the situationas cumulative loss sincining theeuro has beemartially
regards current account surpluses andinéncing (an adjustmentof about 15 points, according Prades
capacity in 2012015 was, in historical termsguite & Garcia 2015) oralmost totally corrected (about 20
exceptional. points, according to Gémez & Martin, 2Q1Although

it is also argued thatarge, exporting companiesvith
links to foreign capital presented a much more
favourable ULC dynamic before therisis tha the
economy did as a whole, which would explain the
G { LI Y A & K(AntrasethlRopIDE

The extent to which this new dynamic reflectsn the
one hand, a structural change oron the other,
modifications in demand generated by the crigisa
critical matter for debate. Of particular relevance here
is how to curb the improvement in the current account
surplus when domestic demand takes over as the
engine of GDP growth. In thipocess ofcontainment,
what stands out is thevorsening of the norenergy 0 (& Total merchandise balance
trade balance at the expense of the increase in the
surplus ofnon-tourism services anthe redudion in the -2
deficitson the energy and incombealances

Figurel0. Goods trade balancg 19952015(%GDR

As far as the current account balance is concerned, the “
motors of improvement up to 2013 were, basically, the
non-energy trade balance and the balance bbth
tourism and nortourism services (Figures 10 and 11).
The pattern of export growth and the
moderdion/reduction in purchases, which allowed the
strict adjustment of the negative foreign trade balance, 10
is what has changed during the recovery.

-8,6 -8,6

Source: Banco de Espafia.
Thus, in the case of the nesmergy trade balance, the
recovery in domestic demand has meant a steady 4
deterioration, so that between 2013 and 2015, the
balance has steadily fallen: from 2.3% of GDP in 2013 tc ?
0.3% in 2015. This not evidence of fall in exports,
but rather a sharpand intenseincrease inforeign
purchases: while thdatter are up by more than 3
percentage points of GDP (from 16.9% to 19.9% of [~
GDP), te former have risen morenoderately (from h
19.2% to 20.1% of GDHp any case, the weight of
exports to GDP has reached record highsn average
of 23.1% in the period 201£2015. This has resultad
an improved global market share, reaching 17.1 per
thousand in both 2014 and 2015, increasing from a Source: Banco de Espafia.
2012 low of 16.0 per thousandThis positive export

b. Non-energy trade balance

Paginal2



eur.peG Policy Brief n°. 9

Opinion and Discussion Group on Political Economy Economic recovery and the pers istence of fra g ilities

The sharp increase in imports of nenergy goods in mitigated the deterioration of the above balances. In

2014 and 2015 are indicative of the recovery in the the case of energy, the change has been brought about
consumption of durable goods and in investment, the by the collapse in oil prices, so that the 2013 defieit (

two components of domestic demand with the greatest 3.7% of GDP) had been cut by 20153% of GDP). In

import content, while foreign purchases of the case of the primary income balan¢Figure 12), the
intermediate goods confirm the growing integration of cutting of the deficit has also contributed to

Spain in global production through FDI (Bank of Spain, maintaining the current surplus: fron0.5% in 2013 te

201%). In any case, imports of goods increased to 0.1% of GDP in 2015. We should highlight, in relation to

25.4% of GDP in 2015 (24.3% in 2013), which can be{ LIt Ay Q& F2NBA Iy RSold aiz201z I
explained by the rise in the imports of nemnergy (from 46.0 billioneuros in 2011 to 31.1 billion in 2015),

goods (from 18.7% of GDP in 2013 to 21.8% in 2015). reflected in the reduction in the negative balance of this
Additionally, nontourism services (Maa$ & Martin, income (from-2.2% of GDP in 2012 t4.7% in 2015).
2010)remained atmaximum valuesluring this period Finally, deficit in the secondary income balance has

with a surplus of 1.2% of GDP in 2013, 1.3% in 2014 andbeen moderate (from -1.3%to -0.9% of GDP between

1.2% in 2015, reflecting similar movements in exports 2013 and 2015).

(4.7%, 4.9% and 5.1% of GDP in 2013, 2014 and, 2015

respectively and in imports (3.4%, 3.6% and 3.9% of Figurel2. Service trade balanced9952015(% del PIB)
GDP 2013, 2014 and 2015, respectively). 1 2-Primary income

Figurell. Service tradebalances 19952015(%GDR
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future of the external balance? As far as the balance of
goods is concerned, its evolution during the recovery
Finally, over the last two years, the energy, tourism has been the subject of two hypotheses. The optimistic
services and primary income balances have partially view is that the improvement in exptsris structural in
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nature, while the increase in imports is more transitory.
A less positive reading suggests the improvement in
exports is limited, while imports are responding, as in

the past, to the growth in domestic demand.

The hypothesis that postulates a transitory increase in
imports suggests that, structurally, the import content
per unit of final demand shouldhave been reduced.
This would reflect adjustmentin both demand and
supply In the case of demand falling pries and
internal costswould have shifted purchases abroad,
especially as regardsnon-durable consumer goods
(Bank of Spain, 2014); in thease of supplysectoral
restructuring (losses in construction atite increasing
weight of services) would reduce thenport content
per unit of GVA Thus, the increase in imports in the last
two years would be #&ansitoryreflection ofthe freeze

in domestic demandesulting from the crisis (Gonlea

& Urtasun, 2015).

This view runs contrary to the maintenance of the
import content per unit of GVA in the main productive
sectors (automobile, chemical, etc.) (Cabrero & Tiana,
2012). Thigoints to structural deficiencies in available
technology, so that the drag effect of increases in
industrial production (given their W@er weight in the
aggregate GVAand the greater import content) is
smaller than in other countries: an increase of 1%
(input-output tables for 2007 in final demandin the
industrial sector wouldincrease aggregateGVA by
0.16%, vs. 0.39% in Germany and0.36% in France
(Cabrero& Tiana, 2012)The latest analyses available,
based on inpubutput tables prior to the crisis (2005
and 2007), reveal continuity in the import content of
the main (norenergy) production sectors. The largest
differences are in m&et services and industry,
reflecting higher FDI in Spain than in other advanced
countries: FDI/GDP ratio in Spain in 2010 was 44%
almost twice that recorded in Germany. In motor
BSKAOE S Yl ydzZFl OlidzZNAy 33
content (63.3%) greatlgxceeds that of Germany (38%
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aggregate behavigr in accordance with the dynamics
of domestic demand andompatiblewith changes in its
distinctcomponents. Thus, the increase (inon-energy)
imports until 2014 was in line with expectatiormsed
on historical experience, so that the internal
devaluation does not seem to have generatéue
anticipatedimport substitution (Bak of Spain, 201%.

In fad, the estimates of the Bank of Spain (Goreloal.,
2008) point to the great sensitivity of imports to
changes in final demand arallow price elasticity dn
expression ofthe import needs of intermediate and
capital goods).Likewise,the quarterly modelof the
Bank of Spain for 1998012 uses high income
elasticities of imports, both in the shodnd medium
terms (Gdnez& Martin, 2014).

A number of other aspects cast shadows on the future
growth capacity of the export of goods, especially the
incomplete transfer of falling cost prices, where the
differential accumulated between 1999 and 2007 has
been maintained (Bank of Spain, 20)%y increases in
energy prices and administered prices, in accordance
with the deficit reduction strategy (Gomez & Martin,
2014), and the role of the contraction of domestic
demand in the export increaséxport of goods that
incorporate ths strength, along with thetraditional
variablesof external demand and price competitiveness
(Prades& Garcia, 2015)suggestan importantrole in
boosting exportdn the crisis, especially in the fietsf
private consumption.

4.2. The external balance and difficulties in
reducing indebtedness with theest of the world

Even today, after nearly three years of recovery in
activity, the highnet international investment position
ObLLt0O SYSNHS&E Ia {LIAYyQ&

' because of the inherent solvency problems and the high

investmept income _payments it involves (Catao &

2 \ibsi Pefréu’ 1251§,Z asvlelHhdt ¥eluise bihd-I2 NI

negative domestic debtstocks andother imbalances in

France (44%) and Italy (37%). The same is true of thethe MIP flows (Obsfeld, 2012: Kangt al., 2013). The

chemicalindustries(an import content 0f55% in Spain

high value reached odround -90% in early 201€ a

vs. 34%, 29% and 47% for Germany, France and ltaly, long way off the-35% of GDP maek by the MIP

respectively).Gontinuity is also found in the import
content ofthe most important components of domestic
and external demand. In fact, it seems thattlire case

of intermediate goodsit could have increasedwing to
the growth in FDI and the growing engagement of Spain
in the international division of production. &m this
point of view, simulationgonducted inimport growth
for the crisisyears (Cabrer& Tiana, 2012point to an

(European Commission, 2(4,5201%) ¢ potentially
leaves the Spanish economyin a fragile position,
exposed to sudden capital inflogops or reversalsin
Europe, only Cyprus19.2%), Greece-126.4%) and
Portugal €109.4%)recorded worse figures thathose
of Spain. Andhe figure of-90%places Spaiwell above
Ireland €70%), Italy-£6.7%) and Francel(/.4%), anc
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long way from thepostive valuesof Germany (49.%) Figure14. { L Ay Qa4 y S{ S@EIPSMNIth quarteriot 6 A f A G A
and theNetherlands (66.7%). 2015.By indebted subsectoof total)

Figurel3.{ LJ- &xtethdlliabilities, 19952015(%GDR

If we start with the NIIP, the most notable trends
between 20132015were the gradual fall in the overall
value, the change in its sectoral composition and,
finally, the change in the instruments that comprise it.
The persistence of the external financing capacity, the
changes (base 2010) in the ECB and the balance of
paynents and the recovery of nominal GDP growth in
20142015 contributed to its fall (from96.2% in 2013
to 90.8% in the first quarter of 2016), while changes in
the valuation acted against its further reduction. As for
the breakdown by sector, from 2013/Q2 22015/Q4,
the financial institutions (FIs) reduced their net debt
dramatically (from 35.7% to 15.3% of GDP), while
increases were recorded in the debt of the nron
financial corporations (from 35.7% to 39.3% of GDP)
and, especially, in that of the publiccter (from 29.1%
However, and although in terms of external solvency to 46.1% of GDP) (Figure 1Zhe reduction in debt of
the relevant variable is the NIIP, in the short tegmnoss the FlIs wasreflected in the fall in the stock of
debt and, in particular, the repayable liabilities are international emissios to values not recorded in the
more relevant, because it is these flows that can change |ast ten years(125 billion dollars), asvell as in the
suddenly in response to affaf Ay O2 Y FARS ¥edb with the HCBI(ad viktdum level ofL30 billion
ability to meet its external payments, as occurred in the eurosat the end March 2016, a far cry from the nearly
20112012 crisis (Lane and Milgserretti, 2012; Lane 389 billionof August 2012) {gure 15). Andwhile it still
and Pels, 2012)n the case of total liabilitiesat the end explains 47.1% of total Eurosysterredit, it is a long
of 2015their valuestood at 224.1% of GDFigurel3), way from the almost 80%recorded inthe spring of
while repayableliabilities (total assets of the rest of the  2012. Finally, compositionby instrument has
world in relation to Spaif2 &inus equity investments  deteriorated with an increasing bias towards debt

and investment funds) reached 1.7trillion euros. securities, linked to the growing weight of the public
Therefore,in this last section, this Policy Briefviews sector. between 2013Q2 and 2015/Q, these have
the situation and prospects foboth types of foreign  increased from 63.5% to 70% of the totalhile cash
indebtedness and deposits havdost weight (from 44.1% to 36%2).

Overall, and according to the European Commission
(2016&), about 80% of GDP reflects the net balance of
negotiable debt, of which about 60 percexge points
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